
The Business Situation
DECEMBER is a month in which the

income flow to individuals is in-
creased very substantially by final divi-
dend and interest payments for the year.
Last month was no exception to the usual
pattern of disbursement, and with eco-
nomic activity generally well sustained,
the absolute amount of total income paid
out was no doubt a record, exceeding the
highest previous monthly total.

In November, the latest month for
which actual data are available, the in-
dex of income payments, adjusted for
seasonal fluctuations, stood at 238 (1935-
39=100), equivalent to a 160 billion dol-
lar annual rate. The index at the end
of 1943 stood at 223, so that the upward
movement over the past year amounted
to 6 or 7 percent.

The tendency for the seasonally cor-
rected index of income payments to rise
slightly in the final quarter is not signifi-
cant in terms of any change in basic
conditions which, on the whole, have re-
mained substantially unaltered. Rather,
it reflects the continued increase in mili-
tary payments, and also the rise in sal-
aries and wages and proprietors' income
in the distributive trades, an indication
that the advance in retail sales was even
better than the seasonal expectation. In
the commodity-producing industries, the
flow of income, as of output, has contin-
ued stable.
Sales and Orders Continue High.

While figures are not available at pres-
ent covering the complete Christmas
trading, which this year extended over
a somewhat longer period than usual be-
cause the early shopper generally had
the wider choice, and overseas packages
had to be mailed early, data through No-
vember show a more-than-seasonal rise.
The increase was in the nondurable
goods, as the supply of durable products
has not been sufficient to support any
enhanced seasonal purchases. Buying
was in record dollar volume—probably
averaging for the fourth quarter about 8
percent more than a year ago. Much
of the increase over last year represents
price advances.

The pressure for goods was reflected
in the orders on manufacturers. New
orders placed with manufacturers for
nondurable goods during the final quar-
ter of the year were running at a rate
about 10 percent above the dollar volume
in the third quarter, although the in-
crease in shipments did not match this
rate of increase.

Manufacturers' shipments in recent
months have not fluctuated significantly,
although somewhat higher in the fourth
compared with the third quarter. Very
little change also was recorded in com-
parison with the latter part of 1943, the
slight rise in dollar terms over a year
ago being a reflection of some price rises
and variations in output among indus-
tries, rather than any further rise in
volume. Manufacturers' shipments, of

Chart 1.—Munitions Production Pro-
grams with Scheduled Peaks Ahead1
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course, include the goods destined for the
military forces as well as those ulti-
mately disposed of through retail chan-
nels.

While the flow of output from the fac-
tories has remained stable, the vigorous
drive to meet schedules for the critical
munitions items showed up in accelerated
advances in output of these products in
the month of November, and a further
upward increase is indicated by the par-
tial data now available for December.
The sharp upsurge in November stands
out in Chart 1, the 10 percent increase
in the aggregate output of munitions
items with scheduled peaks ahead being
relatively twice as large as the average
of the earlier months of 1944. The ac-
celeration extended over all the major
programs subject to special expediting
effort.

Since June when the intensified drive
was started on these programs, there has
been an increase in output of 30 percent
in the aggregate. The gains ranged up-
ward to as high as several-fold for Navy
rockets, a relatively new and urgent pro-

Table 1.—Income Payments and Manu-
facturers' Shipments and New Orders,
1944

Month

January
February
March
April
May
June -
July
August
September ._
October
November-
December

Income pay-
ments 1

1935-39 = 100

226
231
230
229
231
233
232
234
233
236
238

Manufac-
turers' ship-

ments

1939:

264
279
273
281
272
278
270
271
273
284
279

Manufac-
turers' new

orders

= 100

242
229
238
246
257
264
275
265
262
277
279

1 Adjusted for seasonal variation.

Source: U. S. Department of Commerce.

gram. Gains of between 40 and 50 per-
cent were recorded for heavy artillery
ammunition and for the heavy-heavy
trucks.

While these accomplishments have in
a number of rising programs resulted in
their removal from the critical category,
the remaining critical programs continue
to require most determined efforts to
meet the urgent military needs.

Manpower Steps.

Added to current industrial manpower
problems is the developing need of secur-
ing enough men in the 18 to 25 year
group to fill the calls of the Army and
Navy in 1945. Other" than the men be-
coming 18 years of age, the only sizable
remaining reservoir available in the age
group preferred by the services is among
those deferred because of their agricul-
tural occupation. The 364,000 men in
this category have been covered by the
Tydings amendment to the Selective
Service Act. A review of the occupa-
tional deferments in agriculture has been
undertaken at the direction of the Presi-
dent in order to tap this source of in-
ductees this year. It is not expected that
this action will critically affect food sup-
plies.

There are in addition only 35,000 to
40,000 of the 18 to 25 group with occu-
pational exemptions in industry and
science. These cases have been reviewed
carefully under earlier directives to re-
lease such young men from industry to
the armed forces, and the War Produc-
tion Board has reported that further
depletion would affect adversely critical
programs. At any rate, the number that
could be made available from this source
is small.

The manpower problems that persist
in the munitions industries continue to
be limited to particular segments and to
selected skills. Additional steps were
taken in December, under the direction
of the Office of War Mobilization and
Reconversion, to aid in procuring the
desired labor and to prevent losses of
employment in critical plants.

With the heavy fighting continuing in
both Europe and the Pacific, and the de-
cisive battles yet to come, we are in no
position to rest on our laurels or to re-
lax our efforts to supply the military
needs. These requirements must con-
tinue to have a high priority in the al-
location of economic resources. Yet, in
evaluating the present economic situa-
tion and the progress of recent years, it
is important to keep in mind the cumu-
lative magnitude of the supplies and
equipment built up in 1944 and earlier
years.

The results of the production effort are
summed up in the statement in the De-
cember 30 report of the Director of War
Mobilization and Reconversion: "The
truth is that our soldiers at the front
today are not short of ammunition and
supplies as a result of any production
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failures." He added that "* * * they
must know that more, in abundance, is
on the way." The economic situation
was summarized in this sentence: "We
have reached a rate of munitions pro-
duction in excess of 64 billion dollars a
year, while maintaining a standard of
living higher than that which we en-
joyed in 1929."

As we enter the year 1945, it is clear
that the level of economic activity will
remain high so long as the global war
continues. Allocation of resources will
continue to be necessary in order to se-
cure the desired output, and to make
certain that any facilities, materials, or
manpower that are released from de-
clining programs be used to the fullest
extent possible in the expanding muni-
tions programs and in war-supporting
activities of the highest priority. At the
same time, developments during the year
are likely to bring about considerable
change in the use of resources and the
setting forth of definite plans and lines
of action will be required to cope with
these eventualities.

Imports and Supply of Material
The physical basis of the tremendous

production accomplishments of the war
years is found in the wealth of our nat-
ural and productive resources. As one
of the most self-sufficient nations with
respect to natural resources and a mass
production system already well developed
by the demands of a large internal mar-
ket, the United States was able to avoid
any disastrous consequences of the war-
time dislocations of supply. To handle
this situation did require, nevertheless,
tremendous organizational and technical
efforts and extensive cooperation by Al-
lied and other countries.

Despite its very high degree of eco-
nomic independence, the Nation never-
theless depended on imports of a number
of vital materials in varying degrees.

Chart 2 sets forth the percentage of the
total new supply of ten important com-
modities which was imported. The value
of imports of materials there shown rep-
resent almost two-fifths of 1939 imports.

In addition to rubber, tin and silk
shown in the chart as 100 percent im-
ported, we depended on imports for prac-
tically all of our supplies of 40-odd items
listed as strategic or critical early in the
war.

In such cases as newsprint, sugar,
bauxite, and certain critical ferro-alloys,
the contribution of outside sources
ranged from 50 percent to 90 percent of
total new supplies. While our depend-
ency on foreign sources was not quite
so complete for wool, hides, fats and
oils, and wood-pulp, we nevertheless im-
ported one-fifth or more of new supplies
of these items in that year. Indeed with-
in this latter group there were commod-
ities such as goatskins, and tung oil—
very important industrial materials—
for which we were entirely dependent
upon foreign countries.

By restricting civilian consumption,
developing substitutes, salvage drives,
stimulating domestic production wher-
ever possible, and developing new
sources of supply especially in the West-
ern Hemisphere, most of the import
supply problems have been solved.
Through these solutions it has been pos-
sible not only to meet military needs but
to maintain in most instances an ade-
quate flow of the end products to the
civilian economy, (with some exceptions
of which automobile tires is an outstand-
ing example). Rationing has been nec-
essary for some products, e. g., sugar,
to distribute the supply equitably and to
hold consumption below the amount
which would otherwise be sought under
prevailing conditions of high consumer
incomes.

There follows a discussion of the cur-
rent situation with respect to three of the
materials shown in chart 2, which indi-

Chart 2.—Percent That Imports are of Total New Supply of Selected Commodities,
1939 i
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cates the nature of the problems faced
and how they were met.

Rubber and Rubber Products
Production of synthetic rubber is esti-

mated for the fourth quarter of 1944 at
an annual rate of about 840,000 long tons.
It is significant to note that synthetic
production in 1944 exceeded consumption
of crude in any peace-time year and was
considerably larger than prewar imports
in any year, except for the stockpiling
period of 1940 and 1941.

The following table gives the rated ca-
pacity of the Government owned syn-
thetic plants, by principal types, as of the
end of September 1944:

Major use
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Tires and tubes and
general replacement
for natural rubber.

Inner tubes, gas masks,
coating fabrics.

Tank linings, convey-
or belts, mechanical
goods, hose.^

1 New supply represents domestic production plus imports for consumption.
2 Includes tin ore (tin content) and metal in the form of bars, blocks, pigs, etc.
Sources: U. S. Departments of Commerce and Agriculture.

Source: Rubber Reserve Company.

The actual capacity is considerably
larger as indicated by the performance
of the plants in operation. Private
plants, in addition, have a capacity of
about 55;000 long tons. Present syn-
thetic rubber capacity is able to supply
current requirements, including those
for the tire manufacturing facilities
added in 1944 and planned for 1945,
though natural rubber is still requisite
for some manufactured products.

Total new supply and domestic con-
sumption of new rubber in 1944 reached
a wartime high, but still 17 and 10 per-
cent respectively short of 1941 peaks.
Direct military and export requirements
absorbed the bulk of crude rubber made
available in 1942 and again in 1943 when
they accounted for approximately 69 per-
cent of the total crude and synthetic
rubber used. In 1944, with relatively
larger supplies of synthetic available, the
proportion declined to about 60 percent.

To insure the flow of the limited sup-
plies of crude into military channels,
severe restrictions were imposed early in
1942 on civilian use of rubber, including
the prohibition of the manufacture of
nonessential civilian products containing
rubber. As a result, domestic consump-
tion in 1942 and 1943 fell substantially
as compared with the record year of
1941. However, in 1944 the availability
of synthetic rubber permitted the re-
sumption of production of many civilian
items which, together with increased
military requirements, resulted in a much
higher domestic consumption of crude
and synthetic.

Total stocks of rubber as of September
30, 1944 were slightly above the low point
at the end of 1943. However, stocks of
crude rubber, vitally needed in the war
effort, have been declining rapidly and
at the present time are below the 100,000
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long tons considered by the Baruch Com-
mittee as a minimum.

Robber Uses.

There are over 30,000 industrial and
consumer items that contain some form
of rubber. Wartime conditions have,
however, necessitated that the use of
rubber be rigidly controlled with the re-
sult that many items can be manufac-
tured only with reduced quantities of
rubber, in restricted volume, or in many
cases not at all. Tire production is far
the largest end use of rubber as it was
before the war. Approximately 70 per-
cent of the domestic consumption of
crude and synthetic and 25 percent of
the reclaimed went into tire products in
1944 compared with 78 percent and 45
percent respectively in 1939.

Among the nontire products only the
most essential civilian types are permit-
ted to be produced and, with few excep-
tions, these must use synthetic and re-
claimed rubber exclusively.

Products permitted to be produced in-
clude all rubber goods required for hos-
pitals and other institutions, such items
as are necessary to safeguard health
standards, and those which are essential
to the civilian economy. While the list
has been expanded concurrently with the
larger synthetic rubber supply, restric-
tions continue on many less essential
products which normally consume rela-
tively large quantities of rubber (mats
and matting, flooring, sponge rubber for
upholstery, etc.).

Output of Tires.

In contrast to the success of the syn-
thetic rubber program, the difficulties as-
sociated with the production of tires in
numbers sufficient to satisfy both mili-
tary and civilian demands have not yet
been fully overcome. Though the quan-
tity of crude and synthetic rubber con-
sumed in tire manufacture in 1944 was
about 110 percent of 1939 consumption,
the number of tires produced was equiva-
lent to only about 64 percent of 1939 out-
put, indicative of the effect of wartime
shift to the heavier tires.

Chart 3.—Production of Rubber Tires 1

A comparison of the production of rub-
ber tires during the last three years with
the three years immediately preceding
the war may be made from the accom-
panying chart. Production of passenger
car tires was very small in 1942 and 1943.
While output in 1944 was more than
double that of 1943, it represented only
about 38 percent of 1939 production.
Production of passenger tires for the
three war years combined constituted
only 20 percent of total production in the
1939-41 period. The bulk of the output
went to the maintenance of commercial
vehicles, and other essential transport.

Production of tires for civilian passen-
ger cars in the first quarter of 1945 has
been scheduled at 5 million—5 percent
higher than the average for 1944—but
less than the output of the fourth quar-
ter of 1944. The arresting of the upward
trend was predicated upon the schedules
for military types which impinge upon
the less essential types.

Military demands, coupled with the
necessity of maintaining essential do-
mestic transportation, resulted in a con-
siderable expansion in the past three
years in the output of truck and bus tires.
Production has trended sharply upward
since 1939, and in 1944 was nearly dou-
bled 1939 production. For the three-year
war period total output was 42 percent
over the three years immediately pre-
ceding the war. Military demands have
absored an increasing proportion of total
output, with consequent absolute reduc-
tion in supplies for other uses.

Despite the greatly expanded output,
the Production Urgency List now in-
cludes not only all truck and bus tires
but also combat-vehicle and aircraft
tires.

Product Changes.

Basic to any analysis of the tire situa-
tion is the change in the character of
the product produced since the war due
to the increased output of truck and bus
tires, especially for very heavy trucks
and airplanes. The shift to heavy duty
types weighing 65 pounds and more,
compared with 22 pounds for the widely
used 6.00-16 passenger tires, and the in-
crease in the use of tires with heavier
tread explains the need for additional
manpower, facilities, and rubber despite
the reduced output of passenger car
tires. The data in table 2 indicates
strikingly the basis for increased man-
power requirements per unit of output.

It is the need for expanded produc-
tion of those tires with relatively large
per unit labor requirement that causes

Table 2.--Productivity in Tire Manufac-
ture 1

Chart 4.—Employment and Hours in
the Rubber Tire and Inner Tube
Industry
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the rise in the number of wage earners
employed and in weekly hours shown in
chart 4.

The number of wage earners in the
tire industry increased from an average
of 54,100 in 1939 to an average of 91,800
for the first 10 months of 1944. The
stability in average employment in 1942
as compared with 1941 resulted from a
drop in the early part of the year and
a very sharp increase in later months as
progress was made in reconversion to
the newer types of tires.

It will be noted that the total labor
employed in the tire industry is not
large, being considerably less, for ex-
ample, than the number employed in the
two largest merchant shipyards. Man
hours have doubled since 1939 because
the average hours worked per week has
increased from 35.0 to 46.4 in October.
The later figure is still slightly less than
average for the war industries.
Facilities Still Expanding.

This increase in employment was used
primarily to increase the output of truck
tires in existing facilities and to staff
the new tire building facilities which
came into operation. Under the expan-
sion program, authorized late in 1943,
five new plants designed to produce
heavy duty tires are expected to be in op-
eration early in 1945. In addition, new
tire building machinery is being installed
in a number of existing plants.

These additional facilities for the out-
put of truck and bus tires will aid in
meeting military demand. However, un-
til such new plants are in effective op-
eration, the bulk of the immediate need
for expanded truck tire production will
be met by the. existing facilities through
improved utilization, including the recent
establishment of a 7-day workweek as a
temporary speed-up measure.

To provide for future contingencies,
the War Production Board has recently
ordered the immediate construction of
additional plant and machinery with an
annual capacity of six million truck
tires.
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Civilian Supplies.
The distribution of tires, as compared

with production, since rationing went
into effect is set forth in table 3.

Very few passenger tire certificates
were issued under the ration plan in 1942
when production was very small. Since
that time there has been a substantial
increase, particularly in 1944. Under the
program, only about 32 million new pas-
senger tires have been put on the road
in the last three years as against 153 mil-
lion tires (original equipment—55 mil-
lion, and replacements—98 million) in
the three years preceding the war.

In addition to the new tires alloted, a
total of 16.8 million used tires were made
available to civilians. However, the sup-
ply of used tires has been substantially
depleted. Re-caps were made available
more freely in 1944, and considerable re-
liance will have to be placed on recap
facilities in 1945 to keep private cars
rolling.

The domestic heavy motor transporta-
tion system likewise has been operating
on a greatly reduced supply of tires. Op-
erators of commercial trucks and busses
have received under ration certificates
and in original equipment 14.5 million
new tires in the last three years as com-
pared with 26.0 million new tires (includ-
ing original equipment and replace-
ments) in the three years preceding the
war. Replacements in the pre-war pe-
riod represented approximately 58 per-
cent of total shipments and in the war
period they were 92 percent. The new
tires have been supplemented by the dis-
tribution of approximately 400,000 used
tires since May 1943.

Despite the present stringency which
will continue indefinitely, the outlook for
increased civilian tires can be regarded
as improving. Just as other bottlenecks
along the path of war production have
been broken, so will the current bottle-
neck in heavy tire output be alleviated
"by direct action, such as that already
taken in installing the 7-day week. The
rubber for increased civilian output is
available, the production of the lighter
tires is comparatively simple, and the
manpower requirements—as evident
from the 1939 bars on charts 3 and 4—
are neither so large nor so exacting as
in the case of the big tires.

Leather and Shoes
The war period has seen a progressive

tightening of raw material supplies for

SURVEY OF CURRENT BUSINESS

leather production and, at the same time,
a continuance of civilian purchases of
footwear, including both leather and
nonleather types, at approximately the
peak levels reached in 1942.

On the supply side, the forces which
necessitated shoe rationing early in 1943
are being intensified as the war contin-
ues. On the consumption side, sales to
civilians have been sustained by with-
drawals from inventories and by in-
creased consumer takings of nonrationed
fabric shoes.

Leather for the military programs and
Lend-Lease absorbed about 25 percent
of total production in 1944. The impact
of this large diversion from civilian chan-
nels has been partly offset by increases
in raw material supplies and leather out-
put. Nevertheless, after allowances for
exports and for purchases by government
agencies and military personnel, the
number of rationed-type shoes produced
in 1944 is estimated to have declined to
about 240,000,000 pairs, as compared with
a 1936-40 annual average of approxi-
mately 340,000,000 pairs.

By pre-war standards, therefore, cur-
rent production of leather shoes for ci-
vilian use is running considerably below
the amounts normally purchased, even
after taking account of the number of
individuals in the armed forces. It is
evident that current production is even
more restricted relative to the consumer
demand than would be forthcoming in
the absence of rationing.
Raw Materials Above Pre-War.

The problem of assuring that military
and essential civilian needs for shoes and
other leather products would be met dur-
ing the war period has been essentially
a problem of directing the flow of raw
materials into the most essential chan-
nels. A monthly control plan has been
in effect since July 1942, under which
hides are allocated by grades among
tanners and other processors according
to the uses to which the hides will be put.

Contrary to the situation for most raw
materials, the demand for leather prod-
ucts has very little influence on the sup-
ply of staple hides and skins. The value
of meat from slaughtered animals, espe-
cially cattle and sheep, far exceeds the
value of the hides and skins that are ob-
tained. As by-products of the meat in-
dustry, domestic supplies of hides and
skins are dependent on meat production.
The exportable supplies of foreign coun-
tries are limited by this same condition

Table 3.—Production of Tires for Passenger Cars, Trucks and Busses and Ration
Certificates Issued

[Thousands]

Tires for passenger cars:
Production _ --
Ration certificates issued

Tires for trucks and busses:
Production _ _ . .
Ration certificates issued

Average
1939-41

2 50, 879

2 8, 622

1942

2,976
3;046

12, 420
3,335

1943

7,673
11, 400

12, 951
5,219

1944 i

19, 000
17, 600

14, 690
4,680

Total
1942-44 i

29, 649
32, 046

40, 061
13, 234

A verage
1942-44 i

9,883
10, 682

13, 354
4.411
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Chart 5.—Domestic Production of
Staple Hides and Skins 1
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inspected animals. Data for 1944 are preliminary.

Source: U. S. Department of Agriculture.

and also by their own needs for hides and
skins.

Cattle hides are the most important
raw material used in leather tanning.
In terms of area, the average hide is al-
most 6 times as large as the average
sheep skin. Moreover, cattle hides have
greater utility for footwear purposes,
since they produce both upper and sole
leather, whereas skins can only be used
as uppers or linings. In contrast to
hides and calf and goat skins, which are
tanned predominantly for use in shoe
production, more than half the supply of
sheep and lamb skins is used for gloves,
garments, and leather products other
than footwear. In addition to these
staple sources, some 15 or more other
types of skins are tanned, but the quan-
tity of these is negligible relative to the
amounts of staple hides and skins used.

Wartime trends in animal slaughter
are shown in chart 5. Domestic produc-
tion of cattle hides has increased mark-
edly since 1939 and is estimated to have
reached a record total of 20,000,000 hides
in 1944. Production of calf and kip skins
and of sheep and lamb skins is also ap-
preciably higher than 1939, although
1944 sheep and lamb slaughter fell below
1943 and 1942.

These domestic supplies have been
augmented by imports from abroad. The
dependence of the United States on sup-
plies from foreign countries is greater
for some varieties of hides and skins than
for other. During 1935-39, imports ac-
counted for 15 percent of the cattle hides
used in this country, 25 percent of the
calf and kip skins, about 50 percent of
the sheep and lamb skins, and almost
the entire supply of goat and kid skins.

During the early years of the war, im-
ports of hides and skins held up well
relative to the prior period. In the case
of cattle hides, 1941 and 1942 imports
were two to three times as large as the
amounts received in previous years and
were an important factor permitting
leather tanning to reach an all-time high
in 1942.
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Since then, however, imports of cattle
hides have been dropping rapidly to
1935-39 levels, chiefly because of a de-
cline in the exportable hide supply of
foreign countries. Arrivals of calf skins
and, more recently, of goat and kid skins,
have also fallen off. In addition to those
exporting areas which have been cut off
by the war, various countries have ex-
panded their own tanning industries and,
therefore, have smaller supplies of raw
materials for shipment abroad.

World supplies of sheep and lamb
skins have increased during the war
period, making it possible for the United
States to import more. These larger
supplies have served in part to satisfy
the heavy military demands for sheep
skins for garment purposes.

Shoe Production Below Leather Tanning.

In the aggregate, wartime supplies of
raw materials have been sufficient to per-
mit leather tanners to produce more than

Chart 6.—Production of Leather and
Leather Shoes
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in 1939 and 1940. As shown in chart 6,
the output of leather tanners reached a
peak in 1942, reflecting the exceptionally
heavy imports of hides in the preceding
year and also some depletion of raw ma-
terial inventories. Output declined in
the succeeding 2 years. The record ani-
mal slaughter in 1944 has not yet been
reflected fully in leather production as
some part of the slaughter has served to
increase tanners' stocks of hides and calf
skins.

The chart contrasts changes in leather
output with changes in the production of
leather shoes, including all military and
civilian-type shoes with leather uppers.
The two indexes are plotted so as to high-
light the significant spread which has
developed between them during the war.

The index of shoe production, which is
based on the number of pairs manufac-
tured, has declined relative to the index
of leather tanning. This is most notice-
able in 1944. Preliminary figures show
leather tanning in 1944 about 8 percent

Chart 7. — Production of Footwear
(Other Than Rubber)
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above 1939, while the number of leather
shoes manufactured is estimated at 11
percent below 1939.

This divergence between leather tan-
ning and shoe production is one of the
key factors in understanding the wartime
restrictions on civilian shoes. It reflects
the well-known fact that more leather
is used on the average in military shoes
than in civilian shoes.

This is illustrated by some rough es-
timates of leather consumption in shoe
manufacture. Men's heavy oxfords re-
quire about two and one-half square
feet of upper leather per pair. Shoes
customarily worn by women and children
use about one and one-half square feet.
The army service shoe, on the other
hand, takes four square feet of upper
leather and a pair of combat boots takes
almost twice that amount. The actual
leather used in the approximately 50,-
000,000 pairs of military type shoes pro-
duced on Government contract in 1944
is equivalent to almost 150,000,000 civil-
ian pairs.

Chart 8.—Production of Leather
Shoes
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Use of leather for purposes other than
shoe manufacture has declined during
the war. While such uses as industrial
belting, harness, work gloves, and shoe
repair have increased, leather for lug-
gage, upholstery, pocketbooks, and other
consumer items has been restricted.
Various types of military equipment other
than footwear require leather, but the
amounts used remain small compared to
the amounts going into military shoes.
Whereas before the war approximately
85 percent of all leather produced was
used in the manufacture of shoes, the
ratio today is probably nearer 90 percent.

Footwear Production Near 1941 Peak.

Charts 7, 8, 9 show the trends in an-
nual production of the various types of
footwear (other than rubber footwear)
since 1940. The effects of pressing mili-
tary demands, of civilian rationing, and
of the shift to substitute materials are
readily apparent.

Chart 9.—Production of Footwear
Other Than Leather Shoes and
Rubber Footwear
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1 Includes shoes with all-fabric uppers, most of which
have nonleather soles.

2 Includes athletic shoes, beach sandals, barefoot
sandals, theatrical footwear and other footwear not
distributed as to kind.

3 Estimated on the basis of data for 10 months.

Source: U. S. Department of Commerce.

Over-all production reached a peak of
practically 500,000,000 pairs in 1941 and
has declined only moderately since then.
Leather shoes, generally defined as shoes
with leather uppers, also achieved a rec-
ord production total in 1941, but have
been reduced by one-fourth since then.
This decline has been partly offset by
the doubling of the output of other types
of footwear, from 72,000,000 pairs in 1940
to 150,000,000 pairs in 1944. Leather
shoes continue to be the largest com-
ponent of total footwear production, but
they accounted for only 68 percent of
the total in 1944, compared with 82 per-
cent in 1940.

Leather shoes for civilian wear were
one-third lower in 1944 than in 1941
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(chart 8). Military-type shoes, on the
other hand, have been increasing stead-
ily and amounted to about 50,000,000
pairs, or 16 percent of total leather shoe
production last year. Although these
shoes were produced on Government
contract, not all of them are for use by
our own armed forces. Some are for
lend-lease shipments, but part of the
shoes for export are fabric shoes for
civilian wear.

More detailed information on the com-
position of leather shoe production in
1939, 1941 and 1944 is contained in table
4. Roughly one-half of the 1939 produc-
tion was in women's shoes, one-fourth in
men's and the balance in shoes for
youngsters and infants.

Comparing the first 10 months of 1944
with the corresponding period of 1941,
the year of peak output, it is seen that
men's shoes experienced the sharpest cut.
This was to be expected in the light of
the large numbers inducted into the
armed forces. The reduction in women's
leather shoes, however, was almost as
large.

As noted below, this reduction has been
compensated to some extent by the sub-
stantial rise in the production of fabric
shoes, which are chiefly for ladies' wear.
Misses', youth's and children's shoes de-
clined less sharply, and infants' shoes
were maintained at the high levels of
1941.

Leather for civilian footwear has been
curtailed in other ways than by reducing
the number of civilian-type leather shoes
produced. There has been a marked
trend toward greater use of nonleather
soles on shoes. In 1942, 83 percent of all
shoes manufactured for civilian wear had
leather soles. This percentage dropped
to 70 percent in 1943 and 53 percent in
October 1944. In addition, larger pro-
duction of the fabric-upper, leather-bot-
tom shoe has served as a leather ex-
tender. Finally, there has been some
savings in leather use because of the cur-
tailment in the number of styles of civil-
ian shoes manufactured.

Production of fabric shoes, which in-
clude shoes with fabric uppers and, in
most cases, soles of various materials
other than leather, increased sharply

during the past two years (chart 9).
They accounted for 15 percent of total
footwear in 1944, compared with less
than 2 percent in 1940. Most of these
shoes are unrationed and are for wom-
en's and misses' wear. Part-leather,
part-fabric shoe production has in-
creased somewhat even though most of
these shoes are subject to rationing and
must compete with leather shoes for the
consumer's coupons. The style factor is
important in sustaining the demand for
part-leather, part-fabric shoes.

Sales Trends.
Sales of footwear, including all types

of shoes, sandals, and slippers, have fol-
lowed a different pattern than produc-
tion, chiefly because of the drawing down
of inventories of rationed types. In spite
of lower production after 1941 and of
considerably larger takings by Govern-
ment agencies, military personnel, and
exports, total annual sales to domestic
civilians appear to have been stabilized
during the past three years at close to
460,000,000 pairs, more than 5 percent
higher than the 1941 total.

The types sold to civilians have under-
gone significant shifts because of the
critical leather supply situation and be-
cause of the rationing program. Sales of
nonrationed types of footwear, princi-
pally fabric shoes and house slippers,
have increased while sales of ration-types
have declined.

Rationing Program.
When rationing was introduced, the

per capita ration was set at approxi-
mately 3 shoe stamps a year. This rate
compared with per capita consumer tak-
ings of leather shoes in 1942 estimated at
3.8 pairs for women, 3.1 pairs for misses,
children, and infants, 2.1 pairs for men,
and 1.4 pairs for boys and youths. In
recognition of the large differences in
per capita needs, transfer or stamps
within families was permitted. Begin-
ning in November 1943 the ration rate
was cut to a stamp every 6 months.

Actual purchases for ration currency,
however, have proceeded below these
rates. A sizable ration stamp "float" has
come into existence since stamps were

Table 4.—Production of Leather Shoes by Types 1

[Millions of pairs]

Military (Government contract), total.
Dress-type
Work-type

Civilian, total
Men's dress-type
Men's work-type
Youth's and boys'
Women's
Misses' and children's
Infants' _._

Total

1939

9.0
2 9.0

347.4

3 94.8

16.9
167.7
44.0
24.1

356.4

15.3
3.4

11.9
400.7
88.7
31.8
19.2

184.3
47.9
28.2

416. 0

January to
October

1944

41.0
9.0

32.0
220.9
41.6
13.8
13.8
98.3
29.7
23.7

202. 0

Percent change

Jan.-Oct. I Jan.-Oct.
1939 to 1941 to

Jan.-Oct. Jan.-Oct.
1944 ! 1944

447.2

447. 2

-26 .5

-30 .1

- 5 . 5
-33.9
-20 .5
+15. 2
-14 .9

+231. 5
+276. 2
+220. 8

-35 . 7
-44 .1
-47 .1
-15 .1
-39 . 4
-26 .7
- 0 . 2

-26 .3

1 Includes all shoes with leather uppers.
2 Estimated.
3 Bureau of the Census figures for total men's shoes were adjusted to exclude the estimated amount produced for

Government contract.

Source: U. S. Department of Commerce.

Chart 10.—Estimated New Supply,
Sales, and Inventories of Bationed-
Type Civilian Shoes
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1 Includes rationed types shipped to trade, less total
sales to ration-exempt agencies and military personnel,
and exports.

2 Includes sales of rationed types to individual con-
sumers (other than military personnel), employers,
and institutions, plus amounts released from rationing.

3 Includes all stocks except those held by manufac-
turers.

4 Estimated by the U. S. Department of Commerce.

Sources: Office of Price Administration and U. S.
Department of Commerce.

made valid for an indefinite period, re-
flecting the fact that the ration allot-
ment is inadequate for some families and
single individuals and excessive for
others.

On the other hand, the number of shoes
sold to consumers in exchange for ration
coupons has been augmented by pur-
chases from stocks released from ration-
ing. Releases were authorized by the
Office of Price Administration in order
to aid dealers in clearing out merchandise
for which the consumer was reluctant to
spend ration stamps. The amounts in-
volved were approximately 33,000,000
pairs in 1943 and a somewhat lower
total in 1944.

In the aggregate, it is estimated that
releases offset the "float" accumulation,
with total sales of rationed-type shoes
approximating the rate permitted under
the rationing program.

The program has not operated to re-
duce consumer purchases to the extent
of the reduction in current production,
as indicated by the spread in chart 10.
Sales of rationed-type shoes to domestic
civilian consumers, including shoes re-
leased from rationing, have exceeded new
supply in each year since 1941. During
this period consumers have been steadily
drawing on the inventory backlog.

Dealers' shelves were exceptionally
well-stocked when rationing began. Al-
though inventory depletion has reduced
the reserve by about 45 percent, over-all
stocks continued to be adequate at the
end of 1944 to honor all stamps then out-
standing.

The estimated composition of trade in-
ventories of rationed shoes on April 10,

(Continued on p. 20)
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The Business Situation
By Division of Research and Statistics, Bureau of Foreign and Domestic Commerce

POLICY ACTIONS in recent months
have affected to a limited extent the

output of some commodities. However,
they have had little effect upon the total
volume of output—which continues at a
sustained pace—or upon the proportional
distribution of goods as between military
and other production.

The recent increase of over 100,000
workers in the munitions plants with ex-
panding schedules, together with the gen-
ereal acceleration of output in these lines
resulting from bringing additional facil-
ities into the operation and overcoming
impediments to the material and com-
ponent flows, is reflected in the sharp in-
creases being reported each month in the
output of critical items. This has not
resulted in expansion in total munitions
output, because of the reductions in re-
quired production that are prevalent over
important segments, most notably in
ships.

Among the civilian products, actions
have taken the form of arresting declines
that have been under way, and of shift-
ing the composition of output so as to get
a better balanced production, or to pro-
tect the price structure. Among these
actions, were the steps taken to improve
the textile situation so as to procure in-
creased amounts of some types of fabrics
and end products, more particularly cer-
tain types of clothing.

Under existing conditions, the general
business indicators trace the expected
pattern—a pattern of stability in the
over-all with major shifts in output oc-
curring only in limited areas. This gen-
eral pattern is consistent with the large
percentage increases reported in some
lines—for example, in such expedited
military programs as tires, cotton duck,
critical ammunition and aircraft.

No Basic Change.
While the general picture is not new, it

is significant that recent developments
have made so little difference in the gen-
eral pattern. Nor are these likely to
make for much variation in the immedi-
ate future, or indeed until such a time
when current successes in the major the-
aters of military operations are reflected
in a lessening of the pressures upon the
expedited portions of the military pro-
grams.

The forward move of the Allied western
forces to the Rhine was accompanied by
announcements that adequate supplies
were available at the front for supporting
and extending the offensive now under
way and which, under the Yalta agree-
ments, will be coordinated with the drive
from the East by the Soviet armies to
produce a final decision.

Meanwhile, every day that passes re-
duces German output and tips the bal-
ance of economic, as well as of military
power, more heavily in favor of the
Allies. The same is likewise true in the

case of Japan whose industries are being
gradually brought under the same kind
of attack that is currently yielding large
dividends in Europe.

The movement in employment, po-
tentially the most volatile element in in-
fluencing changes in output these days,
was typical. While employment in non-
agricultural establishments declined be-
tween December and January, it reflected
primarily the post-Christmas adjust-
ments in sales forces and usual seasonal
decreases in some of the nondurable
goods manufacturing industries. Muni-

Chart 1.—Current Business
Indicators
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Sources : Income payments and manufacturers'
shipments, U. S. Department of Commerce;
steel production, American Iron and Steel Insti-
tute ; freight carloadings, Board of Governors
of the Federal Reserve System ; freight cars un-
loaded for export, Association of American
Railroads. Indexes either computed or recom-
puted with January 1944 as base by the U. S.
Department of Commerce.

tions employment in January remained
virtually the same as December. At the
same time, the intensive recruitment for
plants producing "must" programs re-
sulted in the large increase in employ-
ment noted above.

As far as manufacturers' supplies, in-
cluding goods going to civilians, as a
whole are concerned, they held even with
January, though not so on a daily aver-
age basis. The index at the bottom of
chart 1, which takes into account
changes in working days, shows a drop in
both durable and nondurable goods ship-
ments.

Over-all production of munitions in
January differed little from previous
months, with the aggregate change again
the net of widely mixed movements.
Aircraft, ammunition, and communica-
tion and electronic equipment experi-
enced production gains. On the other
hand, ships, guns, and combat and motor
vehicles output was reduced in response
to declining schedules. On the average,
January production of critical items
with rising programs showed an advance
in output of 11 percent over December.

As defined by the authorities respon-
sible for munition production, critical
items include not only types of equip-
ment that have increasing schedules,
but also some for which the demand is
urgent but requirements are temporarily
below previous peaks. Thus, substan-
tial decreases were also recorded among
such programs on the official critical list
as tanks and heavy-trucks, but in these
cases January schedules were set by the
procuring agencies below December.

Just as over-all statistics on produc-
tion do not reveal the extent to which
the urgent output needs of the procure-
ment agencies are met, they also do not
give a clear picture of the change in flow
of munitions and supplies to the armed
forces abroad and to the Allied fighting
nations. One of the panels of chart 1
reveals the further increase in January
of freight cars unloaded for export. The
index for January was more than 8 per-
cent higher than December—one-fourth
more than at the beginning of last year.

Weathe** Retarding Influence.
Probably the most important retard-

ing influence on productive activity in
January was the weather. The indus-
trial northeastern sector experienced this
winter the heaviest snowfall in 26 years,
culminating in severe transportation
difficulties at the end of January. The
effect was to impede railroad movements,
particularly in the yards. Consequently
those industrial operations closely geared
to rail movements of materials and prod-
ucts were affected.

Temporary embargoes against car-
loadings and movements of certain types
of commodities were applied in the last
week of January and the first week of

630255—45-
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February to the entire northeastern area
for the purpose of clearing terminals.
Movements of war goods was maintained
but other commodities were restricted.
Some passenger service was curtailed at
the request of the Office of Defense
Transportation.

Nevertheless carloadings (seasonally
adjusted) in January, as shown on the
chart, were higher than in December and
increased further in February. The rise
followed from the fact that in most parts
of the country carloadings rose, the ad-
verse experience in the East being the
most important exception. Carloading
as well as ton-miles in the first two
months of the year were, however, below
comparable months of 1944.

Among the problems created by the
severe weather was a shortage of cars,
the most severe of the war period, which
resulted from the retarded return of
empty cars. This was, however, a local
situation, as can be seen from the fact
that there was no significant change in
car surpluses reported for the country
as a whole.

Steel Production Down.
The decline in steel production in Jan-

uary resulted largely from weather con-
ditions, a view confirmed by the sharp
rise associated with improved weather in
the middle of February. The industry
is particularly dependent upon rail
movement of products and raw materials
both into and within its plants. Heavy
cold-weather demand for natural gas,
used in the steel industry for heat treat-
ing of rolled products, also forced some
curtailment of operations.

Concurrently, readjustments arising
from shifts in production due to the
changing composition of steel demand,
also was an additional factor in reducing
the rate of operation from 93 percent of
rated capacity in December to less than
90 percent in the last week of January
and the first week of February.

The reduction in steel output in the
first two months will not necessarily
mean a significant decline in metal prod-
ucts manufacture in the first half of this
year as compared with the last half of
1944.

The loss of steel in January and Feb-
ruary, as calculated from the decline
since the fourth quarter in the average
daily production, is less than 3 percent
of the quarterly supply. Not all of this
loss will be reflected in reduced final
product, since manufacturers can make
up part of the loss by withdrawal from
inventories. With the high priorities for
m i l i t a r y shipments, it is doubtful
whether the decline in steel production
has materially affected deliveries to
plants making munitions.

Moreover, with the military and ex-
port claims on steel for the second quar-
ter still below that of the third and
fourth quarters of 1944, it cannot be ex-
pected that steel use for nonmunitions
will be curtailed much as compared with
the last half of 1944.

As a matter of fact, the loss of steel
in the last 2 months as compared with
the amount expected is not much larger
than the reduced military and export re-
quirements in the first half of this year.

Steel available for nonmunitions use in
the initial half of the year will not be
much less than last year. It will, how-
ever, be less than earlier expectations
based upon reduced military takings.

While allocations for civilian use in the
second quarter will show a drop, it will
represent a spreading over from the
first to the succeeding quarter of the
relatively high unfilled orders for civilian
use. The reduction in output has led to
a rise in unfilled orders on the books of
the steel mills. The lower allocations in
the second quarter are designed to per-
mit the filling of the orders carried over
from preceding months.

Retail Trade Strong.
The flow of supplies to retailers has

been sufficient to provide high retail sales
for the time of the year without causing
much change in the inventories held.

Retail sales in January were well above
those of the same month in the preceding

Chart 2.—Retail Sales and Re-
tailers9 Inventories
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year and on a seasonally adjusted basis
were 6 percent above the average for the
last half of 1944. While data are not yet
available for February on all retail trade,
the seasonally adjusted index of depart-
ment store sales for February advanced
over January.

More striking is the ability demon-
strated by retailers in obtaining goods
to support current volumes of sales and
at the same time maintain inventories.
Chart 2 illustrates that the large volume
of retail trade in 1944 resulted in no more
than seasonal depletion of the dollar
value of inventories. However, when re-
lated to sales, inventories are lower than
a year ago.

It is probable of course that the physi-
cal quantities of goods on dealers'
shelves are still smaller than a year ago
by reason of price increases, shifts in
price lines, and upgrading of merchan-
dise. While inventories are far from
depleted, they are more broken and
spotty. Many items, such as low and
medium price textiles, continue to be
short. On the whole, the flow of goods
is adequate to maintain the consump-
tion standards equivalent to last year,
though the pressures cf purchasing
power continues strong.

Potential demand of consumers as
measured by income payments held up,
showing on a seasonally adjusted basis,
a slight rise in January over December.
This rise is due in part to the active busi-
ness in distribution, though it comes in
part from a rise in the seasonally ad-
justed index of farm income. The trend
of income payments has been up over
the past 4 months as evident from the
top panel of chart 1.

Manpower Prospects
Analysis of the labor situation by the

War Manpower Commission and Depart-
ment of Labor suggests that little change
from present conditions is to be expected
during the remainder of the initial half
of 1945. The expected increase in the
labor force resulting from the growth of
the population in working ages will be
adequate to meet anticipated require-
ments for military personnel and muni-
tions production while maintaining the
number now engaged in other activities.

Labor Force Adequate.
Tight spots exist in some munitions

plants where schedules call for a sharp
expansion in output, and these are the
major areas of concern at the moment.
Also, the continued high rate of turn-
over of labor makes for a continuous
problem of new recruitment and train-
ing. The over-all picture can best be
seen by a comparison of June 1C45 with
June of last year, in order to avoid the
complicating effects of seasonal changes
in the labor force.

Taking into account the increases in
the population of working age and the
anticipated deaths and retirements, it is
expected that the labor force in June
1945 will reach 66.2 million—600,000
more than in June 1944. These addi-
tions will, however, be less than the esti-
mated increase in the size of the armed
forces over the year period, with the
result that the civilian labor force in
June will be slightly less than in the same
month last year. The analysis referred
to above indicates that this decline will
appear in employment in agriculture.

Changes in Munitions Employment.
In terms of the immediate future, the

projections envisage a rise cf 200,000 in
requirements for nonagricultural em-
ployment between December 1944 and
the coming June. Aside from shifts in
other than munitions employment, due
to seasonal and other factors, which in
the net balance out, this increase reflects
an estimated requirement of 200,000 ad-
ditional workers in munitions industries
in the first half of 1945. Two factors
were considered in making the an-
alysis—changes in schedules for indi-
vidual components of munitions produc-
tion, and the trend of declining labor
requirements for each of these compo-
nents during the past year.

The most important assumption in-
volved in making these estimates is that,
aside from manpower, the munitions
schedules can be met, a situation which
has not prevailed in the past. In addi-
tion to delays in obtaining facilities and
materials, changes in the design of prod-
ucts, and the adjustments of production
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lines for sudden changes in required
rates of output, schedules have fre-
quently included margins to take into
account anticipated slippages of produc-
tion as well as to serve as an incentive
to management and labor.

For these and other reasons, produc-
tion has from the beginning of the war
not met the production schedules. This
does not mean that output has not met
anticipations, nor does it mean that the
flow of materiel from the factories was
short of military requirements. This has
been covered in analysis in preceding
issues.

It is largely because of this relation-
ship of schedules to production, as well
as larger increases in the rate of output
per worker than was allowed for in fu-
ture projections that previous half-
yearly forecasts of munitions employ-
ment requirements have always been in
excess of the eventual employment at-
tained. But, even aside from this factor,
the estimated increased requirements are
relatively small compared with the num-
ber now engaged in munitions and even
smaller compared with the supply avail-
able. Moreover, the total stated require-
ments in munitions employment esti-
mated for June is 300,000 below the
number employed in munitions indus-
tries in the same month last year.

The above considerations deal only
with net change. The rapidly shifting
schedules of munitions output present
many difficult problems of transferring
employees from one industry to another
in order to meet requirements. While
schedules calling for decreasing produc-
tion, primarily shipbuilding, will release
about 200,000 workers, the increasing
segments of the munitions program have
a stated requirement of 400,000 addi-
tional workers.

Illustrative of the degree of shifting
that is going on is the change thus far
in 1945. From the beginning of the year
until the middle of February employ-
ment in plants engaged in the produc-
tion of the more urgent munitions items
increased by 110,000. This was offset by
declines in other segments so that em-
ployment in all munitions plants re-
mained stable.

Thus, new hiring in munitions plants
with rapidly rising schedules of output
will encompass much larger numbers
than are indicated by the figures on net
change. The channeling of workers re-
leased from industries with declining
production schedules, to the plants and
areas requiring large accessions contain
many problems of administration which
involve not only decisions on the control
of manpower but the coordination of
production scheduling in such a fashion
as to facilitate the most efficient use of
the available labor supply.

Requirements of the Armed Forces.
The largest demand on the labor force

in the first half of this year will be the
inductions into the armed forces. Here
again the problem is one of total number
of inductees that will be drawn in rather
than the net change in the strength of the
armed forces. This is illustrated in the
accompanying chart on accessions to and
reparations from the armed forces. The

SURVEY OF CURRENT BUSINESS

distance between the top line which rep-
resents accessions and the bottom line
on separations measures for each month
the change in the size of the military
personnel. Thus the slow down in the
rate of growth in our armed strength
since the last quarter of 1942 can be seen
in the diminishing gap between the two
lines.

The most rapid expansion took place in
the second half of 1942. The subsequent
decline in the rate of growth was domi-
nated by the Army's more gradual ex-
pansion to its planned strength, which
was reached by about the same time as
D-day in Europe. Subsequently, the em-
phasis shifted to securing young men who
could be quickly trained and used in com-
bat to replace casualties or separations
from the Army for other reasons. The
continuation of a net increase in the size
of the armed services after the middle of
last year came mainly in response to the

Chart 3.—The Armed Forces: Ac-
cessions and Separations x
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rise in the size of the Navy. Present
plans of the Navy call for a further in-
crease from its present strength of 3.8
to 4.0 millions by June.

A projection of the two lines on the
chart to the middle of this year would
show a small rise in the lower line and a
somewhat larger increase in the acces-
sions line to take care of the planned
expansion in naval personnel. The total
gross accessions, however, for the first
half of this year will be about the same
as the last half of last year—approxi-
mately 900,000.

In terms of the population, there are
still large manpower reserves for the
armed forces. Close to 800,000 men are
in class 1-A, over bV2 million are in de-
ferred classes, and over 50,000 youths
are becoming 18 years of age each month.

After deducting an estimated percent-
age of these that will, on the basis of
present standards, be rejected for gen-
eral military service for physical and
other reasons, there will remain at the
middle of the year about 4.5 million mer
in the ages 18 to 37 capable of entering
military service.

3

The size of the reserve naturally nar-
rows down when limited to the younger
age groups, as can be seen from the
table:

Number of men
{In millions)

Immediately available for induction
(class I-A) 1 0.8

Deferred * 5. 7

In industry and Government 4.2
Age 18-25 .1
Age 26-29 .8
Age 30-37 3.3

In agriculture 1.5
Age 18-25 .3
Age 26-29 .3
Age 30-37 .8

New registrants from those coming 18
years of age, January to June2 .6

Total 3 7< !
1 As of January 1, 1945.
2 No adjustment is made for enlistment of

17-year-old males.
3 Detail does not necessarily add to total

because of rounding.
Source: National Headquarters, Selective

Service System, except for estimate of addi-
tions between January and June, which is
from U. S. Department of Commerce.

Adding those in the under 30 ages to
the number immediately available for
induction provides 2.3 million men. Ad-
justment for estimated rejections for
general military service would leave ap-
proximately 1.8 million men under 30
years of age fit for military service at
the middle of the year, from which the
900,000 are to be drawn, if limited solely
to those already in 1-A and those under
30 years of age. This would leave half
of the number for essential civilian occu-
pations, and more if some persons over
30 were inducted.

Although the over-all changes in man-
power requirements are not very large
and the supply is adequate to meet re-
quirements, the gross inductions into the
armed forces and the recruitment of
labor for the expanding munitions plants
none the less mean real problems of ad-
justment. To minimize the effect of
withdrawals for the Army and Navy on
the industry and agriculture production,
it will be necessary for the high priority
requirements to come first. Quick re-
channeling of workers released from de-
clining munitions programs will natur-
ally be effective, as will transfers from
less essential occupations. Lessening
turn-over can give the equivalent of sub-
stantial increases, but so far this in-
and out-migration has continued at high
rate.

President's Budget Message

Budget planning in wartime is always
subject to substantial modification by
later events because of its close depend-
ence upon the progress of the war. The
uncertainty regarding the duration of
active hostilities on the several battle-
fronts makes the receipts and expendi-
tures estimates for the fiscal year 1946
even more tentative than in previous
years.

The Budget transmitted by the Presi-
dent to the Congress in January is not
based upon any explicit assumptions
about the end of the war. Like previous
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Chart 4.—Federal Budget Receipts and Expenditures, Fiscal Years x
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Expenditures include government corporations
1 Excludes trust accounts and debt transactions,

and credit agencies (net).
2 Total receipts less net appropriation to Federal old-age and survivors insurance trust fund.

Sources : U. S. Treasury Department and The Budget of the United States Government.

wartime budgets, it aims to provide for
military programs sufficiently large and
flexible to meet all demands.

Nevertheless, a sizable decline in mili-
tary expenditures is forecast for the fiscal
year 1946. Referring to estimates of war
expenditures, under differing assump-
tions with respect to the progress of the
war, ranging from less than 60 to more
than 80 billion dollars, the President
proposed a 70-billion-dollar total for the
purpose of assessing the Government's
financial needs in the coming fiscal
period. War expenditures in the fiscal
year ending June 30, 1945 are estimated
at 89 billion dollars.

Reductions in War Spending.
A falling-off in expenditures is inher-

ent in the nature of the war production
program. The President observed that
our war construction has now been sub-
stantially completed, the Army and Navy
and their Air Forces have been supplied
with the bulk of their initial equipment,
and supply lines to the war fronts have
been filled. The production job ahead
is essentially one of replenishing equip-
ment and supplies, and of providing the
latest in fighting weapons. In addition,
we must continue to supply Lend-Lease
aid to our Allies and to assist in relieving
distress in liberated areas.

The 60-80-billion-dollar range cited by
the President is significant in that its
upper limit is still 9 billion dollars or 10
percent below estimated war spending in
the current fiscal year. Furthermore, its
mid-point indicates a decline of more
than double that amount. Such reduc-
tions would be preliminary to much larger
cuts after complete cessation of hostil-
ities.

War spending at the upper limit of 80
billion dollars in the coming fiscal year
would assure income and production close
to the record amount in 1944. While the
reduction in munitions production would
be larger than 10 percent, since military
pay and subsistence would not share pro-
portionately in the over-all cut, there
would not necessarily be a significant
contraction in general business activ-
ity and employment. It would permit
some reconversion of resources to non-
munitions use.

The release of workers from war jobs

would be counteracted to some extent by
absorption of workers resulting from a
cut in overtime work, by increased em-
ployment of persons in trades and occu-
pations which have been understaffed
during the war, and by the expansion of
civilian production utilizing the freed re-
sources. In addition, there would be
some voluntary withdrawals of war-in-
duced additions from the labor force.

The shrinkage in wage and salary pay-
ments, however, would be relatively
larger than the contraction in employ-
ment, chiefly because of the reduction in
overtime pay and the shift to nonwar in-
dustries where incomes average less.

Should the lower estimate of 60 billlion
dollars of war spending prevail, a sizable
resumption of civilian production would
be possible in many of the areas which
have been severely curtailed during the
war. Not only would this be possible,
it would be necessary to provide for the
orderly transfer of workers and for main-
taining profitable business operations.

The demand for producers' and con-
sumers' durables and for construction will
be very large, but how rapidly it can be
met will depend upon the shifting of re-
sources. Even with relatively rapid re-
conversion, however, over-all production
volume would be expected to decline sig-
nificantly because of the anticipated re-
duction in the length of the work week,
the contraction of the labor force, and an
inevitable increase in "frictional unem-
ployment."

The 70-billion dollar estimate accepted
by the President for war expenditures
in the coming fiscal period implies some
rather significant cutbacks in munitions
production. Even a cut of this size would
put a substantial premium upon contract
termination and reconversion policies ef-
fective in sustaining over-all production
and employment at adequate levels. The
production gap to be filled by increased
civilian production would be less than if
the cut were 10 billion dollars larger, but

Table 1.—Federal Receipts, Expenditures and Public Debt, by Fiscal Years l

(Billions of dollars)

Item

Net receipts 2

Expenditures, total _ ._

War activities
Interest on public debt
Refunds 3

Veterans' pensions and benefits
Government corporations and credit

agencies (net)4 _.
Other

Excess of expenditures

Public debt at end of year

Actual

1940

5.4

9.3

1.7
1.0
. 1
.6

.3
5.7

3.9

43.0

1941

7.6

13.8

6.7
1

4

1
1
6

7
6

6.2

49.0

1942

12.8

34.2

28.3
1.3
.1
.6.

- . 4
4.5

21.4

72.4

1943

22.3

79.7

75.1
1.8

1
.6

- 1 . 5
3.6

57.4

136.7

1944

44.1

95.3

89.7
2.6

.3

. 7

- 1 . 2
3.1

51.1

201.0

Estimated

1945

45.7

99.7

89.0
3.8
2 2
1.3

2
3.7

54.0

251.8

1916

41.3

83.1

70.0
4.5
2.7
2.6

3.3

41.8

292.3

1 Excludes trust accounts and debt transactions.
2 Total receipts less net appropriation to Federal old-age and survivors' insurance trust fund.
3 Refunds of customs and taxes, including excess profits tax refund bonds.
4 Net expenditures for the war activities of the Reconstruction Finance Corporation and its subsidiaries are included

under "War activities" above. Negative figures indicate excess of receipts.
5 Excess of receipts amounting to $27,000,000.

NOTE.—Figures are rounded and will not necessarily add to totals.

Source: U. S. Treasury Department and The Budget of the U. S. Government for the Fiscal Year Ending June 30
1946.
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nevertheless it would call for vigorous
action to accelerate reconversion.

It is important to note that the recon-
version process will not often be simple
and automatic, particularly in its early
stages. Many of the freed resources will
be highly specialized and certain raw ma-
terials, equipment, and necessary em-
ployee skills may continue in tight supply,
despite the munitions cutbacks. More-
over, released workers will not always be
located near the areas where expansion
in civilian production is possible.

Budget Summary.
The budget estimates for the fiscal

years 1945 and 1946 are contrasted with
data for previous years in chart 4 and
table 1.

Federal expenditures are expected to
reach an all-time high of practically 100
billion dollars in the current fiscal period.
The drop which is indicated for the fiscal
year 1946 reflects the projected decline
of 19 billion dollars (under the 70 billion
expenditure estimate) in war spending,
offset to some extent by estimated in-
creases elsewhere in the budget. The in-
dicated reduction of receipts in that year
is largely a consequence of the smaller
profits and incomes that will be asso-
ciated with the anticipated decline in
Federal spending.

Despite successive increases in tax
rates, revenues have never covered as
much as half of budget expenditures dur-
ing any of the war years. The percent-
age of coverage is estimated at 46 percent
in the year ending June 30, 1945, or the
same percentage as in the preceding year.
With lower war outlays and the continu-
ance of the existing revenue legislation,
taxes and other Federal receipts should
cover about half of 1946 outlays.

Income taxes on individuals and cor-
porations have provided the bulk of the
war revenues, accounting for approxi-

mately four-fifths of estimated receipts
in the current fiscal year. Since these
taxes are more responsive to changes in
business activity than are other levies,
they will become less important relative
to total receipts as reductions in war out-
lays are reflected in lower income and
profits—assuming continuance of exist-
ing tax rates. This change in the compo-
sition of Government receipts is fore-
shadowed in the estimates for the fiscal
year 1946.

"Aftermath-of-War" Expenditures.
Expenditures for other than war pur-

poses are estimated to increase substan-
tially in the coming months because of
the expansion of the "aftermath-of-war"
category—veterans' benefits, interest,
and tax refunds (chart 5). Interest on
the public debt is estimated at 4,500 mil-
lion dollars in the next fiscal year, as-
suming continuance of the low interest
rates at which the war is being financed.

Recommended appropriations for the
veterans' programs during the fiscal year
1946 include 1,080 million dollars for pen-
sions, 295 million dollars for the costs of
education, readjustment allowances, and
loan guarantees, and 1,000 million dollars
for losses resulting from the hazards of
the war among holders of national serv-
ice life insurance policies. In addition,
85 million dollars are included in the
Public Works program for constructing
and reconditioning hospital facilities »for
veterans.

The Nation's Budget.
The Budget Message this year con-

tained an innovation. In connection
with the discussion of the problems of
demobilization and post-war changes,
the President presented a table entitled,
"The Government's Budget and the Na-
tion's Budget," showing the income and

Chart 5.—Federal Expenditures for Nonwar Activities, Fiscal Years 1
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1 Excludes Government corporations and credit agencies, trust accounts, and debt transactions.
2 Refunds of taxes and customs, including excess profits tax refund bonds.
Sources : U. S. Treasury Department and The Budget of the United States Government.

1 Totals of receipts and expenditures are
slightly in excess of gross national product be-
cause of adjustment items (transfer payments
and other specified transactions by govern-
ments). For an explanation of these adjust-
ments and a detailed description of the com-
ponents of the bars, see The Budget of the U. S.
Government for the fiscal year ending June 30,
1946, pp. 830-1.2 Receipts for business equal undistributed
profits and reserves. Expenditures represent
gross capital formation.3 Receipts for consumers equal income after
personal taxes. Expenditures represent con-
sumption.

Source : The Budget of the United States
Government.

expenditure picture for the economy as
a whole in the calendar years 1939 and
1944. The data, adjusted to the more
recent gross national product estimates
of the Department of Commerce, are
presented in chart 6.

The basic information for the Na-
tion's budget is found in the national in-
come and gross national product esti-
mates of the Department of Commerce.
These estimates make it possible to for-
mulate a picture of receipts and expen-
ditures for the national economy which
is analogous to the budgets relied upon
by business and government in planning
their respective activities. By making
available the Nation's budget, the Presi-
dent provided a framework for judging
the quantitative aspects of the problem
of sustaining consumption and produc-
tion in the period ahead.

The left-hand bars for each year in the
chart show the magnitude of the income
flow to consumers, business, and govern-
ment; the right-hand bars depict the
corresponding flow of expenditures. The
over-all balance in the national accounts
is the outgrowth of the dual nature of all
financial transactions—expenditures for
one economic unit are at the same time
receipts for another. Any excess of ex-

{Conlinued on p. 20)
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The Business Situation
By Division of Research and Statistics, Bureau of Foreign and Domestic Commerce

THE outstanding characteristic of the
opening months of 1945 was the shift

in perspective on the economic outlook
from the beginning to the end of the first
quarter. The opening weeks of the year
saw a spurt in orders on the books of
manufacturers reminiscent of the
months following Pearl Harbor, upping
of military requests for civilian-type
goods as well as combat materiel, and
consequent growing concern over the
possibility of reductions in civilian sup-
plies. By the end of March, the empha-
sis began to shift again to forthcoming
cutbacks of munitions programs and the
anticipation of the economic conse-
quences of the reductions to follow V-E
day.

Despite these developments, the dis-
tinguishing feature of economic activity
in the first quarter was its similarity,
rather than contrast, with the preceding
quarter.

The major reason for the shifting of
emphasis from rising military require-
ments is the forward march of the Allied
Armies into Central Germany. Plans
and programs in the early part of the
quarter were still influenced by the Ger-
man counterattack resulting in the Bat-
tle of the Bulge. But by the end of
March, the Rhine was no longer a bar-
rier, General Eisenhower could an-
nounce a breaching of the entire West-
ern Front, the last of the large industrial
areas of Germany was being lopped off,
and Allied forces from the East were
pushing through Austria.

The effect of these developments was
outlined in the second report by the
Director of War Mobilization and Re-
conversion issued at the end of March.
The report indicated that plans were
being effectuated for a large release of
resources from munitions production in
the first quarter following the defeat of
Germany.

The victory in Europe will, therefore,
signify an appreciable shift in the dis-
tribution of resources. Although mili-
tary production will remain high and
adequate, a considerable easing of the
civilian supply situation will become pos-
sible and the over-all economic indica-
tors will reflect an easing of the pressure
for production.
New Orders Higher—Output Steady.

Business activity in the first quarter
was dominated, however, by the pres-
sure of military procurement, as evi-
denced by the unusual sharp increase in
new orders placed with manufacturers.
These were larger than in the last quar-
ter of 1944, and about one-fifth above
the first quarter of last year. The rise
was entirely the result of a marked gain
in new business reported by durable
goods producers.

The explanation of the spurt in orders
lies in the effectiveness of the policies
urged on industry by the services and
the War Production Board to get orders

placed as early in the year as possible,
and in the placing of new orders while
procurement policies were heavily in-
fluenced by the Belgium Bulge.

The striking aspect of this new order
spurt was that it was out of proportion
to the trend in shipments or the exist-
ing schedules of production for the re-
mainder of the year. There have been
earlier instances during the war when
heavy bunching of orders was one aspect
of rising output ahead. The spurt this
year was not a forerunner of rising pro-
duction.

A glance at the lower middle section
of the chart on this page shows estimated
manufacturers' shipments in the first,
quarter of this year only slightly above
those of the corresponding quarter a year
ago. This is representative of the slight
change characteristic of the past year
and, as has been pointed out in earlier
issues of the SURVEY, there will be no im-
portant change until the cutbacks in
munitions reduce aggregate output.

Slight Shift in Resources.

The contrast between the expansion of
orders and production trends and mili-
tary schedules ahead is a factor in the
concern over the outlook for civilian
supplies. While the order upsurge did
not presage a similar expansion in out-
put, the overflowing high priority orders
on the books of manufacturers pointed
to the seeming lack of room for civilian
output. These have to be examined crit-

ically and weighed carefully before con-
cluding that they indicate a fundamental
change in available supplies.

Viewed in this manner, the policy de-
cisions for the first half of this year,
though resulting in many changes in
programs and schedules, did not call for
any significant alteration in either the
aggregate goods and services produced
or in the distribution of resources be-
tween the military and civilian sectors of
the economy. They meant, however,
that expectations that there would be a
transfer of resources to nonmilitary pro-
grams, as a result of declines in some
segments of munitions production, would
not be realized because other newly ex-
panded munitions programs would ab-
sorb these released resources.

Strains Evident.
Naturally, the stresses and strains of

three years of war economy continued to
show up in the first quarter of this year.
Some civilian products were in tighter
supply and changing military demands
affected the position of others". In some
areas, pre-war stocks were getting near
the depletion point.

The aggregate picture of new civilian
supply in the first quarter of this year,
however, did not differ appreciably from
last year, as can be seen, for example, in
the way shipments of manufactured
goods to civilians held up in the first
three months of the year and in the
record retail trade of the past few
months.

Chart 1.—Business Indicators
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Military Schedules.
The essence of the situation is that the

increases in the military schedules initi-
ated in December and January predi-
cated upon indefinite prolongation of the
war in Europe, resulted in a program for
this year that is smaller than the 1944
program set forth at the beginning of
that year, and about equal to the actual
production of last year.

Recent developments have called into
question the need for much of the ex-
pansion in those military programs with
peaks ahead—as in segments such as
ammunition and some other ground
Army equipment.

Cuts in the naval vessel as well as
other military programs have been an-
nounced. Thus, it is highly unlikely un-
der any circumstances that the 1945 pro-
gram, as built up over the year end, rep-
resents a probability of what will actu-
ally be required.

Munitions Employment Steadies.
With this background, the over-all

economic aspects of the first quarter are
recognized as much in the same pattern
as the preceding five quarters. A major
exception was that the decline in muni-
tions employment which began in late
1943 came to a halt in the first 3 months
of this year.

The concerted drive to recruit labor
for the urgent programs and the higher
munitions schedules set ahead served to
maintain employment in munitions
plants even with the volume reached last
November. Considerable progress was
made during January and February in
placing workers where needed. The Di-
rector of War Mobilization and Recon-
version announced that in these months
the United States Employment Service
directed 2 million persons to war and
war-supporting jobs. Approximately
450,000 of these were placed in "must"
plants, accounting for a net addition of
150,000 employees after allowance for
300,000 separations.

Employment in all manufacturing in-
dustries combined showed the same rel-
ative stability in the first quarter. The
lower left-hand panel of the chart on
page 1, especially when compared with
the adjoining panel on shipments, por-
trays the main movements that have
taken place.

The rise in manufacturers shipments
between the first quarter of 1943 and
1944 was accomplished with a very slight
increase in employment. But between
the comparable quarters of 1944 and 1945
the rise in output per worker through
more effective utilization of facilities
and manpower as over-all peak rates of
operations were reached, was larger than
the expansion of shipments. The de-
cline in the number of employees re-
flected this factor, rather than any
shortage of labor, notwithstanding that
real difficulties were encountered in ade-
quately staffing some plants.

The retardation of the decline in em-
ployment in the initial quarter of this
year indicates efforts made to staff the
plants having rising schedules, and plac-
ing of new orders with others which
tended to halt the reduction.

Chart 2.—Sales of Retail Stores,
Seasonally Adjusted
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Munitions Output Maintained.

Despite the considerable shifting in
output among munitions programs—with
its emphasis on improved materiel, as in
communication equipment and the heav-
ier and more complicated models of air-
craft and tanks—aggregate munitions
output was maintained in the first quar-
ter at approximately the same volume as
in the preceding quarter.

The major changes in composition be-
tween the fourth quarter of 1944 and the
past three months were the increase in
ammunition and aircraft, especially the
long-range heavy bombers, and a con-
tinuation of the decline in shipbuilding.
Outstanding accomplishments were reg-
istered in the critical programs that re-
quire steep rises in output. In February,
the latest month for which detailed in-
formation is available, output of the
critical programs averaged 9 percent
above January—equivalent to better
than a 20 percent gain- in the daily rate
of production.
Revisions in Measures.

The statistics of munitions output in
dollar terms have recently been revised
for 1943 and 1944. The estimates of
munitions output are designed to meas-
ure changes in the volume of output, and
the dollar totals are a summation of the
physical volume of individual items mul-
tiplied by their respective "standard"
prices.

In general, the prices used have been
as of August 1943, but the considerable
changes since that time have been taken
into account to give, in effect, a new
weighting in some items. Since the price
changes were generally downward these
result in lowered dollar aggregates.
They likewise lower the increase as may
be seen in the following comparison of
total munitions production in billions of
dollars:

Revised
estimates

56.3
61.2

Instead of a 12 percent rise in 1944
over 1943 the current totals show 9 per-
cent.

The major reason for the revision was
the adjustment in prices for some types
of aircraft, though there were small
changes in most of the major munitions
categories. The effect of the adjustment
for 1944 by type of product is presented
below, the figures again being aggregates
in billions of dollars:

1943_
1944_

Previous
estimates

.___ 56.9

.___ 63.8

Aircraft-.
Ships
Guns and fire control .
Ammunition
Combat and motor vehicles-
Communication and electronic

equipment. __
Other equipment and supplies-

Total

Previous
estimates

IS 9
14.0
3.3
6 7
5.3

4.3
11. 1

63.8

lie vised
estimates

16 7
13.7
3.4
6 7
5.4

4. 2
11.0

61.2

Railroad Traffic Lower.
The high volume of output continued

to exert pressure on the Nation's trans-
portation system during the first quarter.
Special difficulties imposed by the severe
weather conditions and the heavy export
movements, particularly on the West
Coast, created no serious bottlenecks
aside from some localized shortages of
freight cars.

Both railroad freight and passenger
traffic were below the corresponding
quarter of 1944. The unusually bad win-
ter significantly reduced the turn-around
time of freight cars and thus decreased
railroad capacity. Carloadings declined
2 percent from last year.

The decreasing military demand for
railroad passenger accommodations as
our continental forces declined, and fur-
ther restrictions on civilian travel, re-
sulted in a drop of 4 or 5 percent in
passenger-miles.

In contrast, other segments of the
transportation system handled more
traffic. Truck tonnages in the first quar-
ter, despite the weather, were back at
first quarter 1944 volumes after showing
declines throughout the months of 1944.
The supply of truck tires, while still
critical, was eased somewhat by increased
allocations to the trucking industry.

The attainment of practical capacity
operation of the emergency pipelines by
the latter months of last year precluded
any further significant gain in the early
months of 1945. However, total pipeline
operations were about 20 percent higher
than in the first quarter of last year.
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Domestic airline and waterway traffic
likewise was higher than last year.

Livestock Flow Reduced.
In contrast to the maintenance of

manufacturing and munitions output, the
flow of farm products to market was
somewhat lower in the first quarter of
1945, as compared with the same quarter
of 1944. However, it was still above the
first quarter of 1943 volume.

The sharp decline in the movement of
livestock and its products, reflecting
largely the continuation of the down-
ward trend in hog slaughterings, more
than offset the larger crop movement
which was stimulated by special contra-
seasonal marketings in January and
February and, to a lesser extent, in
March.

The lateness of the harvest resulted in
a delayed movement of cotton and cot-
ton seed to market in the last few months
of 1944, and the past quarter witnessed
unusually high marketings of these com-
modities.

Income Payments Continue To Rise.

Because of the later marketings of
some crops, agricultural income pay-
ments were up on a seasonally adjusted
basis. Income payments to individuals in
the nonagricultural categories in the past
quarter continued the steady rise which
was typical of 1944, all groups experi-
encing gains. The largest absolute in-
creases occurred in manufacturing and
trade. Military payments continued to
expand though at a lower rate than pre-
vailed throughout 1944.

The flow of income in the first 3 months
of 1945 was equivalent to the annual rate
(seasonally adjusted) of about 164 bil-
lion dollars. In the corresponding
first quarter 1944 total was 155 billion,
and the full year 1944 aggregate was 157
billion. The steady rise in income and the
consequent higher potential consumer de-
mand showed in highly active retail trade
little disturbed by price increases and the
shift in consumer supplies to the higher-
priced lines.

Consumer Buying Strong
Consumer buying chalked up another

record during the first quarter of 1945.
Retail stores experienced unprecedented
pre-Easter business. One of the chief
factors behind this buying rush very
likely was apprehension by consumers
over the possible disappearance of high-
quality goods, particularly clothing, and
over predictions of more acute shortages
and more drastic restrictions on civilian
goods production.

Sales of retail stores during the first
quarter of this year are estimated at 17
billion dollars, 11 percent above the same
quarter of 1944. This gain is significant,
especially in the light of what happened
last year. In 1944, March sales were
boosted not only by heavy pre-Easter
buying but a wave of pretax purchasing
on such items as jewelry, toiletries, furs,
handbags, and liquor. New Federal ex-
cise taxes, which became effective April
1, 1944, stimulated a rush to stock up on
such goods.

SURVEY OF CURRENT BUSINESS

The value of retail inventories at the
end of January was slightly below the
same month of 1944. The rising vol-
ume of sales in the face of fairly stable
flow of aggregate supplies must in-
evitably result in inroads being made
into retail inventories.

Apparel Sales Lead.
Consumer interest has naturally cen-

tered in new spring apparel and acces-
sories. Department stores all over the
country reported the largest pre-Easter
sales on record. Apparel and general
merchandise stores averaged gains of 25
and 15 percent, respectively, over sales
in the first quarter of 1944.

The War Production Board's an-
nouncement that it would channel the
larger part of the civilian supply of fab-
rics into low-cost merchandise directed
consumer attention to quality apparel.
This development helped to stimulate the
Easter buying.

Sales of apparel stores during the first
quarter were 18 percent above the first
quarter, 1944, after adjusting for the
earlier date of Easter this year and for
the additional day in February last year.
As can be seen from chart 2, shoe store
sales have shown a sharp upward trend
since the second quarter of 1944.

In addition to heavy Easter buying, the
increase in shoe sales during the first
quarter of 1945 was accelerated by the
release of "odd-lot" shoes from rationing
in February. Stock of shoes at retail
stores are well below a year ago.
Furthermore, an increasing portion of

current stocks is composed of unra-
tioned, less durable type of footwear.

Although the sales trend of women's
wear stores has been upward for the past
year, their inventories at the end of Jan-
uary were valued above the preceding
year. The decline in the first quarter
from the heavy Christmas buying in
men's wear stores was more than sea-
sonal. Full replacement of merchandise
sold was no longer possible and retail
stocks of men's wear at the end of the
quarter were below a year ago.

Clothing prices advanced 6 percent
over the first quarter of 1944, the largest
increases occurring in women's apparel.
Lack of standardization makes it par-
ticularly difficult to correct for price
changes in this field, but it is common ob-
servation that quality deterioration and
upgrading of merchandise have been im-
portant factors in the expansion of sales
in these lines.

A detailed analysis of the textile and
clothing situation is given in the article
on this subject in this issue.
Food Sales Up Despite Rationing.

Food store sales during the first three
months of 1945 were 9 percent above last
year but slightly below the fourth quar-
ter aggregate on a seasonally adjusted
basis (chart 2). Shortages of civilian
supplies of meat and butter relative to
demand resulted in all meats being placed
again under rationing late in December.
In addition, a sharp increase was effec-
tive in ration point requirements for
butter and those meats which had con-
tinued to be rationed in 1944. Most

Chart 3.—Manufacturers9 Shipments, War and Nonwar
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processed fruits and vegetables were also
returned to rationing in December.

Following a sharp wartime increase,
sales of eating and drinking places lev-
eled off during much of 1944. Season-
ally adjusted sales increased substan-
tially in the fourth quarter, and again
in the first quarter of 1945 to a point 13
percent above the first quarter of 1944.

Durable Sales Up.
Sales of durable goods stores during

the first quarter of 1945 were 10 percent
above the same period last year in dollar
terms. This gain is the result of substan-
tial increases in sales of automobile parts
and accessories stores and hardware
stores.

During the first three months of 1945
home furnishing store sales declined
more than seasonally from the holiday
buying of the fourth quarter of last
year. However, sales were still 15 per-
cent above the first quarter a year ago,
reflecting for the most part, price rises.
Jewelry stores recorded first quarter sales
10 percent below the heavy volume of
pretax purchases made last year.

Despite the fact that the developments
since the beginning of the year pointed
to shrinking supplies of some consumer
goods, the rate of consumer buying in
the first three months of the year gave
no indication of slackening off.

Since there has been only a relatively
small depletion of inventories compared
to the volume of sales and no important
change in the flow of the physical vol-
ume of goods to consumers, the explana-
tion for the continuous rise in retail sales
rests in the shift in the composition of
the products sold, upgrading, and con-
centration of sales in the higher price
lines.

Civilian Manufactured Products
The dollar value of manufacturers'

shipments for civilian use which had
risen very slightly in 1944, was little
changed in the first quarter of 1945.
There was a slight decline in the non-
durable goods industries (2 percent be-
low the corresponding quarter of 1944),
and a slight (3 percent) increase in the
durable goods industries. Not much
significance can be attached to either
variation.

Despite the slight gain over a year ago,
civilian shipments of durable goods con-
tinue drastically curtailed in comparison
with pre-war years. Similarly, notwith-
standing the minor contraction from the
first three months of 1944, the first quar-
ter 1945 flow of nondurable goods to the
civilian economy, measured in constant
prices, was only one-eighth below the
same period of 1941 and slightly above
1939.

Chart 4.—Manufacturers' Shipments of Durable Goods, War and Nonwar
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In view of the magnitude of the war
effort, the civilian share of manufac-
tured products, particularly of nondur-
able goods, has been surprisingly well
maintained, with shipments by all manu-
facturers on a constant dollar basis only
10 percent below 1939.

Insofar as a large part of the civilian
type goods for the 12 million men in the
armed forces are purchased by the Army,
and there were larger inventory accumu-
lations prior to the war, the current per
capita consumption of civilian manufac-
tured goods compares favorably with
1939. Although first quarter supplies of
several important types of nondurable
consumer goods are tighter than last
year, any over-all "shortage" of nondur-
able goods should be conceived of in
terms of the increased volume and more
generally distributed purchasing power,
rather than as an absolute reduction
from the pre-war period of total supplies
of nondurable manufactures available to
civilians.
Durable and Nondurable Goods.

Over the course of the entire war pe-
riod, as the accompanying chart shows,
nonwar shipments were more severely
curtailed in the durable than in the
nondurable goods industries. In order
to meet Government needs for combat
equipment and the new plant and equip-
ment necessary for enlarged munitions
output, industries of this former group
converted to munitions production early
in the war program. By the first quarter
of 1943, 80 percent of deliveries were for
military and export purposes and, not-
withstanding a rapid growth of total de-
liveries, civilian shipments had been re-
duced to half the record 1941 level.
Since that time, these industries have
continued to be engaged chiefly in war
production and civilian shipments have
not recovered substantially. In the first
quarter of this year only one-fifth of
the total shipments of these industries
was for civilian use.

Contrasted with the drastic curtail-
ment in the durable goods manufactures,
and notwithstanding the reduction from
last year, dollar shipments of nondurable
goods to civilians in the first quarter of
1945 were still above the 1941 level. The
maintenance of these shipments was in
large measure due to price increases.
Whereas on a current dollar basis they
were still 7 percent above 1941, when ad-
justment is made for price changes, civil-
ian shipments for the first quarter of
1945 appear to be one-eighth below the
similar period of 1941. In the first quar-
ter of this year 60 percent of nondurable
manufacturers' greatly expanded ship-
ments was for civilian use.

First Quarter Trends.
Estimated first quarter war and non-

war shipments of 18 major industries, ex-
pressed at annual rates, are shown in
charts 4 and 5 for the period 1941-45.
Within the durable goods group, the
larger expansion of sales and the more
complete conversion to war production
has occurred in those industries which
smelt, refine and fabricate metal. Be-
cause they have been so completely en-
gaged in war production, civilian ship-
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merits of most of these metal industries
have for the last 2 years been very sub-
stantially below 1941. The declines have
been sharpest for the automobile and
other transportation industries where, by
the first quarter of 1943, civilian sales
were less than 10 percent of those of
1941. The reduction was also extreme
for both the iron and steel and the non-
ferrous metals industry.

For the first quarter of 1945, civilian
sales of the automobile industry showed
some improvement from last year, as a
result of the enlarged output of civilian
trucks, production of which in 1943 was
negligible. Civilian deliveries of the non-
ferrous metals industry in the first quar-
ter also improved. Stability or slight in-
crease was similarly characteristic of
nonwar sales in the other metal-produc-
ing and fabricating industries.

In the lumber, furniture, stone-clay-
and-glass industries, which are the only
industries of the durable goods group
not engaged in the manufacture of metal
products, military and export require-
ments have encroached much less seri-
ously on civilian manufacture. As com-
pared with 1944, civilian sales rose in
the lumber industry but declined some-
what in the other two. Among these
three industries, the war portion has ex-
ceeded 50 percent only for lumber manu-
facturers, and in the first quarter of
1945 civilian sales on a current dollar
basis were below the corresponding period
of 1941. However, when account is taken
of price increases since 1941, it appears
not only that a fairly substantial reduc-
tion of civilian shipments has occurred
in the lumber industry, but that nonwar
deliveries of both the furniture and
stone-clay-and-glass industries for the
first 3 months of the year were somewhat
below the first quarter of 1941.

Unlike the situation which prevailed
for the major durable goods industries in
the first quarter, civilian shipments of
several important nondurable goods in-
dustries were curtailed below 1944. As
a result of large Government purchases,
nonwar sales of the food industry
dropped 6 percent below the first 3
months of last year. Curtailment was
felt especially in the meat-packing por-
tion of the industry. Even after this
reduction, nonwar sales of the food in-
dustry were still substantially larger
than in the corresponding period of 1941,
primarily as the result of the consider-
able increase in food prices which oc-
curred between the two periods. Ex-
pressed in terms of constant prices, how-
ever, food industry deliveries to the
civilian economy were 5 percent below
1941 and only slightly above 1939.

After declining throughout most of
1944, Government requirements for tex-
tile products were raised sharply for the
first half of 1945. Military needs were
increased especially for woolen and
worsted fabrics and the War Production
Board limited worsted plants to military
and other priority production for the
first five months of the year. The prob-
lem of civilian supply in the textile and
apparel industries as a whole has been
aggravated by the decline of total pro-
duction over the past several years. In
the first quarter of the year, the dollar

Chart 5.—Manufacturers9 Shipments of Nondurable Goods, War and
Nonwar 1
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value of civilian sales by these industries
is estimated at 5 percent below 1944 and
about one-fourth under 1942. Since tex-
tile and apparel prices have risen con-
siderably during the war, the diminution
in actual goods made available to civil-
ians has been larger than that indicated
by the sales figures alone.

Food Supplies

The uncertain effect of the progress
of the war in Europe upon Government
food procurement programs adds another
unknown to the problem of assessing
the adequacy of the food supplies which
will be available for domestic civilian
consumption in the current calendar
year. Nevertheless, while the details of
the prospective supply and demand situ-
ation are not known, the broad outlines
of what may be expected are clear.

In the first place, it is apparent that
the total food supply—including supplies
for both civilian and noncivilian consum-
ers—will be somewhat reduced from last
year's record amount. On the basis of
1945 production goals and "normal" crop
yields and disposition, the indicated drop
is about 6 percent. However, the pro-
spective supply is still almost 30 percent
higher than average production in
1935-39.

Weather, of course, is an important
variable in the 1945 outlook. The war
years have seen exceptional crop yields
and a continuance of this experience
would result in supplies above current
expectations. Even with such an even-
tuality, however, last year's over-all pro-
duction record probably would not be
exceeded, chiefly because the reduction
in the 1944 spring and fall pig crops—
which were 29 percent below the pre-
ceding year—is being reflected in a
sharply reduced supply of pork this year.
On the other hand, the possibility of
below-normal yields should also be rec-
ognized.

Reductions in Civilian Supplies.
The prospect of reduced output means

that civilian consumers should expect to
make changes in their diets and to reduce
their consumption of some foods. In
fact, the pinch of smaller supplies has
already been felt as a result of the suc-
cessive tightenings of the food rationing
program in recent months. Current
point values for most foods are the high-
est of the war period and the general
coverage of the rationing program is the
broadest so far.

Just how large the cut in civilian
consumption will be in 1945 obviously
depends to a great extent on the require-Digitized for FRASER 
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Chart 6.—-Production and Civilian
Consumption of Food
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merits of the military and export agen-
cies. Even under the most favorable
circumstances, however, the absolute
magnitudes of these latter requirements
are not likely to be significantly below
last year. Thus, changes in these re-
quirements should not be expected to
cushion the decline in over-all produc-
tion in any appreciable amount.

Judged by pre-war standards, the re-
duction that will be necessary in the
average civilian diet, even should non-
civilian takings expand substantially
over last year's amounts, is not cause
for major concern. Food supplies will be
adequate—both quantitatively and nu-
tritionally. The changed supply situa-
tion from 1944 will create certain diffi-
culties which can be met by appropriate
actions.

The over-all production and civilian
consumption picture for the war period
is summarized in chart 6. The physical
volume of food production rose in each
of the war years to an all-time high in
1944 which was 37 percent above the
1935-39 average. The factors involved in
this expansion were discussed in the
February issue of the SURVEY.

As already noted, the production trend
is expected to be altered in 1945. The
decline shown in the chart is based on
the assumptions mentioned above. In
terms of the major foods, the largest re-
ductions as now indicated will occur in
the production of pork and lard, but the
output of eggs, chickens, butter, fresh
fruits and vegetables, and certain grains
may also be smaller than in last year.
Partly offsetting these declines are the
expected increases in b^ef, margarine,
milk products other thanbutter, sugar,
peanuts, and a few other foods.

Despite the expected decline in pork
production, the 1945 estimate is still
about 43 percent above the pre-war aver-
age. Over-all meat production—ports,
beef, veal, lamb and mutton—is esti-
mated at almost 22.4 billion pounds
dressed weight in 1945, or 38 percent
above 1935-39. This record has only
been exceded in 2 years, 1943 and 1944.

Chart 6 also traces the wartime trend
in per capita civilian consumption. Be-
cause of the heavy military and export
demands and the changes in civilian
population, the rise in average civilian
consumption was much less than the
growth in total food production. Never-
theless, the wartime increase in con-
sumption has been appreciable. If the
1935-39 average is taken as 100, the in-
dex of civilian consumption was 109 in
1944—the highest per capita consump-
tion in the Nation's history.

Any estimate of civilian consumption
for the current year is, of course, beset
with uncertainty which precludes preci-
sion of statement. On the whole, pres-
ent indications point to average civilian
consumption in 1945 at slightly above the
pre-war years. The estimate shown in
the chart allows for some increases in
combined noncivilian takings relative to
1944, although it contemplates some-
what lower takings for the last half of
1945 than have been scheduled for the
first 6 months of the year.

Table 1.-—•Noncivilian Purchases as Per-
centages of Total Disappearance of
Major Foods, 1943 and 1944 l

[Arranged in approximate order of size of noncivilian
share in 1944]

Chart 7.—Noncivilian Share of
Total Food Disappearance *

Commodity

Rice_- - _ _ - - _
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Percent
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1944

53.7
46.1

39.5
39.4
38.1

C2)
34.5

26. 3
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25. 5
23.1

19.6
19.5
18.6
17.7
17.6
16.7

15 7
14.6
13.8
12.1
11.5
11.4
8.7
5.4

5.0

3.4
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1 Total disappearance includes food from all sources-
domestic production, stocks, and imports. Noncivilian
purchases include military purchases, Lend-Lease tak-
ings (which are measured when they are removed from
civilian supplies by the War Food Administration
rather than when they are shipped), and other exports
and shipments. Calendar year basis except for fresh
citrus fruits for which the season begins in the fall of the
previous year; canned fruits, canned vegetables, and
dried fruits which are on a pack-year basis; potatoes
and sweetpotatoes, on the basis of a year beginning July
1; dry edible beans and peanuts which are on a Septem-
ber crop year; and rice which is on a year beginning in
August of the previous year. All years begin in year
designated except fresh citrus fruits and rice.

2 Figures not released.
s Excluding amount used in manufactured products.
4 Excluding full skim, cottage, pot, and baker's cheese.
s Farm and factory production included. Actual

weight basis,
e Fluid milk equivalent for fresh use.

Source: U. S. Department of Agriculture.

10 -

1 Lend-Lease takings are measured when they
are removed from civilian supplies by the War
Food Administration rather than when shipped
and, therefore, include some purchases for
stocks. "Other exports'' include shipments to
our noncontiguous territories and exports to for-
eign countries.

Source : U. S. Department of Agriculture.

Noncivilian Takings.
The dependency of 1945 civilian food

supplies on the procurement programs
of the military and export agencies can
be gaged to some extent by referring to
the magnitudes of these programs in re-
cent years. The takings of the military
agencies and Lend-Lease together with
other exports, are shown in chart 7 as
percentages of total food disappearance
(which includes food from all sources—
domestic production, stocks, and im-
ports) in each year. Combined non-
civilian purchases rose from 6 percent in
1941 to 20 percent in 1944. In absolute
terms, however, the rise was larger than
is indicated by these percentages, since
total food disappearance, including both
civilian and noncivilian purchases, rose
nearly a fifth during this period.

Military purchases of food were largest
in 1944, when they amounted to 13 per-
cent of the total food disappearance and
about two-thirds of the combined mili-
tary and export takings. Lend-Lease
purchases (which are measured at the
time they were purchased by the War
Food Administration rather than when
shipped) reached a peak of 8 percent of
total disappearance in 1943 and declined
to 6 percent in the following year. Food
for other exports is estimated at less than
2 percent of the total in each of the years
shown in the chart. During the 1935-
39 period, exports averaged about 3 per-
cent of total disappearance.

The wide variation in the noncivilian
shares of the total disappearance of ma-
jor foods is shown in table 1. It should
be noted that the changes between 1943
and 1944 shown in the table do not neces-
sarily reflect changes in absolute
amounts, since the total disappearance
of the individual foods may have been
quite different in the two years. In the
vast majority of cases, the 1944 total was
higher.Digitized for FRASER 
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In contrast to the over-all average of
20 percent, the noncivilian takings of
some foods exceeded 40 percent in 1944.
The range shown in the table extends
from 54 percent down to 3 percent. The
relative amounts of the different com-
modities purchased by the military and
export agencies are determined by such
factors as nutritive value, transportation
requirements, perishability, ease of prep-
aration, the tastes of our fighting men,
and availability of supplies both at home
and abroad.

Other Factors in 1945 Outlook.

While the general maintenance of ade-
quate civilian food standards seems as-
sured for the current year, the supply
conditions confronting various families
and various sections of the country may
vary markedly. Moreover, there may be
significant variations in conditions dur-
ing the year because of seasonal factors
and shifts in the noncivilian procure-
ment programs.

Geographical maldistributions of food
supplies have been particularly notice-
able in the case of meat. These have
resulted in part from the fact that the
Government procures only Federally in-
spected meats. Consequently civilian
supplies in the areas normally served by
plants slaughtering under Federal in-
spection (most of such plants are in
the Midwest) have been disproportion-
ately reduced. Interstate shipments of
noninspected meats are closely re-
stricted by Federal regulations.

In the first 6 months of 1945, for ex-
ample, the military and export programs
are scheduled to take about 46 percent
of the supply of Federally inspected
meats. Relative to the total meat sup-
ply, however, the amount to be taken is
32 percent. Since nearly half the ci-
vilian meat supply at present is nonfed-
erally inspected, it is very possible to
have ample supplies in surplus produc-
ing areas while there are acute shortages
elsewhere. New measures to cope with
this problem are expected to be an-
nounced shortly.

Chart 8.—Allocation of Gasoline
and Distillate Fuels for Civilian
Use
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Another factor should be stressed re-
garding the 1945 outlook. In interpret-
ing the civilian supply estimates, one
should not lose sight of the prevailing
employment and income situation.
More families than before the war can
now afford adequate diets. To some ex-
tent, therefore, current shortages of cer-
tain foods represent more even distribu-
tion. Thus, to say that the 1945 per
capita civilian meat supply, for example,
will be close to the 1935-39 average is
quite different than saying that each
individual consumer will eat about as
much meat as in the earlier period.

Civilian Use of Petroleum Products
The volume of petroleum products—

especially gasoline and fuel oil—avail-
able to the civilian economy, including
war-supporting activities, in the first half
of 1945 is virtually identical to that avail-
able in the comparable period of 1944, on
the basis of allocations by the Petroleum
Administrator for War. Comparisons of
the first two quarters of 1945 with com-
parable quarters of 1944 show slight in-
creases in both components of chart 8.

The rises reflect increases in industrial
use of these products with no change
other than seasonal for individual con-
sumers. The increase in gasoline results
from expanded allocation to meet the re-
quirements for agricultural production
while the rise in heating and Diesel oil
follows from mounting use of this fuel
by railroad Diesel locomotives. In the
case of heavy residual fuel oils, used
chiefly for industrial power, expanded
production of crude has permitted not
only relaxation of rationing restrictions
but also reconversion of firing equipment
to oil.

Civilian Supplies Restricted.
Consumption of petroleum products of

a strictly civilian character—gasoline for
passenger automobiles, kerosene and fuel
oil for domestic heating—has in 1943 and
1944 been maintained at approximately
65 percent of the 1941 volume. Adjust-
ments have been made over the 2-year
period which have resulted in a slight
increase in total civilian supplies, as, for
example, the changes in the basic gaso-
line rations on the East Coast in the
fall of 1943.

Despite the large increases in con-
sumption of petroleum and its products
for industrial use, the proportion going
to the civilian economy, including use
for war-supporting activities as well as
for individual consumers, has been re-
duced from 85 percent in 1941 to 37 per-
cent in 1944, measured in terms of dollar
value of manufacturers' shipments.

The reduction in wartime civilian con-
sumption is apparent in both major types
of petroleum products; gasoline and fuel
oils. In the case of gasoline, the effect of
restrictions upon civilian supplies is
shown in chart 9. The peak year in num-
ber of motor vehicles registered, in total
highway use of motor fuel, as well as in
the use of gasoline per car was 1941.

This peak rate of utilization was equiv-
alent to an average of 694 gallons per ve-
hicle (600 for passenger and 1,100 for
trucks), as compared with 544 gallons in
1944, a reduction of 21 percent. This
figure considerably overstates the con-
sumption of gasoline by civilian passen-
ger cars. Gasoline consumption by
trucks has been well maintained during
the war period so that passenger vehicles
have felt most of the burden of the re-
stricted supplies.

Fuel oils are used in internal combus-
tion engines, for the production of
steam and for space heating. Consump-
tion of fuel oils as engine and industrial
steam fuels has increased substantially

Chart 10.—Production of Refined
Petroleum Products 1

B1LLIONS OF BARRELS
2.0

1939 1940 1941 1942 1943 1944
1 Refined products derived from crude petro-

leum runs to stills. Natural gasoline is not
included.

Source : U. S. Department of the Interior.Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis
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Chart 11.—Daily Capacity of
Petroleum Refineries x
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REFINING GASOLINE CRACKING
DO. 44-843

1 Crude-oil refining is measured by input of
crude ; cracked gasoline by output of gasoline
from thermal and catalytic processes; and
catalytic cracking by input of gas-oil charge.

Sources : U. S. Department of the Interior,
Petroleum Administration for War, and Oil and
Gas Journal.

during the war period. On the other
hand, fuel oils used for space heating
purposes, both commercial and domestic,
have been restricted by rationing since
1942. The basic ration provided has been
two-thirds of consumption in the base
year 1941-42, adjusted for variations in
temperature during winter months.
Under these controls, the fuel oil used
for domestic and commercial heating
purposes for 1944 equalled 183 million
barrels, 18 percent below 1941 consump-
tion.

Production Increase Slackening.

Although increased production of pe-
troleum products is expected in 1945, the
rate of increase will be smaller than in
previous years. A substantial increase
in supplies for civilians, therefore, will
depend upon future military demands.
However, production has been so ex-
panded that a relatively small decrease
in military requirements should result in
considerable improvement in the civilian
supply situation. Stocks of civilian
grades of gasoline are currently rising
and at the end of the quarter were 16
percent above a year ago.

Crude Supplies Increase.
Curtailed civilian consumption of gas-

oline and fuel oil provided about 40 per-
cent of military needs for petroleum
fuels. Thus increased production of
crude and expansion of refinery runs
were required.

The availability of petroleum products
is determined by the ability of wells to
produce crude, by the capacity of re-
fineries to convert crude into its prod-
ucts (including in particular the fuel oil
and gasoline specially desired in our war-
time economy), and the. ability of the
transportation system to bring both
crude and refined products to points of
use. Each one of these is a limiting
factor in the availability of petroleum

products. The responsible factor in the
case of civilian supply of petroleum prod-
ucts has been transportation, particu-
larly in the East and Northwest areas.
Refining' operations are now close to
practical limits and further expansion
will be at substantially reduced rates.

The production of crude petroleum in-
creased from 1,353 million barrels in
1940 to a record high of 1,678 in 1944.
The increase in the past year over 1943
was 11 percent. The increased flow of
crude has been achieved without serious
relaxation of accepted standards of con-
servation and the war drain has not re-
duced known and proven underground
reserves.

Refining Capacity Expands.

The volume of crude petroleum run to
refinery stills has increased steadily dur-
ing the war period (chart 10) with the
exception of 1942 when transportation
problems were most acute. The 1944 vol-
ume was 35 percent higher than 1939
with the succeeding 5 years averaging 27
percent above the years 1935-39.

While a substantial part of the neces-
sary growth in petroleum refining ca-
pacity was accomplished by increased
and improved use of existing facilities,
huge war demands required an expansion
both of crude distillation and of cracked
gasoline facilities. As may be seen in
chart 11, crude oil distillation capacity
has been expanded by more than 10
percent by new construction.

War demands for a gasoline of very
high quality, as measured by octane rat-
ing, brought into large scale use cata-
lytic cracking methods. Such capacity
was available before the war but in very
small quantities. Since 1940, catalytic
capacity has increased eight times to a
rate of about 1,000,000 barrels daily.

Whereas refining operations prior to
1939 were rarely at more than 80 percent
of capacity, since that time the ratio of
product to capacity has climbed steadily
with the exception of 1942. Operations
in the past year have been well over 90
percent of capacity, at times exceeding
95 percent.

No increase in refinery operations in
1945 paralleling that achieved in 1944 is
to be expected, because available facil-
ities are now operated at rates which
cannot be greatly expanded. Further-
more no significant expansion of Govern-
ment-owned refining capacity aside from
a few aviation gasoline plants is pres-
ently planned and privately financed in-
dustry additions will be of small volume,
local and specialized in character.

Changes in Product Composition.
The requirements of war have not only

resulted in an expansion of total pro-
duction of refined petroleum products but
have also called forth changes in their
relative proportions. Production of
petroleum products from crude is sub-
ject to variation, particularly with crack-
ing and catalytic refining equipment by
which the heavier components can be
converted into the lighter and more vola-
tile products. The major changes have
been an increase in fuel oil, an expan-
sion in aviation gasoline and the related

Table 2.—Percentage Distribution of
Petroleum Refinery Products by Type

Aviation gasoline
Automotive gasoline
Fuel oils
All other

1941

1.24
42.99
42.87
12.90

100. 00

1944

13.46
25.89
46.77
13.88

100.00

Source: Petroleum Administrator for War.

products, toluene and butadiene, and a
reduction in automotive grades of gaso-
line.

This is illustrated in the changes in the
components of refined petroleum prod-
ucts since 1941 (table 2). Comparison
with chart 11 indicates that the increase
in fuel oil output and of aviation gasoline
occurred not only because of the in-
creased volume of crude petroleum re-
fined but also because of the reduction
in automotive gasoline. Although total
gasoline supplies were larger in 1944
than in any previous year, the expan-
sion in fuel oil production reduced total
gasoline from 44 to 39 percent of petro-
leum processed, thus reversing the up-
ward trend in gasoline produced from
crude which had continued for many
years.

While supplies of gasoline were thus
relatively reduced, automotive supplies
were further curtailed by requirements
for the highly volatile gasoline types,
aviation gasoline, toluene, and butadiene.
Automotive grades of gasoline decreased
from 97 percent of all gasoline in 1941
to 66 in 1944.

A third factor in reduced automotive
gasoline supplies has been the relatively
small expansion of natural gasoline pro-
duction during the war period and its

Chart 12.—Percentage Distribu-
tion of Deliveries of Petroleum
and Products Into District I9 by
Transportation Facility x

50 -

25 -

1941 1942 1943 1944
1 Percentages are based upon number of bar-

rels daily. District I includes the New Eng-
land, Middle Atlantic, and South Atlantic
States, and the District of Columbia. Total in-
cludes a negligible amount delivered by truck
which is not shown separately in the chart.2 Includes ocean, lake, and river shipments.

Source : Petroleum Administration for War.Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis
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diversion to nonautomotive uses. Nat-
ural gasoline is recovered from natural
gas and is not included in the volume
of crude petroleum run to stills. The
bulk of natural gasoline is normally
blended with the refinery product to in-
crease the volume of automotive gaso-
line.

During the war period, however, natu-
ral gasoline has been processed to secure
as large a volume as possible of those
fractions suitable for use in aviation gas-
oline. Hence, the supply of natural
gasoline for automotive use has been
substantially reduced both in quantity
and in quality.

Transportation Difficulties Diminish.
Under peacetime conditions large vol-

umes of petroleum and its products were
transported by barge and tankers. The
East Coast was particularly dependent
upon deep water movement from Gulf
ports for supplies, 94 percent being trans-
ported in this manner in 1941 as illus-
trated in chart 12.

The need for tankers for military pur-
poses along with the danger and losses
from submarine attack shortly after the
beginning of the war greatly reduced
the number of vessels available for this
movement and hence severely curtailed
shipments to East Coast ports. Pipe-
line facilities from refinery to markets
were of small capacity and the limited
supply of rail equipment was pressed
into very intensive service. Rail haulage
of petroleum to this area thus increased
to 60 percent of total petroleum receipts
in 1943, equivalent to more than 20 times
the volume of petroleum carried by rail
in 1941 but insufficient to prevent a drop
in total petroleum deliveries of about
8 percent.

Completion of pipeline facilities in
1944 and stabilization of tanker opera-
tions have served to reduce the strain
upon rail operations as well as the share
of the movement handled in this man-
ner. Nevertheless railroad transporta-
tion continued in 1944 at a volume ex-
ceeding 1942.

The flexible nature of tank car utiliza-
tion permits their disposition to meet
special transportation problems when
and where they arise. The decline in
rail haul to the East Coast has resulted
in no idle tank car facilities since cars
not needed to maintain the flow at de-
sired volume were immediately trans-
ferred to other areas and uses.

The Mexico City Conference

The recent Inter-American Confer-
ence at Mexico City had unusual busi-
ness significance. It provided impressive
evidence of the determination of the
countries of this Hemisphere to solve
their political and economic problems
through cooperative international action
rather than along narrowly nationalistic
lines. It brought forth both general and
specific policy declarations which will
condition business dealings between the
United States and Latin America for
years to come.

The core of the foreign economic pol-
icy of the United States, as further re-
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vealed at the Conference, is the belief
that the economic problems of the Hemi-
sphere as well as of the world at large
have a fair chance of solution only in a
steadily expanding world economy. The
counterpart is found in the extreme em-
phasis placed by all the other countries
represented at Mexico City upon the con-
tinued development of their resources,
especially through industrialization.

This overriding objective may be taken
as at least one fixed point in the Inter-
American picture. A means of imple-
menting the policy of industrialization
will be the conservation of war-accumu-
lated reserves of gold and foreign ex-
change of the other American Republics
to prevent their dissipation in the pur-
chase of imported "nonessentials." An-
other will be the attraction of foreign
capital to participate on equitable terms
with domestic capital in carrying out de-
velopmental programs.

Transition Adjustments.

The economic discussions at the Inter-
American Conference in Mexico City thus
served as a curtain-raiser on problems of
both the transition and post-war pe-
riods. The principal problem of the
transition period from the point of view
of the other American Republics is, of
course, precisely the problem which faces
our own economy. It is the problem of
readjusting production as the procure-
ment of war materials declines.

Spokesmen for the United States at the
Conference made it clear that the United
States Government lacks legal authority,
under existing legislation, to procure ma-
terials which are not needed in the prose-
cution of the war.1 Even if it were pos-
sible, the continuation of procurement at
wartime levels would delay inevitable
adjustments in production to peacetime
demands and result in the accumulation
of surpluses which would overhang and
depress post-war markets and prices.

However, it was agreed that the United
States would adopt, through bilateral ar-
rangements with the countries the sta-
bility of whose economies is seriously
threatened by reductions in government
procurement, measures designed to min-
imize the adverse consequences of such
reductions. These measures may consist
of the orderly adjustment of procurement
contracts "or any other suitable means."
Furthermore, the countries concerned
will, where necessary, seek legislative au-
thority to accomplish these purposes.

In the spirit of this general undertak-
ing the United States promised to con-
tinue to give due notice of prospective
reductions in procurement and to seek to
taper off purchases in accordance with
plans made as far in advance as possible.

In the view of the United States the
solution of the essential problem of the
transition period lies not in measures to
support uneconomic production but
rather in a many-sided program designed
to replace wartime with peacetime de-
mand as quickly and smoothly as possible
and thus keep domestic and international
trade at high levels. This is the same
program that is being offered at home; it

1 Section 202 of the War Mobilization and
Reconversion Act of 1944.

is both a short-run and a long-run pro-
gram.

The elements of this program are well
defined. It proceeds from the fact that
procurement for war will not cease ab-
ruptly with the end of hostilities in Eu-
rope but will remain heavy to meet the
requirements of the Pacific war. It as-
sumes that maximum employment will be
maintained in the United States and that
imports into the United States to meet in-
dustrial and consumer requirements will
be much larger than before the war. It
takes into account also the heavy back-
logs of demand for United States prod-
ucts and the accumulations of purchasing
power to make this demand effective.

In addition to ready purchasing power
in the form of cash or its equivalent, new
reservoirs of international credit are be-
ing created. The proposed International
Bank will have $9,000,000,000 of lending
power. Steps are being taken to increase
the capital of the Export-Import Bank
by $1,500,000,000. Private investment
capital is plentiful and will be placed in
foreign countries on a substantial scale
if conditions are favorable.
Long-Term Objectives.

Discussion at Mexico City of postwar
economic problems centered around the
theme of development of resources and
industrialization. On this subject, the
United States was able to give the most
unequivocal assurances of assistance by
all possible means to sound projects and
programs, to be undertaken primarily by
private enterprise. These means include
the equitable allocation of materials and
equipment in short supply so long as war-
time controls continue in effect, equal
access thereafter to the producers' goods
needed for economic development and in-
dustrialization, provision of ample long-
term credit on reasonable terms, and
technical cooperation through training
of personnel and interchange of experts
and information.

Together, the agreements and under-
standings reached at Mexico City con-
stitute a postwar economic program
which has as its fixed objective an ex-
panding United States economy in an
expanding world economy. It is recog-
nized that the achievement of either de-
pends largely upon the achievement of
the other.

The broad principles underlying this
general policy were declared in the Eco-
nomic Charter of the Americas, which
calls for (1) reduction of barriers to
international trade; (2) elimination of
the excesses of economic nationalism;
(3) prevention of restrictive practices by
cartels or through other private business
arrangement; (4) just and equitable
treatment for foreign enterprise and
capital; and (5) promotion of private
enterprise; (6) equality of access to raw
materials and producers' goods; (7) in-
ternational action to facilitate the or-
derly distribution of burdensome sur-
pluses of certain commodities; and (8)
progressive realization of the Declara-
tion of Philadelphia adopted by the In-
ternational Labor Conference.

It remains to give these principles
force and effect through specific inter-
national undertakings and obligations.
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The Business Situation
By Division of Research and Statistics, Bureau of Foreign and Domestic Commerce

APRIL marked the close of a chapter
in the economic history of the war.

Pressure on aggregate munitions output
is now generally recognized as a thing
of the past, and no longer is there even
speculation on the possibility of a new
high in munitions output this year. The
sole question from the economic point of
view is how rapidly will munitions pro-
duction decline, and how well can the
release of resources be dovetailed into
expansion of the output of nonmilitary
goods.

The final stage of the period now
closed, which period dates from the last
German counteroffensive toward the end
of 1944, was marked by renewed efforts
to expand numerous munitions programs
on the basis that the two-front war would
continue indefinitely. As previously
pointed out, this tended to stabilize out-
put with little change in the distribution
of resources between war and nonwar
uses, by emphasizing the continuing high
requirements for materials and man-
power for military purposes. But the de-
cisive defeat of all German armies
throughout Germany and in Italy by the
end of April made the ending of large-
scale military operations in Europe a
matter of days at most.

Certainly the need for a large flow of
supplies of other than maintenance
goods, such as food, to the armies in
Europe had already ended.

Cutbacks Had Little Effect in April.

The new phase of the war economy
was reflected in April in a reorienta-
tion with respect to future procurement
plans, resulting in the cancelation of
expansion ahead. It did not immedi-
ately slow down the flow of munitions
from factories, or the flow of material
and components into them. Conse-
quently, the volume of economic activ-
ity was little altered in April, with man-
ufacturing and primary distribution
continuing substantially unchanged.

As a matter of fact, events were rob-
bing VE-day of some of its dramatic qual-
ity by reason of the fact that the Ger-
mans, by insisting upon the pulveriza-
tion of many of their cities, including
Berlin, have made the fact of final de-
feat a wavering point in time, insofar as
the actual definite planning of our mili-
tary procurement ahead is concerned.
Nevertheless, it was clear that repro-
gramming of munitions production was
underway.

What has happened to date is a series
of individual cuts in procurement for
later months without fixing the limits
of the large reductions ahead in actual
production and without translating
these cuts into canceled orders.

The Magnitude of the Reduction.

While the general outlines of the pe-
riod ahead are clear, the uncertainty
that exists stems from the fluid state of

the procurement program. Though
there is no question that average
monthly munitions production for the
remainder of the year will be consider-
ably below that of the first 4 months, the
magnitude of the reduction has not yet
been determined.

The problem confronting the business
community is clearly illustrated in the
chart on this page. While the produc-
tion and purchasing policies of business
are tied to the outlook for particular
products, in general the programming
for munitions producers was motivated
by the outlook as seen in the chart.

Orders for materials, components, and
subassemblies, inventory accumulation,
and hiring policies were geared to mu-

Chart 1.—Monitions Production
(Average per Month)
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Sources : War Production Board and U. S.
Department of Commerce.

nitions production projections for the re-
mainder of the year at approximately the
same levels that have persisted for over
a year and a half. The schedule shown
on the chart—as of March 1, projected
on the assumption of a two-front war—
has in recent months been the basis for
future planning and is now recognized as
having little meaning.

While the cutbacks thus far announced
will take time to work out, the effect on
productive activity will soon become ap-
parent. The change in outlook from
one of maintaining aggregate output, as
seen in the last bar on the chart, to an
uncertain Wt significant decline, will
soon begin to show up in declining orders,
inventories, and the flow of materials and
components. Owing to large inventories
of many intermediary products, the de-
cline in manufacture of parts and sub-
assemblies will tend to be more rapid
than the reduction in deliveries of fin-
ished products.

Thus, even though the reduction in
output of munitions may be gradual in
the coming weeks, the repercussions in
manufacturing as a whole of the change
in outlook will be mounting rapidly. The
prospect is that the real impact of the
change in military procurement will be
felt in the last half of the year.

Some indications of the magnitude in-
volved for individual segments after
VE-day were given in a report by the
WPB Chief of Operations at the end of
last month. For example, the critical
field artillery items then scheduled at
$34,000,000 for the fourth quarter are
expected to be almost wiped out, with
only $1,500,000 remaining in the sched-
ule for that quarter. The fourth quar-
ter schedule for tanks was curtailed in
April from roughly 9,000 to 6,000. How-
ever, after VE-day, it is expected that the
schedule for the same period would be
cut in half down to 3,000.

Although the over-all cuts will not be
so large as indicated by these individual
cases, there is little doubt that the re-
lease of resources from munitions activ-
ity will be very large and the shifts in
resources significant. The individual
cases cited above are also illustrative of
the likelihood that very large segments
and, in some instances, entire facilities
formerly engaged in civilian production
will be released from production of mili-
tary goods.

Reconversion Steps.

Recognition of the impending shifts in
resources is found in the steps taken re-
cently to prepare the automotive indus-
try for reconversion to peacetime pro-
duction. The automotive companies
were permitted last fall to place orders
for machine tools that would be needed
for the resumption of passenger car pro-
duction. Deliveries on these had been
delayed due to the prior claims for addi-
tional facilities to meet rising munitions
schedules. Since the orders for recon-
version tools did not carry a preference
rating, they were placed at the tail-end
of the order boards.

At the end of March, there were close
to $90,000,000 of unrated orders for ma-
chine tools, including tools for the pro-
duction of war-supporting items as well
as for consumer items. There were at
the same time over $200,000,000 of rated
orders for direct military and export
needs. At the current production rate,
the unrated orders represented a back-
log of close to 3 months added to the
rated order backlog of over 6 months.
Undoutedly the accumulating contract
terminations will involve subsequent
cancellation of a substantial part of the
rated order backlog.

But, as will be the case for many in-
termediate and finished product manu-
facturers, the unravelling of the order
boards and rearrangement of production
will take time. In the light of this situa-
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Chart 2.—Industrial Distribution of Nonagricultural Employment 1
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1 Includes all full-time and part-time wage earners and salaried workers in nonagricultural estab-
lishments who are employed during the pay period ending nearest the 15th of the month. Proprietors,
self-employed persons, domestic servants, and personnel of the armed forces are not included,
self-employed persons, domestic servants, and personnel of the armed forces are not included.2 Includes all metal-using industries, the rubber industry, selected chemical industries, and Govern-
ment-operated navy yards and manufacturing arsenals.3 "Other manufacturing" represents total manufacturing less the munitions industries.4 Includes Federal, State, and local Government. Government-operated navy yards and manufac-
turing arsenals, and Federal force-account construction are excluded.5 Includes trade, finance, service, construction (including Federal force-account construction), and
miscellaneous.

Sources : U. S. Department of Labor and War Manpower Commission.

tion and the impending release of re-
sources, the War Production Board
granted permission for the automotive
industry to receive preference ratings for
$50,000,000 of machine tools. Moreover,
preference will also be given to $35,000,-
000 of new construction and $40,000,000
of other types of equipment.

While this action may speed up de-
livery of some of the tools and equip-
ment needed, delay can still be expected
in the retooling of the automotive plants
as long as large backlogs for other cus-
tomers remain on the books of the equip-
ment manufacturers.

The general policy on reconversion
had not been fully formulated by the
end of April. Some of the orders re-
stricting the use of materials were modi-
fied and there was some easing in the
issuance of spot authorizations in the
tighter labor market areas. However,
aside from the steps taken to expedite
the retooling of the automotive indus-
try, the actions that will involve sub-
stantial resumption of civilian output—
made feasible by reduced military sched-
ules—were still in the offing.

Recent Trends in Employment
Shifts in the utilization of manpower

will be a prominent feature of the transi-
tion to one-front-war production. The

impact of declining munitions produc-
tion on employment will be seen in a
shortening of the work-week, in an
exodus of workers from war plants to
other occupations, and in some with-
drawals from the labor force as a result
of retirements or to return to school
and the home. The net result will be
an easing of the labor situation and an
increase in unemployment.

Although manpower has been in a high
state of flux throughout the war years,
the adjustments now under way are tak-
ing place in a considerably changed en-
vironment. The wide swings of employ-
ment that have occurred in munitions
industries while aggregate output was
maintained are symptomatic of the in-
cidence on employment during the
impending decline in output.

As production for war gradually gives
way to production for peacetime living,
the pressure on the manpower supply
will be modified. The amount of muni-
tions to be provided in the first year
after VE-day is still very large; never-
theless, it is evident that a sizable re-
lease of manpower is in the offing.

There will be demands for reabsorbing
these workers, but these demands will
not always be immediately effective.
The necessary complement of raw ma-
terials, plant facilities, machinery, and
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qualified manpower will not always be
simultaneously available. Some delays
will occur in rehiring workers because of
the time needed for reconverting facili-
ties to civilian output. Moreover, many
of the workers that will be released from
shipbuilding, aircraft, and ammunition
plants will be located in areas affording
few alternative job opportunities.

The Setting for the Transition.

Almost a third of our labor force is
now engaged in direct war work—some
12 million persons in the armed forces
and about 9 million workers in munitions
industries. Also dependent on war pro-
curement programs are several million
additional workers in other industries
whose output is largely being diverted
either directly or indirectly to the mili-
tary agencies.

Chart 2, showing the industrial pat-
tern of nonagricultural employment
since 1939, provides the general setting
for the manpower shifts already in
process.

From an over-all standpoint, and put-
ting aside the rapid expansion of the mu-
nitions industries, this chart seems to
belie the great changes that have oc-
curred in the civilian sector of the econ-
omy during the war. If the top, cross-
hatched area, representing employment
in the munitions industries, is removed,
the industrial pattern of employment
appears to have remained remarkably
stable for several years. One must go
behind the broad industry groups shown
to detect large ups and downs in em-
ployment trends.

Aside from the channelling of 12 mil-
lion persons into the armed forces, the
major distortion in the industrial dis-
tribution of manpower occasioned by the
war has been the disproportionate ex-

Chart 3.—Employment in
Munitions Industries 1
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pansion of the munitions industries—
chiefly the metal-using industries—and
the accompanying restriction of employ-
ment in other industries—chiefly con-
struction and trade.

The 9 million persons employed in the
munitions industries in March 1945 con-
stituted 24 percent of total nonagricul-
tural employment. Monthly average
employment in these same industries in
1939 was 3V2 million workers, or roughly
12 percent of that year's nonagricultural
total.

Less striking but nevertheless sub-
stantial gains in employment since 1939
were made in transportation and public
Utilities and in Government (excluding
Government employment in navy yards
and manufacturing arsenals which are
included in munitions industries). For
the most part, these gains were of a war-
supporting character.

The remaining industries, with the
exception of construction, are currently
employing only slightly more workers
than in 1939, despite large increases in
business volume in almost all cases. The
construction industry, which is not
shown separately in the chart, has been
reduced to roughly one-third of its 1939
complement of employees.

Some reversal of trends is evident
from the chart. Munitions employment
has been declining since the latter part
of 1943, and all of the nonmunitions
groups—except Government and trans-
portation and public utilities—are cur-
rently below their average employment
in 1942-

SURVEY OF CURRENT BUSINESS

Distribution of Munitions Workers.
The approximate distribution of mu-

nitions workers in March 1945 was as
follows:
Ordnance -, 1, 650, 000
Aircraft (prime and subcontrac-

tors and parts suppliers) 1,650,000
Shipbuilding 1, 350, 000
Iron and steel 1,200,000
Machinery, other than electrical-- 1,050,000
Electrical machinery 500,000
Communication and electronic

equipment 450,000
Nonferrous metals 300,000
All other1 850,000

Total 9, 000, |000
1 Residual item reflecting employment in

the rubber industry, the professional and
scientific instruments industries, and certain
miscellaneous groups. The figure is not an
accurate measure of the size of these groups
because of incomparabilities between the es-
timates of employment in the component
industries and the estimate of over-all mu-
nitions employment.

The aircraft and shipbuilding indus-
tries were employing 3 million workers in
March—one-third of all munitions work-
ers. This concentration of employment
was somewhat less than in November
1943. As noted below, the aircraft and
shipbuilding industries have been releas-
ing workers at a faster rate than any of
the other major munitions industries.

Drop in Munitions Employment.
The swings in munitions employment

in recent years are traced in chart 3. At
their peak in November 1943, the muni-
tions industries employed about 10 V2

million workers. Since then, these in-
dustries have been a net supplier of
manpower, releasing about IV2 million
persons through March of this year.
However, few of those released have been
reflected in a net expansion of nonmuni-
tions employment because of the con-
tinued expansion of the armed forces.

The brief period from December 1944
to February 1945 interrupted the down-
trend in munitions employment. In
these months, intensive recruiting for
the critical production programs fully-
offset the number of workers being re-
leased from industries with declining
production schedules, notably shipbuild-
ing.

In March, reduced manpower require-
ments once again dominated the net
movement in munitions employment.
The decline is currently being acceler-
ated as a consequence of the military
decisions reached in Europe.
Contrasting Trends in Employment.

The recent trends in employment in
different sectors of the munitions indus-
try are contrasted in chart 4. The diver-
gent patterns which are indicated reflect
a combination of factors—production
cutbacks, changes in product designs,
shifts in the work-week, and manpower
savings.

Employment in most of the munitions
industries has tended to conform to the
pattern reflected in the over-all muni-
tions employment figures. The down-
ward movement has been dominated by
the 460,000 workers released from air-
craft production between November

Chart 4.—Employment Trends in Munitions Industries x
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1943 and March 1945 and by the 380,000
workers dismissed from shipbuilding.
The singularly stable movement in the
iron and steel group and the rising em-
ployment trend in the communication
and electronic equipment industry are
the chief examples of employment trends
contrary to the over-all movement.

The effect of the Belgium Bulge of
last December on military procurement
schedules and hiring policies is evident
in the chart in the levelling-off of air-
craft employment and in the small
increases in several other munitions pro-
grams. However, the increases are more
marked in chart 5, which shows the de-
tail on employment in the ordnance
group.
Employment in Ordnance Programs,

Factories producing guns, ammuni-
tion, motorized equipment, and other
combat materiel classified as ordnance
accounted for about 1.7 million of the
9 million munitions workers in March.
Because of the diversity of products, em-
ployment trends have varied consider-
ably in different segments of the indus-
try. This is brought out clearly by the
indexes shown in chart 5.

Chart 5.—Employment Trends in
Ordnance Production 1
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Employment in the small arms am-
munition plants has fluctuated very
widely during the past two years. The
employment index reached a peak of 117
in mid-1943 (January 1943=100) and
then fell steadily to 48 in November
1944. By March, the index had re-
covered to 60.

In contrast, the index of employment
in plants producing motorized equip-
ment other than tanks rose 19 percent
during 1943 and has remained practically
stable since then, with the exception of
the small rise in 1945.

Unemployment Compensation Payments.
A further indication of the dynamic

nature of employment trends in recent
years is supplied by information on re-
cipients of unemployment compensation
payments. Chart 6 presents data on the
number of beneficiaries by labor-market
areas, classified as of January 1945.

In areas where an acute labor shortage
which would endanger essential war pro-
duction either existed or was anticipated,
the weekly average number of benefici-
aries in the last quarter of 1944 and the
first quarter of 1945 was appreciably
above the corresponding periods of the
preceding years. In all other areas, on
the other hand, the number showed
practically no year-to-year changes un-
til February and March of this year,
when it fell about 15 percent below the
number of beneficiaries in the corre-
sponding months of 1944.

At first glance, the picture shown in
the chart is difficult to comprehend.
Why should the number of workers
drawing unemployment benefits in-
crease so much more in acute-shortage
areas than in other areas? With the
preceding discussion as a background,
however, the answer to this question
should be apparent.

Most of the areas of acute labor short-
age are the important centers of muni-
tions production. They have been the
areas particularly affected by cut-backs
and the continual shifting of military
procurement programs. The chart is
merely a reflection of the fact that these
changes have become more important in
the past year.

It should be noted, however, that the
relative number of persons drawing ben-
efits has been lower in the acute-shortage
areas than in the country as a whole. In
January 1945, for example, the shortage
areas accounted for 40 percent of the
total employment in plants reporting to
the War Manpower Commission, but for
only 29 percent of total number of work-
ers drawing benefits.

Record Consumer Expenditures
In the light of the impending changes

in the economy as a result of the shift to
a one-front war, it is of interest to con-
sider the status of consumer expendi-
tures for goods and services which will
become an expanding component of na-
tional expenditures.

Continuing the strong upward trend
of the past 3 years, consumer expendi-
tures for goods and services rose to an
annual rate of 104 billion dollars during
the first quarter of 1945, after adjust-

Chart 6.—-Unemployment Compen-
sation Beneficiaries by Labor-
Market Areas
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ment for seasonal variations. This
represents a gain of 4 percent from the
seasonally adjusted rate of the fourth
quarter of last year, and of 9 percent
over a year ago. Indications are that
in April there was no slackening in this
rate of gain from a year ago. The de-
tailed data are shown in table 1.

Expenditures for services, which at the
present time constitute about one-third
of all consumer expenditures, increased
5 percent in the first quarter of this year
from a year ago. This increase was
matched by a similar rise in the prices of
services which in effect suggests that
consumers did not secure more "real"
services for their expenditures and, if
quality considerations are weighed, they
probably got less this year. Expendi-
tures for services include housing, home
maintenance, household utilities, per-
sonal services, transportation, medical
care, recreation, and miscellaneous
services.

Consumer expenditures for goods, on
the other hand, increased much more
than those for services—11 percent above
the first quarter of 1944, and 5 percent
above the fourth quarter 1944 on a sea-
sonally adjusted basis. The striking
feature of the increase since the first
quarter of 1944 is that about 90 percent
of the increase of 1.7 billion dollars was
accounted for by the rise in expendi-
tures for two major items of consump-
tion—food and clothing (including
shoes).

These are the very areas where certain
goods, particularly the low-priced items,
have been more difficult to obtain this
year and in which trading-up, either
forced or otherwise, was prevalent.
Does the dollar increase in consumer
expenditures for goods this year indicate
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that more goods were available? No
definite answer is possible. Data on
physical quantities of goods purchased
are not available except for a few com-
modities. Under such circumstances, a
method which is very frequently resorted
to in evaluating the changes in physical
quantities is to adjust the dollar expendi-
tures for price changes.
Adjustment for Price.

Using as the basic price data the re-
ported indexes included in the cost of
living of the Bureau of Labor Statistics
and reweighting the commodity group
prices so that they are appropriately
combined in terms of the relative im-
portance of the various component items
of consumer expenditures, the average
increase in the prices of commodities
purchased by consumers in the first
quarter of this year is found to be 4 per-
cent above the average for the first quar-
ter of 1944. Since the dollar increase in
consumer expenditures for goods was 11
percent in this period, use of the index
as a deflator suggests an increase in
quantities but, as has been stated in our
previous discussions of this subject, such
methods under existing conditions do
not necessarily yield the correct answer,
if indeed there can be said to be a correct
answer with so much shifting and inef-
fective quality controls.

Other evidence suggests that the quan-
tity of goods purchased by consumers
was not more than a year ago, and in-
deed may have been somewhat less. This
evidence is based on (1) the stability of

Table 1.—Consumer Expenditures for
Goods and Services 1

Item 1939 1941

First quar-
ter,2 at annu-

al rate

1944 1945

I Billions of current dollars

Total goods and services 61.7

Total goods
Nondurable goods

Food
Clothing
Tobacco
Gasoline and oil
Other nondurable goods.

Durable goods
Furniture, furnishings

and household equip-
ment

Automobiles and parts.._
Other durable goods

Total services

Total goods and services

Total goods
Nondurable goods

Food
Clothing
Tobacco
G asoline and oil
Other nondurable goods- _

Durable goods
Furniture, furnishings

and household equip-
ment

Automobiles and parts--..
Other durable

Total services

61.7

39.0
32.6
18.1
6.8
1.8
2.1
3.8
6.4

3.0
2.3
1.1

22.7

74.6

49.2
40.1
22.3
8.4
2.2
2.4
4.7
9.1

4.3
3.3
1.5

25.4

95

65

5

5
59.0
35.
13.
3.
1.
6.
6.

3.

0
0
0
6
4
5

6
6

2'. 3
30. 0

104.0

72.5
65.3
38.5
15.6
2.7
1.7
6.8
7.2

4.1
.7

2.4
31.5

Billions of 1939 dollars

61.7

39.0
32.6
18.1
6.8
1.8
2.1
3.8
6.4

3.0
2.3
1.1

22.7

69.7

44.9
36.6
19.8
7.7
2.1
2.4
4.6
8.3

4.0
2.9
1.4

24.8

72.5

47.5
42.7
24.0
9.2
2.6
1.5
5.4
4.8

2.7
.4

1.7
25.0

i

50.8
45.9
26.0
10.3
2.3
1.6
5.7
4.9

2.8
.4

1.7
24.9

1 Detail will not necessarily add to totals due to round-
ing.

2 Seasonally adjusted.
Source: U. S. Department of Commerce.

production for civilian use and (2) the
fact that consumer goods inventories
showed only a small decline during the
past 12 months.

The dollar value of manufacturers'
shipments for civilian use in the first
quarter of this year is estimated at 60
billion dollars. The details underlying
this estimate were given in last month's
SURVEY. In the first quarter of 1944, the
civilian shipments were almost the
same—60 billion dollars. Since whole-
sale prices increased only slightly from
last year, these results indicate that the
quantity of goods shipped by manufac-
turers for civilian use was about the same
this year as a year ago.

Available data on mineral production
also indicate that the amount destined
for civilian use was not larger in the first
quarter of this year than last year.
Furthermore, the volume of agricultural
output for civilian use was definitely less
this year than in the early part of 1944,
principally because of the reduced flow
of meats to civilians.

Thus, the production indicators point
to a volume of goods for civilian use in
the first quarter of this year which was
perhaps as large as in the first quarter
of 1944—certainly not larger.

Although production was supplemen-
ted in some lines by reducing retail in-
ventories, the total contribution to the
total new supply from this source was
not significant—the value of retail in-
ventories at the end of March was only
2 percent below that of a year ago. This
would account for only slightly more
than 1 percent of the increase in pur-
chases of goods of 1.7 billion dollars
which occurred from the first quarter of
1944 to the first quarter of this year.

The discrepancy between these results
obtained by dividing the sales by the
price index, and by estimating the sup-
ply of goods available to consumers, may
be attributed to a combination of three
factors: (1) Possible errors in the basic
estimates of prices, consumer expend-
itures and production, (2) some further
increase in trading-up, and (3) increased
purchases at prices above ceilings es-
tablished by the Office of Price Adminis-
tration.

That the rise in consumer expendi-
tures is not overstated is confirmed by
the consistency of sales reports from
many sources—reports made to the Fed-
eral Reserve banks by department
stores, reports collected by Dun and
Bradstreet on retail trade, and reports
to the Department of Commerce by in-
dependent and chain organizations. All
of these point to the substantial in-
crease in consumer expenditures for
goods in the first quarter of this year
from a year ago.

There is very little information avail-
able from which the trend in trading-up
during the war period can be deter-
mined. The principal incentive to vol-
untary trading-up has been the steady
and sharp rise in the consumer income.
Shortages of certain types of low-priced
goods, particularly wearing apparel,
were an important factor in the invol-
untary trading-up.

Voluntary trading-up probably did
not increase since the first quarter of

Chart 7.-—Consumers'
Expenditures
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1944 since the disposable income of indi-
viduals (exclusive of pay to the armed
forces) was not greater in the first quar-
ter of this year than a year ago. That
the disposable income did not increase
was due to the higher tax payments
falling due in the first quarter of 1945.
Despite the higher level of taxes and con-
sumers' purchases, however, net savings
of individuals were still at the high an-
nual rate of about 36 billion dollars.

How much additional involuntary
trading-up occurred because of further
shortages of low-priced goods in the first
quarter is impossible to determine.
However, the involuntary trading-up
that did occur appears to have been
largely centered in certain types of
wearing apparel the supply of which was
smaller this year.

Thus, it appears that in addition to
some further trading-up, an important
reason for the difference between the
"real" consumer expenditures for goods,
as measured by adjusting the dollar ex-
penditures by the reported price change,
and the physical quantities purchased is
increased purchases by consumers at
over-the-ceiling prices, though it is im-
possible to measure the magnitude of
this factor. It may be noted that the
reported prices include some over-ceiling
quotations although admittedly not all
such transactions.

Expenditures in Reconversion Period.
The fact that consumer expenditures

are currently at record levels raises the
question of their probable volume in the
reconversion period. Great reliance has
been placed by many on the stimulating
effects of deferred demands for such
consumer durables as automobiles, ra-
dios, refrigerators, and other electrical
appliances.

It is true, of course, that pent-up de-
mands are large and that consumers
have accumulations of savings to make
them effective. The areas where such
deferred demands will have their great-
est impact, however, are rather limited.
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The Business Situation
By Division of Research and Statistics, Bureau of Foreign and Domestic Commerce

ICTORY IN EUROPE, officially pro-
Y claimed on May 8, marked a defi-

nite turning point for the economy. Yet
its significance is not at once apparent
when viewing the economic indicators,
since that particular day did not im-
mediately bring the large downward ad-
justments in the munitions programs
implicit in the fact of Germany's uncon-
ditional surrender. Economic conditions
in May, therefore, did not differ in es-
sentials from those of the preceding
months, though the pressure on the
economy very evidently had lessened.

During the month, successive decisions
regarding future production were fol-
lowed by a series of announcements
which in sum pointed to a slackening in
the tempo of activity in the latter half of
this year—the period which will witness
the initial adjustments to the Pacific war.
By the end of May, the announced reduc-
tion in the size of the armed forces and
the accelerating rate of cutbacks in
scheduled munitions production were
evidence that domestic economic policy
actions must now be geared to a new
situation. Under this situation, expan-
sion of civilian goods production will be
the keynote to both taking up the re-
sources freed by lessened military re-
quirements and meeting the civilian
needs which have accumulated during
the full-war-economy phase of the past
3 years.

Impact of VE-Day
Portents of the coming change in the

economy were already in evidence. Em-
ployment in munitions industries, which
had declined 200,000 between March and
April, experienced an even sharper re-
duction in the succeeding 30 days. The
preliminary munitions employment esti-
mate for May 15 was 8x/2 million—about
6 percent below January and February.

The actual flow of munitions, on the
other hand, showed little evidence of the
two-front war ending, for the heavy
slashes in schedules had a negligible ef-
fect on immediate operations. In fact,
it will be several months before the major
impact of the program cuts will be felt.

While April war production was 4 per-
cent below March, this reduction was
more than accounted for by the 2 fewer
working days in April. Further small
reductions are expected in May and
June, but over-all second-quarter muni-
tions production will be only slightly be-
low the first quarter—an estimated 14
billion dollars as compared with 14.4.

From the standpoint of the release of
resources, however, the great military
victory in Europe had a wider effect than
is shown by the quarterly production
figures on the accompanying chart, since
the mid-April munitions schedules for
the second quarter were 8 percent higher

643587—45 1

than first quarter production. Even after
discounting the fact that part of this
projected increase was unattainable, it
is clear that May and June output will
be down from the expectations held in
April.

Moreover, the effects of the declining
war program will be magnified in the
early stages of the production cycles—in
the raw material, components, and sub-
assembly plants. In other words, the
initiating changes in munitions output
will result in the same kind of decelera-
tion that is associated with declining de-
mand under usual business cycle
conditions.

Gross National Product
Full data for measurement purposes

are not yet available on the status of the
national economy during the period just
ended. Nevertheless, it is clear that this
initial half of 1945 will have witnessed
the high point in the gross national prod-
uct. On the basis of preliminary esti-

mates, the value of goods and services
produced at current prices in the first
four months was running at an annual
rate of close to 205 billion dollars, after
seasonal adjustment. Last year's total
was slightly less than 200 billion dollars.
The chief reason for this added rise was
the expansion of consumer expenditures,
based, as reported in the analysis of last
month, not on a further rise in the vol-
ume of goods available, but upon price
advances and trading up, which was
largely of an involuntary character in so
far as the purchaser was concerned.

Income payments to individuals, on a
seasonally adjusted annual rate basis,
ranged between 160 and 165 billion dol-
lars during the first four months of 1945,
as compared with 157 billion dollars last
year. An all-time high was reached in
February, with small declines being reg-
istered in March and April. The latter
month saw a continuing of the decline
in manufacturers' pay rolls and a drop
in income payments by retail trade.
This was in contrast to the preceding

Chart 1.—Actual and Scheduled Munitions Production
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month when the decline was attributable
to agriculture.

Although there were two earlier
months in the war period when there
were small declines in nonagricultural
income, the drop in April, in the light of
subsequent developments, is likely to be
of more significant character since in-
comes will follow war production down*
ward.

Downtrend in Munitions Schedules
There are at this time major elements

of certainty and uncertainty in the eco-
nomic outlook. As pointed out in last
month's issue, the second shoulder of the
plateau in war production has now been
definitely marked. Over-all munitions
output will now go down—how far and
how fast is as yet undefined. It is cer-
tain, however, to be at a sharper rate
than that shown in chart 1, based as it is
upon schedules as of May 26, which just
happened to be a statistical point in time
for measuring the changes as they were
coming through the official mill.

Whether developments in the civilian
economy will effectively counterbalance
the sliding off of war production to the
degree consistent with orderly reconver-
sion is now the question. Some factors
bearing on this are discussed in subse-
quent paragraphs.

After a month and a half of repro-
gramming, military procurement plans
for the third and fourth quarters of 1945
stood 11 and 20 percent, respectively, be-
low actual first quarter production. The
programs implied a still sharper cut as
of the year-end, since the reduction in
the initial quarter of 1946 was almost 30
percent. But as previously indicated,
the schedules as of May 26 were by no
means scaled down to a one-front war
basis.

President Truman, for example, in his
message to Congress on June 1 an-
nounced that sharp cuts in the program
of supplies for the ground forces are be-
ing put into effect. These additional
cutbacks will further reduce the sched-
ules for the end of this year.

Chart 1 illustrates the over-all magni-
tude of the April and May cutbacks by
contrasting pre-V-E day schedules with
those as of May 26, just after the major
reduction in the aircraft program had
been announced. Immediately prior to
the German capitulation, the procure-
ment programs still called for rising pro-
duction during the remainder of 1945.
The allocation of materials, the man-
power program, and various aspects of
reconversion planning at that time were
geared to this projection. Hence, there
is still a considerable amount of un-
scrambling to be done.

Implications of Redeployment Plans
Consideration of the projected build-

up of Army forces in the Pacific theater,
as set forth in public statements of the
President and the War Department, re-
inforces in a general way the expectation
that considerable further cuts in the
munitions production program will be
made in the near future.

Up to VE-day, virtually all overseas
troops—both in the European and Pacific
areas—could be considered engaged in

Chart 2.—Monthly Rate and Effective Date of Munitions Cutbacks
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combat or combat-supporting activities.
Immediately after the final and uncon-
ditional surrender of Germany, however,
only one-third of the overseas Army—
those troops stationed in the Pacific,
including China, Burma, and India—
remained in the ''active" category and
continued to require a steady flow of
combat munitions. In addition, there is
need for a build-up of supplies in the
Pacific similar to that required before
continental operations in Europe.

In his special message to Congress,
President Truman announced that Army
strength in the Pacific would eventually
double. In other words, this means that
the number of troops in that area will
be increased from one-third to two-
thirds of the total number in both thea-
ters of war on VE-day. If, as is likely,
it will take about a year to do this, aver-
age troop strength in the Pacific during
this period would be about 50 percent of
the VE-day overseas force.

Before the end of the European War,
the total pipeline was adequate to sup-
port a considerably larger number of
"active troops" than will be engaged in
the Pacific during the coming year. Even
after allowing for a somewhat longer
pipeline in the Pacific theater than in
the European, and for the unsuitability,
obsolescence, or disrepair of some muni-
tions items, substantial stocks should still
be available for transfer to the Pacific
theater.

The foregoing analysis suggests some
of the basic considerations which make
it possible to reduce munitions produc-
tion schedules by considerably more than
the 15 percent reduction in the over-all

s:ze of the army which is planned for the
next 12 months. While a simplified
analysis of this type obviously cannot
yield any accurate measure of the reduc-
tion in munitions requirements implicit
in the redeployment plans, it does point
to the likelihood that the cuts still to be
announced are sizable. Several months
may pass, however, before procurement
plans are finally geared to the latest re-
deployment plans and before full allow-
ance is made for the availability of
inventories.

Upsurge of Cutbacks
The extent to which the shift to one-

front war production was initiated in
April, the month of final destruction of
the German forces, is shown in chart 2,
which traces the monthly trend in mu-
nitions cutbacks since July 1944.

Cutbacks present a difficult problem of
measurement since both the total value
of the reduction in future production
schedules and the monthly distribution
of the reduction should be taken into
account. The technique embodied in
the chart is to compute the cutback rate
on the basis of the reduction in sched-
ules in the "effective month", which is
defined as the first month in which the
reduction approaches its monthly max-
imum. In the period covered in the
chart, the monthly maximum reduction
was not approached until from 2 to 8
months after the date when the cut-
backs were reported to the Production
Readjustment Committee of the War
Production Board.

Chiefly because of the large scaling-
down of the aircraft program, theDigitized for FRASER 
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monthly rate of cutbacks in April was
more than twice the previous high point
of last September, following the rout of
the German army in Prance. Almost
a third of the April cuts, however, were
''paper cutbacks"—that is, they elimi-
nated projected increases rather than
making an actual cut in production.
Moreover, the "effective date" was 8
months ahead.

The month of May saw an acceleration
of the cutback rate and a marked re-
duction of the "paper" portion of the
cutbacks. Only 20 percent of the May
cutbacks, however, will have an effect
before September. The number of
plants (prime-contractors) cut back
during the month was 979, compared
with 308 plants in April.

Revisions of Major Programs
The areas where the recent munitions

cutbacks have been largest are indi-
cated in chart 3, which relates third and
fourth quarter schedules to actual pro-
duction in the initial quarter of this year.

Striking point on the chart—in view
of the announced reduction in the size of
the fighting forces—is that the May 26
schedule for ammunition was still higher
than actual first-quarter production.
This simply means that the adjustments
by the Army still have a considerable
distance to go, and June changes will
alter this as well as the other bars on
this chart.

While a large percentage reduction is
programmed for guns and fire control,
the cuts in aircraft and ships are much
more significant in terms of the physical
volume of resources that are involved.
The latter programs account for three-
fourths of the dollar cut between the first
and fourth quarters.

In the case of the ship program, how-
ever, it may be noted that the down-
trend was determined long before the
end of the war in Europe and that the
ship production schedules have not yet
been readjusted to the fact that we now
have a one-ocean, as well as a one-front,
war.

While the bulk of war production is
scheduled to slide off in future months,
there still remain a number of individual
programs—notably jet propelled planes,
the B-29, and rockets—that are rising.
With the general easing of the war pro-
duction picture, however, there can
really be no "critical" or "must" pro-
grams in the broad sense in which these
terms have been used up until recently.
Expediting actions will still be required
to accelerate production of particular
items for short periods, but from now
on these will proceed under conditions
of easing materials, components, and
manpower stringency and so cannot pre-
sent the same problems as they did in
1944.

Prom the standpoint of industrial fa-
cilities, the cutbacks thus far announced
and those anticipated shortly can permit
a substantial resumption of consumer
metal goods production. The explana-
tion for this situation is not so much the
actual size of the cutbacks, but rather
the tremendous expansion of industrial
facilities during the war. Only a frac-
tion of existing facilities is needed to

produce the prewar volume of most con-
sumer metal goods other than automo-
biles. This aspect of reconversion plan-
ning is explored in detail in the article,
"Reconversion in Metal Fabricating In-
dustries," appearing in this issue.

Basic Materials
The basic metals, particularly steel,

contain the key to what reconversion will
take place over the remainder of the year.
It is obvious that additional amounts
will become available for new civilian
production, but estimates of the quan-
tities to be released are still highly ten-
tative. It is not yet known, for example,
to what extent depipelining and inven-
tory absorption will contribute to the
available supply.
Release of Steel

On the basis of the recent allocations
of steel for the third quarter of 1945, it
is apparent that the downward revision
of military requirements is lagging be-
hind the adjustments in munitions
s c h e d u l e s . The reductions in the
amounts of carbon steel allocated to the
Army and Navy are small when related
to the program cuts which have been
announced.

Reductions nonetheless permitted ad-
ditional allocations to the Office of De-
fense Transportation, the War Food Ad-
ministration, and certain durable goods
industries (e. g., machine tools, mechani-
cal refrigerator, and washing machine
manufacturers) which are given priori-
ties assistance to speed resumption of
essential civilian production.

Existing allotment schedules, however,
appear to provide little leeway for the
operation of the "open-ending" program
for steel. While it is certain that more
steel will actually become available for
civilian production than is now indi-
cated by the official determinations, the
continued large allocations to the mili-
tary agencies will interfere with in-
creased deliveries to other claimants.
This situation, together with the slowness
of many war contractors in cancelling
their materials orders when contracts
are cut, is a potentially serious impedi-
ment to the speedy absorption of work-
ers discharged from war production.

Moreover, steel mills, being unable to
distinguish between those orders which
will later prove to be "paper" and those
which will still be real when it comes
time to roll the final products, are im-
peded in adjusting delivery schedules to

Chart 3.—-Munitions Schedules for the Third and Fourth Quarters, 1945,
as Percentages of Actual Production, First Quarter, 1945
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the particular shapes and sizes that will
be required to enlarge the flow of civilian
goods.

The steel outlook is also clouded by the
prospect of a particularly tight situation
for sheet and strip steel, where the re-
quirements of the industries on the verge
of resuming civilian production are
heavily concentrated. Deliveries on the
unrated orders for these shapes may be
long delayed.

While copper and copper base alloys
and aluminum will be in relatively larger
supply for expanding civilian produc-
tion, the current tight situation in the
so-called soft goods—cotton, leather, and
woolen goods—is not expected to ease
appreciably in the near future.

Adjustment of War Controls
VE-day brought a release of war con-

trols on production and on the distribu-
tion of basic materials in anticipation of
the release of industrial capacity, mate-
rials, and manpower through the reduced
munitions schedules.

As a matter of basic policy to be fol-
lowed in the reconversion period, the
general decision has been made to relax
controls to the full extent permitted by
the reduction in military requirements
and to give manufacturers broad access
to released materials, rather than to at-
tempt to schedule the resumption of
civilian production in most lines on the
basis of essentiality.

This fundamental decision has been
implemented by two types of policy ac-
tions. In the first place, the War Pro-
duction Board has revoked more than 150
limitation, conservation, and related or-
ders affecting a large number of civilian
items, such as alarm clocks, cutlery,
cooking utensils, lamps and bicycles.
Generally speaking, the products affected
require only small amounts of steel in
their manufacture.

Of course, such revocations give no as-
surance that early resumption of produc-
tion will be possible. They merely clear
the way for expanded activity as the
requisite facilities, materials, and man-
power become available. In addition,
they permit the manufacturer to utilize
ingenuity in making substitutions and
taking advantage of idle or excess stocks.

The second course of action is re-
flected in the "open-ending" of steel,
copper, and aluminum—this means that
the mills are permitted to accept unrated
orders and to fill them after all the pri-
ority orders are completed.

This procedure is effective July 1,1945,
with the exception that immediate de-
livery of brass mill products on unrated
orders has already been permitted.

Reconversion planning has also been
implemented by other measures which
program a few essential civilian products
and give priorities assistance for the ac-
quisition of bottleneck machine tools and
equipment and for necessary construc-
tion, in order to start production at min-
imum economic rates.

The automobile industry is the out-
standing case where this latter type of
action has been taken, but the washing
machine and refrigerator industries are
other examples. Permission has been
granted to produce approximately 200,000

passenger cars during the remainder of
this year—but priorities for the neces-
sary raw materials have not been ac-
corded to the industry. Washing ma-
chine and mechanical refrigerator man-
ufacturers, on the other hand, have been
given priorities for steel.

Brief mention might also be made of
several other actions which have been
taken, such as the granting of special
preferences to small manufacturers, in-
cluding veterans and new enterprises,
and the relaxation of inventory controls.

Orders covering textiles, lumber,
leather, many chemicals, containers,
pulp and paper, and other materials and
products in short supply are expected to
be continued. In addition, the orders
which apply to the important consumer
durable goods will be retained for some
time, at least in the modified form al-
ready indicated for passenger automo-
biles.

The net effect of the reconversion pro-
cedures is to open the door for resump-
tion of civilian output in heretofore re-
stricted areas. What will get through
the door will depend, in the primary in-
stance, on the incidence of cutbacks by
plants and, secondly, on the ingenuity of
the individual business men in acquiring
the requisite materials and parts. By
the end of this year and early next year,
however, these interferences to expand-
ing civilian output will be substantially
reduced.

Manufacturers' War Inventories
The stepped-up rate of contract ter-

minations has focussed attention on the
value and composition of the inventories
currently held by manufacturers for use
in war production. Aside from entering
into settlement arrangements, these in-
ventories offer wide possibilities of being
diverted to civilian channels once they
are no longer needed in war production.
Termination stocks of a more specialized
character, on the other hand, give rise
to problems of plant clearance and
eventual disposal by the Government
procurement and surplus property agen-
cies.

No direct information is available al-
locating manufacturers' inventories be-
tween war and nonwar uses, but some

Table 1.—Estimated War and Nonwar
Inventories of Manufacturers, March
31, 1945

[Billions of dollars]

Durable goods industries,
total

Raw materials and goods
in process

Finished goods .

Nondurable goods indus-
tries, total

Raw materials and goods
in process

Finished goods

Total, all manufacturers

War

6.7

5.3
1.4

3.0

2.0
1.0

9.7

Nonwar

2.1

1.5
.6

4.6

3.1
1.5

6.7

Total

8.8

6.8
2.0

7.6

5.1
2.5

16.4

Source: U. S. Department of Commerce.

indication of the general magnitude of
the war portion can be obtained by as-
suming that the inventories were dis-
tributed in the same proportion as exists
between war and nonwar production in
the different industries.

Total stocks held by manufacturers at
the end of March 1945 were valued at
16.4 billion dollars. Application of the
war-nonwar percentages by individual
industries yields an estimate of war
stocks of almost 10 billion dollars—
roughly three-fifths of the total. The
distribution between durable and non-
durable goods industries and between
raw materials and goods in process and
finished goods is shown in table 1.

It should be noted that the figures in
the table represent book value, which is
stated on a cost basis, and are not an
accurate measure of the obligation
which the Government would assume on
the termination of war contracts. Under
present termination procedure, manu-
facturers are entitled to an allowance for
profit on completed and partially com-
pleted work.

Industrial Distribution

War inventories are considerably more
important in the durable than in the
nondurable goods industries, both from
the standpoint of the absolute magni-
tudes involved and, to a much greater
extent, the relative size of the war por-
tions. Within the durable goods indus-
tries, the heaviest concentration is in the
metal fabricating plants, which are war-
time producers of guns, ammunition,
tanks, aircraft, ships and other materiel.

Rough estimates indicate that four in-
dustry groups in the metal-fabricating
category—electrical machinery, machin-
ery (excluding electrical), automobiles
and parts, and transportation equipment
(excluding automobiles)—account for
45 percent of all war inventories. This
concentration is significant because of
the likelihood that a large portion of the
inventories in these industries will have
very limited use in civilian production
after the war.

The metal-producing industries also
hold large war inventories, but these
stocks are less specialized and will be
more useful in civilian production.
Among the nondurable goods industries,
war inventories are most important, in
both relative and absolute terms, in
plants manufacturing chemicals and al-
lied products.

Magnitude of the Disposal Problem

The problem of disposal of termina-
tion inventories held by manufacturers
narrows down to considerably less than
the 10-billion dollar estimate of war in-
ventories on March 31, 1945.

In the first place, some reduction in
inventory accumulation can be expected
as a result of the current shift to one-
front-war production. Moreover, a large
portion of the war inventories will create
no disposal problem because they can be
readily channelled into civilian produc-
tion. This is true of the bulk of the 2
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The Business Situation
By Division of Research and Statistics, Bureau of Foreign and Domestic Commerce

THE drift during June was in the
direction of gradual easing of the

pressure upon the economy, as the ini-
tial steps were taken to adjust the war
machine for the final smashing of the
Japanese Empire. That it was a drift,
rather than a sharp shift, is attributable
to the fact that adjustments in the out-
put of war goods and in the size of the
armed forces were comparatively minor,
only an earnest of the reductions to be
experienced later in the year.

The main impact of the change has
been in the volume of new orders flow-
ing to manufacturers. Buyers are eager
to place commitments for most lines of
goods, but considerable confusion nat-
urally exists about the ability to deliver
enlarged quantities of consumers' dura-
ble and nondurable goods over the next
few months, and adjustments of mili-
tary schedules require net cancellations

of substantial size, rather than increased
commitments.

Adjustments in New Orders
The general tendency for the durable

goods industries is evident from the ac-
companying chart of the flow of new
orders in relation to shipments. The
main outlines of the curves for new or-
ders since last winter are similar in each
of the four groups of durable goods in-
dustries shown in chart 1. The declines
since March are in part a reaction to the
inordinate rise in orders that occurred
in response to the "Belgium Bulge" psy-
chology and which had little relation to
anticipated changes in production.

The rapid upswing in orders piled up
unreal backlogs that had to be cleared
away if the road to reconversion was
to be opened. The accelerated decrease
of new orders in May—the first sign of

Chart 1.—Shipments and New Orders for Selected Durable Goods Manu-
facturing Industries
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post VE-day cutbacks—was a start in
the direction of bringing the order boards
in a more realistic alignment with the
new munitions outlook. The straighten-
ing-out of the order boards is a neces-
sary prerequisite for business in plan-
ning resumption of civilian output.

An illustration of how quickly the ef-
fects of cutbacks are spread can be seen
in the antifriction bearings industry.
The latter, though a relatively small in-
dustry, manufactures products that are
very widely used in combat equipment as
well as in civilian metal goods.

In May, as the growing volume of cut-
backs became known, cancellations of
orders for ball and roller bearings were
more than 2Y2 times those of the pre-
ceding month and amounted to half the
May volume of shipments. This develop-
ment, however, v/as only a sign of the
times and could have little immediate
impact on the disposition of productive
activity. For, despite the increase in
cancellations, unfilled orders still repre-
sented a backlog of over 6 months at the
current rate of shipments.

The same picture holds generally for
durable goods as a whole. Though the
downward swing in new orders has en-
croached some on total volume of un-
filled orders, the decline has as yet not
assumed such proportions as to seriously
affect output, as can be seen in the heavy
lines on chart 1, which measure the
dollar value of shipments.
Steel the Big Factor

The most important pressure area is
seen in the upper left-hand panel of
the chart. This is the steel producing in-
dustry. Orders after the German winter
drive soared to almost double the rate
at the beginning of 1944. If order books
could be cleared of all the future steel
not required by reason of the cutbacks
in military production, the relationship
of orders to shipments would be quite
different from the deficit tonnages of re-
cent months—-a paper deficit that re-
flected psychology rather than a really
tight situation produced by armament
needs.

There will be available in the second
half of 1945 large amount of steel to
expand the output of nonmilitary goods.
Considerable unscrambling of the orders
is yet necessary to get this freed steel
flowing into final products.

The adjustment in machinery has been
even less prompt than in the case of
steel products, though in electrical the
decline in the ship program over the past
year has been reflected in a downward
tendency of new orders. New orders for
machinery, other than electrical, in-
creased between March and April and
showed a lesser proportional decline in
May than in the case of the other
industries.
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Chart 2.—Selected Business Indicators

July 1945
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New orders for this category of equip-
ment, especially metal-working ma-
chinery, were bolstered by two factors:
Foreign orders and demand for ma-
chinery needed for reconversion to
civilian output. This pattern is similar
to the period of conversion to war, when
demand for metal-working machinery
was the forerunner of the increasing de-
mand for metal goods generally.

For durable goods as a whole, it can
be expected that new orders will continue
to go down for awhile. The pick-up will
come again when reconversion really gets
underway. However, except under con-
ditions of inflation, the absolute level
of new orders will remain below the
recent highs.

Volume of Cutbacks Increase

While the flow of shipments from man-
ufacturers through June was maintained,
as the armed services did not immedi-
ately curb the flow substantially with the
coming of VE-day, the trend during the
second half of the year will be downward
because nonmunitions output cannot rise
sufficiently to compensate for the drop
that will occur in munitions. Mean-
while, of course, the inventories of ma-
teriel are piling up, with the current
rate of use much below the rate of output
which in turn was ample to sustain oper-
ations when two-thirds of our overseas
land forces were engaged in Europe.

By the end of June, the munitions pro-
gram for 1945 had been reduced to about
50 billion dollars, as contrasted with the
61 billion scheduled at the beginning of
the year. Since the declines in the first
half of the year were moderate, this
means a substantial reduction in the final
half of this year—probably by close to
30 percent in the last quarter from the
output of the initial quarter. The effects
of the shifting war program are analyzed
in the article "National Economic Activ-
ity in 1945" in this issue.

The most significant development in
the reductions of schedules introduced
in June occurred in the case of combat
and motor vehicles. The new schedules
call for halving of output between the
first and last quarters of this year. This
will assure adequate facilities by the last
quarter of 1945 for the proposed resump-
tion of passenger car production.

Although one of the most important
impediments to reconversion of the au-
tomotive industry thus was removed last
month, the road to large-scale produc-
tion is by no means cleared. Adequate
supplies of steel, textiles, plastics, com-
ponents, machine tools, and dies and fix-
tures, are still not assured. Procure-
ment of these supplies and getting pro-
duction started this year will depend
upon the ingenuity and expediting pres-
sure of the individual companies.

June also witnessed another cutback
in ammunition. It was pointed out in
last month's SURVEY that as of the end
of May, despite the shift to a one-front
war, fourth quarter schedules called for
more ammunition than had been pro-
duced in the first quarter of this year.
Further reductions this past month have
brought down projected ammunition

output at the end of this year to 7 per-
cent below that of the first quarter. Fur-
ther and large cutbacks can be expected
in this field. Such reductions are signifi-
cant from the industrial standpoint,
since some 15 percent of the heavy am-
munition orders are concentrated in the
automotive industry and over 60 percent
are widely distributed among many
plants important for reconversion.

Most Indicators Show Stability
The running out of contracts, and the

decline in production ahead, has caused
a reduction in munitions employment of
400,000 during the past 2 months. These
separations have not resulted in any
noteworthy increase as yet in either the
volume of unemployment or in the claims
for unemployment insurance benefits.

Aside from new orders for durables and
munitions employment, the general indi-
cators of economic activity are charac-
terized by the absence of strong move-
ment. Where changes are indicated they
point downward, but the downturns are
small. This is seen from an examination
of the panels in chart 2. Although most
of the series are plotted only to May, the
same tendency prevailed in June.

The movement of the commodity
transportation index to a wartime high
in March is not to be taken as suggestive
of a trend, rather it followed from the
difficulties of the railroads during the
severe winter weather and the conse-
quent accumulation of movements in
March and April. For the year to date,
commodity transportation activity is
about the same as in the comparable
period last year. Manufacturing ship-
ments, employment in nonmunitions
manufacturing, profits, and retail prices
all show movements that are relatively
minor. The shift in the basic pattern is,
however, indicated in the series on in-
come and consumer expenditures.

Rise in Income Payments Retarded
The persistent rise in income pay-

ments has ended, with April and May
being slightly below March. Income pay-
ments in May were, however, still at a
seasonally adjusted annual rate of 163
billion dollars—4 percent above the rec-
ord year of 1944 when payments totalled
156.8 billion dollars.

Again it is the influences responsible
for the retardation rather than its mag-
niture that is of major interest. Such
important factors of the civilian econ-
omy as agricultural income payments,
manufacturing wages and salaries and
income from trade experienced declines
from February to May. The chief offset
to these declines were Federal interest
payments, and payments to the military
personnel, including mustering-out pay
and dependents' allowances.

Although mustering-out payments will
increase under present military dis-
charge policies, the planned reductions
in the size of the Army will serve to sta-
bilize military payments in the future.
This factor, plus the continued decrease
in manufacturing employment and the
decline in retail trade discussed else-
where suggests that the peak in income
payments has now been passed.

Consumer Expenditures Drop
Likewise symptomatic of the slight re-

cession in business activity is the decline
in consumer expenditures in recent
months. Indications are that the sea-
sonally-adjusted dollar volume of con-
sumer expenditures for goods and serv-
ices in the second quarter of this year
will be off several percent from the 104
billion dollar annual rate of the first
quarter.

Evidence of this falling-off is to be
found in sales of retail stores (see chart
2). The upward trend in sales carried
through March, with April and May each
10 percent below the first quarter on a
seasonally adjusted basis. Although
preliminary indications are that sales re-
covered somewhat in June, retail sales
in the second quarter of this year will be
only slightly higher than the second
quarter of a year ago, and well below
those of the first quarter of 1945.

The chief factor in the decline in sales
of durable goods stores from May 1944
was the drop in sales of motor vehicle
dealers who did not have as much to
sell. The 5 percent reduction from a
year ago in sales of the home furnish-
ings group reflects the tight supply situ-
ation for lumber and textiles.

Among the nondurable goods stores,
eating and drinking places recorded the
largest gain, 8 percent more than May a
year ago. Difficulty in setting a good
meat course on the table at home is en-
couraging dining out, and this is holding
up restaurant sales in spite of the fact
that restaurant menus likewise do not
offer the variety of yesteryear.

On the other hand, food store sales
have shown a declining trend since the
year-end. The uneven meat supply sit-
uation and the inabilit:/ of late shoppers
to trade their red points for red meat led
to the announcement of plans designed
to increase civilian supplies and to dis-
tribute the available poundage more
equitably, but the effect of the program
will not be felt for several months. In
general, the public continues to eat well,
with many individual families procuring
with their war-time incomes much more
adequate diets than those which they
were able to maintain prewar.

Inclement weather in May, as well as
a reaction from the clothing buying wave
of the first quarter, cut sales of apparel
and general merchandise stores to the
May 1944 level. Sales of women's wear
stores alone continued above a year ago.

The decline in retail sales is related to
problems of supplies of desired goods
rather than income. Consumers con-
tinue to exercise some discrimination,
despite the sellers' market.

In part, the early Easter and the in-
crease in sales in the first quarter of the
year may have occurred at the expense
of the second. Although the dollar value
of retail stores' inventories shows little
change from 1944, consumers experi-
enced considerable difficulty in obtaining
certain items. In the case of food, con-
sumption is restricted by high ration
values for some items. It appears also
that consumers were confused by pros-
pects of reconversion and restrained
their buying somewhat in anticipation of
new durable goods coming on the market.
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Foreign Trade Prospects
The end of warfare in Europe will

result in major shifts in United States
export trade. A decline in total exports
has been underway for some months,
as a result of reduced shipments of mili-
tary products. Supply and shipping
limitations have also curtailed the ship-
ments of nonmilitary products. Not-
withstanding the sharp upswing in ex-
ports of nonmilitary supplies since early
spring in 1945, the backlog of demand
for ordinary commercial exports and the
additional demand for relief, reconstruc-
tion, and development have hardly been
touched.

The needs of foreign economies pro-
vide a potential market for expanding
the exports over a long period ahead. In
a number of areas, notably Latin-
America, means of payment have been
accumulated during the war period for
vastly expanded exports to meet de-
ferred demands. For the most part, and
especially in liberated Europe, the large
requirements for supplies will be con-
verted into effective demand, however,
only to the extent that adequate
financing is available to support relief
and reconstruction or development
needs.

With the cutbacks in the military sup-
ply program for our armed forces and
our Allies, the supply situation for non-
military products will improve generally.
Nevertheless, supply assistance will con-
tinue to be necessary in order to assure
a minimum of exports of commodities
in short supply needed for relief and re-
habilitation — more particularly, fats
and oils, meats, textiles, fuel, and lum-

ber. Supply assistance will also be
necessary for other products in short
supply, more especially those which will
be needed for a balanced complement of
products essential for large-scale recon-
struction and development.

In view of the immediacy of foreign
needs, supplies will in any event fall
short of foreign import requirements
throughout the coming year regardless
of when the war with Japan is concluded.
Assuming adequate supply and financial
assistance, total exports are, neverthe-
less, unlikely to attain the over 14 billion
dollar total of 1944.

Exports of military supplies are cer-
tain to remain well below the 1944 total.
Any shipping thereby released will carry
a much smaller dollar value of non-
military supplies, because cargo tonnage
per dollar of product is higher for non-
military goods than military. Shipping
availability will, accordingly continue to
limit the increase in nonmilitary supplies
until the end of the war in the Pacific.

Imports, by contrast, may be expected
to increase as compared with the 1944
dollar volume. The extent of the in-
crease will be determined in part by the
ability to route military cargo vessels on
their return trip from the war theaters
so as to pick up the commodities avail-
able for shipment to the United States.

The influence of some of the factors
which will dominate the development of
U. S. export and import trade in the next
year may be discerned in the trade data
of the recent past. The accompanying
charts are based on data made public
since foreign trade trends were discussed
in the February issue of the SURVEY.

Chart 3.—Percentage Distribution of United States Imports for Consump-
tion, by Economic Classes
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Import Trends
Imports have been rising since 1942,

and reached a total of 3.9 billion dollars
in 1944. Compared with prewar and
with the years 1940-42, the principal
change in the composition of imports as
shown in chart 3, has been a marked in-
crease in the proportion that crude
foodstuffs are to total imports—from
one-seventh in the years 1935-39 to over
one-fifth in 1944. From 1943 to 1944 im-
ports rose by almost half a billion dol-
lars; crude foodstuffs accounted for
roughly half of this increase, but the
totals were also somewhat higher in each
of the other broad economic classes.

The upward trend of imports has con-
tinued into 1945, with imports for con-
sumption in the first 4 months 6 percent
larger than in the same months of last
year.

In fiscal 1946 the tendency of imports
will continue to be upward. Some de-
cline in the imports of materials required
for war production is to be expected but,
at least until VJ-day, such declines will
for most products be largely or wholly
offset by demands for materials arising
from civilian production or from Gov-
ernment stockpiling programs. With
civilian and military requirements con-
tinuing high, and with sizable commit-
ments for food exports, an increase over
the large 1944 import of crude foodstuffs
would be possible. However, since the
most serious food deficits are in other
countries, any increase in available world
food supplies may be channeled prima-
rily into foreign rather than United
States consumption.

Large backlogs of United States de-
mand have accumulated for the products
of European and Asiatic territories
which have been or still are occupied by
the enemy, but imports from the lib-
erated areas will for some time be lim-
ited by the shortage of supplies available
for export.

Imports from the United Kingdom and
some of the European neutrals will un-
doubtedly increase substantially. Im-
ports from the U. S. S. R., potentially
large under conditions of expanding
postwar foreign trade, cannot be ex-
pected in substantial volume in the next
year because of the enormous internal
requirements of that country.

The actual increase in imports will de-
pend largely on the shipping situation.
With war-essential imports declining,
realization of larger total imports will de-
pend upon the feasibility of routing a
sufficient number of the inbound cargo
vessels via ports where additional im-
ports can be loaded.

Next year's imports of materials will
assist in increasing civilian output and
in the reemployment of workers laid off
as a result of cutbacks in munitions pro-
grams. Moreover, all commodity im-
ports (other than for stockpiling) will
aid in combatting inflationary tenden-
cies in the economy—directly, in the case
of consumers' goods, or indirectlly, in the
case of materials for the manufacturing
industries.

Since world shortages of some basic
commodities will continue over the next
year, the United States demand will be
in competition with the rest of the United
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Chart 4.—Exports of United
States Merchandise *
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Data do not include shipments to United States
armed forces.2 Data include lend-lease and "cash" (nonlend-
lease) exports ; the latter represent less than 5
percent of the total military exports for any
month.

Source : U. S. Department of Commerce.

Nations for the limited supplies of such
goods. Unless an equitable allocation
system is maintained, the domestic de-
mand for sugar and leather, for example,
might pull an unreasonable portion of
these products into our markets, when
contrasted with extremely low consump-
tion in other importing countries.

Since the countries which have such
goods available for export are eager to
obtain dollars so that they can purchase
American products, the attainment of an
equitable distribution of commodities in
short supply will be facilitated by ade-
quate financing.

In sum, a moderate increase in our to-
tal imports may be anticipated during
the next year. Not long after VJ-day,
imports should increase strongly as the
volume of goods available for export rises
throughout the world.
Recent Export Trends

Although commodity exports (other
than those of the United States armed
forces, which are excluded from all regu-
lar trade data) reached the record total
of over 14 billion dollars for the year
1944, the trend has been irregularly
downward since the pre-Normandy in-
vasion peak in May 1944. For April 1945
the figure was 1.0 billion dollars.

The decline since the spring of 1944 in
the volume of military products, as
shown in chart 4, accounts for the re-
duction in total exports. These military
exports—including specialized combat
materiel, but excluding civilian-type
products such as unarmored trucks, radio
and radar equipment, or military uni-
forms—have been almost entirely on
Lend-Lease account. Since last May the
monthly rate of shipment of these prod-
ucts has declined by 350 million dollars.

During the past year, nonmilitary
products have consistently represented
more than half of Lend-Lease shipments,
and by April of this year they were
almost twice as large, in dollar terms, as
combat materiel in the Lend-Lease ex-
ports. A fact not generally understood
is that vast amounts of goods such as we
normally export in peacetime—ma-
chinery and tools, trucks, metals, petro-
leum products, agricultural products,
etc.—have moved abroad during the war
via Lend-Lease.

These shipments were part of our war
effort and represented an allocation of
our goods in accordance with the stra-
tegic plans for the speedy defeat of the
enemies of the United Nations. One
result, however, is that American prod-
ucts are even more widely known and
approved throughout the world than be-
fore the war. In fact, these Lend-Lease
shipments will entail substantial lasting
benefits in the foreign demand for Amer-
ican products, under conditions favoring
full international political and economic
cooperation in the years ahead.
Cash Exports Rising

A breakdown of the nonmilitary ex-
ports between Lend-Lease and the so-
called "cash" exports is also shown in
chart 4. This category includes all ship-
ments other than those on Lend-Lease
account; for the most part, it has repre-
sented the flow of goods against private
commercial transactions, although
UNRRA shipments, which began a few
months ago, are also included in the
cash exports data.

Commercial exports have been increas-
ing since early 1943 and—for areas not
under Axis control—they have been

larger in dollars than they were before
the war; for 1944 cash exports equalled
the 1935-39 average exports to all areas.
Higher export prices, however, make the
comparison with prewar less favorable
on a quantity basis. The trend of cash
exports has been strongly upward dur-
ing the period covered by the chart:
The 204 million dollars of cash exports
of nonmiiitary goods in December 1943
represented 16 percent of total exports
and the 294 million dollars in April 1945
represented 29 percent of the reduced
total for that month.
Finished Manufactures Three-Fourths

The most striking feature of the war-
time composition of our trade—as shown
in chart 5—is the rapid increase during
the war in the proportion of total exports
which represent finished manufactures,
other than foodstuffs. This trend, gen-
erations old in our export trade, has been
stepped up sharply under the compul-
sion of war supply problems. A larger
and larger part of our exports have been
fabricated to the point where they were
ready for installation and use without
further processing.

The world-wide food shortage tem-
porarily reversed the long-time down-
ward trend of food exports in relation to
total United States exports. Foodstuffs
made up a somewhat larger proportion
of our exports during the past 3 years
than before the war—12.5 percent in
1944, for example, as compared with an
average of 10.2 percent in 1935-39.
Urgent relief requirements are likely to
sustain the current situation for another
year at least—until world food produc-
tion is restored. Within the foodstuffs
group, crude foodstuffs have remained at

Chart 5.—Percentage Distribution of Exports of United States
Merchandise, by Economic Classes
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about the prewar level, in dollar volume,
while processed foods increased rapidly
through 1943.

Geographic Distribution
Chart 6 compares prewar and 1944

exports, according to area of destination.
Total exports have increased substan-
tially to each of the specified areas ex-
cept the group of liberated European
countries. The bulk of the Lend-Lease
exports, and of total exports, was
shipped to the United Kingdom and
U. S. S. R. Including shipments for
British use in other parts of the world,
the United Kingdom received an even
larger part of all Lend-Lease exports.

Cash exports to Canada, to the Amer-
ican Republics, and to Africa and the
Near East in 1944 were well above the
prewar average. In the Western Hemi-
sphere, there were increases in quantities
as well as in dollar values. It should be
noted that for this chart, Italy—which
was the destination of some 420 million
dollars of lend-lease shipments for the
British and other allied military forces—
has been included among ''all other
countries."

Export Prospects
The availability of the United States

supplies during fiscal 1946 will continue
to be vital to foreign countries. Because
of the enormous backlog of domestic de-
mand which has accumulated during the
past three years, however, most indus-
tries can find a vastly enlarged market
for their products at home during the
next year. In this situation, discontinu-
ance of the programming of exports not
directly related to current and future
military operations is favored by some.
This would be an unwise step. Export
policies, rather should be guided by our
longer-run interests and we should con-
tinue to share short supplies on an equi-
table basis.

Requirements
With VE-day the needs of our Allies

for lend-lease goods with which to fight
the war have decreased substantially.
This was pointed out by the President
in transmitting the fiscal 1946 defense aid
appropriation estimate to Congress early
in June. The President's message stated,
however, that lend-lease will be avail-
able to aid in the redeployment of our
troops from Europe as well as to supple-
ment the war effort of our fighting
Allies.

Although lend - lease requirements
have declined, other urgent needs exist
throughout the world for all of the goods
which we shall be able to export during
the next year—and for some time there-
after. Relief goods are required in Eu-
rope and the Far East to alleviate physi-
cal suffering. Equipment exports, in
large volume, are needed to permit the
reconstruction of war-torn areas.

In other countries, and in some of the
areas of war destruction, the develop-
ment of basic resources is needed. United
States capital goods are also required to
aid the reconversion of areas where the
economy has been distorted by the re-
quirements of war production.

For the solution of these problems,
United States cooperation has been
pledged repeatedly in expressions of our
foreign policy; the economic side of our
war aims is the establishment of condi-
tions for enlarged world production and
consumption, supported py enlarged
trade among the nations.

An additional, and often no less im-
portant, export demand arises from the
fact that all over the world, just as in this
country, there is an accumulated short-
age of a wide range of commodities im-
portant in civilian life, especially of dur-
able goods. The United States is the one
nation able to produce a large export sur-
plus to meet a wide range of these re-
quirements, and particularly those for
durable goods. The extent to which for-
eign needs are translated into exports
will depend upon the availability of
financing, of supplies of particular com-
modities, and of shipping.
Shipping

As discussed in some detail in the spe-
cial section on Merchant Shipping be-
low, the prospects are that export ship-

ping will continue tight during the next
12 months. Although an accurate fore-
cast is not at present possible, it seems
clear that shipping problems will require
continuing careful attention if essential
export programs are to Be met.

Financing
Most of our exports during the war

have been financed with lend-lease
funds. Estimates of lend-lease exports
for the next year have not been made
public but it is clear that a substantial
reduction is in prospect, in consonance
with the smaller combined supply re-
quirements of the Allies for the one-
front war.

The major part of this reduction will
be accounted for by declining shipments
of military supplies. With respect to the
nonmilitary products handled by FEA,
the new appropriation as passed by Con-
gress, together with the carry-over of un-
obligated funds, wrould make an esti-
mated 4.0 billion dollars available for
obligation during fiscal 1946. This com-
pares with 7.8 billion dollars available
and an estimated 5.8 billion dollars of

Chart 6.—Exports of United States Merchandise, by Countries
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lend-lease funds obligated by FEA in
fiscal 1945.

Lend-Lease requirements in fiscal 1946
are concentrated in the first half of the
year and the actual shipments during
that period will continue to reflect ob-
ligation of funds and other procurement
operations in the latter part of fiscal
1945. By the end of fiscal 1946 the car-
ry-over of goods in the obligation-to-
shipment pipeline will be much lower
than at present. It appears likely there-
fore, that nonmilitary lend-lease ex-
ports in fiscal 1946 will fall short of re-
cent volumes by a much smaller margin
than the difference in funds available for
obligation would indicate.

It may be noted that these data on
funds cannot be related directly to the
charted export data for two reasons:
The funds appropriated to FEA are used
to pay for shipping and certain other
services aggregating a substantial sum,
as well as for commodities; and some of
the lend-iease products classified as
nonmilitary are procured with funds ap-
propriated to the military agencies rather
than to PEA.

Few of the nations of the world are in
a position to lay cash on the barrel-head
for all of the United States goods that
they will need during the next few years.
Our commodity imports, plus American
travel and other expenditures for serv-
ices, will fall far short of providing the
necessary dollars. Present foreign hold-
ings of gold and dollar exchange are con-
centrated in certain countries and for the
most part are needed as monetary and
trade reserves.

From the longer-run view, moreover,
United States as well as world prosperity
will be better served if countries holding
free gold and foreign exchange can use
these assets to support continuing ad-
vances in foreign trade rather than being
forced to dissipate them in meeting
emergency requirements.

Thus additional financing is required
simultaneously with the drop in Lend-
Lease if urgent foreign needs are to be
met. It may be noted that a recent
amendment to the Lend-Lease Act spe-
cifically prohibits the use of lend-lease
funds to finance postwar relief and re-
construction.

United Nations Relief
UNRRA represents one such source of

funds. It will provide some of the relief,
and a very limited amount of the reha-
bilitation needs of enemy-occupied al-
lied countries which have little or no ca-
pacity to pay cash currently for imports.
The UNRRA Council has thus far recom-
mended that each uninvaded member
country contribute one percent of its
fiscal 1943 national income. On this
basis, Congress has authorized 1.35 bil-
lion dollars for the United States par-
ticipation in UNRRA, and probably more
than one billion of this will be used to
pay for United States merchandise ex-
ports. At last report (as of March 31,
1945), UNRRA exports of United States
supplies amounted to about 5 million
dollars. In recent months shipping has
been allocated and UNRRA supply work
has been stepped up.

Of the United States authorization for
UNRRA, only 450 million dollars has
thus far been appropriated by Congress.
Congress has also authorized the trans-
fer, upon certification by the Joint Chiefs
of Staff, of an additional 350 million dol-
lars in funds, supplies, or services avail-
able under the Lend-Lease Act.

In order to meet its responsibilities
fully, it is believed that UNRRA will
probably need about twice as much funds
as will be available under the present
method of determining contributions—
especially as more and more territory is
freed from the Japanese.

Relief is a special category of need
which, if not appraised and handled
separately, tends to obscure the scope
and character of financial requirements
arising from other causes. UNRRA was
established to furnish supplementary
supplies to the United Nations, as a
grant, up to a minimum level of food,
clothing, shelter, and medical care.

Given adequate relief, whether through
UNRRA or through other means, the re-
construction and development needs can
be handled on a sound commercial basis.
Loans of this type are required for long
maturities and with low interest rates,
which is consistent both with the needs
of the borrower and with the condition
of investment funds and investment op-
portunity in this country. The nature
of this problem was recognized in the
recent Lend-Lease Agreement with the
Provisional Government of France,
which provides that supplies in pipeline
at the termination of lend-lease aid shall
be paid for over 30 years, with interest
at 2% percent.

International Funds
The International Bank for Recon-

struction and Development, now before
the Congress, will eventually be impor-
tant in filling the gap between needs for
United States products and current dol-
lar position of foreign countries. How-
ever, because of the time which will at
best be required to get this institution
into effective operation following its es-
tablishment, it cannot be expected to aid
substantially in financing the exports of
fiscal 1946.

Reflecting the rather extensive gen-
eral discussion of recent months, two
proposals to expand the lending powers
of the Export-Import Bank are now be-
fore Congress. Hearings, however, have
not yet been scheduled. Whether the
Export-Import Bank will become the
Government institution for underwrit-
ing or undertaking the large volume of
necessary reconstruction, reconversion,
and development loans is not certain.

A further possible source of funds for
export financing is, of course, the direct
or portfolio investments of private en-
terprise and private investors, unaided
by a government agency such as the Ex-
port-Import Bank. This will be of major
importance in future years but, because
of the unsettled conditions abroad, little
help in meeting the most urgent of the
foreign needs can be expected from these
sources during fiscal 1946. Purely private
loans to the countries most in need are
likely to be restricted to relative short-
term, fully secured loans—such as the

recent commercial bank loan against
Netherlands gold—and the opportunities
for such loans are inherently limited.

No estimates have been made public of
the volume of loans or other special
financing which will be necessary to meet
the world's needs during fiscal 1946. It
is certain, however, that for some coun-
tries the amount is substantial. Loans
arranged during the year will cover, of
course, not only the exports of the im-
mediate future but also the advance
planning and the placement of orders for
capital goods having a long production
cycle.

Supplies
The questions about export supplies

during the Pacific war are still matters
of policy determination. The problem
arises from the obvious fact that the
supply of some commodities will fall
short of unrestricted demand for months
and even years into the future, until full
reconversion to peacetime production
can be authorized and until new output
has worked off accumulated backlogs of
demand. Meantime nonmilitary produc-
tion will increase as materials, manpower,
and facilities are released from the war.
How should export demands be handled
during this period? Under what cir-
cumstances should priorities or other
"supply assistance" be given to export
programs?

One posibility for the immediate fu-
ture is to eliminate practically all of the
programming and expediting of exports,
maintaining supply assistance only for
the reduced Lend-Lease programs and
for wake-of-battle relief operations by
the military in the Pacific, and main-
taining export quotas or set-asides only
as necessary to protect domestic pur-
chasers from exports of the commodities
in short supply. This would relieve busi-
ness and government of most of the work
and exasperation involved in present ex-
port programming and control.

Since practically every industry has its
principal outlets in the domestic market
and since established producers are
threatened with new competition, espe-
cially in the war-expanded field of metal
products, exports would be very small
in volume while producers concentrated
on domestic sales. Thus this method
would permit domestic consumers, who
have been on short or no rations for
three years, to satisfy all of their de-
mands at a somewhat earlier date. The
fact that individual products were not
available for export would prevent the
export of other products—if a country
cannot buy bulldozers it will not want
concrete mixers and steel for highway
construction.

An alternative export policy would pro-
vide for programming of exports, with
allocations of important commodities in
short supply relative to unrestricted do-
mestic and foreign demand, treating the
essential civilian economy of other coun-
tries on a parity with our own. Require-
ments for essential relief and reconstruc-
tion, which have no domestic counter-
part, would receive supply assistance as
necessary to get the goods for export.
Export quotas would prevent an undue
drain into exports, and could also assure
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Chart 7.—Merchant Fleet of the
United Nations 1
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1 Data for 1939 include those countries which
signed the United Nations Declaration on Janu-
ary 1, 1942, and France and Denmark which
signed later. The figures for 1943-45 include
additional countries which became members of
the United Nations ; the merchant fleet of these
countries, however, did not materially affect the
totals. Data represent dry cargo vessels of
1,000 gross tons and over. Troopships and
merchant-type ships owned by or under bare-
boat charter to the fighting services are
excluded.

2 Preliminary estimate.
Sources : U. S. Maritime Commission and War

Shipping Administration.

availability of goods for the export pro-
grams up to the quota limits.

This would be consistent with our
foreign policy; by rebuilding and devel-
oping the economies of other countries
it would contribute to the creation of
stability, security, and greater produc-
tion and consumption throughout the
world. By the same token this policy
would serve to develop the large foreign
markets which will be sought after the
war, especially for the products of our
greatly expanded metalworking indus-
tries, and thus would contribute directly
to the postwar domestic objective of full
employment and rising living standards.

Merchant Shipping
The easing of the pressure upon the

economy following VE-day does not ex-
tend to the merchant shipping situation,
except in the sense that temporary relief
was afforded in the Atlantic while the
realignment of ships and facilities took
place. The magnitude of the task of
expanding military operations in the
Pacific is such—by reason of the great
distances involved—that there will be
little or no lessening in the proportion of
the American merchant fleet required for
army and navy uses.

Merchant Fleet Expands Three-Fold

This is true despite the vast wartime
expansion of the merchant fleet. The
United States fleet of merchant ships is
now the largest to fly the flag of one
nation, and comprises two-thirds of the
merchant fleet of the United Nations.

Ships currently under the control of
the United States War Shipping Admin-

istration (dry cargo and tankers) num-
ber 4,100 vessels, aggregating 44 million
deadweight tons. This compares with 12
million deadweight tons under the United
States flag in 1939 and with the fleet pos-
sessed by the British Empire in 1939 of
3,423 ships aggregating 24.2 million.

The growth of the American fleet has
stemmed from a building program costing
over 12 billion dollars since the inaug-
uration of the defense program. From
January 1942 to June 1945 the United
States construction of new ships was
equivalent to 83 percent of the entire
merchant fleet of all the United Nations
in 1939. The construction program ac-
counted not only for the net gain, but
replaced the 6 million deadweight tons
of U. S. ships which were sunk by the
enemy or otherwise lost at sea, and in-
cludes 3.2 million deadweight tons of new
ships transferred under lend-lease as well
as vessels built for the armed services.

Under the present shipbuilding pro-
gram total new construction in the next
12 months will approximate 6.5 million
deadweight tons, a major portion of
which will be added to the existing mer-
chant fleet.

Almost two-thirds of the United States
fleet is composed of dry-cargo vessels.
The remainder of the fleet consists of
tankers which have a tonnage nearly 3
times that of the prewar tanker fleet.
United States Dry Cargo Fleet Expands

The new position of the United States
merchant fleet is even clearer in the case
of the dry-cargo vessels, which is illus-
trated in chart 7. The decline in the total
length of the second and third bars mir-

rors the effect of enemy sinkings upon
the United Nations' fleet. It was not
until early in 1944, when as a result of
the cumulative effect of expanded con-
struction and the success in reducing
submarine losses, that the dry-cargo
merchant fleet of the United Nations re-
turned to its prewar size. By the middle
of this year this fleet was about 30 per-
cent larger than in 1939.

The major role of the United States in
this development can be seen by the con-
tinuous growth of the black portion of
the bars. While the fleets of the other
United Nations are not yet back to their
1939 size, the United States dry-cargo
fleet is now almost four times as large as
before the war and instead of constitut-
ing less than one-fifth it is now more
than half of the total United Nations'
dry-cargo fleet.

Military Shipments Predominate

The type of tonnage carried overseas
by dry-cargo vessels is shown in chart 8.
This chart depicts the striking expan-
sion since the first quarter of 1943 in
shipments of a military nature—those to
the account of the Army and Navy which
do not appear in export figures. Such
shipments will contine to dominate the
merchant shipping picture during the re-
mainder of 1945 as military strength is
concentrated against Japan.

The tonnage of goods moving on mili-
tary account from the United States will
be below the levels of the two-front war
because total army strength in the Pa-
cific will be smaller than that employed
in the two-front war and because men
and materials will be shipped directly

Chart 8.—Ocean-Borne Dry Cargo Shipments From the United States
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from Europe to the Pacific. Moreover
lend-lease shipments will decline sub-
stantially. Nevertheless, the logistics of
the Pacific war are such that nearly all
of the available shipping will be required
to haul the needed volume of men and
supplies. Military shipping require-
ments will show little or no decline and
shipping space for nonmilitary pur-
poses will continue very tight.

Commercial Shipping Continues Tight
Among the factors that give rise to

this situation are the following:
(1) Supply lines from the United

States and Europe to the Pacific are two
to three-and-one-half times the ship-
ping distance between the United States
and the European theater. This means
that considerably more shipping must
be employed in any given time period to
deliver the same volume of cargo.

(2) Port facilities in the Pacific are
inadequate by far to meet the increased
cargo load. Even with the large-scale
expansion program now in progress, it
will be difficult to prevent frequent un-
loading delays.

(3) Considerable tonnage will be re-
quired to transport the organizational
equipment of forces moving to the
Pacific. As much shipping space is re-
quired to move the initial equipment of
a unit as to maintain and supply that
unit for 6 months.

(4) As our. full military might is
brought to bear against Japan, Navy
supply requirements will increase sub-
stantially.

As a result of these factors, the mili-
tary use of shipping in the year ahead
will be near the levels attained in the
early months of this year when military
operations in Europe reached their peak.

For the year 1945 the volume of relief
and commercial shipments will show the
effects of the temporary easing of the
ship supply situation at the close of the
European war.

From about the end of April, when the
end of the war in Europe was imminent,
to the middle of June, there was a de-
cline in allocation of merchant shipping
for Army and Navy use, freeing con-
siderable cargo space for relief and com-
mercial shipments. As the move to the
Pacific assumes full proportions, how-
ever, the rise in military shipping re-
quirements will become more pressing.

Chart 8 also illustrates the impact of
shipping space on exports. As indi-
cated above during the remainder of the
year shipments on military account (the
upper section of the bars) will be main-
tained or even increased. However, the
composition of the lower sections of the
bars v/ill change.

While lend-lease shipments in dollar
value are almost four times as large as
cash—cargo shipments—they are in
terms of tonnage almost equal. The dol-
lar value of lend-lease tonnage is two
and one-half times the dollar value per
ton of cash exports. Hence in terms of
shipping space released, the decline in
lend-lease will not permit an equivalent
offset of dollar value of commercial ex-
ports.

SURVEY OF CURRENT BUSINESS

New Residential Construction
While some increase in new construc-

tion of residential housing is in prospect,
as a result of the conclusion of the Euro-
pean war, the increase will not be sig-
nificant compared to the demand. For
the first five months of 1945, only 57,000
privately and 9,000 publicly financed
family dwelling units in nonfarm areas
were put under construction, or a total
of 66,000.

Attainment of 180,000 privately fi-
nanced units assumes that an average
of 17,571 units would have to be com-
menced in each of the last seven months
of this year. This would compare with
16,500 units started in May and 13,500 in
April.

Materials Key to Expansion
The continuation of the low level of

new residential housing activity follows
from perspectives of shortages of certain
raw materials and consequently a con-
tinuation of control over production.

Chart 9.—New Dwelling Units
Started in Nonfarm Areas x
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3 Estimated as maximum total for the year.
Source : U. S. Department of Labor.

Lumber, with a limited supply for con-
struction, continues to be the principal
bottleneck. The amount used in resi-
dential building last year was less than
one-fifth of the quantity consumed in
1941 and for the first half of 1945 the
proportion will be even lower. However,
the supply situation will soon begin to
ease somewhat -

Recent military cutbacks have permit-
ted a substantial increase in the third-
quarter allocations of lumber for civilian
construction over the relatively low vol-
ume of the second quarter and an addi-
tional quantity may be granted when the
full effects of the cutbacks in military
programs are felt. Manpower should be
more readily available later in the year.

The availability of the metal-consum-
ing building materials, such as plumbing

9
and heating, radiators, and stoves, will
not present a serious obstacle as output
can be expanded rapidly once War Pro-
duction Board lifts, as is expected soon,
the production controls over these items.

Because of these limiting factors and
the consequent likelihood that FHA ap-
provals must of necessity be conditioned
upon WPB allocations of materials, total
residential construction for 1945 at most
will increase only about 30,000 units, or
18 percent, over the volume reached in
1944. Applications already received by
thei National Housing Administration
indicate a demand sufficient to absorb
the materials as quickly as they are made
available.

Restrictions Alleviated
Restrictions on residential building

were imposed by the War Production
Board in order to conserve materials and
equipment vitally needed in munitions
production. They reduced the volume
of new construction of family dwelling
units in nonfarm areas in 1944 to the
lowest total since the depression years of
1932-34.

The orders, first initiated in October
1941 and then greatly extended and
strengthened in April 1942, brought all
building materials under effective pri-
ority control. Furthermore, they placed
a ban on all residential building except
that authorized by National Housing
Agency under a specific program to meet
the emergency housing shortage created
by the influx of migrant workers into war
industry localities. Under these controls
only a relatively small amount of mate-
rials has been allocated for residential
construction, particularly in 1943 and
1944.

The immediate effect of the limitation
orders caused a sharp reversal in the
trend of residential building. This is
strikingly revealed in the chart which
shows the rising trend in the immediate
prewar years and the rapid decline in the
war years. Construction of 169,000
dwelling units last year represented less
than one-fourth of the 1941 volume and
for the three war years averaged 339,000
units as compared with an average of
611,000 units in the 1939-41 period. De-
spite the low volume in 1944 it was still
considerably ajDove the average of 118,-
000 units started during the depression
years noted above.

An additional significant factor re-
vealed in the chart is the virtual com-
pletion of the publicly financed war.
housing program as evidenced by the
sharp decline of such building in 1944.
The larger Government participation in
1942 and 1943 was dictated primarily by
the necessity of providing quickly emer-
gency low-cost housing facilities where
private builders could not meet wartime
conditions. These facilities, requiring a
minimum use of critical materials, con-
sisted for the most part of temporary-
type structures and comprised more than
four-fifths of all Government-financed
dwelling units started in the 1942-44
period.

(Continued on p. 24)
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The Business Situation
By Division of Research and Statistics, Bureau of Foreign and Domestic Commerce

WHILE it is evident that the ending
of the war in Europe marked the

beginning of new trends in the economy,
the unwinding of the all-out war pro-
duction machine proceeded at a slow
pace during the first quarter following
VE-day.

Munitions production declined mod-
erately, largely in accordance with pre-
viously established schedules, and there
was some acceleration of the rate of re-
lease of workers from war industries.
But the pace of these changes was slower
than might have been anticipated under
conditions of one-front war.

As a result, changes in broad economic
indicators were not pronounced. Al-
though the adjustments following the
first cutbacks have been sufficient to re-
lease some of the tension in the economy,
the gradual nature of the developments
prevented rapid enough reorganization
wTithin the affected sectors of manufac-
turing to absorb the released labor and
produce large increases in civilian goods.

Despite the progress made in the down-
ward rescheduling of munitions produc-
tion for future months, there was delay
in translating these program cuts into
cancellations of orders for materials and
parts. With order boards thus inflated
above actual military requirements, pro-
ducers were impeded in planning for en-
larging the flow of civilian goods. All in
all, there were evidences that a minor log
jam had developed which had to be
cleared up before reconversion could
push forward.
Post-VE-Day Developments

As reported in the last issue of the
SURVEY, perhaps the most direct effect of
VE-day on industry was the 13 percent
drop in the value of new orders received
by manufacturers in May. The May
order volume was continued into June,
but the stability in the total for all man-
ufacturers represented the combined ef-
fect of a continued decline in orders for
durable goods and a rise in nondurable
goods orders.

Thus far, victory in Europe has had
only a limited effect on the volume of
goods delivered by manufacturers. The
total of almost 13 billion dollars for June
was only 3 percent below shipments in
April. The reason for this was the 5
percent decline that occurred in the du-
rable goods industries, which are the
major producers of war goods. With the
slow start of reconversion, there have
been few compensations in manufactur-
ing shipments for the falling war output.

Other broad indicators of current eco-
nomic activity reflected the war develop-
ments to a more limited extent. Steel
production eased off in June and July,
not because of any deficiency of orders
but rather because of shifts in the prod-

uct mix, the difficulties of adapting cer-
tain specialized war-built plants to the
changed requirements, and repairs of
overworked facilities.

Commodity movement was generally
maintained, although freight loadings of
manufactured products fell moderately
below earlier months on a seasonally ad-
justed basis.

Retail Sales Continued Strong

Sales of retail stores also continued
strong in June and July. Although May
sales were practically unchanged from a
year ago, this was related to problems of
supplies and to inclement weather. The
recovery in the following month to 6
percent above June 1944 was due entirely
to the higher volume of sales in non-
durable goods stores. Preliminary indi-
cations point to a larger year-to-year
gain in July.

Obviously, the downward drift in ag-
gregate income payments is not as yet
of sufficient magnitude to influence the
trend of retail sales. Moreover, the re-
sponse of consumer expenditures may lag
behind changes in income payments in
light of the continuing high-level of in-
dividual savings—especially as long-
wanted goods begin to appear on the
market.

The basic shift in the economic out-
look was mirrored most clearly in the

trends in munitions employment and
income payments. Stepped-up dismis-
sals of workers reduced mid-July muni-
tions employment to approximately 8
million, as compared with 8.8 million in
April and 9.1 million in the early months
of 1945. As discussed in greater detail
below, this development was not reflected
in an upsurge in the number of unem-
ployment compensation beneficiaries
until June.

Lower Income Payments

Correlative reactions to VE-day were
noticeable in the monthly movement of
the components of the income payments
series. Pay rolls in manufacturing have
been declining on a seasonally adjusted
basis since January, but the rate of de-
cline was speeded up in the second
quarter of the year. Agricultural income
payments have shown a similar down-
ward movement.

Continued increases in payments to
military personnel, including mustering-
out pay and dependents' allowances, and
in Federal interest payments have not
been sufficient to offset these declines.
As a result, the seasonally adjusted index
of total income payments declined
steadily between February and May.

The reversal of the downtrend in June
reflected the redemption by the Fed-

Chart. 1.—Actual and Scheduled Munitions Production
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SURVEY OF CURRENT BUSINESS August 1945

Chart 2.—Monthly Rate of
Munitions Cut-backs 1
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1 Includes all cut-backs reported to the Pro-
duction Readjustment Committee. Monthly
rate of cut-back is the value of the reduction in
production schedules for the first month in
which the cut-back approaches its monthly max-
imum. During the period covered in the chart
the monthly maximum cut-back is reached within
2 to 8 months after the month of report. Esti-
mates for the components of the total cut-back
rate for July were not available in time to in-
clude them in this chart.

Source : War Production Board.

eral Government of Adjusted Service
Certificates issued to World War I vet-
erans 10 years ago. Exclusive of the lat-
ter payments, June income payments
were at an annual rate of about 162 bil-
lion dollars, as compared with the all-
time high of about 165 billion dollars in
February. They are still above the 157
billion dollars of income payments at-
tained last year.

Munitions Program

The explanation for the mildness of
the post-VE-day reaction can be found
mainly in the moderate declines which
were effected in war production. The
output of war goods, which hovered
around 4.7 billion dollars a month during
the final 4 months of two-front war,
dropped to a monthly average of 4.3 bil-
lion dollars in the May-July period—a
decline of only 9 percent.

As illustrated in chart 1, this decline
in output is scheduled to continue
through the remainder of this year, with
the dollar cuts being somewhat larger in
August and September than in the
succeeding months. Taking average
monthly production in January-April of
this year as 100, the scheduled rate for
July was 85 and for September and De-
cember 77 and 70, respectively.

Delay in Reconversion

When the cumulative small but steady
declines in munitions production reach

significant proportions there will be con-
siderable elbow room for reconversion.
The scheduled reduction of 30 percent
by the year-end will release resources—
plant facilities, raw materials, and man-
power—with a sizable production poten-
tial in terms of prewar levels of output.

Yet as long as the reductions in muni-
tions requirements continue at a mod-
erate pace, there are bound to be various
delays in making the successive adjust-
ments necessary to start the flow of
civilian goods. One reason for this is
that the various stages of the production
cycle are not geared together to provide
a coordinated and speedy response to ad-
justments in demand as long as supply
conditions remain tight and there are no
procedures for granting uniform prece-
dence by categories of civilian goods.

However, the demand-supply relation-
ship for many important products could
be eased if even the moderate changes in
demand were fully and quickly reflected
throughout the successive steps in pro-
duction. Furthermore, the weeding out
of the order boards could be especially
effective at this time because of the like-
lihood that they contain much dead
wood which has been carried over from a
long period of intensive competition for
supplies and continuous shifting in muni-
tions schedules.

Another consideration in evaluating
the minor progress in reconversion is
the high degree of specialization in im-
portant sectors of industry in this coun-
try. With the standardization of prod-
uct accompanying mass production,
many end-product manufacturers rely
on a common group of producers for im-
portant components and sub-assemblies
as well as for their raw materials.
Hence, should a few specialized producers
of widely used parts and materials be
delayed in meeting the resumed civilian
demand—whether due to difficulties in
production readjustments or inflated or-
der boards—the effect would be to retard
the manufacture of a variety of civilian
end products.

In any event, it takes time for the
mass production industries to start op-
erations, since their techniques are such
that a large volume of initial processing
of raw materials and sub-assembly work
is necessary before final assembly on an
economical scale is possible. Stock bins
and pipelines must also be filled pre-
paratory to final assembly. Delays in
these initial and intermediary stages
necessarily retard the flow of finished
goods.

Meanwhile, the hesitant progress to-
ward resuming civilian production has
given rise to concern, as indicated, for
example, by the following quotation from
the recent report of the Senate War In-
vestigating Committee: ''Should the war
in the Pacific end soon, it will find us
largely unprepared to overcome our do-
mestic problems. Reconversion will not
have progressed far enough to absorb
the manpower which will suddenly be
released."

While the transition to a one-front
war economy can be expected to continue
at a stepped-up rate from here on, it now
appears that the flood tide of munitions

cutbacks is intended to be delayed until
the knock-out blow has been dealt to
Japan. This is borne out by the figures
contained in the most recent munitions
schedule.

Adjustments in Munitions Program

The last major cutbacks in this year's
munitions procurement program were
made during the first half of June, when
schedules were reduced for guns and fire
control, ammunition, and combat and
motor vehicles. At the same time, there
was a sharp increase in incendiary bomb
schedules which together with rocket
bombs now comprise one of the chief
areas where production requirements are
counter to the predominant downward
movement.

As of mid-July the war production pro-
gram for 1945 aggregated 49.5 billion dol-
lars. The total compares with actual
production of 59.1 billion dollars in 1944
and an annual rate of 56.6 billion dollars
maintained during the final 4 months of
two-front warfare. As already noted, the
most recent schedules call for over-all
production in December at 70 percent of
the January-April average. The muni-
tions production outlook is summarized
in table 1 in terms of the seven major
categories of military supplies and equip-
ment.

Using average production in January-
April of this year as a base, the guns and
fire control program is scheduled to be
reduced by almost three-fifths by the
year-end, the bulk of the reduction to be
effective by September. Ships and com-
bat and motor vehicles are also pro-
grammed sharply downward through De-
cember. In the case of the ship program,
however, the reduction reflects VE
cuts only to a very minor degree, since
deliveries have been scheduled down-
ward for over a year.

The ammunition program, on the other
hand, drops 20 percent by September but
thereafter rises to within 90 percent of
its two-front war level. It has already
been observed that scheduled deliveries
for certain segments of the Army Service
Forces' program for artillery and other
ammunition rise in the coming months.

Table 1.—Actual and Scheduled Muni-
tions Production, 1945 1

[Indexes, January-April monthly average—100]

Munitions group

Total munitions

Aircraft
Ships
Guns and fire control..
Ammunition
Combat and motor

vehicles ... _____
Communication and

electronic equipment
Other equipment and

supplies

Monthly
average

Jan.-
Apr.

100

100
100
100
100

100

100

100

M a y -
July

91

89
88
78
93

86

91

101

Sep-
tem-
ber

77

74
74
50
80

58

84

96

De-
cem-
ber

70

70
55
42
90

54

77

84

1 Actual production through June; thereafter, sched-
uled production as of July 14.

Source: War Production Board.
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Beginning in September, these increasing
programs are more than sufficient to
compensate for the declining segments.

Reduced Cutback Rate

The general letdown in program ad-
justments in recent weeks is illustrated
in chart 2 which shows the monthly rate
of munitions cutbacks reported to the
Production Readjustment Committee.
VE adjustments continued into June, but
at a decelerating rate relative to the
May peak. By July, the adjustments in
scheduled deliveries were down to what
may be considered more or less normal
volume, reflecting the fluidity in pro-
curement plans resulting from evolving
military technology and war strategy.

Over two-thirds of the April cuts and
more than half of the May cuts were
reported by the Army Air Forces. In
June, however, cuts by the Army Service
Forces assumed the lead.

Chart 2 also indicates the extent to
which the recent cutbacks were sched-
uled to reduce employment at the plants
of prime war contractors. In terms of
dollar volume, roughly half of the cut-
backs during April, May, and June in-
volved the release of workers. The re-
maining cutbacks, aside from those
where the effect on labor was not re-
ported, were not expected to result in
dismissals of employees. Either the war
workers affected were to be shifted to
other jobs within the plant or it was ex-
pected that normal turnover would
obviate employee dismissals.

Cutbacks Large in Automobile Industry

,Some indication of the distribution
of the recent revisions in munitions
schedules by prewar industry groups is
provided by the figures in table 2, which
relate the downward revisions in pro-
grams for the third quarter of 1945 to
actual shipments in the first quarter of
the year. It should be noted that the

Table 2.—Relative Impact of Third Quar-
ter 1945 Cut-backs, by Selected Industry
Groups *

Prewar industry group

Selected major industries:
Automobiles and automobile equipment.
Transportation equipment (except

automobiles)
Electrical machinery ___ _
Machinery (except electrical)

Selected industry subgroups:
Lighting fixtures
Clocks and watches...
Automobile electrical equipment
Laundry equipment
Communication equipment
Batteries, storage and primary (wet

and dry). . ,
Electrical appliances
Refrigerators _ _
Office and store machines
Heating apparatus and plumbers' sup-

plies

Cut-backs as

first quarter
1945 ship-

ments

24.0

16 5
14.6
5.4

24.3
23.0
19.7
16.2
14.4

13.4
12.6
10.4
9.8

8.4

* Figures for cut-backs include all adjustments in third
quarter 1945 schedules, which were reported to the Pro-
duction Readjustment Committee during May and
June.

Source: Computed by U. S. Department of Com-
merce, based on data from the War Production Board.

percentages shown generally understate
actual reductions since they do not in-
clude the April cutbacks which applied
to the third quarter.

Of great significance from a reconver-
sion standpoint is the fact that third-
quarter cutbacks in the automobile in-
dustry amounted to almost a fourth of
the industry's first quarter shipments.
For the other major industries shown,
the cutbacks were considerably less im-
portant, being only 5 percent of ship-
ments for manufacturers of machinery
(except electrical). The small percent-
age in the latter case reflects the lower
relative importance of direct war orders
in the industry.

The lower half of the table presents
comparable figures for 10 minor industry
groups. Considering that shipments in
the first quarter of 1945 were very high
by prewar standards, it is apparent that
the munitions cutbacks provide a real
basis for the resumption of peacetime
production in several industries—given
the necessary raw materials and com-
ponents.

Supply of Steel
The fact that the supply of materials

is lagging behind the release of facilities
is seen in the case of steel. The reasons
for this are the slowness in the flow of
cancellation notices to the steel mills and
the limited flexibility in distributing the
consequently inadequate supplies for
civilian use. Without the definite pros-
pect of early deliveries of steel, the mass
producers of consumers' durable goods
can make little progress toward absorb-
ing released war workers and expanding
the flow of civilian products.

Calculations made on the basis of the
changed military requirements give the
impression of a fairly comfortable over-
all steel situation—assuming the contin-
uance of production limitations on such
large steel consumers as automobiles,
mechanical refrigerators, metal furni-
ture, and steel containers. This is es-
pecially true after allowance is made for
inventory absorption resulting from the
recent WPB action reducing the author-
ized inventory of lighter-gage, flat-rolled
steels from 60 days' to 45 days' supply.

But cancellations resulting from the
reduced military programs have been de-
layed in passing down through the sub-
contracting strata to the steel mills.
Moreover, even with full cancellations in
line with reduced munitions schedules,
the situation in the lighter gages of sheets
and strip will not relax to the same extent
as in other steel products—as, for ex-
ample, in plates and castings. Nonmili-
tary demand for the latter types of prod-
ucts is limited.

Almost half the unrated orders esti-
mated to be offered in the third and
fourth quarters of this year will be for
light-gage, flat-rolled products. These
shapes are needed for fabricating the
principal automobile steel parts and com-
prise most of the steel needed for re-
frigerators, washing machines, metal
furniture, electric ranges, and office
equipment.

Yet estimated military and nonmili-
tary rated orders for sheet and strip to

Chart 3.—Employment in
Munitions Industries x
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1 Includes all metal-using industries, the rub-
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Government-operated navy yards and manufac-
turing arsenals. Data for July 1945 estimated
by the U. S. Department of Commerce.

Sources : U. S. Department of Labor and War
Manpower Commission.

be offered to the mills during the second
half of 1945 are not much below those
for the preceding 6-month period, despite
recent military cutbacks.

There are several reasons for this sit-
uation: (1) Heavy Army requirements
for incendiary bombs, sheet containers,
ammunition boxes, and prefabricated
buildings provide a sizable offset to the
reduction in third quarter requirements
for a number of other military products
using sheet and strip; (2) the bulk of
the increased steel allotments for essen-
tial civilian products in the third quarter
is concentrated in items with large sheet
steel requirements—farm machinery,
light and medium trucks, freight cars,
refrigerators, and washing machines; (3)
third-quarter tin-mill production has
been scheduled at a record-breaking rate
because of the seasonal peak in food-
canning requirements and the tight
packaging situation; (4) some sheet-
using programs were granted increased
allotments in the third quarter to permit
inventory replenishment.

Some improvement is in prospect for
the final quarter due to a further decline
in military requirements and some cuts
in fourth-quarter priority allotments to
export and domestic civilian claimants.
This will permit some fourth-quarter de-
liveries against unrated orders but the
total will fall far short of meeting recon-
version demands.

The total supply of all steel products
will be slightly reduced in the last half
of 1945 because of delays in adapting a
few specialized war-built plants, such as
the western plate mills, to the post-VE-
day product demand. The problem stems

(Continued on p. 19)
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The Business Situation
By Division of Research and Statistics, Bureau of Foreign and Domestic Commerce

THE unconditional surrender of
Japan, terminating hostilities in

mid-August, ushered in a new economic
phase. The effects of the war's end on
national production, employment, and
income were rapid and decisive.

The speed with which definite steps
were taken to halt operations within the
war production machine contrasted
sharply with the tentative steps taken
following the defeat of Germany and
marked August as a significant economic
milestone. Fitting reconversion into a
pattern of moderately declining war pro-
duction immediately became an out-
moded program to be replaced by the
immediate removal of production re-
straints and a full go-ahead signal for
business.

The cancellation of war contracts to-
talling 24 billion dollars has jolted the
economy head-on into the transition.
Readjustment problems which were only
hesitantly faced subsequent to VE-day
came before the business world with full
force, following the President's an-
nouncement of Japan's complete accept-
ance of the Potsdam surrender terms.

The cancellation cycle proceeded in
snowball-like fashion down through the
intermediate and raw material stages of
production, carrying immediately in its
wake 2 million displaced war workers
and releasing vast quantities of materials
and facilities for peacetime use. After
more than 3 years of operating within
the confines of a full-war economy, in-
dustry has been freed from war re-
straints so that released resources can
be mobilized as speedily as possible in ex-
panded civilian production.

While the effects of the stoppage of
war orders were immediately felt, the
changes in business activity were not
uniform. As a matter of fact, there was
an upsurge in some segments of the
economy—previously held down by war
restraints—manifested in the automo-
biles rolling on the highways as gasoline
rationing passed into history. Not only
gasoline sales, but retail sales generally
were strong, notwithstanding that soon
buyers would be appraising more criti-
cally the merchandise offered for sale.

Transportation facilities were taxed
heavily throughout the month, as the
ending of the war shifted the direction
and character of military movements,
but did not immediately lessen the bur-
den upon the carriers which had been
so widely publicized in recent months.

Transition Problems Ahead

The major problem confronting the
economy, however, shifted from the allo-
cation of limited resources on the basis
of the highest relative urgency, to the
drive to convert resources to civilian-
type production. Since this cannot be

done overnight, there are bound to be
important economic dislocations, result-
ing in a decline in the general level of
economic activity.

Unlike the usual cyclical decline which
is touched off with the surfeiting of de-
mand under the given cost-price struc-
ture, the current decline will represent
(a) the adjustment of the accelerated
war economy to a more normal pace,
and (b) the production difficulties asso-
ciated with altering the character of such
a large portion of the final product out-
put of the economy. It will take time
to secure large-scale output of consumer
durable goods, housing and other things
needed to satisfy consumer demand.

Over the next year, therefore, the
country faces several major economic
tasks: (1) The demobilization of the
armed forces, and fitting the returning

Chart 1.—-Munitions Production
BILLIONS OF STANDARD DOLLARS
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Source : War Production Board.

veterans and displaced war workers into
remunerative occupations; (2) facilitat-
ing the reconversion process, so as to
take up the slack of unemployment as
rapidly as possible, and securing the re-
quired flow of goods to eliminate the
latent threat of inflation; and (3) pro-
viding essential relief, not only to dis-
placed individuals in this country, but to
foreign countries where we have com-
mitments to assist in the rehabilitation
and reconstruction which is an essential
part of the successful termination of the
war.

In attempting to measure the impact
of the reduction in war production upon
the economy, several facts must be kept
in mind. For example, the decline in
total output—or total national income—

is from a level heightened by war pres-
sures and secured through a much-
larger-than-normal working force and
longer hours. And, insofar as the dollar
measures are concerned, this wartime
level was effected by some distortion of
prices which was bound to have been
associated with the insatiable demands
for military needs at whatever costs.
This occurs notwithstanding price con-
trols which, in retrospect, can be seen to
have been generally successful, although
it is well to remember that most of the
inflation which was associated with
World War I occurred after rather than
during the war, when the then existing
controls were too rapidly eliminated.

War Production Slashed
The abrupt reduction of military pro-

curement was essential to stem the flow
of now-unnecessary war goods, and like-
wise to permit broad moves on the recon-
version front. Its suddenness, of neces-
sity, brought with it serious readjustment
problems of individual as well as national
scope.

In the review of developments during
the first quarter after VE-day, which
appeared in the August issue of the
SURVEY, it was noted that the gradual
nature of the cut-backs "prevented rapid
enough reorganization within the af-
fected sectors of manufacturing to
absorb the released labor and produce
large increases in civilian goods."

The complete elimination of military
requirements for many types of combat
materiel, and the sharp reductions in
purchases of many other goods, will
eliminate the over-all condition of tight
supply which characterized the use of
resources during the war period. Bottle-
neck problems will persist, however, as
industry turns its full energies to step-
ping up the flow of civilian goods, and as
the heavy initial demand for some ma-
terials creates specific shortages. This
condition, coupled with the large accu-
mulated demand for consumer durable
goods rising out of unsatisfied needs and
made effective by savings, will create a
seller's market, for some items in short
supply.

The excess of demand in a number of
strategic areas canies within it the seeds
of inflationary price advances, as well as
the possibility of dangerous economic dis-
tortions, if speculative inventory ac-
cumulations and the pressures for up-
ward price adjustments are unchecked.
But the price-control mechanism is by
present law in effect until next June and
hence the powers are at hand to hold in
check any such development. Further-
more, the price authorities have indicated
their intention to use existing authoriza-
tion in the interest of orderly transition
to peacetime markets.
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The inflationary dangers, however, are
but one aspect of the new situation. At
the same time that supply-demand rela-
tions are favoring upward movement of
some prices, the decline in the flow of
current income will exert a deflationary
pull in important sections of the econo-
my. This decline will result from the
reduction of the labor force to more
normal size, elimination of overtime, and
the shift away from high-paid war occu-
pations. These pressures, constituting a
serious challenge to the Nation's ability
to maintain the economic gains achieved
during the war are analyzed in subse-
quent sections of this review.

Future Military Requirements
The net result of the reduction in mili-

tary requirements is traced in chart 1,
showing actual production and the
schedules ahead. The output of finished
munitions for September, the first full
month of peace, is expected to be about
40 percent of July production. By De-
cember, munitions output will be only
one-fifth the previctory amount.

In terms of standard dollar weights,
war production is scheduled at just over
700 million dollars in December, as com-
pared with about 3.8 billion in July and
a monthly average of 4.6 billion during
the first half of 1945. There will be, of
course, substantial liquidating payments
to cover the unfinished portion of pro-
duction, though in many cases advances
have already been made against goods
partially completed.

The major item sustaining over-all
munitions requirements during the com-
ing months will be the ship program.
Not only will ship-repair work continue
high, but much of the advanced new con-
struction work in process is scheduled to
be carried to completion.

The figures in table 1 indicate that the
ship program accounts for over two-

fifths of the total amount of munitions
production scheduled for December. Ex-
cluding ships, the over-all reduction in
munitions output between July and the
year end is 87 percent. The largest cuts
are for aircraft, guns and fire control,
combat and motor vehicles, and ammu-
nition.

The munitions program in December
represents, for the most part, the require-
ments of the armies of occupation and
the continuing needs of the peacetime
service, plus programs for experimental
and development purposes.
Reduction in Munition Workers

Termination of war contracts resulted
in immediate and large lay-offs of war
workers, and in a sharp rise in claims
for unemployment compensation.

Labor market surveys conducted by
the War Manpower Commission indi-
cate that close to half of the approxi-
mately 4 million workers engaged in the
production of finished munitions items
were released within 10 days after the
Japanese surrender. Job displacements
totalled 100,000 in Detroit, 89,000 in the
metropolitan New York labor market
area, 85,000 in Chicago, 70,000 in Los An-
geles, and 58,000 each in Cleveland and
Newark. In some of these areas, such
as Detroit, unemployment was already
rising in consequence of the post-VE-day
cutbacks.

The industries which have been short-
handed throughout the war began to feel
the effects of the easing labor market,
although it will take some time to ef-
fectuate the shifts into these groups.
Initial Claims Reach Record

Almost 600,000 initial claims were filed
for unemployment compensation in the
week ending August 25. This number
was more than 50 percent higher than
in any previous week since the program
began in 1938. The total number of

claims filed in the week following the
end of the war—including initial, wait-
ing-period, and compensable claims—
amounted to 960,000, after fluctuating
between 300,000 and 320,000 in the 6 pre-
ceding weeks.

The claims figures are an indication
but by no means a measure of the imme-
diate displacement which resulted from
from war-contract cancellations. Many
classes of workers, such as those em-

, ployed in Army arsenals and Navy ship-
yards, are not covered by unemployment
compensation laws. Moreover, some
eligible workers may not have reported
immediately to the Employment Service
offices. The number of claims filed
measures only the number of displaced
workers who believe they are entitled to
unemployment benefits and who have
signified their desire to be considered for
the available job openings.
Sharp Reduction in Steel

The reaction to the war's end was
marked in steel production, which was
down to 70 percent of capacity in the
week ending August 25. The operating
rate rose to 75 percent in the following
week, as compared with 90 percent in the
4 previous weeks. On a daily average
basis, August production of steel was the
lowest in 5 years.

The lower operating rate in steel is not
entirely a direct result of the scaling-
down of military requirements. It is
true that the decline has been largest
in the western district where the greatest
difficulties will be experienced in adapt-
ing specialized war-built plants to the
changed requirements. In other dis-
tricts, however, the physical reconversion
and realignment of fabricating depart-
ments to handle peacetime products
should generally be very rapid. And it
is well known that there is a large pent-
up demand for steel in civilian industries.

The reduced output should be inter-
preted primarily in the light of the time
necessary for the cancellation notices
to filter down to the steel mills. Even
before the Japanese surrender the
changed military requirements had pro-
vided the basis for a fairly comfortable
over-all steel supply situation. But mill
order boards continued to be cluttered

Table 1.—Actual and Scheduled
Munitions Production, 1945
[In millions of standard dollar weights]

Commodity group

Aircraft
Ships
Guns and fire control
Ammunition
Combat and motor vehi-

cles - _
Communication and elec-

tronic equipment
Other equipment and

supplies

Total munitions.- .

Actual
July

887
699
155
478

394

230

934

3,777

Scheduled i

Sep-
tem-
ber

332
533

\ 200

81

350

1,496

De-
cem-
ber

94
309

100

44

160

707

Per-
cent

reduc-
tion,
July

to De-
cem-
ber

89
56

90

81

83

81

i Scheduled production as of Aug. 31.
Source: War Production Board.
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Table 2.—Selected Business Indicators

Item

Steel ingot production.
(percent of capacity)

Electric power pro-
duction (mil. of kw-
hr.)

Freight carloadings
(thous. of cars),total-

Miscellaneous
De[)artment store sales

(1935-39=100)

Aug.
4

89.5

4,432

864
383

167

Week ended—

Aug.
11

82.5

4,395

870
382

176

Aug.
18

60.0

3,939

653
292

124

Aug.
25

70.0

4,116

853
354

182

Sept .
1

75.0

4,137

860
364

193

Sources: Steel Magazine, Edison Electric Institute,
Association of American Railroads, and Board of
Governors of the Federal Reserve System.

with orders for steel no longer needed
in military production.

The war's end stepped up the flow of
cancellation notices, but order boards
continued in a confused state for several
weeks. There is bound to be delay be-
fore the consumers get their orders
placed and the rolling schedules of the
steel mills are adjusted to the changed
requirements.

A further factor in the current steel
situation is that the war's end has given
the mills a welcome opportunity to re-
pair overworked facilities and to shut
down or dismantle some obsolete fur-
naces.

The other weekly indicators of produc-
tion and primary distribution all show
some decline in August, as was to be ex-
pected. Electric power output receded,
as did loadings of miscellaneous freight,
consisting largely of manufactured
goods. Total freight carloadings de-
clined somewhat less, partly because of
the seasonal movement of agricultural
commodities.

The quick recovery of department
store sales from the mid-month dip was
partly seasonal, but retail sales remained
strong during the month as consumers
spent freely for the goods that were
available.

Progress of Reconversion
Reports of activity of the major plants

in the metal-fabricating industries in the
first and second quarters of this year
indicate the slight, though definite,
progress towards reconversion after
VE-day. Shipments of goods to do-
mestic civilian users rose from 14 per-
cent of the total shipments of plants
making metal products in the first quar-
ter to close to 16 percent in the second.

The dollar value of civilian shipments
from these plants increased 4 percent
from the first to the second quarter, as
compared with a practically stationary
volume during the previous 9 months.
Because of the likelihood that the bulk
of this increase occurred after VE-day,
the rate of civilian shipments probably
exceeded the first quarter rate by a much
higher margin by the end of June.

Several of the individual industries
normally producing consumers goods
showed notable increases in civilian
shipments in the second quarter, al-
though output continued far below pre-
war. The gains for clocks and watches,
electrical appliances, and photographic

apparatus were 22, 14, and 9 percent re-
spectively.

The producers equipment industries
showed a more uniform upward move-
ment. Civilian shipments in most of
these industries were above their prewar
level, thus indicating an extremely favor-
able supply position from the standpoint
of meeting reconversion needs.

It is to be expected that these gains
will be magnified considerably in the
third and fourth quarters of this year.
Thus, a recent War Production Board
survey of manufacturers' plans estimated
December production in 42 peacetime in-
dustries with relatively difficult recon-
version problems at almost 2 y2 times the
July rate. Employment in these indus-
tries is scheduled to increase from half a
million to 900,000 over this same period.

What is noteworthy about these fore-
casts, however, is that consumer indus-
tries generally will be operating in De-
cember at considerably below their
planned output objectives—5 months is
too short a period for most of them to
surmount their production problems.
December expectations for passenger au-
tomobiles, domestic mechanical refrig-
erators, domestic laundry equipment,
and watches were in each case less than
60 percent of the hoped-for output in
June 1946. Resumption of civilian out-
put takes time, just as it took time to get
war production rolling in 1941 and 1942.

Changes in Outlook
The recent dramatic events have al-

tered the outlook for economic activity
over the remainder of the year. The
basic trends already in evidence after

VE-day have not been changed, but the
pace at which these trends had been pro-
ceeding has been accelerated.

Estimates of national economic activ-
ity in the second half of 1945 were pre-
sented in an article in the July issue of
the SURVEY. The analysis in that article
was based on the assumption of con-
tinued Japanese resistance throughout
the year and, therefore, has been revised
in line with the recent events. The new
estimates for the second half of the year,
together with minor revisions of the fig-
ures for the first half, are presented in
the tables which appear on page 18 of
this issue.

Decline in Production
In general, the sudden ending of the

war will have the effect of emphasizing
the economic changes which were indi-
cated at the time the earlier analysis was
prepared. Government outlays will show
a sharper decline but, on the other hand,
the recovery in consumers' and produc-
ers' durables will be larger. From an
over-all standpoint, the deflation of pro-
duction and income will be more marked
toward the year's end than was expected
2 months ago. Business conditions and
profits will nevertheless continue favor-
able, even in comparison with wartime
standards.

The revised estimates indicate a 12-
percent decline in the gross national
product between the first and second
halves of the year. If the prospective
year-end rate for gross national product
is compared with the average for the first
6 months, a larger decline is indicated.
For 1945 as a whole, the gross national
product will probably be about 5 billion

200

150

IOO

Chart 3.—Gross National Product, by Major Components
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Chart 4.—Average Weekly and Hourly Earnings of Workers in
Manufacturing Industries
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dollars less than last year—a drop of
only 3 percent.

The annual rate of Government war
spending is now expected to decline more
than 30 billion dollars between the two
6-month periods. Small gains in Gov-
ernment nonwar outlays and a doubling
of private gross capital formation will
plug a part of the gap thus created.
Consumers' expenditures for goods and
services are not expected to deviate sig-
nificantly from the high total shown in
chart 3, although the composition of
the total will shift slightly—outlays for
durable goods will become relatively
more important.

Increase in Unemployment
These projections indicate a decline in

employment and a rise in the number
of workers unemployed. The increase in
unemployment will result both from the
stepped-up rate of demobilization of the
armed forces and from the fact that the
expansion in civilian production by the
year end will provide an inadequate off-
set to falling war production.

It will be difficult to measure accurately
the volume of unemployment during the
coming months because some of the war-
induced entries into the labor force will
withdraw to the home, school, or retire-
ment; other displaced war workers may
voluntarily postpone job-seeking for per-
sonal reasons.

For 2 years prior to the past month, un-
employment had been at a very low level,
generally varying not more than 300,000
above or below the one million mark. As
shown in chart 2, this experience stands
in bold contrast to the more than 7 mil-
lion unemployed on the average during
1940.

The downtrend in unemployment has
been reversed in the past few months and
the unemployment curve is now rising.
The ability to retard this upward move-
ment will be a key measure of economic
progress in the transition and will indi-
cate the extent to which job openings in
expanded civilian output are keeping
pace with the number of released war
workers and veterans seeking employ-
ment.

National Product at War's End
The gross national product just prior

to the war's end was close to the record
level attained during the first half of
1945. Government purchases of goods
and services were slightly below the first
6 months because of the VE-day cuts in
military procurement, but consumers'
expenditures for goods and services were
well sustained and producers' outlays
were probably higher.

Thus, the panels in chart 3 illustrate
fairly well the status of the national
economy at the peak production of the
war period relative to the earlier years.
The chart summarizes the striking
changes which have marked the past 5
years—the rise of Government expendi-
tures for goods and services to approxi-
mately half the total gross national
product, the accompanying though less
sharp expansion of consumers' expendi-
tures, and the virtual drying up of pri-
vate gross capital formation.

The chart also highlights another
point which is often stressed in connec-
tion with the postwar economy—the
fact that postwar goals for production
and employment must be far beyond pre-
war levels. As the Government sector
shrinks to a peacetime basis, business

and Government decisions must be di-
rected toward obtaining an appreciable
expansion in capital formation and con-
sumers' expenditures.

Wage Rates and Pay Rolls

The economic impact of the war's end
will markedly reduce the flow of income
payments to individuals. As already
noted, the declines in production and
employment from peak wartime levels
can be expected to be accompanied by
a relatively larger drop in pay rolls.

Moreover, military income payments—
including pay of the armed forces, allow-
ances for dependents of enlisted person-
nel, and mustering-out payments—which
have risen from a negligible amount be-
fore the war to about 21 billion dollars
on an annual rate basis in July 1945, or
about 13 percent of total income pay-
ments in that month, will soon turn
downward as discharges from the armed
forces are speeded up. Mustering-out
payments, however, will cause the de-
cline in military income to lag behind
the reduction in the strength of the
armed forces.

Rough estimates of the potential de-
flation in wage and salary payments in
private industries (that is, exclusive of
Government) indicate that—in the ab-
sence of a general lift in wage rates—
total wages and salaries next year will bs
about 20 billion dollars below the 1944
total of 83 billion dollars. Pour-fifths of
this estimated decline can be ascribed to
reduced hours and overtime and to the
shift of many workers from the high-
wage war industries. Expected reduc-
tions in the over-all volume of employ-
ment account for the remainder.

Unemployment compensation pay-
ments and cash veterans' benefits can be
expected to provide only a limited offset
to the total drop in pay rolls and mili-
tary income. These will, however, pro-
vide a continued flow of income to a
substantial proportion of the unem-
ployed. Benefits to unemployed workers
will contribute more than proportion-
ately to consumer expenditures, since
the recipients will not be in a position
to save and such payments will be used
immediately for necessities, particularly
for nondurable goods.

In the long run, as will be seen below,
only an increase in basic wage rates, to-
gether with continued technical advance,
will compensate for the major losses in
the wartime income of wage earners.
The maintenance of aggregate income—
including farm income as well as wage
and salary payments—is essential if mar-
kets for mass production are to be sus-
tained.

Reconversion Wage Policy

Wage policy during the war has been
directed primarily to restricting the bid-
ding-up of wage rates in a tight labor-
market situation, as an integral part of
the program to combat war-induced in-
flationary trends. With the end of the
war and the abrupt change-over from
manpower shortages to substantial un-
employment, the President, in his state-
ment of labor policy for the reconversion
period, announced that voluntary wageDigitized for FRASER 
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increases will be permitted to the extent
that price ceilings are not endangered.

This new wage policy is a recognition
of the two conflicting elements in the
current situation discussed above—the
deflationary trends resulting from unem-
ployment and pay roll cuts and the infla-
tionary pressure represented by contin-
ued shortages of certain goods for a pe-
riod ahead.

The War Labor Board, however, will
continue to allow wage advances even
when price increases are required (sub-
ject to approval by the Office of Eco-
nomic Stabilization) if they are neces-
sary to correct substandard pay scales,
relieve inequities, or stimulate increased
production. The recent revision in the
Board's policy permits voluntary wage
increases up to 55 cents an hour, with-
out regard to the effect on prices or Gov-
ernment costs. Previously, increases be-
tween 50 and 55 cents an hour could not
be made without the Board's approval
if prices would be affected.

Since large substandard wage areas
remain despite the war-induced increases
in earnings, and demotions and down-
grading represent a threat to wage lev-
els, the more liberal wage policy, to-
gether with the continuation of the
Board's responsibility to allow other
types of adjustments and its power to
prevent decreases in wage rates, should
be of increased importance during recon-
version.

With increased unemployment and the
continuation of price control, wage ad-
justments through collective bargaining
will get underway only slowly and on a
piecemeal basis. The main gains can be

Chart 5.—Percent Distribution of
Wage Earners in Manufactur-
ing Industries, by Straight-Time
Hourly Wage Rates x
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expected in the highly organized indus-
tries. Thus, there will be a tendency to
increase the disparity between the earn-
ings of workers in low-wage industries,
particularly in the South, and in indus-
tries such as railroads, steel, and auto-
mobiles, where the workers are in a posi-
tion to bargain for increases in wage
rates.

The problem of raising wages in sub-
standard areas is being recognized in the
current consideration by Congress of an
increase in the minimum wage under the
Pair Labor Standards Act above the now
obsolete 40-cent minimum in the present
law.
Manufacturing Pay Rolls Vulnerable

The prospective declines in income
payments will be largest in the manu-
facturing industries. Not only do these
industries comprise a key area in the
economy but they naturally experience
the full impact of the termination of war
production. Furthermore, wage rates in
manufacturing are higher than in most
other industries. Total manufacturing
pay rolls accounted for almost a fourth
of aggregate income payments during
recent months.

Average weekly earnings in other in-
dustries will also be affected by the re-
turn to a peacetime basis of operation,
but the absorption of workers released
from war plants will be an offsetting fac-
tor from the standpoint of the volume
of total pay rolls in these industries.

Between January 1939 and April 1945
total wages earned in manufacturing in-
dustries more than trebled, and average
weekly earnings increased 103 percent.
The reasons for the wartime increases,
which have been discussed in previous
issues of the SURVEY, are indicated in
the following table which breaks down
total manufacturing payrolls in April
1945 according to the factors responsible
for the increase since January 1939:

Total pay rolls, January 1939
Added workers, at 1939 hours

and rates _
[ncreases in average straight-

time hourly earnings 1, with
1939 hours and 1939 industrial
distribution of employment. . .

Shifts to higher-wage industries,
at 1939 hours

Longer workweek, at straight-
time pay

Premium pay for longer work-
week

Total pay rolls, April 1945.

Pay rolls
(millions of

dollars)

178

116

124

34

103

42

597

Percent
distribu-

tion

30

19

21

6

17

7

100

UNDER $.50

SUMMER
1945

1 The number of workers receiving $1.30 or
more in January 1941 was too small to permit
subdivision.

Source : U. S. Department of Labor.

1 Includes general wage rate increases, upgrading, in-
creases in incentive pay, merit raises, in-grade pro-
motions, and premium pay for late shifts and holidays.

The above computations strikingly in-
dicate the extent to which manufactur-
ing pay rolls are vulnerable to the shock
of the war's end. Restoration of the pre-
war workweek would cut total pay rolls
from 597 million dollars to 452 million
dollars, on the basis of the April 1945
figures—a reduction of practically one-
fourth. Reversal of the wartime shifts
to higher-wage industries and reductions
in employment would mean a much
larger cut.

Approximately one-fifth of April pay
rolls was attributable to the 44-percent
increase in average straight-time earn-
ings (before interindustry shifts) since
1939. As described below, a significant
part of the rise in straight-time earnings
reflects such factors as upgrading within
industry and premium pay for work on
extra shifts and holidays. Wage-rate
increases for identical jobs, therefore,
accounted for less than this one-fifth.

A measure of wage-rate increases for
identical jobs is provided by the Bureau
of Labor Statistics urban wage-rate
series shown in table 4. Of the 32-per-
cent increase in urban wage rates in
manufacturing between January 1941
and April 1945, approximately half is
attributable to general wage-rate in-
creases affecting simultaneously all or a
substantial proportion of the workers in
a particular occupation in a given estab-
lishment.

The remainder of the rise is attribu-
table to shifts to higher-wage plants, in-
creased incentive pay, and individual
wage adjustments, such as merit in-
creases and automatic promotions within
a rate range. These changes reflect to
a large extent pressures which have been
peculiar to the war period.

On the basis of the above observations,
it is apparent that the increases in aver-
age straight-time hourly earnings which
have occurred during the war will not be
carried forward in their entirety into the
postwar period. Of all the factors con-
tributing to the wartime increases in pay
rolls, the one which is most likely to be
retained under the impact of reconver-
sion is the general increase in basic wage
rates for identical jobs. While the latter
increase will be important in preventing

Chart 6.—Wage Earners in Manu-
facturing Industries, by Straight-
Time Hourly Wage Rates 1
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Table 3.—Estimated Percent of Workers
in Manufacturing Earning Less Than
65 Cents an Hour, Summer 1945

Industry group

All manufacturing-

Tobacco
Lumber and timber
Textiles
Apparel
Furniture
Leather.
Paper
Food
Stone, clay, and glass
Electrical equipment
Printing and publishing
Chemicals, petroleum, and coal products.
Rubber
Nonferrous metals
Iron and steel
Machinery
Transportation equipment

Percent
earning
less than
65 cents

20

58
54
47
38
37
30
30
28
27
22
21
16
13
8
7
4

0)

i Less than one-half of 1 percent.
Source: U. S. Department of Labor.

pay rolls from declining to prewar levels,
it still will be overshadowed by the other
factors which will tend to deflate pay
rolls in the coming months.
Weekly and Hourly Earnings

The varying magnitudes of the war-
time advances in average weekly, hourly,
and straight-time hourly earnings in
manufacturing are contrasted in chart 4.
While average weekly earnings have dou-
bled since January 1939, about 45 percent
of the increase reflects the longer work
week and premium pay for overtime. In
terms of dollar earnings, restoration of
the prewar work week would reduce av-
erage weekly earnings in manufacturing
to $35.60, as compared with $46.35 in
June 1945—a decline of almost one-
fourth.

Moreover, this estimated reduction in
the worker's weekly pay envelope does
not take into account other factors which
will also have the effect of reducing aver-
age earnings. Referring to the chart, it
is seen that straight-time hourly earn-
ings are plotted on two bases.

The upper curve represents actual
straight-time earnings and, therefore,
includes the full effect of the shift to
higher-wage war industries, whereas the
lower curve shows average straight-time
earnings with constant weights, based
on 1939 employment. When, as in the
latter curve, the effects of inter-industry
shifts are eliminated, it is seen that the
1939-45 rise in straight-time hourly
earnings was 45 percent, as compared
with a 56-percent rise in unadjusted
straight - time earnings. As already
noted, the increase in wage rates for
identical jobs has been considerably less
than this figure, since straight-time rates
include the effects of intraplant shifts
in employment and premium pay for
work on extra shifts and holidays.

The pay cut of displaced munitions
workers who are absorbed in other in-
dustries will be much larger than the
average reduction for all workers. For
example, the average weekly pay of
workers shifting from munitions to non-
durable goods industries at prewar hours
will be almost halved, dropping from 55
to 30 dollars.

Shift to Higher Wage Brackets
Most striking of the wartime changes

in the distribution of workers by wage
rate classes has been the wholesale shift
toward the higher wage brackets, which
is shown in charts 5 and 6. In January
1941, which was the base month for the
Little Steel formula and a relatively high
wage period, almost 3 million factory
workers, representing over a third of the
total, received less than 50 cents an hour.
By the summer of 1945, the number of
workers in this lowest wage bracket was
only one-tenth as large and there had
been an increase of over 2 million in the
50 cents to $1.10 group.

Equally impressive is the fact that
whereas before the war there was only
an insignificant number of wage earners
receiving $1.30 an hour or more, about
15 percent of the manufacturing workers
were in this pay category during the past
summer. As is the case of increases in
total manufacturing pay rolls, the shifts
shown in the two charts reflect the added
movement of millions of workers into the
highly paid war industries, together with
upgrading and other wage increases.

Despite the increase in wage rates and
the greater number of high-paid jobs, a
sizable group of workers, though small in
proportion to the total, still receive wage
rates that are very low even at prewar
standards. Among the manufacturing
workers, some 330,000 individuals were
earning less than 50 cents an hour, or $20
for a 40-hour week, even in the summer
of 1945. The low-paid workers are con-
centrated largely in the South, and a
high proportion are women.

If employees in nonmanuf acturing in-
dustries were included in the charts, the
proportions falling in the lower brackets
would be substantially increased. Five
million workers, or about one-fifth of the
total number of employees in private
nonagricultural establishments, earned
less than 50 cents an hour at straight-
time rates in January 1944, the most re-
cent date for which an estimate is avail-
able.1

1 Domestic servants, professionals, and salaried
workers in manufacturing, mining, and construc-
tion are excluded. See "The Distribution of
Private, Nonagricultural Employees in the
United States by Straight-Time Hourly Rates,"
by David R. Roberts, Journal of the American
Statistical Association, December 1944, Vol. 39,
pp. 469-478.

As in the prewar period, the majority
of the low-paid workers were employed
in trade and service. Seventy percent
of the workers earning less than 50 cents
an hour were in the retail trade and
service industries, such as hotels, laun-
dries, cleaning and dyeing establish^
ments, motion picture theaters, and serv-
ice stations.

The wide inter-industry dispersion of
American wage rates, which is of great
importance in the transition from war
to peace, tends to be concealed in the
over-all distributions of workers by wage
brackets. Wage differentials have al-
ready made themselves felt as an impor-
tant obstruction in the transfer of work-
ers to peacetime employment.

Table 3 shows the estimated proportion
of workers in the major industry groups
earning less than 65 cents an hour in the
summer of 1945. The proportion of the
workers earning under 65 cents an hour
is negligible in the transportation equip-
ment industry, including shipbuilding,
aircraft and tanks, but this wage group
includes over one-half the workers in
the tobacco and basic lumber and timber
industries, which were also low-wage in-
dustries before the war.

The magnitude of the variations which
exist within the broad industry group-
ings and between geographic areas would
be apparent if more detailed information
were available. Cotton-textile workers,
for example, remain among the lowest-
paid factory workers, with wage-rates
substantially below other sections of the
textile industry.

Although recent data on the distribu-
tion of workers by wage classes within
industries are not available, the analysis
of wages in manufacturing industries
prepared by the Department of Labor for
June 1943 is of current significance, since
the major part of the increase in wage
rates and the expansion in war employ-
ment had already occurred by that date.

The percent distribution of workers
by wage classes in war and nonwar in-
dustries, according to major industry
groups, demonstrates the wide dispari-
ties in the pay of the two groups of work-
ers. In the primarily war-producing
industries, 40 percent of the workers
earned $1 or more an hour and only
1 out of 25 was paid less than 50 cents
an hour; in the nonwar group, only 15
percent earned $1 or more, and 17 per-
cent earned less than 50 cents. Half of

Table 4.—Percent""Change in Earnings and Wage Rates in Manufacturing, January
1941 to April 1945

Period

Total period (January 1941-ADril 1945)
Prestabilization period (January 1941-October 1942)
Stabilization period (October 1942-April 1945) _

October 1942-April 1943
April 1943-October 1943
October 1943-April 1944
April 1944 October 1944
October 1944-April 1945

Number
of months

51
21
30
6
6
6
6
6

Gross
weekly

earnings

77.0
46.0
21.3
9.2
5. 6
1 5
3 0

. 5

Percent of increase

Gross
hourly

earnings

53.0
30.7
17.0
5.7
4.7
2 5
1.8
1.4

Adjusted
hourly

earnings *

38.7
20.7
15.0
3.3
3.5
3 1
2.3
2.0

Urban
wage
rates

2 32. 4
2 17.0
2 13.2

2 3.0
3.8
1.9
2 2
i.e

1 Hourly earnings excluding premium payments for overtime, and with industries weighted in proportion to their
1939 employment.

2 Partly estimated.

Souree: U. S. Department of Labor.Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis
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Chart 7.—Average Hourly Earnings of Factory Workers and Wholesale
Prices of Manufactured Products
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the workers in the transportation equip-
ment industries earned over $1 an hour,
as against 11 percent in tobacco and 7
percent in textiles.

The effect of the war has been to nar-
row somewhat the relative differential
between the high- and low-wage indus-
tries, as well as between geographic areas.
The largest percentage increases in
straight-time earnings, ranging from 49
to 60 percent, have occurred in such low-
wage areas as lumber and timber basic
products, textile, apparel, and tobacco.
With the exception of the transportation
equipment industries, which showed an
increase of 54 percent, the gain in
straight-time earnings in individual war
industries has generally been less than
the average of 56 percent for all manu-
facturing.

The gain in substandard areas has,
however, been far less than would have
been expected if the pressures of man-
power shortage and competition of
higher paying industries had not been
checked by the wage stabilization pro-
gram. The effectiveness of wage stabili-
zation is strikingly illustrated by the his-
torical summary of changes in earnings
and wage rates presented in table 4.

Of the increase in adjusted hourly
earnings in manufacturing industries
between January 1941 and April 1945,
over half occurred during the 21-month
period prior to the passage of the Wage
Stabilization Act in October 1942. The
check exerted by the program is even
more apparent when the trend in urban

wage-rates for identical jobs is exam-
ined, since wage rates rather than hourly
earnings have been the direct object of
the program.

Urban wage rates increased at the rate
of eight-tenths of 1 percent per month in
the 21-month period prior to wage stabil-
ization, as compared with six-tenths of 1
percent during the first year of the pro-
gram and three-tenths of 1 percent dur-
ing the second year. There is little ques-
tion that, in the absence of control, wage
rates would have advanced more rapidly
in the months after October 1942 than
during the preceding period.

Wage-Price Relationships
The current issues involved in adjust-

ing wage rates are illuminated by a re-
view of the historic changes in prices
and wages. The trends over the past 30
years are presented in chart 7. The
Labor Department's indexes, on a 1926
base, of wholesale prices of manufac-
tured goods and average hourly earnings

are plotted on a semilogarithmic scale.
The historical tendency shown in this
chart has been for hourly earnings in
manufacturing to advance more rapidly
than wholesale prices.

Especially significant is the experience
of the last war. From 1914 to 1920,
average hourly earnings increased by 160
percent as compared with a rise of 120
percent in wholesale prices. During the
succeeding depression and recovery, al-
most three-fourths of the 1914-20 gain in
prices was wiped out whereas the war-
time advance in rates of pay was fairly
well maintained—by 1923 average hourly
earnings were 10 percent and wholesale
prices 34 percent below the 1920 peak.

The readjusted wage-price relation-
ship after the last war accompanied 6
years of relatively full employment and
high profits between 1923 and 1929. The
hourly earnings of wage earners con-
tinued to advance slightly in the late
twenties, but even by 1929 did not reat-
tain the 1920 high. These small gains
in earnings, accompanied, as they were,
by a slight decline in average prices and
a 50 percent rise in output per man-
hour, resulted in imbalances which con-
tributed to the economic depression
which followed.

The increase in productivity persisted
during the thirties and with it the gain
in rates of pay relative to prices. That
this was accomplished under wage-price
relationships favorable for profits can
be seen in the analysis presented in an
article in the September 1944 issue of
the SURVEY on "Corporate Profits and
National Income."

This study showed that for the periods
1925-1929 and 1935-1940, there was a
persistent tendency for corporate profits
in manufacturing to vary directly with
income originating in these industries.
In other words, the changing wage-price
relationship had no adverse effect on
profits in the years between the two
wars.

Likewise, the situation at the end of
this war appears favorable to further
readjustments in these relationships.
Though average hourly earnings (but not
straight-time basic wage rates for iden-
tical jobs) have been rising faster than
prices, business profits have reached un-
precedented amounts. The reason for
this situation, of course, is the very high
volume of production which has been at-
tained. The fact that the unusually
large volume of corporate profits was
generated under current wage-price re-
lations suggests the feasibility of fur-
ther wage adjustments in the light of
the prospects for good business activity
in the near future.

Out Free Enterprise Gives More Social Gains j
Than Any Other System ;j
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The Business Situation
By Division of Research and Statistics, Bureau of Foreign and Domestic Commerce

READJUSTMENTS incident to recon-
version characterized the first full

month of peace. The marked changes
associated with reconversion were, how-
ever, largely confined to those economic
segments most intimately related to war
production. In other areas, these sig-
nificant events either had little effect, or
were accepted as evidence of an easing
in the supply factors which would per-
mit expansion from now on in the volume
of production and sales.

The month then was one of falling na-
tional income and decreasing employ-
ment, with a sharp rise in claims for un-
employment benefits, but withal a strong
tendency in retail sales. A heavy flow
of new business to manufacturers was
occurring at the same time that much
of their unfilled orders were being wiped
from the books through war cancella-
tions.

Manufacturing Down

Elimination of most of the war orders
was the determining influence on manu-
facturers' operations and put them on
a sharply descending curve. This
descent will not be arrested until recon-
version of the durable goods industries is
in an advanced stage. It has naturally
been accompanied by a large decline in
employment in the manufacturing in-
dustries, a decline which also has some
considerable distance to go, and which
will result in a reduction in the number
so employed as compared with the war-
time experience, even when reconversion
is complete, since a disproportionately
high percentage of the civilian working
force was required in manufacturing
during the war to serve the needs of
mechanized armed forces.

Retail Sales Steady

Such income reductions as have oc-
curred to date have not slowed the pace
of retail sales. Volume continued to-
hold up during September, and the vast
change in the economic outlook which
occurred in mid-August is not reflected
in the quarterly figures. Sales, as have
been pointed out numerous times in these
reviews, have been low relative to in-
come because of the unavailability of
some types of commodities, and sales in-
creases for many lines will not now be
inconsistent with declining incomes.

665424—45 1

Prices Hold
The slump in output of manufactures

is not accompanied by the price weak-
ness usually associated with such a
marked decrease in business on the
books as is now occurring. This is be-
cause the disappearing customer—the
Government—took, in the main, special-

Chart 1.—Manufacturers' Ship-
ments
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Source : U. S. Department of Commerce.

ized products. The demand for other
products—the ordinary market wares—
continues, and is reinforced by the de-
mands for the durable goods which will
Government—took, in the main, special-
ness can be expected, however, in areas
such as agriculture influenced by the
easing off of demands that have been of
such tremendous size under conditions
of world-wide strife.

The cost-of-living has not been al-
tered significantly by the current decline
in total national product which, as was
stated in last month's issue of the SUR-
VEY, is expected to reduce the 206 billion
dollar annual rate (seasonally adjusted)
of the first half of 1945 to about 180
billion dollars in the second half. With
the cost of living unchanged, the reduc-
tion of wage earners' income through
the decline in hours of work and the shift

to lower-paying jobs—aside from unem-
ployment—has meant an almost equiva-
lent reduction in purchasing power.

Declining Pay Rolls Depress Income

One of the outstanding features of
the current situation is the sharp accel-
eration in the decline of income pay-
ments. The downward drift in income
has been characteristic since February,
with the exception of the temporary
fillip which occurred in June and July
due to the redemption of adjusted service
certificates. During most of this period,
declining factory pay rolls have been the
dominating influence, more than offset-
ting the rise in military payments and
the minor increases in other components.
Until the end of the Japanese war, how-
ever, the declines registered were fairly
small.

Although including only 2 weeks of
peace, income payments in August regis-
tered one of the largest drops for any
one month since 1929—the earliest period
for which monthly income payments
measures exist. September brought a
further decline though data are not yet
available to provide the exact measure.

The major cause of the rapid shift in
August income payments was the fall in
manufacturing pay rolls—a trend which
is bound to continue for some time.

As analyzed in last month's SURVEY,
the contraction of pay rolls is not merely
the result of falling employment. Many
of the workers remaining at their old
jobs or finding new ones have experi-
enced a significant drop in their weekly
wages—not only because of the elimina-
tion of overtime and premium pay but
also because the jobs available outside
of the war industries generally pay less—
while the cost of living does not fall.

The concern of the workers over their
living standards, intensified by the fear
of unemployment, has expressed itself
in widespread demands for substantial
increases in the hourly wage rates to
compensate for the loss of overtime and
premium pay. While employers recog-
nize the desirability of wage increases
at this time—when there are offsetting
compensating factors in their costs as
well as prospects that Congress will
amend the tax laws so as to permit a
higher proportion of retained profits—
they cannot be certain of their imme-

1
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Chart 2a.—Business Indicators
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1 Ingots and steel for castings.

diate cost-price relationships or the
amount of wage increases that is prop-
erly justified. Consequently, collective
bargaining has been accompanied by
some strikes, and threats of others.

In terms of numbers of workers af-
fected, the current strikes are not of very
large proportions; nor is there evidence
that they are as yet seriously interfering
with the progress of reconversion. Yet
the danger to orderly reconversion exists
if the number of strikes spread in the
fashion they did at the end of the last
war. At the same time, the issues that
are involved relate to fundamental eco-
nomic policies that will affect the course
of business activity for a long period
ahead.

Construction Moving Up

In the field of construction, which will
take up an important part of the re-
sources released from war production,
some increase in activity has occurred.
It takes considerable time, however, to
overcome the material and other bottle-
necks which impede the resumption of
large-scale construction.

Progress will continue slow until well
into next year, notwithstanding that the
elimination of L-41, the order used by
WPB to restrict construction, was made
effective as of October 15. This will
remove the building limitation, but will
not make available the critical supplies.
Steps are being taken to speed up the
output of construction materials and,
until these are generally available, there
will be a problem of preventing price
inflation in the construction field.

Problems similar to those of getting
private construction under way are typi-
cal also of the consumer durables field.
Plant clearance of machinery and equip-
ment for war goods appears to be going
ahead rapidly and active preparations
for quick resumption of long-restricted
consumer goods were strongly evident
last month. Although there was some
increase in the flow of these goods in
September, they were but a drop in the
bucket as compared to the declines that
have taken place elsewhere. The mag-
nitude of the major production and or-
ganizational problems that must be
solved by industry is such that some time
must elapse before the counter-pressures
can gain sufficient momentum to stem
the industrial downtrend and play the
determining role in directing the course
of business activity.

Stock Prices at 8-Year Highs

Indexes of stock prices took a favorable
turn following the war's end, registering
a gain of more than 8 percent over the
6 weeks ending September 26. The gain
was sharpest for industrials and rails,
although railway stocks did not exceed
the highs of a few months previous. The
indexes of industrial and utility stock
prices in September were the highest
since 1937.

This rather sharp upturn appears to
reflect investors' appraisals of a com-
posite of factors affecting the economic
outlook—reconversion prospects, the
strong undercurrent of buying power,

expected reductions in taxes, and pros-
pective good business conditions.

President's Message to Congress

The important economic dislocations
accompanying the decline in general
economic activity create serious problems
not only for the immediate transition
period but for the longer-run postwar
years ahead. In an attempt to bridge
the gap between war and peace for the
attainment of the full employment and
full production objectives of national
policy, the President, in his message to
Congress early in September, recom-
mended a broad program of legislative
action. Contained in the message were
proposed policies for agriculture, hous-
ing, taxation, public works, veterans,
small business, and research, as part of a
general program aimed at fuller utiliza-
tion of the Nation's resources in the
years of peace.

From the more immediate viewpoint,
the coexistence of powerful inflationary
and deflationary pressures led the Presi-
dent to recommend that prompt action
be taken to adjust the inadequacies in
the State laws relative to unemployment
insurance and to raise substantially the
minimum wage level specified in the
Pair Standards Act. At the same time,
he stressed the importance of retaining
wartime controls to combat speculative
excesses which may develop as they did
in 1919. It is well to keep in mind the
extent to which prices rose in that year,
leading to the precipitous collapse in the
spring of the following year.

Durable Goods Shipments React Sharply
Manufacturers' deliveries of war goods,

which have been declining since early
spring, turned downward at an acceler-
ated rate in August and caused a pro-
nounced drop of 14 percent in total ship-
ments of the durable goods industries in
that month. Since a large reduction had
already occurred in the previous month,
August shipments of the durable goods
industries were down more than one-
fourth from the average of the first 6
months of the year. As shown in chart
1, these sharp declines in the durable
goods industries are in bold contrast to
the mild dips which have occurred in
shipments of nondurable goods industries
in the recent months.

The dollar volume of durable goods
shipments in August is estimated at 5.4
billion dollars, which is the lowest
monthly total since June 1942. Further
sizable curtailments in these shipments
can be expected in the coming months,
since it will take time for the expansion
of civilian heavy goods to offset the dom-
inating influence of the large cutbacks in
military items.

All industries in the durable goods
group showed declines in the value of
goods shipped in August, although the
decreases differed widely, reflecting the
varying importance of munitions orders.
Deliveries in the aircraft industry were
off a third from the preceding month and
declines of about a seventh occurred in
the iron and steel, nonferrous metals,
and machinery (other than electrical)
industries.
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The easing of the manpower and ma-
terials situation, together with other fac-
tors, has tended to stimulate activity in
certain of the nondurable goods indus-
tries in the recent period. The value of
shipments increased between July and
August in the textile, apparel, and paper
industries.

Partial Recovery in Steel

The companion charts on this and the
preceding page illustrate the extent to
which some of the major business indi-
cators reacted to the ending of the war.

After declining in August to the low-
est volume in over 5 years, steel produc-
tion climbed steadily during the succeed-
ing month to approximately 84 percent
of capacity by the month's end. While
this operating rate is low relative to the
high rates which have been maintained
in recent years, it still assures ample
steel for most civilian needs.

This does not mean that steel will flow
at once into finished products available
for consumption. It is expected, how-
ever, that in view of the difficulties of
organizing all productive phases required
to get considerably enlarged quantities
of autos and other products to consum-
ers, steel will flow into fabricating proc-
esses at an adequate rate.

Though there is no available measure
of the rate at which the organizational
processes incident to reconversion are
proceeding, reports from the principal
industrial centers indicate that the
change-over is proceeding at a good
pace. The initial phase has been, of
course, to clear plants in order to re-
align production facilities and to start
the materials and parts flowing so that
they will be available in adequate quan-
tities when production lines are ready to
roll.

The prompt action in cutting back war
production has made resources generally
available for this reconversion, but the
actual job of speeding up output has to
be worked out by the individual indus-
tries.

Tin One of Materials in Short Supply
In contrast to the relatively easy

supply situation in steel and in copper
and aluminum, there are a few materials
which remain scarce despite the cutbacks
in munitions production. Tin is one of
the more important of these. The War
Production Board is not expected to free
tin for unrestricted civilian use until the
important foreign sources are reopened.

The continued tightness in tin supplies
reflects the heavy requirements of tin in
the shipbuilding program and for food
containers. Since reductions in military
requirements have been relatively less in
these areas than in munitions produc-
tion generally, the amounts of tin which
have been freed with the war's end have
been relatively smaller than in the case
of other metals. The quantities of tin
which have been released have come
largely from lower requirements for
brass and bronze for bearings used in
motorized vehicles and for solder which
goes into component parts for all types
of products.

As the durable goods industries have
shifted to civilian production, the de-
mand for tin has risen far in excess of
the increase in available supply, so that
continued controls are needed. A more
balanced demand-supply situation must
await the arrival of pig tin from the Par
East, which normally supplies 80 to 90
percent of United States requirements.

Carloadings Below Last Year
Freight carloadings have been running

below last year since June, although the
drop in August reflected the same in-
fluences that caused the steel rate to
drop sharply. The 2-day holiday after
the announcement of Japan's surrender
reduced the volume of freight to be
moved. Further reduction was caused
by the fact that the urgency of moving
military freight ceased.

The effect of the sharp reductions in
war output is most noticeable in the rel-
atively heavier declines in miscellaneous
loadings, which consist primarily of
manufactured products. The tank-car
movement of petroleum to the East
coast, which was an important part of
miscellaneous loadings during the war,
has also fallen off sharply in recent
weeks and may decrease still further this
year.

Loadings of grain and grain products,
on the other hand, have been running
appreciably above last year, due to the
large 1945 crop and a sizable carry-over.
In addition, movements of grain for ex-
ports have been much higher than a
year ago.

According to Interstate Commerce
Commission estimates, revenue loadings
of carload freight during the second
half of 1945 will be down 8 percent from
the corresponding period of last year.
Loadings of less-than-carload freight
have not been forecast by the commis-
sion, but the decline in this category is
likely to be less than in carload traffic.

The index of ton-miles, however, is
likely to prove more sensitive to the
changed economic situation than the
carloadings series in the coming months.
This is indicated by the shortening in
the average length of haul as civilian
traffic replaces war traffic and also be-
cause of some relaxation of the require-
ments for heavier loadings per car.

New Export Situation
Foreign trade activities entered a new

phase in August as the emergent export
problems of transition from war to peace,
outlined in the July issue of the SURVEY,
came to the fore. Lend-lease—ship-
ments under which have been dropping
sharply since VE-day—was formally
ended, and the problem of financing ex-
ports contracted for under the lend-lease
agreements and of providing other sup-
plies needed for reconstruction became
urgent. The relief requirements of the
Far East were added to UNRRA's Euro-
pean relief responsibilities.

With total exports continuing to drop
sharply (see bottom panel of chart) and
in the face of mounting relief and recon-
struction needs, the Office of War Mobil-
ization and Reconversion underscored
the necessity of providing supply as well

Chart 2b.—Business Indicators
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as financing assistance for essential for-
eign requirements.

Liquidating Lend-Lease

Although lend-lease was formally abol-
ished as of VJ-day, this did not mean the
immediate cessation of the flow to for-
eign countries of supplies procured under
the lend-lease program. Goods that had
already been transferred at shipside con-
tinued in transit; and where alternative
financial arrangements had been agreed
upon—as with France, Belgium, and Hol-
land in particular—additional supplies
procured as part of the lend-lease pro-
gram are moving from our ports. For a
large part of the remaining require-
ments—originally under lend-lease pro-
curement—alternative agreements are
still being negotiated to finance the ship-
ment of those products wanted by the
foreign countries whose economies were
geared to war and who are now in urgent
need of continuing the flow of supplies
for reconstruction and relief purposes.

Negotiations between the United States
and Great Britain are on the basis of
continuing the flow of only selected goods
formerly to have been supplied under
lend-lease. Russia, on the other hand,
has indicated a willingness to purchase
all goods from her lend-lease program
subject to the successful completion of
financing negotiations now in process.
As negotiations are completed, a large
volume of goods will be flowing from our
ports over the next months, representing
the final liquidation of lend-lease pro-
grams but financed under new arrange-
ments.

But the transformation of lend-lease
exports is but one aspect of a develop-
ing financing and supply problem. The
mounting intensity of this problem is
signalizejd by the complex1 trade and
financing negotiations—now in process
between the United States and the other
nations—to provide reconstruction and
development supplies and by the rise of
world relief needs to levels not yet re-
flected in UNRRA purchases of supplies
or in presently contemplated authoriza-
tions for that agency.

Decline in Exports Continues

With the problems of financing and
supply assistance still in the process of
resolution, exports continued the rapid
decline begun in June with the cessation
of European hostilities. Total shipments
in August at 730 million dollars were 16
percent lower than in June, 31 percent
below the March to May average.

August lend-lease shipments, contin-
uing the decline which had begun well
before VJ-day, were 46 percent below
their March to May average. Non-lend-
lease shipments—332 million dollars in
August—were well above their war de-
pressed levels but were not rising suf-
ficiently to offset the declines in lend-
lease shipments.

Relief exports have been increasing
with some rapidity since VE-day. In
May, UNRRA shipments amounted to 9.1
million dollars; in July, they reached an
estimated 32 million dollars but ship-
ments of other relief goods declined from

10.7 million dollars in March to 4.3 mil-
lion dollars in July. At such levels re-
lief shipments can have but a small ef-
fect upon the over-all volume of United
States export activity, though the neces-
sity of meeting mounting world needs
in the immediate future may enlarge
their importance and offset to some ex-
tent the tendency for other categories to
decline.

Retail Sales Insensitive to War's End

In the introduction to this review of
the business situation it was observed
that the recession in business activity
is characterized by its selectivity. In
those segments of the economy where
wartime restrictions held down the level
of business, no adverse reaction oc-
curred. One of these is retail trade and
here volume has on the whole remained
insensitive to the declines in income and
employment.

The sharpest gains in August sales
from last year occurred in filling station
sales, which surged upward in the sec-
ond half of the month following the ter-
mination of 21

/
/2 years of stringent gaso-

line rationing. Sales at eating and
drinking places continued in high vol-
ume—9 percent above August 1944—but
food store sales were practically un-
changed from a year ago. The substan-
tial easing of rationing benefited food

stores only to a small extent, because
the available supplies fell short of satis-
fying consumer demands.

Sales of retail stores in August were
5 percent above a year ago, despite the
2-day closing following the surrender
announcement. After seasonal adjust-
ment, August sales were practically un-
changed from the preceding month.

Preliminary indicators for September
are that sales have continued firm to
date. Naturally, retailers are looking
over their stocks and orders in view of
the fact that the sellers' market which
they have enjoyed for 3 years is now
running out — for some lines of mer-
chandise it will be a matter of history be-
fore many more months. The "hard
goods" will, of course, be in short supply
for a considerable period and it will be
up to the manufacturers to secure equi-
table distribution. OPA price controls
are expected to limit prices under the
policy now in effect.

Preliminary indications are that sales
in the third quarter of this year will be
about 5 percent above the corresponding
period of 1944. This volume of sales, sea-
sonally adjusted, would be 2 percent be-
low the peak sales of the first quarter of
1945 but well above the level of the second
quarter. The gain reflects to a small
extent the appearance on the market of
some long-scarce items.

Revised Federal Budget

Although the Japanese surrender came
when fiscal year 1946 was only a month
and a half old, expenditures for war
activities will continue to dominate the
Federal budget through June 1946. The
latest budget revision indicates that over
50 billion dollars, or three-fourths of total
Federal outlays, will go for war activities
in the current fiscal year, as compared
with 70 billion dollars estimated in the
one-front war budget of August 1 and
with peak war spending of more than 90
billion dollars in fiscal year 1945.

That Federal spending does not fall
more precipitously stems from the fact
that war expenditures include many
nonmunitions items—pay, including
mustering-out payments, and subsistence
of armed forces, transportation, relief-
feeding, contract termination—which
will continue to be large for many
months. On the other hand, expendi-
tures for munitions and war construc-
tion, which constituted almost two-thirds
of war outlays last year, are being dras-
tically reduced in line with the an-
nounced cutbacks in munitions produc-
tion.

Quarterly Pattern of War Spending

The major downward adjstment in
Federal war expenditure is taking place
in the first and second quarters of the
fiscal year as munitions production drops
off. This is indicated by the following
Bureau of the Budget estimates project-
ing the quarterly pattern of war spend-

ing in the current fiscal year (annual
rates, in billions of dollars):
Actual:

Fiscal year 1945 91

July-September, 1945 77
Estimated:

October-December, 1945 52
January-March, 1946 41
April-June, 1946 32

Fiscal year, 1946 50

By the final quarter of the year, the
annual rate of war spending is expected
to be 32 billion dollars, or almost 50 bil-
lion dollars below the first quarter's rate
and almost 60 billion dollars below last
year's total. Nevertheless, war activities
in this final quarter will still account for
two-thirds of the total Federal budget.

The over-all receipts and expenditures
picture for the fiscal year is summarized
in table 1. As compared with the 40 bil-
lion dollar decline in estimated war ex-
penditures relative to fiscal year 1945,
total Federal spending is expected to be
reduced by only 34 billion dollars. The
principal expanding items in the budget
are in the "aftermath-of-war" cate-
gory—veterans' benefits, tax refunds,
and interest on the public debt—and
in estimated outlays for international
finance.

The international group of expendi-
tures includes 950 million dollars for pay-
ments to the International Monetary
Fund and 317 million dollars for capital
stock of the International Bank for Re-
construction and Development, repre-Digitized for FRASER 
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senting our contributions under the
Bretton Woods agreements. In addition
about 1 billion dollars will be spent to
enlarge the capital stock of the Export-
Import Bank. A further contribution of
1.8 billion dollars to the International
Monetary Fund is to be paid from the
Exchange Stabilization Fund and is,
therefore, excluded from the budget
estimates.
Receipt;* Turn Downward

The latest budget revision also reduces
estimated tax receipts for the fiscal year
to 36 billion dollars which compares with
the record total of 46 billion dollars last
year. This decline reflects in part the
tax relief bill passed in July and in part
the anticipated effects of the war's end
on national income and hence tax
payments.

Tax legislation now being considered
in Congress will operate further to re-
duce this year's receipts, although the
major impact of reductions in tax rates
will not be felt until fiscal year 1947.
Any lowering of the rates on individual
incomes will not become effective until
January 1946, and thus they will apply
to only half of this fiscal year. Changes
in the corporation income and excess
profits taxes, which are also expected to
become effective next January, will not
reduce Federal receipts until many
months later.

Deficit To Be Narrowed
The sharper reductions in expendi-

tures relative to receipts indicate a de-
cided narrowing of the budget deficit.
For the fiscal year as a whole, the deficit
under existing tax legislation is esti-
mated at 30 billion dollars, as compared
with 54 billion dollars in the 12 months
ended June 1945. In the last quarter of
the fiscal year, however, the deficit would
be narrowed to an annual rate of about
11 billion dollars, or less than one-fourth
as large as in the first quarter.

In view of uncertainties on the side of
both receipts and expenditures, it is not
possible to estimate when the budget will
be brought into balance. The period of
adjustment, however, is certain to take
longer than after the last war when the
budget began to show surpluses within a
year after the armistice was signed.

Table 1.—Federal Budget Summary by
Fiscal Years *
[Billions of dollars]

Item

Net receipts 2

Expenditures, total

Actual

j Esti-
mated
(as of

Augus t
31,1945)

1944

44.2
95.3

War activities
Aftermath-of-war (veter-

ans, refunds, and interest
on the public debt)

International finance
Governmnet corporations

and credit agencies (net) 3_ —1. 2
O thcr expen ditures 3.1

1945

46.5
100. 1

90.5

3.6 |

Excess of expenditures over
receipts 51

Public debt at end of year I 201.0

- . 8
3.0

53.6

258. 7

1946

36.0
66. 4

50.5

10.6

- . 4
3.4

30.4

272. 9

1 Receipts and expenditures exclude trust account and
debt transactions.

2 Total receipts less net appropriations to Federal old-
age and survivors' insurance trust fund.

3 Net expenditures for the war activities of the Re-
" construction Finance Corporation and its subsidiaries

are included under "War activities" above. Negative
figures indicate excess of receipts.

Source: Bureau of the Budget.

New Victory Loan

The rise in the public debt is now esti-
mated at 14 billion dollars for the current
fiscal year, bringing the debt total to 273
billion dollars by the year-end. The
amount of the debt increase is consider-
ably below the year's deficit, because of
the anticipated drawing down of the
Treasury's cash balance which was very
large at the close of the last fiscal period.

The major part of the new funds to
be raised will be obtained in the Victory
Loan drive to get under way at the end
of October with an announced goal of
11 billion dollars. As in former drives,
chief emphasis will be placed on sales
to individual investors—especially series
E bond purchasers—although the series
E quota of 2 billion dollars is only half as
large as in the Seventh War Loan. The
reduction in income payments due to
lay-offs of war workers and a large-scale
return to the prewar work week is certain
to reduce the response of small investors
to the loan drive.

Changes in Employment

Displacement of workers from war
jobs continued throughout the first
month following Japanese surrender, al-
though the heaviest impact of the initial
wave of cut-backs was felt in the first 10
days of the period. Slight increases in
nonmunitions employment were insuf-
ficient to offset the sharp decline in work
on war contracts. Despite some with-
drawals from the labor force, unemploy-
ment rose sharply and claims for unem-
ployment compensation increased from
300,000 to over a million and a half.
Thus, reabsorption of war workers into
civilian employment emerged as an im-

mediate and developing problem for the
economy.

War Workers Laid Off

Over 2 ̂  million workers were released
from war jobs during the first month fol-
lowing Japanese surrender, according to
a War Manpower Commission estimate.
Within the first 10 days after cessation
of hostilities about 1,800,000 workers
were released. Lay-offs dropped during
each succeeding week and totaled only
160,000 during the week ending Septem-
ber 14.

The geographical concentration of the
cut-backs emphasized the local impact of
problems of reabsorbing displaced work-
ers. Gross reductions in war employ-
ment were heaviest in the major centers
of aircraft, ordnance, and shipbuilding
production—Michigan, Ohio, New York,
New Jersey, Pennsylvania, Illinois, and
on the west coast. In each of four
metropolitan areas—New York, Detroit,
Chicago, and Los Angeles—lay-offs ex-
ceeded 100,000.

Where plants were totally shut down
there was, of course, no selection in the
incidence of displacement. Where re-
ductions in force occurred, however, the
impact appears, from the disproportion-
ately high lay-offs of women, to have
fallen most heavily on workers with least
skill or seniority, although the fact that
many women were drawn into the in-
dustrial labor force only temporarily
naturally affected the result.

Decreases in employment of women in
the munitions industries between July
15 and September 1 are estimated by the
War Manpower Commission at 40 per-
cent, whereas male employment dropped
only 21 percent. Similarly, an August
separation rate of 51 per hundred for
women in private shipyards is reported
by the Labor Department, contrasted
with a separation rate of 34 per hundred
for men.

Further reductions in war employment
will continue through next summer. Al-
though over-all reductions may be more
gradual, workers in particular commu-
nities and industries will face a difficult
period of readjustment. Shipyard em-
ployment, which is still holding up, will
drop when the remaining ships sched-
uled for completion are delivered and
the backlog of repair work is reduced.
Additional workers in ordnance plants
will also be dismissed gradually as ma-
chinery and fixtures are dismantled and
ammunition is prepared for storage.
This process will be accelerated as the
workers in Government plants—arsenals
and shipyards—comparatively little af-
fected thus far, are released, and as war
work in Government agencies is liqui-
dated. Gross displacement between
mid-September and July may approxi-
mate an additional 1.5 to 2.0 million
workers.

Declines in Employment

The above estimates represent gross
releases of workers from establishments
engaged in war production. They do
not take into account the extent to
which the displaced workers may be ab-
sorbed into existing job opportunities or
may retire from the labor force. Some
such readjustments have taken place.
These have, as yet, been small relative
to the number of workers displaced, and
hence a net decline in employment and
a rise in unemployment occurred.

In addition to reductions in muni-
tions employment, the termination of
war contracts temporarily depressed em-
ployment in such civilian type industries
as textiles and furniture. Slight in-
creases in employment on civilian orders
in the munitions industries as the re-
conversion process developed, and inDigitized for FRASER 
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some of the nonmunitions industries,
were insufficient to sustain employment
in the face of declining Government
orders.

The sharp decline in employment in
the so-called munitions industries is
shown in chart 3. Between mid-August
and mid-September employment in the
metal-using, rubber and chemical plants
dropped some 2 million workers. This
slash in employment was as large pro-
portionately as the total decline which
occurred in the 21 months between No-
vember 1943—when war employment de-
clines began—and the end of hostilities.
It contrasts with monthly declines of
300,000 to 360,000 in the 3 months be-
tween European victory and the end of
the war.

Sharp Cuts in Aircraft and Shipbuilding

Most of the cuts in munitions employ-
ment followed directly upon the Japa-
nese surrender. The net decrease in
employment in these industries during
August, most of which occurred in the
last 2 weeks, is estimated at 1,400,000 by
the Bureau of Labor Statistics on the
basis of a special survey. More than
half of this cut occurred in the aircraft
industry, where the working force de-
clined by almost three-quarters of a mil-
lion employees—over half the total of
the industry. The reduction in ship-
building exceeded 200,000—a drop of 20
percent from employment at the end of
July. Decreases were also substantial in
small-arms and artillery ammunition,
electrical machinery, and ordnance em-
ployment.

The following table shows the sharp
reductions since May in employment in
aircraft plants, including airplane, en-
gine, propeller, glider and special-pur-
pose plants, and in the construction and
repair of naval and cargo vessels in
United States navy yards and private
shipyards:

[Thousands of workers]

Chart 3.—Employment in Selected
Manufacturing Industries *

1945 i
May
June
July
August 312

Net decline, May-
August 31

Employment in
aircraft

1,464.2 960. 2 I 504,
1,325.6 882.6 443.
1, 237. 21829. 2 408.

509. 51348. 5 161.

954.7

Employment in
ship-building and

repair

1.0 1,189.6
1.0 1,140."
!. 0 1,091.6'
.0| 870.

3 824,

6 581

611.7 343.0 319.0 292.

873. 9 315. 7
.5315.7

774.8 316.8
.51289.1

26.6

1 May, June, and July employment is estimated for
the end of the month in aircraft and mid-month in ship-
building and repair.

2 Preliminary.

Source: U. S. Department of Labor.

Employment in Nonmunitions Industries

In August, employment in the non-
munitions group also declined. Taken
in conjunction with declines in employ-
ment in the munitions industries this

MILLIONS OF PERSONS
12

6 f -

1943 1944 1945
D.D. 45-641

1 Includes the following industries formerly
designated as the "munitions industries" : metal-
using, rubber, and selected chemical industries,
and Government-operated navy yards and manu-
facturing arsenals. Data for September 1945
estimated by U. S. Department of Commerce.

Sources : U. S. Department of Labor and War
Manpower Commission.

resulted in a drop of total manufactur-
ing employment from 13.9 at the end of
July to 12.3 at the end of August. Out-
side the munitions group the largest
cuts, ranging from 4 to 8 percent of July
employment, occurred in the textile, ap-
parel and furniture industries. As in the
munitions industries cancellations of
war contracts were an important factor
in this decline. Leather and tobacco
were the only civilian-type industries
where employment increased in August.
The increases were 3 and 6 percent,
respectively.

Preliminary Census estimates for Sep-
tember give further indication that em-
ployment in other segments of the
economy has not yet offset the decrease
in war industries. Total employment—
including employment in agriculture and
nonmanufacturing activities but exclud-
ing the armed forces—declined by an
estimated 2.2 million between August and
September, from 53.5 million to 51.3
million. In the absence of detailed infor-
mation, it is impossible to tell how much
seasonal declines in agricultural employ-
ment obscure possible increases in em-
ployment in other nonmanufacturing
activities, such as trade and service.

Increasing Unemployment

The sudden decline in employment
analyzed above has not yet been offset
to any appreciable extent by withdrawals
from the labor market. As employment
dropped, unemployment, which had been
low throughout the war years, shot up
sharply to 1.7 million in the month fol-
lowing Japanese capitulation.

Two indicators of the developing un-
employment situation are presented in

chart 4. The monthly unemployment
estimates are derived by the Bureau of
the Census from an enumeration of a
sample population in one week of each
month. Because of changes in the inter-
viewing schedule, discussed below, the
estimates since July are not comparable
with those of preceding months and are
therefore shown separately. The figures
on total claims for unemployment com-
pensation are the weekly averages of
comp3iisation claims (excluding Alaska
and Hawaii) filed in each month.

Apart from the sharp rise in unem-
ployment indicated for September the
most striking element of the situation
shown by the chart has been the wide
disparity between unemployment and
unemployment compensation claims
throughout 1943 and 1944 and the sharp
decrease in the gap between these two in
the last 2 months. During 1943 and the
early part of 1944 the margin of unem-
ployed workers over claims ranged be-
tween 600 thousand and a million. Later
in 1944 the two approached each other
somewhat more closely as unemployment
declined and reached its lowest point—
an estimated 630 thousand— in October
of last year. During this latter period
unemployment claims remained slightly
above 100,000.

The wide divergence between the num-
ber of jobless workers and those filing
claims for unemployment compensation
in this period arises in large part from
the provisions of the present unemploy-
ment compensation laws. Only specific
groups of workers become eligible for
compensation when unemployed; agri-
cultural and domestic workers, Federal
Government employees and, in most
States, maritime workers are excluded.
In addition only 16 States provide pro-
tection for workers regardless of the size
of the employing establishment. Eli-
gibility for benefits also depends upon the
worker's job experience and total earn-
ings during the period prior to unem-
ployment. Since most of the wartime
unemployment was not of industrial
workers but of workers outside the pro-
visions of unemployment compensation
laws, figures on unemployment claims
represented only a minor portion of the
unemployment picture in this period.

In contrast with the divergence seen
in the earlier month is the close corre-
spondence between the September un-
employment estimate and the claims for
unemployment compensation. T o t a l
compensation claims for the week ending
September 8th amounted to about 1.2
million. The preliminary census esti-
mate of unemployment for the same week
was 1.7 million. Both indicators show
an increase of about 900 thousand over
the corresponding week in August. In
later weeks claims rose above 1.5 million.

The remarkable coincidence of claims
and unemployment derives from a num-
ber of factors peculiar to the period and
to the nature of the indicators used. It
is caused, in part, by the peculiar cir-
cumstance that, for the first time since
unemployment compensation has been in
effect, there was a mass dismissal affect-
ing the class of industrial workers eligible
by prior employment for compensation.Digitized for FRASER 
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During the coming months it is to be
expected that the gap between the num-
ber of estimated unemployed and the
number of workers claiming compensa-
tion will again widen as secondary dis-
placement of workers increases in non-
covered employment and the discharged
war workers exhaust their benefit rights.

Both indicators, it should be noted,
understate the current level of unem-
ployment to some degree. In the case
of the compensation claims this arises
from the fact that many of the dis-
placed workers are not eligible for bene-
fits. At the same time the estimate on
unemployment, on the basis of a Census
survey in a particular week of the
month, tends to understate the full
volume of unemployment in a period of
rapid change, such as the present when
large numbers of workers are becom-
ing unemployed. The significant fact
shown by both indicators is that unem-
ployment is rising sharply.

Reabsorption Problems

Some of the workers now becoming
unemployed, as cutbacks in the wake of
victory reduce employement opportuni-
ties, will in time be able to return to
work in the same plants and on jobs
similar to those they held during the
war. Workers in converted factories
which produced aircraft parts, tanks,
communications equipment and ord-
nance may find reemployrnent in the
civilian production of automobiles, ra-
dios, and other durable goods. Such
reabsorption will probably not be gen-
eral, however, since it is apparent that
the shipyards, aircraft and ordnance
plants, accounting for the bulk of the
layoffs, will be able to reemploy only a
fraction of their wartime forces.

The great majority of displaced war
workers, therefore, face a readjustment
problem involving geographical, indus-
trial and occupational shifts, compli-
cated by wide differences in prevailing
wage scales. Whereas cutbacks were
concentrated in large centers of employ-
ment, job opportunities are unevenly dis-
tributed throughout the nation. In ad-
dition, they are largely in such low wage
pursuits as trade and service. The rela-
tively fewer openings as yet available in
industrial and construction activity are
primarily limited to heavy work, for
which the large number of light assembly
workers now being released may not be
qualified.

As of September 14, following a month
in which 2.5 million workers were laid
off, some 700r0G0 job openings were on file
with local United States Employment
Service offices. Reports of the War Man-
power Commission indicate that wage
rate specifications for many of these
openings compare unfavorably with war
industry wage rates or with rates nor-
mally found in the manufacturing indus-
tries still in process of reconversion.

Some illustration of the local problem
is provided by the situation in Detroit
and Los Angeles. As of September 8,
Detroit lay-offs had reached 136,000 and
incomplete figures on claims for unem-
ployment compensation were reported at
104,800. Unfilled job orders at local

United States Employment Service offices,
however, were reported at only 11,000,
of which 1,600 paid under 75 cents an
hour. Similarly Los Angeles, with esti-
mated lay-offs of 103,000 and unemploy-
ment compensation claims of 62,200 re-
ported only 38,000 job orders, about one-
third in trade and service occupations.
Half of these openings paid hourly rates
under 75 cents.

It will necessarily take some time be-
fore the heavy industries are in a posi-
tion to employ substantial numbers, and
before workers can move to the new loca-
tions of employment. The proposals now
under consideration in Congress for ex-
tending the duration and maximum
amount of unemployment benefits and
for paying travel allowances to displaced
workers would facilitate these readjust-
ments.

In the meantime, lay-offs are continu-
ing and unemployment will rise in vol-
ume at least until the reconversion proc-
ess is actually completed in the major
industries and until civilian production
is under way. In addition to the unem-
ployment resulting from the further lay-
offs from industrial employment to be
expected, a major problem of the coming
months will be the absorption of millions
of men demobilized from the armed
forces.

Demobilization of the armed forces is
stepping up sharply and it is now ex-
pected that close to 10,000,000 men and
women will be released by the Army and
Navy through next June. Discharges
from the Army during the month of
September considerably exceeded previ-
ous expectations. If the weekly separa-
tion rate reached by the month's end is
maintained, releases in October will be
close to a million, and that rate may even
be increased during the late fall and
winter.

Chart 4,—Unemployment and
Claims for Compensation
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Although inductions and voluntary en-
listments will continue, the number will
be only a small fraction of the separa-
tions. The new inductees will be pri-
marily young men, many without previ-
ous employment, while the vast majority
of the released veterans, many of them
experienced, will be seeking jobs.

New Labor Force Estimates
The extent of unemployment during

the coming months will be a product of
both the employment opportunities
which the economy can offer and of
changes in the labor force. Some de-
crease in the labor force can be antici-
pated as individuals who found work
during the emergency leave the ranks of
job seekers. However, not all persons
who entered the labor market for pa-
triotic or other reasons will be able or
want to withdraw and the question of
how many women, older workers, and
handicapped will leave the labor force in
coming months cannot now be answered.

A more accurate measure of the size
of the labor force and, therefore, of the
influence of the above factors on em-̂
ployment and unemployment will bê
available as a result of recent revisions
in the monthly estimates of the Census
Bureau.

In July, the Bureau introduced changes
in the wording of questions and inter-
pretation of the schedule used by enum-
erators for the Monthly Report on the
Labor Force. The revisions were devel-
oped in consultation with an interdepart-
mental committee under the sponsorship
of the Division of Statistical Standards
of the Bureau of the Budget. No change
in the basic labor force concept and the
definitions of employed and unemployed
persons, which have been in use since
the 1940 Census of Population, is in-
volved.

The Census classification of an indi-
vidual as employed or unemployed de-
pends upon his activities during the par-
ticular week in which the survey is con-
ducted. Employed persons include those
who were at work for pay or profit or who
worked without pay on a family farm or
in a family business (excluding those
engaged exclusively in home housework
or incidental chores) and those who had
a job or business but did not work be-
cause they were on vacation, temporarily
ill, idle because of bad weather, or tem-
porarily laid off with definite instructions
to return to work within 30 days of lay-
off. Unemployed persons include all
those not at work or without a job and
looking for work during the week and
those who would be actively seeking work
except for temporary illness, indefinite
lay-off, or belief that no work is available
in the community or in their line of work.

The questions previously asked by
enumerators tended to omit certain
groups of persons from the labor force
who should have been counted as em-
ployed according to the above defini-
tions. In particular, students and house-
wives who did some paid work in addition
to their school or household duties did

{Continued on page 19)

665424—45-
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

October 1945



The Business Situation
By Division of Research and Statistics, Bureau of Foreign and Domestic Commerce

BUSINESS ACTIVITY continued to
decline in October, but at a slower

rate than in the preceding 2 months,
when the major cutbacks in war produc-
tion took effect. The most notable
changes during the past month occurred
in industrial output and factory ship-
ments. Although the October decrease
in the finished munitions delivered was
smaller than in the preceding month,
manufacturing output as a whole con-
tinued to fall at about the same rate due
to the substantial reduction in coal and
steel.

Reductions in Coal and Steel

The output of bituminous coal de-
clined substantially during the first 3
weeks of October as a result of wide-

spread work stoppages in the industry.
(See chart 1.) The curtailed flow of coal
to blast furnaces as a result of the strike
in the mines reduced the average weekly
steel operating rate in October to 71 per-
cent of capacity compared with the
September rate of 80 and last spring's
95. However, the steel rate turned up-
ward at the end of the month after coal
output was again stepped up to earlier
volume.

Crude petroleum output, which is also
shown in the chart, moved downward
following VJ-day as a result of greatly
reduced military requirements for avia-
tion gasoline and other petroleum prod-
ucts. Increased civilian demand follow-
ing the end of gasoline rationing has pro-
vided only a partial offset to the reduced
takings of the military.

Chart 1.—Selected Business Indicators—Weekly Production
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Other weekly indicators of production
and primary distribution were generally
lower in October than a month earlier
although there have been no severe re-
ductions outside the munitions indus-
tries. As a matter of fact, the economy
in the first 3 months following VJ-day
has shown very considerable resiliency in
the face of the quick stoppage of much of
the armament program. Also, there have
not been very marked repercussions in
prices.

Some unsettlement occurred, but on
the whole the price level and structure
today are not much different from what
they were in mid-August. Meanwhile,
more goods have become available for
civilians—notably meats and gasoline—
and this tendency which will accelerate
from now on will gradually ease the de-
mand pressure on prices over a wider
and wider segment of the economy.

Some Fields Remain Strong

In general, there was a retardation dur-
ing October in the rate of decline in the
economy. The number of lay-offs slack-
ened, while employment in some areas
increased as a result of seasonal upturns
and the easing labor supply. Trends in
the services and trade remained buoyant.

The decline in income payments to in-
dividuals that continued into October was
still confined largely to manufacturing
pay rolls. The major subject for concern
remained the speed of reconversion and
how soon sufficient job opportunities
would develop for the veterans who were
being discharged at the rate of well over
one million a month.

Reconversion Progress

The first part of the reconversion job,
cutting off war production in the war-
converted plants, was virtually completed
by the end of September. This was fol-
lowed by the initial phases of resuming
civilian production. The easier produc-
tion items, particularly those that had
been given the go-ahead signal imme-
diately after VE-day, began to appear in
the stores.

In the case of durable goods, however,
while considerable progress was evident,
the quantities produced were still small
compared with prewar output and were
hardly large enough to influence the vol-
ume of retail sales. Some new automo-
biles, a prime example of the more com-
plex production segments, were distrib-
uted to dealers for display, but large-scale
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deliveries were still considerably in the
future.

It is well to keep in mind the time
necessary to organize production and
to secure volume output. During this
organizational phase, a considerable
amount of activity is generated which
means employment, but which does not
find immediate reflection in the flow of
finished products into the channels of
distribution.

This can be seen in part in the way
employment is holding up relative to
shipments in the metal-working indus-
tries. Preliminary estimates for October
show that while shipments in the recon-
version metal industries (metal products
other than aircraft, ships, and ordnance)
were 60 percent below the first quarter
of this year, man-hours of work were
down only 30 percent. The higher rela-
tive employment is needed to clear the
plants of the special machinery for mu-
nitions output and the old inventory, as
well as to install the equipment and
build up stocks of materials and parts
for the new types of product.

New Production Takes Time

Current concern over the rate of re-
conversion is a reaction to earlier over-
optimistic forecasts in some quarters
rather than a response to the realities
of the situation. The fact to be kept in
mind is that the production of new prod-
ucts in large volume is a time-consuming
process. This was true during the war
when the pressure of demand was the
over-riding consideration. It took until
1942—2 years after the start of the de-
fense effort—to really get war produc-
tion rolling on a big scale.

The problems which industry faces
now are the same in kind—though not
in degree—from those faced in 1940 and
1941, when armament expansion was im-
perative. It is true that today we are
returning to things that we have made
in large quantities before, while then we
lacked in know-how. This simply means
that it will not take as much time to
convert back to peacetime goods—but
not that it can be done in a month, or
two, or three.

Chart 2 was drawn to illustrate that
the pattern of new production follows a
certain type of curve. This could be
demonstrated by many examples, of
which we have presented two from the
experience of the war; the third is an
historical peacetime experience. Note
the similarity of these three curves, and
the period of initial low production after
the start.

Each of the three lines represents
cases where either a new product was
undertaken from scratch or the facili-
ties of a given group of plants were con-
verted to another product, or a new
model of an old product. In each illus-
tration the same pattern is apparent—
the shape is concave upward. The
progress of production does not follow a
straight line nor is large scale or full
production reached quickly.

In the top panel is shown the history
of the famous shift by Ford from Model
T to Model A passenger cars in the late

twenties. The data used here are for
registrations, but obviously these were
determined by production. Included in
these figures are the registrations of
Model T passenger cars, no longer in
production, as well as registrations of
Model A's produced by Ford. In com-
puting the index of registrations for this
purpose, the previous monthly peak out-
put was used as 100.

The 15 millionth and last Model T
came off the assembly line in May 1927.
It wasn't until October of that year—
5 months later—that the first of the new
Model A's was completed. (The small
number of registrations shown on the
chart for 1927 and early 1928 represent
sales of Model T's in the hands of deal-
ers.)

Five months were consumed by Ford
in changing over equipment, tools, dies,
jigs, and fixtures and accumulating parts
for the new models. It then took almost
a year to reach 50 percent of the previous
peak output of cars. All told, previous
peak output was attained about 18
months after the first new model was
manufactured.

The remaining two examples are from
our recent war experience. The middle
panel represents a composite picture of

Chart 2.—Production Curves for
Selected New Products
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the production experience of new models
of airplanes and those manufactured in
new plants. Since it is a composite, the
occasional jagged monthly movements
do not show up as in the other two cases.

In this case, the production curve pre-
sented here begins after the blueprint
and planning stages are completed and
the first experimental models have been
tested. The monthly production goal
was taken as 100.

Here again, significantly, the typical
experience was that it took about a year
from the manufacture of the first plane
to a monthly production rate that was
one-half of the goal. Then, in another
6 months, the goal was attained. While
this is an average, with some models
taking less time and others more, all
models followed similar patterns.

The third case in this chart, an in-
fantry rifle, represents a smaller pro-
duction problem, as compared with auto-
mobiles and airplanes, but this product
Was manufactured in the main in plants
formerly engaged in civilian output.
Here, it took somewhat longer to get
started. Only one-fourth of the produc-
tion goal was reached at the end of the
first 12 months. (The index was com-
puted in the same manner as for air-
planes.) Production rates were stepped
up very rapidly thereafter, and full pro-
duction reached in another half year.

The common tendency in each of these
cases is that there seems to be three dis-
tinct slopes to each line. The first 3
to 6 months are used to get started. The
month-to-month percentage increases
are very large since they start from neg-
ligible output. After this initial phase,
there is a 6- to 9-month period when
momentum is gained and there is a.
fairly even month-to-month or gradually
increasing absolute advance, except for
minor interruptions that can always be
expected. In the last 6 months the slope
of the line changes again, with more
rapid monthly step-ups.

The 18-month pattern is not neces-
sarily the dominant one in such cases.
The fact that the same time period is
shown in each of these illustrations is
partly fortuitous—stemming from the
availability of data for these particular
products.

Nevertheless, it can be seen that vol-
ume production in lines where reconver-
sion is necessary will take an extended
period, even if we can expect it to be
somewhat shorter than this 18-month
cycle because in many cases the com-
panies are returning to prewar models
for which they have the equipment and
dies, and more importantly the detailed
manufacturing experience.

The conclusion to be gathered from
these cases, therefore, is not the exact
time period, but the shape of the produc-
tion curve which can be expected in the
present period. Any suggestions of big
quantities by Christmas in most recon-
version areas are hence euphemisms.

In all, the time period for reaching full
production will in most instances in this
period take less than 18 months, except
where extensive construction of ex-
panded facilities is necessary. But at
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the same time there is little reason to
expect volume production of even the
easier items, particularly in the metal
fields, until early next year. In con-
struction, it will be more than 18 months
before peak volumes are reached, as
pointed out in the construction review
below.

Lay-Offs Taper Off

Because of the time-consuming re-
conversion process and the further con-
traction of industries producing finished
munitions as the reduced contracts are
run out, the immediate period ahead will
see moderate additional declines in ag-
gregate durable g o o d s production.
Since, however, the initial period of
heavy slashes in war output was com-
pleted last month, the period of mass in-
dustry lay-offs seems also to have been
passed. Additional job seekers will
henceforth "come mainly from the armed
forces.

The September-October decline in
munitions production was only one-
fourth as large as the drop between Au-
gust and September, and the further re-
duction scheduled by the year-end is of
still smaller magnitude. Shipments of
war goods are being sustained to some
extent by the clearing of plants as final
deliveries are made and contracts are
settled.

Total Unemployment Claims Level Off

The total number of claims for unem-
ployment compensation reached a high
of 1.7 million for the week ending Oc-
tober 6—the largest number of claims
in any single week since 1940—but lev-
elled off fractionally below this peak in
the 3 succeeding weeks. The reduction
in new unemployment reflects the slack-
ening in the rate of lay-offs, some in-
crease in nonagricultural employment
between September and October, and the
fact that the discharged veterans have
not yet returned to the peacetime occu-
pations and hence have not yet displaced
others as they will at a later date.

The number of unemployed veterans
receiving readjustment allowances has
been climbing steadily, and in the week
ending October 13 amounted to 111,000.
This number represented about 10 per-
cent of the number of veterans dis-
charged between mid-August and the
first week in October.

Veterans Returning to Civilian Pursuits

The emerging labor market problem
thus derives primarily from the rapid
release of veterans now taking place.
Releases for the October-December
period are estimated at about 5 million,
with an additional 4 million to be dis-
charged during the first half of 1946.
The immediate absorptive capacity of
trade and industry is bound to fall short
of the additions to the civilian labor
market which will result from demobili-
zation in such volume.

Many returning veterans are delaying
their entry into the labor force for a

Chart 3.—-Income Payments to Individuals
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variety of reasons. Thus, the rapid ac-
celeration in the rate of releases which
occurred after September will not be fully
reflected in the labor market except after
a lag of perhaps 2 or 3 months.

Substantial Decline in Income Payments

Total income payments turned down-
ward sharply with the Japanese sur-
render. (See chart 3.) The declines
registered in August and September
amounted to about 10 billion dollars in
terms of seasonally adjusted annual rates
and reduced the annual rate in the latter
month to about 154 billion dollars—back
to where it was at the beginning of 1944.

As noted in last month's issue, this rate
of decline is one of the sharpest recorded
since 1929, the earliest date for which
monthly estimates exist.

Factory Pay Rolls Down One-fifth

More than three-fourths of the July-
September drop is attributable to a 20
percent reduction in factory pay rolls,
reflecting reduced employment, shorter
hours, and shifts to lower-compensated
jobs. Federal civilian pay rolls also
dropped, due chiefly to the shortening
of the work week, but employment here
is, of course, moving down sharply as

the war machine is dismantled. A sub-
stantial number of civilian Government
workers during the war were in the Gov-
ernment operated arsenals, shipyards,
and factories producing special muni-
tions.

The only other important component
of income payments which has fallen off
since the war's end is the net income of
farm operators. One of the chief rea-
sons for this decline is the September
drop in income from the tobacco crop, in
consequence of unseasonally high tobacco
marketings in the 2 previous months. In
addition, there was an unseasonal drop
in hog marketings, and the cotton crop
which is short this year has been late in
maturing. The average price received by
farmers was somewhat lower in Sep-
tember, and this development also
tended to reduce farm income for the
month.

Military Payments Reach Record Volume

Unemployment compensation claims
surged upward in September and, in ad-
dition, there was a further rise in income
payments to military personnel. Al-
though the strength of the armed forces
was lower in September than a month
earlier, the rise in mustering-out pay-
ments from 58 million dollars to 123 mil-
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lion dollars was much larger than the
reduction in pay of the armed forces and
allowances to dependents.

As is clearly illustrated in chart 3,
rising income payments to military per-
sonnel constituted a large part of the
wartime expansion in total income pay-
ments. In September, these payments
accounted for almost a seventh of the
total.

In view of the high rate of demobiliza-
tion, pay of the armed forces and allow-
ances to dependents of enlisted person-
nel will be reduced sharply over the next
6 months. The decline will be cushioned,
however, by mustering-out payments and
expanded benefits to veterans.

No Slackening in Consumer Spending

The selectivity which has character-
ized the transition downtrend in busi-
ness activity since the beginning con-
tinued through October. Consumer buy-
ing failed to show any slackening, de-
spite lower income payments. Gains
over a year ago continue in dollar sales.
In fact, the October increase for all
stores is expected to be larger than the
September results, which were 6 percent
above the same month a year ago, after
adjustment for trading days.

Outstanding among the September
year-to-year gains were the 22 percent
increase in sales of filling stations and
the 21 percent gain in sales of the auto-
motive group, due to increased servicing
and sales of parts. Sales of building
materials, hardware, and home furnish-
ings also showed some improvement but
these are scheduled for rapid advances
as the goods become available.

In the apparel group, the largest gains
were registered by men's clothing and
furnishings stores, reflecting heavy de-
mand by returning servicemen. Pood
store sales were slightly above a year
ago after allowances for the extra Sun-
day this year. The easing of rationing,
plus some improvement in meat sup-
plies, aparently had only minor effect on
total food sales through the end of Sep-
tember.

Prices Sustained

Evidence of sustained demand not-
withstanding the downtrend of income
finds reflection in the trend of price quo-
tations. This seeming paradox is ac-
counted for by the low volume of ex-
penditures relative to income during the
war. The whole subject of the existing
and probable immediate postwar price
level is analyzed extensively in this is-
sue's article on "The Postwar Price
Structure."

The mild weakness which had devel-
oped in some wholesale markets 2
months prior to the war's end continued
through mid-September; thereafter,
prices steadied and gains were registered
in all major commodity groups. Thus,
the weaknesses that developed in indi-
vidual commodities did not persist.
Neither did individuals seek to change
their spending habits during this initial
period of release from wartime strains.

The drop in their incomes obviously had
a dampening effect on any tendency
towards buying exuberance.

Table 1 shows wholesale prices to be
about the same at end of October as
they were in July. No clear movement
is discernible for any group. The price
controls limited increases, and the falling
away of some prices from the ceiling was
not sufficient to cause any marked down-
trends.

Table 1.—Wholesale Commodity Prices
[Indexes, 1926 = 100]

All commodities..
Farm products.-
Foods
Hides and leather prod-

ucts
Textile products
Fuel and lighting mate-

rials
Metals and metal prod-

ucts ______ _
Building materials
Chemicals and allied

products
Housefurnishing goods. _.
Miscellaneous commodi-

ties

Monthly averages

July
1945

105.9
129.0
106.9

118.0
99.6

84.3

104.7
117.5

95.3
104.5

94.8

Au-
gust
1945

105.7
126.9
106.4

118.0
99.6

84.8

104.7
117.8

95.3
104.5

94.8

Sep-
tember

1945

105.2
124.3
104.9

118.7
100.1

84.1

104.9
118.0

95.3
104.6

94.8

Week
ending

Octo-
ber 27
1945

105.7
127.7
106.0

119.9
99.1

84.7

105.2
118.1

95.5
106.3

94.6

Source: U. S. Department of Labor.

Recent price tendencies are clearly evi-
denced by the movement of the daily
injdex of 28 basic commodities which
rose to the highest point of the war
period during October. As of October 31,
none of the individual prices included
in the index was below quotations for
the week just prior to the war's end.

Factors Affecting Prices

The relative insensitivity of prices in
this transition period is explainable in
terms of a variety of factors. The dom-
inant element in the situation continues
to be price control which has kept most
prices in check despite inadequate sup-
plies in many areas and a record volume
of money in circulation.

There has been some easing of sup-
plies since VJ-day, but this has been
relatively minor, particularly in the case
of those consumers' and producers' goods
for which there is a heavy backlog of
demand. Only in the case of a few foods
has the reduction in military require-
ments resulted in lower prices. It should
be noted, of course, that prices of some
important farm products are insulated
against a falling-off of demand by the
existence of legal price supports.

Scattered Price Decline in Agriculture

Although it is generally felt that the
current rate of agricultural production—
which is 32 percent above the prewar
average—will in most cases exceed do-
mestic civilian consumption at wartime
prices, the only significant break in farm
prices has occurred in truck crops.

Prices received by farmers for vegetables
dropped one-third between August 15
and September 15, but a part of this
decline was recovered in the succeeding
month.

The break in truck crop prices resulted
from the release of large quantities of
canned vegetables from military stocks—
making possible the de-rationing of these
goods—and from the very large crops
which, in some cases, were in record
volume.

As of October 15, prices received by
farmers averaged 14 percent above par-
ity. Even though most agricultural
prices are above parity, Government
price support programs play an import-
ant role in sustaining current prices,
since wheat, cotton, potatoes, peanuts,
soybeans, and flaxseed are being sup-
ported by purchase or loan guarantees.
Price supports may be used much more
extensively in the* future, since present
legislation provides a price floor at 90
percent of parity for a much wider range
of commodities for 2 complete calendar
years after the formal cessation of hos-
tilities.

Pricing Formula for Consumer Durables

Although price quotations for consumer
durables showed little change through
the end of October, this is of limited
significance since these goods have not
as yet returned to the market.

In the reconversion pricing plan an-
nounced by the OPA, new prices will be
based on 1941 costs adjusted for legal
increases (that is, those approved by
OPA .and War Labor Board) in basic
wage rate schedules and in the prices of
materials and parts. To this adjusted
base is added the average 1936-39 pre-tax
profit margin (expressed as percent of
sales) for the industry. Alternatively,
new prices may be figured on an individ-
ual firm basis and a choice may be made
between using the firm's own 1936-39
average profit rate or one-half the in-
dustry's rate for the same period.

During the war the unavailability of
consumer durables has caused them to
have a reduced weight in the cost-of-liv-
ing index. As these goods again become
available and are restored to the index
at prices close to 1942 levels, their inclu-
sion will tend to lower slightly the over-
all cost-of-living index.

Amended Wage-Price Policy

Two important steps were taken during
the month to aid business and labor to
make the adjustments necessitated by
the liquidation of the war economy: By
Executive Order the President amended
the August 18 directive on wage-price
policy; and the Revenue Act of 1945 was
passed, cutting next year's Federal taxes
by almost 6 billion dollars.

In explaining the change in wage stabi-
lization policy, the President set forth
twin objectives—stability of prices and
higher wage rates. He analyzed the sev-
eral factors indicating that industry as
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a whole can afford substantial wage in-
creases without price increases: Elimina-
tion of premium pay for overtime; down-
ward reclassification of jobs; increased
productivity; repeal of the excess profits
tax; and the favorable profit position of
business today, with good prospects for
the period ahead.

None of the three new or amended
tests set forth in the August 18 Executive
order for approving wage or salary in-
creases appears to open the door to any
sizable advances. For example, only a
small number of industries such as tex-
tiles, are likely to qualify as areas where
"wage rates are inadequate to the recruit-
ment of needed manpower."

Pending an administrative interpreta-
tion of the Executive order, it is not pos-
sible to say to what extent industries
will be affected by the provision relating
to 'Increases where the percentage in-
crease in average straight-time hourly
earnings in the appropriate unit since
January 1941, has not equalled the per-
centage increase in the cost of living be-
tween January 1941 and September 1945."

Basic wage rates have generally in-
creased less than the 30 percent rise in
the cost of living. Most industries, how-
ever, have increases in straight-time
hourly earnings exceeding this amount.
These increases reflect changes in the
composition of the working force, up-
grading, increased incentive pay, and in-
dividual wage adjustments, such as merit
increases and automatic promotions, as
well as basic wage raises for identical
jobs. The effect of this provision will
depend on how broad an "appropriate
unit" is used and whether "straight-time
hourly earnings" are defined in a more
restricted manner.

Basis for Later Price Increases

The new order also directs the Price
Administrator to take into account, in
determining price ceilings, wage in-
creases which have remained in effect
for a reasonable test period—generally
6 months—even though such increases
have not been approved by the wage
stabilization authorities. Thus, employ-
ers are encouraged to give wage in-
creases by the assurance that price relief
will be granted after 6 months, if it can
be demonstrated that such an adjust-
ment is then necessary under the cost-
price relationships which develop.

The new legislation reduces taxes for
the calendar year 1946 by almost 6 billion
dollars, distributed according to Treas-
ury estimates as follows (in millions of
dollars):
Corporation taxes:

Repeal of excess profits tax —4, 850
Additional revenue due to taxing

excess profits at reduced normal
tax and surtax rates 2,060

Repeal of capital stock and de-
clared value excess profits taxes. —350

Net change for corporations._ —3, 140

Individual normal tax and surtax —2, 650
Repeal of automobile use tax -140

Total change —5,930

Carry-Back Retained Through 1946

Although the excess-profits tax is re-
pealed as of January 1, 1946, the 2-year
carry-back of unused excess-profits tax
credits is retained for an additional year
in order to enable business to apply re-
conversion expenditures or losses of in-
come to reduce wartime taxes. The Sen-
ate Finance Committee recognized that
the continuance of the carry-back privi-
lege is subject to abuse and promised to
propose retroactive legislation on this
subject in the near future. The Treas-
ury estimates that the unused excess-
profits credit carry-back will benefit cor-
porations to the extent of 235 million
dollars next year.

The excess-profits tax has had a key
function in the war economy, both as a
means of recouping part of the large
profits which were generated by the high
voiume of production and as a vital
adjunct to the stabilization program. In
the fiscal years 1942-45 the tax yielded
27 billion dollars, or almost one-fourth
of total Federal revenues.

The reductions in the corporation nor-
mal tax and surtax rates were adopted
in order to give relief to the large num-
ber of corporations—more than 90 per-
cent of all corporations—which will not
benefit from repeal of the excess-profits
tax in 1946. The rate reductions are
somewhat larger for corporations with
net income under 50,00-0 dollars than for
others. The yield of these taxes, on the
other hand, will be substantially larger
next year, because the repeal of the ex-
cess-profits tax results in the entire cor-
porate income being taxed at the normal
and surtax rates.

12 Million Persons Relieved From Tax

The new law relieves from income tax
about 12 million persons—one-fourth of
the total number now subject to tax—by
making the present surtax exemptions
applicable to the normal tax. These per-
sons are married or have dependents and
fall within the lowest income groups.
However, taxpayers in all income brack-
ets will benefit by the change.

Further tax reductions are made by
lowering the surtax rate in each bracket
by 3 percentage points and reducing the
total amount of tax due under the new
basis by an additional 5 percent. The
combined effect of these rate changes is
to bring about tax reductions which are
larger in relative as well as in absolute
amounts as one goes up the income scale.

War Excises to Continue

No changes have been made in the war
excise tax rates, which apply to liquor,
jewelry, furs, toilet preparations, lug-
gage, and other goods and services, nor
in the many other Federal excises, such
as those on tobacco, gasoline, automo-
biles and parts, household appliances,
radios, mechanical refrigerators, busi-
ness machines, and many additional
commodities. The war excises will con-
tinue until 6 months after the legal ter-
mination of hostilities, at which time the
1942 rates will again become applicable.

The House Ways and Means Commit-
tee had first recommended that the war
excise tax increases be removed on July
1, 1946, in order to assure their repeal at
a time "when the purchasing power of
many workers will necessarily be im-
paired due to readjustments arising from
shifts from wartime to peacetime em-
ployment."

The high excise rates were originally
imposed partly in recognition of war-
time conditions which prevented sup-
plies from rising to meet greatly ex-
panded consumer purchasing power. As
reconversion progresses, the seller's mar-
kets which have generally prevailed for
several years are being reversed, so that
many excises are gradually losing their
wartime function.

Among the other provisions of the new
tax law are special tax privileges for
present and past members of the armed
forces and the extension through 1946 of
existing employment tax rates for the
old-age and survivors insurance program.

6 Billion Dollar Tax Cut

The recently enacted Revenue Act of
1945 is intended as an interim tax relief
measure to aid both individuals and
businesses in the transition from a war
to a peace economy. It will, of course,
increase the size of the budgetary deficit.
A more general overhauling of the Fed-
eral tax structure from the standpoint
of the postwar objectives for production
and employment is expected to be un-
dertaken later.

Sales and Redemptions of Savings Bonds

The ending of the war has had only
a mild effect on the volume of sales and
redemptions of United States savings
bonds. Although, for the first time on
record, bond redemptions exceeded sales
by a slight margin during September and
October (up until the opening of the Vic-
tory Loan Drive at the end of the month),

this development did not reflect any
sharp departure from the trends which
have been operative throughout the war
period.

As to the effect of VJ-day on savings
bond developments, it was felt more in
the moderate slackening in sales than in
the rise of redemptions. Sales of 514
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million dollars in September and of ap-
proximately the same amount in the first
4 weeks in October were the lowest since
November 1941, just prior to Pearl
Harbor.

Slack Sales Period Between Bond Drives

This drop in sales is explainable in
terms of the slack period that follows
each bond drive and of the relative sharp
reduction that has occurred in factory-
pay rolls, as outlined in the introductory
section.

Automatic pay-roll deductions are the
chief factor sustaining bonds sales dur-
ing inter-drive periods. During the 3-
month interval between the fifth and
sixth war loans, for example, almost
three-fourths of all the savings bonds
sold were purchased through the pay-
roll deduction program. The winding-
up of the seventh war loan in July, com-
bined with reduced pay rolls resulting
from heavy lay-offs, shorter hours, and
shifts to lower-paying jobs, was bound
to have a depressing effect on bond sales.

There are additional factors which ex-
plain the low September sales, such as
the fact that it was an income-tax month
and on the basis of working days is one of
the shortest months of this year. More-
over, some of the large number of work-
ers shifting to new jobs during this
period may not have resumed their pay-
roll deductions.

In view of this combination of factors,
it is striking to note by referring to chart
4 that September sales were only 15 per-
cent below August 1944, the month fol-
lowing the fifth war loan. The small rise
which occurred in October of this year
reflects the Victory loan drive which be-
gan at the end of the month. Only a
negligible fraction of the drive sales were
reported in time to be included in the
October figure.

The periodic use of concerted sales
drives is responsible for the saw-tooth
effect shown in the chart. (If an arith-
metic scale had been used instead of the
ratio scale in the chart, the sharp ups
and downs in sales would have appeared
even more marked.)

A clearer indication of the trend in
sales during the war period can be ob-
tained by following the 5-month moving
average which is superimposed on the
curve of monthly sales. The expected
heavy sales during the Victory loan will
keep the moving average not much below
the level which has been maintained,
since the beginning of 1943. However,
the average will soon turn downward at
a much sharper rate, in view of the an-
nounced discontinuance of further loan
drives.

Long-Term Rise in Redemptions

The chart also illustrates the fact that
savings bond redemptions have been
steadily increasing during the war period
and the recent volume is not at sharp
variance with this trend.

Growth in the value of savings bonds
cashed in each month is largely a reflec-
tion of the continual rise in the amount
of bonds outstanding from 7 to 47 billion

Chart 4.-—Sales and Redemptions
of U. S. Savings Bonds—All
Series

RATIO SCALE
MILLIONS OF DOLLARS
3000

5 MONTH

1942 1943 1944 1945
D 0 45-752

1 Average plotted at middle month.2 Represents funds received from sales during
the month.3 Includes original purchase price and accrued
interest; beginning with March 1945 redemp-
tions of Series A bonds also are included.

Source: U. S. Treasury Department.

dollars during the period from January
1942 through October 1945. The spurts
which have occurred at more or less regu-
lar intervals can be attributed to over-
buying during the period of the drives
and the consequent increase in redemp-
tions as soon as the 60-day waiting period
had elapsed. Thus, the jump in August
of this year was largely of this type. The
still higher volume in October, however,
probably reflects some bond liquidations
in consequence of job layoffs and pay-
roll cuts.

The redemption of savings bonds (ex-
cluding series P and G) was simplified
and speeded up in October 1944 when
provision was made for immediate pay-
ment upon presentation to banks and
other authorized financial institutions.
Although there was an upsurge in the
value of bonds cashed in during October
1944 which was partly the result of the
simplified redemption process, the change
does not appear to have had any ap-
preciable effect on the volume of redemp-
tions after the immediate reaction had
worn off.

Relation to Bonds Outstanding

Not only have redemptions been in-
creasing in absolute amount during the
war period, but they have risen relative
to the total volume of savings bonds out-
standing. This is shown by the figures
in table 2.

Since August 1945, the percentage of
bonds redeemed has exceeded 1.1 per-
cent a month. It is evident, however,
that this relatively high volume is not
a direct result of any marked changes in
recent months, but is merely the culmi-
nation of the persistent rise that has
continued for several years. The fact
that the August-October period fell be-
tween two loan drives is, of course, an
important consideration.

The survey of liquid asset holdings
conducted by the Bureau of Agricul-
tural Economics of the Department of
Agriculture in cooperation with the Board
of Governors of the Federal Reserve Sys-
tem in the early months of 1945, throws
some light upon the attitudes of investors
toward their bond holdings.1 Most of
the individuals included in this survey
indicated that they would use other li-
quid assets, such as cash holdings and
demand and time deposits, before re-
deeming their savings bonds when they
needed additional funds. Furthermore,
the majority of persons interviewed said
that they expected to use consumer credit
instead of bonds for purchases of dur-
able goods.

Table 2.—Redemption of Savings Bonds
(All Series) as Percentages of Amount
Outstanding at End of Month

January
February
March
April..
May
June
July..
August .
September
October
November ___
December

1942

0.21
20
26

.24

.23

.22

.23

.27

.27

.30

.31

.36

1943

0.39
.45
73

.53

.51
66
63

.67

.63

.55

.64

.76

1944

0.65
.59
84

.73

.85
72
62

.76

.76
1.06
1.00
.90

iy45

0.83
.77

1 10
.95
.97
88

.92
1.14
1.13
1.32

Source: U. S. Treasury Department.

But despite the desire of most inves-
tors to retain their savings bonds until
maturity, liquidation of holdings can be
expected to increase substantially in the
event of prolonged unemployment for
any sizable number of workers. Re-
demptions under such circumstances
would tend to buttress consumer demand
at a time when the current flow of income
was falling off.

Maturity of Series A Bonds

The amount of redemptions since
March 1945 includes a small volume of
payments for maturing series A bonds,
which first went on sale 10 years ago.
The redemption of these maturing
bonds—which represent the completion
of the first cycle in the sale of savings
bonds—has averaged about 14 million
dollars a month, which is only a small
part of the rise in redemptions this year.
Redemptions of matured bonds will be-
come more important next year, how-
ever, when series B bonds begin to
mature.

1 See Federal Reserve Bulletin, September
1945, pp. 865-871.Digitized for FRASER 
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Approximately three-fourths of the
amount of bonds which had matured by
the end of October had already been
presented for cash redemption or for
reinvestment in new issues. Reinvest-
ment of matured bonds by individuals
is exempted from the 5,000 dollar annual
limitation on the purchase of series E
savings bonds.

Of the original total of 204 million dol-
lars (face value) of series A bonds sold
during 1935, approximately two-thirds
were held for the full 10-year period.
Most of the near 70 million dollars of
bonds redeemed prior to maturity were
held for only a comparatively short
period and, therefore, earned very small
amounts of interest.

Lower Quotas for Victory Loan

A goal of 4 billion dollars has been
established for individual investors dur-
ing the Victory loan drive, as compared
with a quota of 7 billion and sales of
8.7 billion dollars in the last drive. The
quota for corporations and other inves-
tors, on the other hand, is continued
at the same amount as in the seventh
war loan, even though actual sales to
these investors in the last drive were
two and one-half times as large as the
quota. This is shown by the figures in
the following table:

Construction Prospects *

Individuals. _
Corporations

vestors

Total

[Billions of dollars]

and other in-

Seventh war loan

Quotas

7.0

7.0

14.0

Sales

8.7

17.6

26.3

Victory
loan

quotas

4.0

7.0

11.0

In relation to the current rate of flow
of income to business and to individuals,
the Victory loan goals do not appear dif-
ficult of attainment. Income payments
are still exceptionally high, even though
reduced from the rates of recent months.
Notwithstanding the fact that the Treas-
ury's cash requirements are lower now
than a few months ago, the setting of a
quota for individuals of as low as less
than half the amount of sales in the
previous drive appears justified only in
terms of a possible increase in sales re-
sistance now that the war is over.

Although the Victory loan is to be the
last large-scale bond drive, the Treas-
ury intends to continue encouraging
bond purchases under the pay-roll sav-
ings program in order to finance the
continued high expenditures involved
in maintaining occupation forces, de-
mobilization, and reconversion.

Retention of pay-roll deductions for
bonds will permit people to carry into
the postwar period savings habits which
were first developed during the war.
While automatic pay-roll deductions may
induce some people to save more than
otherwise, the chief effect would seem
to be a shift in the form which savings
take. That is, workers will be en-
couraged to accumulate savings bonds
instead of bank deposits or cash hoards.

With the alleviation of wartime ma-
terial and manpower shortages and the
consequent lifting of Government re-
strictions, the stage has been set for ex-
pansion of all types of civilian construc-
tion activity. Since the industry plays
a major role in maintaining national in-
come and employment during prosperous
periods, the question of how rapidly it
can absorb the resources and manpower
released from war activities is of particu-
lar importance.

Construction enters the transition
from an extremely low point in dollar
volume of activity as chart 5 clearly indi-
cates. The value of construction totalled
only 4 billion dollars in 1944, of which
over three-fifths was publicly financed.
This stands in sharp contrast to the peak
of over 13 billion dollars at the height of
the war construction program in 1942,
and the volume of 10.8 billion dollars-
including over 8 billion dollars of pri-
vately financed activity—reached in the
best peacetime year, 1927.

Prospects are generally favorable for
a sustained volume of construction, at a
rate exceeding previous records, pro-
vided price increases do not stifle the
demand. Under the most favorable con-
ditions, however, new construction ac-
tivity will not re-attain the wartime peak
for over 2 years.

The present outlook is that activity in
1945 will exceed the preceding year by
about one-half billion dollars, subse-
quently climbing more sharply to over

7 billion dollars in 1946 and between 11
and 12 billion dollars in 1947.

Private Construction Activity Rises

Although construction this year will
be about one-eighth higher than last
year, its distinguishing feature has been
the change in the type of activity—a
shift from public to private construction.
The previous downtrend in private con-
struction activity was reversed this year.
Increased private building activity,
particularly noticeable since the end of
war in Europe, has resulted from the
growing availability of manpower and
many materials, declining Federal pro-
grams, and the lifting of Government
restrictions previously necessitated by
shortages in relation to military require-
ments. Although the rise has been small
in volume, it has been sufficient to more
than offset the completion or cancellation
of Federal projects and has registered
significant percentage gains.

The relative shares of publicly and
privately owned new construction since
1920 are contrasted in chart 5. The
sharp contraction of aggregate private
activity, from its predominant position
in the twenties to less than a fifth of the
total in 1943, is apparent. As the chart
shows, it is anticipated that the wartime

1 Prepared with the assistance of the Con-
struction Division, Bureau of Foreign &
Domestic Commerce.

Chart 5.—New Construction Activity by Types x
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1 Data for 1945 and 1946 are preliminary estimates.
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Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

November 1945



8 SURVEY OF CURRENT BUSINESS November 19*15

relationship will now be completely re-
versed.

Table 3 shows the trend in the value of
new construction activity during the first
10 months of 1945, compared with last
year. The rise in private activity—al-
most 50 percent to date—has far more
than offset the declines in public con-
struction. Total privately financed new
construction in October more than
doubled that of October a year ago,
reaching the highest value since Janu-
ary 1942. The major contribution to this
rise was made by the four-fold increase
in industrial construction, reflecting the
reconversion to civilian output now in
progress.

Residential Building in 1945

Developments in private residential
building are of particular interest on two
counts. First, such building represents
a major sector of normal construction
activity and second, war time restrictions
curtailed residential construction to a
volume only slightly higher than that of
the depression period.

The low starting point from which the
recent recovery must be viewed is illus-
trated both in chart 5, showing the value
of privately financed residential con-
struction and chart 6, showing the num-
ber of new dwelling units started in each
year from public and private funds. The
half billion dollars of such construction
activity in 1944 represents the lowest
point since 1933, Similarly, only 139,000
new dwelling units were started in non-
farm areas with private funds during
1944, the smallest number since 1934.
In other words, both the number of new
units started and the value of private
residential activity have been steadily
declining since 1941.

In this light the recent increase, al-
though small in absolute volume, is sig-
nificant. The upswing in private resi-
dential building can best be seen from
the quarterly totals for the past few

Chart 6.—New Dwelling Units Started in Nonfarm Areas by Source
of Funds 1
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D. D, 45-742
1 Does not include trailer units or dormitory accommodations for single persons. Data for 1945

and 1946 are preliminary estimates.2 Includes permanent, temporary, and demountable units.

Sources : Data for 1920-29, National Bureau of Economic Research ; 1930-45, U. S. Department
of Labor ; 1946, U. S. Department of Commerce.

years which are shown in table 4. Pri-
vately financed dwelling units started in
the third quarter of this year are esti-
mated at 635000—almost double a year
ago. The increase of 25 percent over
the second quarter is counter to the usual
seasonal drop. Although the final quar-
ter is normally below the third, it is
probable that the current rate of build-
ing will be maintained or will register
only a very small decrease.

Table 3.—Estimated New Construction Activity, Continental United States,
10 Months 1944 and 19451

[Millions of dollars]

Total new construction
Total private

Residential (nonfarm).
Nonresidential:

Industrial
Allother, .

Farm
Public utility

Total public
Residential- _
Military and naval
Nonresidential:

Industrial
Allother

Highway _.
All other_.. _ .

1945

Janu-
ary

277
115
25

32
18
6

34
162

43

70
11
14
17

Feb-
ru-
ary

285
117
23

37
19

5
33

168
7

46

76
9

13

March

317
136
26

41
21
11
37

181
7

51

81
11
15
16

April

353
158
34

44
22
16
42

195
8

54

84
13
18
18

M a y

386
181
45

49
24
?.)
42

205
9

60

83
14
21
18

June

403
203
58

51
28
21
45

200
9

59

73
16
25
18

July

423
235
68

55
30
34
48

188
7

57

60
17
26
21

Au-
gust

445
256
73

60
38
30
55

189
8

56

49
20
30
26

Sep-
tem-
ber

417
272

76

70
49
23
54

145
4

40

22
23
30
26

Octo-
ber 2

425
290
76

82
63
15
54

135
2

34

18
25
29
27

Fir.-
moi

1944

3,411
1,331

437

184
114
175
421

2,080
177
631

616
106
306
244

t 10
iths

1945

3,731
1,963

504

521
312
182
444

1, 768
68

500

616
159
221
204

1 Joint estimate of the Department of Commerce, War Production Board, and Department of Labor.
2 Preliminary.

Government Control Lifted
Restrictions on private industrial con-

struction were removed by the War Pro-
duction Board shortly following the
capitulation of Germany. After the Jap-
anese surrender, limitation orders affect-
ing lumber, hand tools, hardware, cop-
per, plumbing and heating equipment
and other building materials were can-
celed.

Finally, the War Production Boards'
Conservation Order L-41, limiting the
value and types of construction permit-
ted without specific approval, was lifted
effective after October 15th. As a result,
the ceiling of 8,000 dollars sales price
established under L-41 for war-housing
programs sponsored by the National
Housing Administration has been re-
moved, and contractors and home build-
ers are free to start construction of any
type.

Despite the lifting of restrictions, no
substantial upsurge in new construction,
particularly residential building, can be
expected until spring. The fourth and
first quarters of the year are normally a
low period in construction activity be-
cause of the severe limitations imposed
on outdoor work by weather in many
parts of the country.

In addition to the seasonal factor, con-
struction organizations were depleted
during the war and it will take some
time before manpower and materials are
assembled and construction in volume
can begin. Despite the general adequacy
of most building materials for the fall
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Table 4.—New Dwelling Units Started In
Nonfarm Areas, by Source of Funds1

[Quarterly 1940-1945]

1940:
1st quarter
2nd quarter
3rd quarter
4th quarter

.1941:
1st quarter
2nd quarter
3rd quarter
4th quarter

1942:
1st quarter
2nd quarter
3rd quarter
4th quarter

1943:
1st quarter
2nd quarter
3rd quarter
4th quarter

1944:
1st quarter
2nd quarter
3rd quarter
4th quarter

1945:
1st quarter
2nd quarter
3rd quarter 2

Total

108, 646
164, 260
171, 638
158,056

145,135
223,052
211, 406
135, 607

138, 500
166, 600
94, 600
96, 900

118,100
82,100
76,100
73, 700

48, 900
48, 300
38, 600
33, 200

29, 446
60, 304
66,100

Privately
financed

98,735
153,259
153,900
123, 677

122,838
190, 794
183,079
122, 749

111,025
81,121
63, 888
45,159

34,143
51, 681
52, 539
45, 365

37, 308
42, 540
32,927
26,000

26, 623
50,407
63,000

Publicly
financed

9,911
11,001
17,738
34, 379

22, 297
32, 258
28, 327
12,858

27, 475
85,479
30, 712
51, 741

83,957
30, 419
23, 561

28, 335

11, 592
5,760
5,673
7,200

2,823
9,897
3,100

1 Do not'include trailer units or dormitory accommoda-
tions for single persons.

2 Preliminary.

Source: II. S. Department of Labor.

and winter, local shortages and delays in
delivery are additional limiting factors.
Uncertainty concerning the supply of
some materials by spring may also be
creating some reluctance to start new
projects which might be subject to future
delays.

Shortages of Key Building Materials

On a national basis the outlook for
most types of materials is favorable.
Supplies of such products as cement,
structural steel, asphalt roofing, hard-
ware and metal materials, and heating
and domestic equipment are improving,
and production during the winter lull
should be sufficient to meet expanded
needs by spring. Despite the general
adequacy for the country, however,
shortages and delays in delivery will con-
tinue to affect some localities.

Of the basic materials only six—lum-
ber, brick, cast iron soil pipe, clay sewer
pipe, structural tile, and gypsum lath—
are in critically short supply. Unless
these materials are more abundant by
spring, new construction may be delayed.
Special efforts to resolve the difficulties
are underway and some improvement
has already been registered. In any
event, potential capacity in terms of
facilities and other resources is certainly
adequate for next year's requirements.

Most of these materials are now short
because they were in relatively slight de-
mand during the war and production
was sharply curtailed. Materials such
as brick, gypsum lath, and structural
tile are of key importance in residential
construction but of very limited use for
the factories, cantonments and depots
constructed to meet military needs. Dur-
ing the war the foundries and forests
found it difficult to compete for man-
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power with the better-paid and more at-
tractive work in other industries. Unrest
over wage rates has faced both indus-
tries in the process of reconversion.

The trend in the production and ship-
ment of brick, structural tile, clay sewer
pipe, and iron soil pipe is shown in the
panel chart. It can be seen that pro-
duction of the first three items has been
declining in recent years, and the same
is true of soil pipe although comparable
figures are not available for plotting prior
to 1943. Shipments, which have been
maintained at a higher rate than pro-
duction, have drawn heavily on inven-
tories.

The most significant aspect of the
problem can be seen by comparing esti-
mated requirements for 1946, which are
shown as a continuation of the line rep-
resenting shipments, with the current
volume of production and shipments.
Future requirements have been esti-
mated on the basis of the amounts of
materials needed, at previous rates of
consumption, to meet the anticipated
construction volume of 7.3 billion dol-
lars in 1946, including 2 billion dollars
of private residential construction.

9

It is apparent that increased produc-
tion is necessary in each case. A variety
of difficulties must be resolved, including
pricing problems, fuel shortages in some
areas, scarcities of components, and the
reopening of plants closed during the
war. The single most important limita-
tion, however, has been difficulty in re-
cruiting sufficient manpower.

Production of unglazed common and
face brick has been rising since April
from a monthly output of 150 million
to 190 million standard bricks, and is
expected to reach the rate of 200 million
by the fourth quarter of the year. This
rate, although sufficient to meet expected
needs in the first quarter of next year,
will have to rise sharply to fill pipelines
and meet the expected need for 950 mil-
lion bricks in the third quarter of 1946.

During the war more than half of the
plants producing brick shut down. Al-
though many are now reopening, opera-
tions are still far below capacity. Manu-
facturers' stocks on hand reached a low
point in August, equivalent to only one
month's production, as compared with
stocks of about three times monthly pro-
duction in the fall of 1942.

Chart 7.—Production and Shipments of Selected Building Materials *
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Chart 8.—Shipments of Gypsum

Products
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1 Includes lath (also shown separately m
chart), wallboard, sheathing, laminated board,
and tile. Total shipments for the third and
fourth quarters of 1945 are preliminary esti-
mates. 1946 data are estimated requirements.

Sources : Data through the second quarter of
1945, U. S. Department of the Interior ; there-
after, U. S. Department of Commerce.

Price increases of $2 per thousand were
approved by the Office of Price Adminis-
tration in September. It is expected that
this action will permit the industry to
pay higher wages and thereby alleviate
manpower difficulties. The effect of the
price adjustment is, of course, not yet
reflected in production figures.

Production of unglazed structural clay
tile, as the chart shows, has dropped
over 50 percent since the peak in 1941.
Peak output of 372,000 short tons in the
third quarter of that year fell to 166,000
in the first quarter of this year.

The monthly production has climbed
from 51,000 in February to 60,000 in Au-
gust, but it will be necessary to reach a
rate of over 90,000 by next summer in
order to meet expected needs. An even
higher rate will be necessary to replenish
depleted stocks which at the end of Au-
gust represented only a slight margin
over one month's production. Early in
1943 stocks were over five times the
monthly production rate. As in the case
of brick, it is expected that the Septem-
ber price increase of 80 cents per ton
for hollow structural tile will enable a
rise in production in the near future.

The drop of over one-third in pro-
duction of clay sewer pipe from the first
quarter of 1943 to the second quarter of
this year is shown in the lower right-
hand section of chart 7. Peak require-
ments for 1946, however, will exceed 1943
production by 100,000 tons. Although the
current stock is fairly large, much of it
is believed to consist of obsolete fittings
and sizes.

The gap between current production
and future needs in largest for cast-iron
soil pipe. Current quarterly production
of 42,000 tons represents slightly less
than two-fifths of third quarter needs for

SURVEY OF CURRENT BUSINESS

next year. Moreover, shipments have
exceeded production throughout the pe-
riod. The growing demand is reflected
in unfilled orders, which increased from
about 12,000 tons in December 1944 to
over 185,000 tons this August.

A special report by the Bureau of the
Census on grey iron foundries in 1944
revealed that 15 percent of the plants
covered had dropped out of business. In
addition to the shrinkage of the indus-
try, operations are below capacity. In
June the monthly capacity of reporting
firms was 1,500,000 short tons of all types
of grey iron castings, but total produc-
tion was only half this amount.

Although capacity is available, a vigor-
ous production drive will be needed to
double production by the third quarter
of next year in order to meet require-
ments. As in the case of clay sewer pipe,
the inability of production to meet re-
quirements for this product may neces-
sitate the use of available substitutes.

A somewhat different problem is pre-
sented by the shortage of gypsum lath.
Although the combined production of
lath, wallboard, sheathing, laminated
board and tile has been fairly well main-
tained, chart 8 clearly indicates the
sharp drop in shipments of lath as a
percentage of the combined production
during the war period, when it was in
relatively slight demand.

The current rate of shipments is not
far below estimated future requirements
for the three types combined. Since
there are no substitutes in the same price
range for gypsum lath, however, a re-
versal of the trend of the past few years
is necessary to meet 1946 requirements.

Lumber

Despite a high rate of production rela-
tive to building activity and the cancel-

November 1945

lation of most military orders, shortages
of lumber are currently acute. Monthly
production totals are plotted in chart 9.
September production of 2.8 billion board
feet is almost as high as the monthly
average during the peak of prewar con-
struction activity in 1927.

The main feature of the lumber sit-
uation in recent years has been the huge
military demand. Military takings av-
eraged nearly 60 percent of lumber con-
sumed during the period from 1941
through June 1945, and more than three-
fourths of the total available supply in
the first 6 months of this year.

With the end of hostilities, all un-
shipped Army orders and more than half
the Navy orders were canceled. Lumber
inventories carried by the various mili-
tary bureaus and agencies at the end of
August were large, and it is expected
that they will be out of the lumber
market for the next few months.

Although the outlook should be very
bright on the basis of these facts, there
has been no substantial increase recently
in stocks available for civilian use. On
September 1, lumber stocks at mill and
concentration yards totalled approxi-
mately 3.4 billion board feet as against
3.3 billion at the beginning of July and
August. It is evident that Army and
Navy cancellations have not yet been re-
flected in these figures.

To the extent that such cancellations
represented contracts for fall and winter
delivery, no immediate increase in stocks
can, of course, be expected. It appears,
however, that some of the contracts
calling for delivery in August and possibly
September may have been accepted for
delivery, in which case they will not get
into civilian use unless they are processed
through surplus disposal channels.

It is clear that a lumber shortage is
unlikely to continue with the present

Chart 9.—Production of Lumber
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Sources: National Lumber Manufacturers' Association through 1942; thereafter, Facts for
Industry, Forest Service, U. S. Department of Agriculture, and War Production Board.
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production rate which is more than ade-
quate to meet both current needs and
the volume of construction activity an-
ticipated for 1946. The situation should,
therefore, improve markedly as soon as
the drop in military requirements is re-
flected in stocks at hand.

Steps to Increase Materials Production

Increased production of the critically
short materials can be achieved by ex-
panding the capacity now in use and re-
opening plants, without the construction
of any new facilities. In fact, the vari-
ous difficulties described above can be
resolved in a relatively short time. At-
tention therefore focuses on taking ad-
vantage of the winter months to raise
output and fill pipe lines in preparation
for increased activity in the spring.

In recognition of this situation, the
Office of War Mobilization and Recon-
version announced, as the main part of
the program to speed expansion of the
construction industry, that price and
wage increases would be granted by the
appropriate agencies and priorities for
equipment established where necessary
to break material bottlenecks. In addi-
tion, inventory controls will be strength-
ened by the Civilian Production Admin-
istration (successor to the War Produc-
tion Board) to prevent artificially created
shortages as production rises.

The Office of Price Administration has
acted, where necessary, to approve price
increases. In addition to those for brick
and hollow structural tile indicated
above, numerous other adjustments have
been made for such products as lumber,
hardware, gypsum lath, and soil pipe.
Clay sewer pipe producers are also cur-
rently negotiating for an increase in
the ceiling price.

Special efforts to recruit manpower are
being undertaken by the United States
Employment Service in cooperation with
the Civilian Production Administration.
Wage adjustments under the higher price
ceilings and an increasingly easing labor
market should assist materially in ob-
taining an adequate supply of workers.

Cost Uncertainties

Uncertainties concerning b u i l d i n g
costs have been cited as a factor which
may impede rapid expansion of the in-
dustry. There is reason to believe that
the current high cost of construction will
not be maintained in coming years. In
view of the large demand for new houses
the industry is in a position to have high-
volume output if it prices its product
properly, and meets consumer expecta-
tions in the form of increased efficiency
and improved product.

General building costs have risen over
30 percent during the war years, as evi-
denced by the various indicators shown
in table 5. The sharpest increase oc-
curred in the price of lumber which rose
65 percent between September 1939 and
September 1945.

This rise, considerably more than that
for any other material, reflects not only
the shortage in terms of war needs but
also the high cost of rail transportation
which had to be substituted for the usual

Table 5.—Selected Indicators of Construction and Building Costs

1939
1940
1941 -
1942 _
1943
1944.
1945:

January. __.
February
March
April
May
June
July
August
September

Percent increase, September
1939-September 1945

Wholesale price of building
materials l

Corn-
Dined
index

Brick
a n d
tile

Paint and
paint

materials

Lum-
ber

1926=100

90.5
94.8

103.2
110.2
111.4
115.5

116.8
117. 0
117.1
117.1
117.3
117. 4
117.5
117.8
118.0

29.8

91.4
90. 5
93.7
98.0
99.1

101.7

110. 4
110. 5
110. 7
110.6
110.7
110.9
111.7
111.6
112.4

23.5

82.8
85.7
91.4

100. 3
102.3
105.2

106.3
106.4
106.3
106.3
106.4
106. 3
106.1
107.3
107.6

27.0

93.2
102. 9
122.5
133.0
141.4
153.3

154.2
154.4
154. 3
154.4
154.9
154.9
155.1
155.3
155.0

65.2

Construction cost in-
dicators

American
Appraisal
Co. avg.

for 30 cities
1913=100

200
204
218
241
252
261

266
267
267
267
268
269
270
271
272

35.3

Engineer-
ing news

record (all
types)

1913=100

235.8
242.9
259. 3
277.6
290.9
299.4

303.7
304. 5
306. 4
307.4
309.0
309.0
309.1
309.3
309.3

30.6

Federal Home Loan
Bank

Standard 6-room frame
house. 1935-39=100

Ma-
terials

Com-
bined

101.8
103. 3
111.0
123.2
127.2
132.8

134.5
134. 7
135. 0
135.1
135.1
135.3
135.6
135.8
136. 4

34.2

Labor

100.1
102.2
111.5
120.8
123.7
130.4

131. 7
131.9
132. 3
132.4
132. 5
132.7
133.0
133.1
133.3

33.4

105.2
105.4
119.0
127. 9
133. 9
137.7

140.1
140.1
140.4
140. 5
140.4
140.5
140. 6
140.9
142.4

35.7

1 U. S. Department of Labor.

shipment by sea. A drop from the cur-
rent price seems likely with the availabil-
ity of bottoms and more ample supplies
relative to demand. Moderate reduc-
tions may also occur in the prices of
other building materials as supply in-
creases.

Despite probable increases in wage
rates, economies in labor costs are also
likely with the return to normal hours
of work. The recruitment of a more
efficient labor force and elimination of
much inevitable wartime wastage, such
as time lost at the site because of un-
even materials delivery, should result in
appreciable savings. Changes in mate-
rials and methods are also expected to
increase productivity.

A conservative attitude towards costs
is reflected in the current insurance pol-
icies of the Federal Housing Administra-
tion and a number of private lending
organizations. The Federal Housing Ad-
ministration is not insuring mortgages
under title II of the National Housing
Act on the basis of replacement prices
reflecting current costs. Instead, esti-
mates of "stabilized cost" which include
only those increases expected to be main-
tained are used.

Table 6.—-Estimated New Construction
Activity, Continental United States

[Millions of dollars]

1946

Total new construction
Total private

Residential (nonfarm)
Industrial-
Farm.
Other nonresidential building
Public utility

Total public
Residential
Military and naval
Industrial
Other nonresidential building
Highways
Sewage disposal and water supply.
Allother _

Source: U. S. Department of Commerce.

Prospects for Construction in 1946

The sharp expansion in construction
activity which is expected for 1946 is
shown in chart 5. The estimated vol-
ume of 7.3 billion dollars is based on the
assumption that all materials difficulties
will be resolved by spring and the flow
will continue to be sufficient throughout
the year. It further assumes that con-
struction costs and prices will remain at
approximately 1944 levels.

Under these favorable conditions, the
anticipated rise of 60 percent will exceed
all previous records. Physical and or-
ganizational limitations preclude more
rapid expansion. It will necessarily take
some time before war-depleted construc-
tion and supply firms are reestablished,
manpower is recruited, supplies are as-
sembled, and projects are processed from
the blue-print stage through to actual
construction at the site.

Estimates for the balance of 1945 and
1946 are shown in detail in table 6. It
should be noted that activity will be ris-
ing throughout the period. Thus the
total of 7.3 billion dollars for 1946 repre-
sents a rate approaching 9 billion dollars
by the end of the year. The estimated
dollar volume of private activity, 60 per-
cent of the total, is higher than for any
year since 1929.

The value of residential nonfarm
construction is expected to increase more
than threefold over 1945. The 2 billion
dollar total will be the highest of any
year since 1941. If this volume of dollar
activity is reached, close to 470,000 new
dwelling units, over three times the
number in 1944, will be started during the
year from private funds.

The number of dwelling units com-
pleted in 1946 will be considerably less
than the number started, the latter being
the figure plotted in Chart 6. The
marked increase which the projected
program represents over recent years
and the importance of privately

(Continued on page 22)
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The Business Situation
By Division of Research and Statistics, Bureau of Foreign and Domestic Commerce

l y r OVEMBER brought further progress
1 1 in the change-over of the Nation's
economic resources to the pursuits of
peace. The dismantling of the war
machine continued to exert downward
influence on the economy, but this was
in part offset by the rise in output else-
where. Thus, while the diverse move-
ments of various parts of the economy
typical of recent months also character-
ized the November business situation,
these were confined within a narrower
range. It became evident that the steep-
est part of the decline in general business
activity—as an aftermath of the war's
end—had been passed, although the
downward movement had not yet ended.

Production Declines Slowed

In the field of production the general
decline appears to have been slowed, if
not halted, although the picture is still
obscured by the amount of goods being
transferred to the Government, some of
which represents unfinished commodi-
ties. Increased output of parts and sub-
assemblies, necessary to the resumption
of large-scale assembly of final products,
has in the current period been of partic-
ular importance in slowing the produc-
tion decline in many of the metal-goods
industries.

November output of steel ingots, ac-
cording to preliminary estimates, was
back at the September volume of about
6 million tons, following the October de-
cline. With the need for shifting the
output of finished steel products and for
repairing some facilities, production re-
mains considerably below the war rates,
although the volume of orders could
command higher output. Similarly, out-
put of aluminum, zinc and petroleum,
and deliveries of copper are lower than
earlier in the year.

While the curve for durable goods
manufacture showed first a pronounced
downward swing in the first 6 to 8 weeks
after the middle of August and then be-
gan to taper off, the nondurable goods
industries experienced much more lim-
ited declines during this period and in
the aggregate have since recovered lost
ground.

The net effect of the factors influ-
encing the movements of these two ma-
jor components of manufacturing output
has been generally to sustain production
in November at the October level.

671020—45 1

In other areas of production there are
similar evidences of sustaining influences.
In agriculture both physical output and
cash income from farm marketings after
a seasonal recession in September, re-
covered in October—despite continued
delay in the cotton harvest due to bad
weather. In like manner, coal output,
following the October strike curtailment,
rose sharply in November and this ex-
erted a bolstering influence upon car-
loadings.

Retail Sales Advance
Retail sales increased substantially in

October over both September and a year
ago. Preliminary data for November in-
dicate a continuation of this buoyancy.
The lower panel at the right of chart 1
shows the marked fluctuations during
this year, including the second quarter
decline. October, it will be noted, was
the highest for the war period. The De-
partment's seasonally adjusted index of

Chart 1.—Selected Business Indicators
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sales rose to 202 (1935-39=100), nearly
5 percent above the peak established in
the first quarter of 1945, 7 percent above
September, and 9 percent above a year
ago.

October food store sales registered
their first substantial gain in many
months—7 percent over a year ago. In-
creased availability of food supplies is
a major factor.

Apparel stores increased a sixth over
October 1944. Purchases of civilian
clothing by discharged military person-
nel lifted sales of men's clothing stores
to a record October high, one-third
above October of last year. Sales of
other apparel lines were also brisk.

Filling stations continued to show
large gains over the lean war years. The
increase for October over a year ago was
a fourth.

Gradually expanding supply is boost-
ing sales in the durable goods stores, but
their dollar volume is still about a third
below the prewar peak, even though
these stores are now handling many lines
of nondurable goods.

The accompanying table gives the re-
tail trade figures, by major lines, for the
past year with cumulative comparisons
for the first 10 months of 1945 and 1944.
The percentages are calculated from
monthly figures adjusted to the number
of trading days.

The strength in retail trade stems from
two factors: (1) The gradually increas-
ing supply of goods; and (2) the fact
that sales are still low relative to in-

Tafole 1.—Sales of Retail Stores l

Kind of business

All retail stores
Durable goods stores
Nondurable goods stores

Durable goods stores:
Automotive group
Building materials and hardware group
Koine furnishings group
Jewelry stores

Nondurable goods stores:
A pparcl group .. ...
Drug stores
Eating and drinking places
Food group
Filling stations
General merchandise group
Other retail stores

1944

October

1945

Millions of dollars

6,179
903

5, 276

254
1 342
I 228
| 80

647
! 241
I 848

1,618
225

1,011
i 686

6, 935
1,079
5, 856

321
415
256
87

779
250
917

1, 763
288

1,107
752

Percent
illCFOci^O
1944-45 2

9.6
16.0
8.5

25.3
16.6
8.0
6.3

16.8
2.9
8.2
6.6

25.3
6.1
5.7

January-October

1944 1945

Millions of dollars

55,822
8,090

47,731

2,444
3,017
1,952

678

5,231
2,260
7,703

15,618
2,160
8,273
6,486

59, 314
8,686

50, 628

2, 659
3, 286
2,035

706

5,885
2,340
8,363

15, 982
2,422
8,847
6, 790

Percent
IT! PVO^^t
IlILICctot
1944-4o

( ' • - '

7. 4
6. 1

s <<
8 <•
4 . :-•
4. i

12 f
3.f
8.i
2. ;i

12.1
6.9
4.7

1 Figures do not necessarily add to totals due to rounding.
2 Percentages are calculated from data adjusted for differences in trading days.
Source: U .S . Department of Commerce.

comes, even though there has been a de-
cline in the latter. This has been ana-
lyzed in earlier issues—it was discussed
at length in the analysis of the postwar
price structure in the November issue.
The demobilization of the armed forces
also means that a higher percentage of
the population will be supplied through
ordinary retail channels, and immedi-
ately veterans must be supplied with at
least a minimum of wearing apparel and
other essential goods.

Chart 2.—Selected Components of the Gross National Product

BILLIONS OF DOLLARS
125
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5 - QUARTERLY TOTALS, AT ANNUAL RATE

1 Data are preliminary estimates.

Source: U. S. Department of Commerce.

D.D. 45-798

Income Payments

Members of the armed forces are given
mustering-out payments to help take
care of these initial expenditures as they
return to civilian life. Officers receive
pay during their terminal leave period,
and enlisted men as well as junior officers
receive mustering-out payments varying
from $100 to $300. Since most of those
discharged to date have been high-point
men, the average payment so far has
been close to the upper figure.

The large rise in mustering-out pay-
ments, plus the doubling of unemploy-
ment compensation benefits, accounted
for the October increase in the season-
ally adjusted index of income payments
to individuals (top left panel of chart
1). Combined, these two types of pay-
ment—not representing current out-
put—in October were at an annual rate
of 4.7 billions, whereas they were com-
paratively small in the months before
September.

Two additional significant observa-
tions can be made with regard to cur-
rent income payments. First, after the
sharp initial drop following promptly
upon the surrender of Japan, the income
paid out to individuals by private Indus,-
try stabilized; actually, the preliminary
figures for October show a slight rise for
the private sphere. Secondly, the addi-
tional moderate decline in factory, min-
ing, and transportation pay rolls in Oc-
tober was more than offset by a sharp
rise in income payments (wages and
proprietors' income) by trade establish-
ments.

The total of salaries and wages (pri-
vate and Government) shown in the up-
per right panel of chart 1 was lower in
October. This is attributable to further
declines in salary payments to Federal,
military, and civilian personnel. Aggre-
gate wage and salary payments by pri-
vate industry were only slightly less than
in September. The declines in total
wages and salaries from July to October
was 11 billion dollars at an annual rate,
as shown in table 2. The table which
breaks down the monthly income pay-
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ments into the currently significant por-
tions reveals what has happened since
July.

Table 2.—Income Payments to
Individuals, 1945

[Billions of dollars; seasonally adjusted annual rates]

Total income payments—
Private industry
Government 1

Wages and salaries
Private industry
Government-

Transfer pavments
State unemployment

benefits-
Musteriniz-ont pay-

ments _
Other 2

All other income pay-
ments3 _ _ ._

T n l
July

163.
120
43.

113.
82.
31.
7.

6.

42.

5
3
2

4
3
1
5

2

f>
7

6

Au-
gust

158. 5
115.7
42.8

108.9
78.3
30.6
7.4

. 2

7
6.5

42.2

Sep-
tember

153
111
42.

8
1
<

103.9
74.
29.
8.

1.
6.

41

6
3
5

(>

4

4

Octo-
ber

156
111
44.

102.
74.
28.
11.

1.

3.
ft.

42

l

4

5
'i
2
2

3

4
5

4

1 Covers Federal, State, and local units. Includes
wages and salaries to civilian employees, pay of armed
forces stationed in this country and abroad, interest
payments, and "transfer payments."

2 Includes public assistance and other relief, veterans'
pensions, and readjustment allowances, redemption of
adjusted service bonds, retirement payments under
Government, social security, and railroad retirement
programs, and Government's contribution to allowances
paid dependents of enlisted military personnel.

3 Includes net income of farm and nonfarm proprietors,
rents and royalties, and dividends and interest.

Source: U. S. Department of Commerce.

The Dynamic Factors

In order to mirror the rapidly mov-
ing basic segments of the economy, the
totals of Government expenditures for
goods and services, producers' expendi-
tures for plant and equipment, and con-
sumers' expenditures for durable goods,
including new housing, have been plotted
in chart 2 on a quarterly basis for the
entire war period. These are the major
elements contributing to the change in
the gross national product at the present
time.

The decline in the gross national
product now under way has been larger
than the decline in income payments
and will continue to be so as long as un-
employment compensation payments and
mustering-out pay of the military forces
continue high. These and other "trans-
fer payments" are not included in the
gross national product which measures
the value of goods and services at mar-
ket prices. In the aggregate transfer
payments were at an annual rate of over
11 billion dollars in October compared
with 7.5 billion dollars in July and August.

Decline of Government Expenditures

What stands out on this chart is the
rapid decline from the second quarter
1945 high of the Government expendi-
tures for goods and services. This de-
cline will, of course, continue into 1946.
The estimate for the final quarter of this
year is, however, close to 60 billion—far
beyond what these expenditures will be
when the war machine is liquidated.
Thus, Government expenditures continue
to exert an important sustaining influ-
ence which will be gradually withdrawn.
These expenditures include, of course,

contract termination payments to sup-
pliers even though their goods are taken
over in an unfinished state.

The other three segments on the chart,
comprising private expenditures, are all
rising, though collectively the estimated
increase by the fourth quarter of this
year offsets only about an eighth of the
decline in the Government segment.
These expenditures will expand rapidly
next year, but this expansion will not be
sufficient to offset the continuation of
the decline in Government requirements.

Stock Prices Advance

Notwithstanding the uncertainties in
the present situation and the fact that
the national product has been declining
during the second half of this year, the
stock market has advanced beyond the
1937 high. The forces operating to vary
stock quotations at any particular time
are diverse, and at the moment the pre-
vailing tendencies reflect not only expec-
tations of good business ahead, but also
the altered profit prospects by reason of
the reduction in corporate income taxes,
and the possibility that dividend pay-
ments will increase from the low ratio
of dividends to earnings which charac-
terized the war period.

Chart 3 shows that the index of stock
prices has advanced nearly 40 percent
since D-day in 1944, and more than half
of the rise has occurred since VJ-day,
the two surrender dates being reflected
in only a slight temporary recession in
the averages.

It is interesting to note that the cur-
rent price advances are not accompanied
by as much turn-over as in 1937. In
November less than 90 million shares
were sold in all exchanges as compared
with 116 million sold in January and
March of 1937.

The recent rise has embraced all types
of corporations, and the two major
groups of manufacturing corporations—
capital goods and consumer goods—
showed on the average equal percentage
gains in the past 3 months. Since the
consumer goods' stocks had advanced
more rapidly than the capital goods'
securities during the preceding war
months, however, there is a marked dif-
ferential in the average prices of these
categories relative to the base period,
1935-39. According to the Standard and
Poor's Corporation indexes, the average
price of a sample of consumer goods
stocks are currently about 10 percent
above their 1937 high, while capital
goods are some 15 percent below.

Chart 3.—Stock Prices x

INDEX, !939 = !00
150

IOO

1944 1945
P. D. 45-779

1 Includes 402 industrial, rail, and public
utility common stock.

Source: Standard and Poor's Corporation.
Index was recomputed with 1939 as base.

Production Trends

Industrial production tendencies are
currently not as varied as in the recent
past, but a considerable amount of ef-
fort is still going into the organizational
work in the durable goods industries to
get the new products flowing in large
volume. This has resulted in the gradual
filling of the pipe lines, and by the end
of the year it may be expected that most
industries will be squared away for rap-
idly rising production.

The current situation differs among
the producers' goods, consumers' durable
goods, and consumers' nondurable goods
industries. In the first group—includ-
ing, among others, machinery and equip-
ment, and transportation equipment—
the dominant factor has been the drop
in Government procurement. This has
brought a reduction in output to consid-
erably less than half of the average of
the final months of the war. A similar
sharp reduction occurred in the consum-
ers' durable goods industries which were
contributing heavily to the flow of mu-
nitions and other implements of war.

In the nondurable industries—foods,
textiles, etc.—-the decline with the war's
end was not very large and was wiped
out in the over-all average by October.
Here, there was considerable shifting of
the final destination of the products, as
deliveries to the Government went down
and deliveries to civilian trade channels
went up.

Manufacturers' Shipments

Although the current production pic-
ture is obscured by the extent of clean-
ing-up operations incident to liquidation
of Government contracts, the general
picture insofar as it means receipts flow-
ing to manufacturers from billings is set
forth in chart 4.

The divergent tendencies between dur-
able goods—producers' and consumers*
combined—and nondurable goods are
apparent from the three grids in the
upper row. The large drop in the former
was the major factor in the decline in
the total in September, with October,
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Chart 4.—Manufacturers9 Shipments: Total and Selected Durable and
Nondurable Goods Industries x
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ALL INDUSTRIES
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GOODS

INDEX, AV. MONTH 1939= 100
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1 0 0

DURABLE GOODS INDUSTRIES
600 TRANSPORTATION

EQUIPMENT (EXCEPT
AUTOMOBILES)

MACHINERY (EXCEPT
ELECTRICAL)

NONDURABLE GOODS INDUSTRIES
4 0 0

3 0 0

2 0 0
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FOOD AND KINDRED
PRODUCTS

4 0 0

3 0 0

Mill Mill
PRODUCTS OF
PETROLEUM AND
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4 0 0

3 0 0

2 0 0

1 0 0
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1 Data for "durable goods" and "nondurable goods" (top panels) include industries not shown
separately in the chart. Data for October are preliminary estimates.

Source : U. S. Department of Commerce.

judged by preliminary data, showing a
slightly higher aggregate. Even though
the October figures include some war
contract liquidations, it appears that the
decline in the flow of industrial goods
is bottoming out.

The figures for October shown in the
chart are preliminary estimates. It is
probable that final figures, on a daily
average basis, will show a small decline
in the rate of shipments.

Contract Settlements Bolster Shipments

A word of comment is warranted here
on the contract liquidation factor, even
though it is not possible from the reports
received on shipments to give a quanti-
tative evaluation of the amount involved.
After a war contract has been termi-
nated, the process established for con-
tract settlement may involve the sale and
shipment or transfer to the Government
not only of finished products but also of
raw materials, purchased parts, finished
components, work in process, and oper-
ating supplies—dies, jigs, gauges, fix-
tures, and special tools—assembled for
the contract.

In the recent period, this process of
contract settlement, following the mass
termination of war contracts, has been

at its height. Prom September to Octo-
ber the value of canceled commitments
settled rose from 800 million dollars to
1.5 billion, the later amount equivalent
to about 15 percent of total shipments.
While not all such settlements are re-
garded as shipments by manufacturers
the transfers affected under contract
settlement agreements played an impor-
tant role in sustaining reported ship-
ments of many industries in this period.

In addition, the manufacturer is en-
titled under law to a profit above cost
on the raw materials and parts he assem-
bled as well as on those on which he has
worked. Therefore, the process of con-
tract settlement also means profits in a
situation which under ordinary condi-
tions of reduced demands would have a
much more adverse effect upon company
profits.

Such conditions also exert an influence
upon employment in this period. In the
liquidation of war contracts, workers are
needed for the dismantling of equipment,
for the preparation of products for ship-
ment, and for the general clearance of
plants.

These influences upon the employment
picture are augmented by the labor re-
quirements which are generated—as an-
alyzed in the November issue—by the

preparation for new production which
may require a relatively high volume of
employment for many months before fin-
ished products can appear on the market
in volume.

Producers' Equipment Industries

The Government drew heavily upon
the producers' equipment industries dur-
ing the war—in the early part to equip
the munitions industries and subse-
quently for much of the parts that went
into the finished fighting material.

Manufacturers of transportation
equipment, other than automobiles, nat-
urally experienced the largest reductions
in shipments because among them are
the airplane plants which had up to
VJ-day a tremendous backlog of orders.
Here shipments have dropped by two-
thirds, considerably more than the drop
in the machinery industries also cov-
ered in the middle row of chart 4.

All of these industries are under con-
siderable pressure to expand their ship-
ments to other industries for reconver-
sion and expansion purposes and, in the
case of the airplane manufacturers, to
the domestic airlines and other plane
users. Here, the problem is the increase
in output of the wanted machines or
types of planes. We may expect that
business on the books for such products
will result in shipments far above prewar
levels over the transition period. There
is a tremendous backlog of needed
equipment for civilian purposes, and con-
siderable pressure will naturally be ex-
erted to get this in place because, in some
instances, output of finished consumers'
goods is dependent upon new installa-
tions.

It should be noted that many of the
products of these industries, particularly
in the class of general industrial equip-
ment—pumps and compressors, engines
and turbines—were used by the military
as such. Because of the similarity of
military and peacetime products in many
of these industries, reconversion prob-
lems are less than for many of the con-
sumer durable products. In addition,
large backlogs of orders for machinery
and equipment to aid in reconverting
other industries were accumulated in the
latter part of the war.

Automobile Production

The importance of the automobile in-
dustry in reconversion makes its current
position of major interest. Throughout
the war, production of the usual-type
products of the industry was compara-
tively large, although most of this output
was destined for military use and many
of the motor vehicles produced were spe-
cial-purpose equipment.

Chart 5 presents the trend of produc-
tion of motor trucks and truck tractors
for the period since 1939, distributed as
between military and civilian use. These
data are in numbers of units, and thus
do not allow for the higher average size
and higher value of the output as com-
pared with the prewar vehicle distri-
bution.

Throughout the war, production in
number held close to or above the 1939
rate, though in value terms—both by
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reason of price increases and the trend
toward heavier vehicles—the war-vol-
ume was valued at a considerably higher
aggregate. The number going for civil-
ian use was high throughout the 3 years
prior to Pearl Harbor, but the limitation
orders early in the war cut production
until January 1944 when assembly for
civilian use was expanded. Since then
production for nonmilitary use has in-
creased. By January last, 15,000 out of
a total of 67,000 produced were civilian
types.

Note from the chart that the sharp
reductions in military procurement fol-
lowing VE-day dropped total output rap-
idly since the rise in nonmilitary vehicles
was at a more even and less spectacular
rate. By September, few vehicles were
produced for the military, and total out-
put was down to two-fifths of the volume
of last spring in terms of numbers—off
more in value terms. In October, the
upward trend of civilian trucks and trac-
tors continued, raising total output to
42,225 vehicles, or to more than half of
the pre-VE-day rate. This latest
month's figure was just under three-
fourths of the 1939 average.

Passenger Cars

The passenger car situation differs
from that of trucks since resumption of
output was not permitted until a much
later date. In fact, car production was
not authorized until last May when the
go-ahead signal was given by the War
Production Board to the industry to pro-
duce 200,000 automobiles. All restric-
tions were removed promptly after VJ-
day.

During the 6 months that have elapsed
since authorization of the initial 200,000
units, the industry has been organizing
its facilities and the flow of materials
and components for large-scale assem-
bly operations. Production of finished
cars, as pointed out in last month's is-
sue, takes considerable time and so it is
not surprising that in early December
most makes of cars were only available
for display purposes, with a very few
reaching customers.

It can be seen from the following
monthly figures that production to date
has been only a small fraction of prewar
monthly peak output which, in the spring
of 1941, for example, was in excess of
400,000 passenger cars. Production from
July on has been as follows, in number
of units:

July 359
August 1,381
September 580
October 16,839

November output was higher, though
actual figures are not yet available.
Toward the end of the month, work
stoppages resulting from industrial dis-
putes which closed a variety of plants—
assembly, parts and components—slowed
reconversion progress in the industry.

Other Consumer Durable Goods

Automobiles typify the situation in
the industries producing the more com-
plex consumers' durable goods. Though

autos are one of the most complex items,
the production tendencies elsewhere are
similar. Recent months have witnessed
the organization of production, and the
initial flow of "window" models, so that
these items have appeared in stores, but
with signs "for display purposes only."
It will be next year before deliveries of
such goods to consumers occur in
volume.

Some articles of household equip-
ment which were scarce in the stores a
year ago are now more readily available.
Pots and pans—including heavy alu-
minum and copper ware—have reap-
peared, and the every-day sets of china-
ware are again being advertised by the
stores. Furniture will gradually im-
prove in quantity and quality.

Nondurable Goods

In these lines, the situation is mixed
but supplies are increasing. In textile
lines, however, the current flow of goods
has not improved much and, with veter-
ans returning in large numbers, the
availability of men's clothing is quite out
of line with the demand. Stocks are
rather thin and are being turned over
promptly, with the suit department of
many stores being depleted. Generally,
however, these are temporary situations
which may be expected to improve once
sufficient time has elapsed to alter com-
pletely the flow of materials and labor
from miiltary to civilian goods.

The average shipments picture for
nondurable goods is given in the top
right grid of chart 4. The recent swing
has not been large, but the immediate

reaction to the war's end was a decline
as military orders were canceled. The
recovery in textile shipments has not
been large, the major factor in the
September pick-up in nondurables being
the increase in food products, as depicted
in the bottom row on chart 4.

Profit Considerations

It has been suggested that the assumed
higher profitability of sales after the
year-end, by reason of the repeal of the
excess profit taxes as of December 31,
and the possibility of price adjustments
by OPA, has affected adversely the flow
of some finished merchandise to retail-
ers. In view of the complexities of pro-
duction and distribution at this particu-
lar time of change-over, it would ob-
viously be extremely difficult to obtain
a measure of such influences, provided
they are an important factor. However,
if they are, they are likely to be of a
short-run character, although the ques-
tion may again arise in the spring un-
less by that time it is clear that the Price
Control Act will be extended and thus
forestall any tendency toward inventory
speculation.

In general, the problem in the non-
durable lines, except in the case of tex-
tiles, has been not so much one of con-
version as of diversion of products from
the military back to the civilian mar-
kets. Only in petroleum, and in chemi-
cals where the manufacture of explo-
sives and the like created a special war
demand which will not recur in peace
has a significant decline in industrial

Chart 5.—Production of Motor Trucks and Truck Tractors 1
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Source : Civilian Production Administration (formerly War Production Board).
1 Production for 1943 includes a negligible amount for civilian use which does not show in chart.
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output occurred and this has been offset
by increases in other products.

The reduction in military demand for
petroleum products has occasioned a
further drop in shipments but more im-
portantly has made larger supplies avail-
able to the civilian market. As evidence
of this increase, one needs only to con-
sider the automobile traffic flow now as
compared with last June to appreciate
that automobiles are being used much
more freely, notwithstanding the in-
creasing age of the vehicles and the
fact that new tires are not yet in easy
supply.

Relief From the Shoe Shortage
The shoe shortage during the war was

due primarily to diversion—-of leather, in
this case—from the production of ci-
vilian shoes to that of military types, al-
though some decline in total number
of shoes produced did take place due to
the fact that military shoes, on the av-
erage, required more leather than did
civilian models. Nevertheless, manufac-
turers displayed considerable ingenuity
in spreading their available materials
over a larger number of pairs—especially
of women's shoes.

Chart 7.—-Production of Creamery Butter

MILLIONS OF POUNDS
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MONTHLY AVERAGE
FOR YEAR
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MILLIONS OF POUNDS
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1 : l \ S. Dcpn rtment of Agriculture.

1945 D. 0.45- 739

Table 3.-—Production of Footwear (Other
Than Rubber)
[Thousands of pairs]

Year or Month i Total ! ^ e
n ™ " ! Civilian

i i i
Monthly average: ! j

1941 „ | 41,532! 1,274 40,258
1942 ! 40,322 | 3,406 30,91ft
1943.. ! 38,783 | 3.907 34,870
1944 i 38,547 ! 3,700 ' 34.787

1945: ; ! j
August i 41, 633 I 4. 432 j 37, 201
September . ._! 37,150 ! 1,509! 35,640
October i 42, 000 I 1,000 | 41,000

1 P r e l i m i n a r y .

Sourse : U. S. D e p a r t m e n t ot* Commerce.

The peak in prewar shoe output had
been reached in 1941 when 41.5 million
pairs per month were manufactured.
Output was lower during 1942-44 and in
addition large quantities were absorbed
by the military, reducing appreciably the
volume available for civilians.

In August of this year, shoe output was
again at the 1941 level. Preliminary esti-
mates (see table 3) indicate that while
total shoe production was lower in Sep-
tember as military production was dras-
tically cut, it recovered in October and
November—longer working months—
with all but a small fraction of the out-
put produced for the civilian market.
Though the current production volume is

Chart 6.—Small Cigarettes Removed for Consumption
BILLIONS BILLIONS
40

3 0

MONTHLY AVERAGE
FOR YEAR
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a "

Source: U. S. Treasury Department.

1944 1945 D. O. 45 - 796

not yet reflected in the supplies available
in retail stores and heavy purchasing is
draining retail stocks, current new pro-
duction will become available on the re-
tail market within the next 30 to 60 days
and thereafter an improving production
and supply picture is to be expected.

Cigarette Output

Cigarettes are a good example of the
scarcities which appear in wartime not-
withstanding sustained high production.
Everyone recalls the disappearance of
cigarettes from the stores, and the
queues appearing in some cities as early
as the fall of 1944.

The picture of what happened towards
the end of 1944, and extended into mid-
1945, is clearly shown in chart 6. Ciga-
rettes were short in the stores not be-
cause production declined—it actually
continued to increase—but because of
the large rise in the withdrawals for
military use. It can be seen that the
sharp rise in tax-free withdrawals re-
sulted in a peak of almost 40 percent of
the total output moving through tax-
free channels, leaving a reduced total to
move tax-paid. In no calendar quarter
did the tax-paid withdrawals fall below
the average of 1939 and 1940, but they
were low relative to demand. With mili-
tary takings reduced to small propor-
tions, tax-paid withdrawals in October
were above 30 billion, and the popular
brands are again being freely offered on
top of the counter.

Food Supplies

In food stores, the improved supply
position is reflected in both larger stocks
and larger sales. Most notable is the
change in meat and poultry, as larger
seasonal marketings of livestock and re-
duced military procurement have re-

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

December 1945



December 1945 SURVEY OF CURRENT BUSINESS

stored these foods to grocers' counters.
For the food picture as a whole, the in-
creased civilian supplies are not trace-
able to increases in food production but
rather to the cutbacks in military tak-
ings. Considerable food is going abroad
for relief feeding in what is bound to be
a difficult winter in Europe.

Sugar is the only food remaining on
the ration list. Fats and oils are still
definitely short, but increased civilian
supplies are expected to provide reason-
ably adequate distribution. To continue
rationing would have involved a new pro-
gram since fats and oils had been jointly
rationed with meats which were removed
entirely from the control list in No-
vember.

One of the principal shortages in fats
and oils, and one that may remain acute
for quite some time, is butter. In con-
trast with most other fats which are
supplemented by imported supplies, the
shortage in butter has been brought
about by a decline in domestic produc-
tion (chart 7). Here., the downward

trend of the war years has not been re-
versed, notwithstanding the sharp up-
turn in total milk production during
the current year.

The wartime increase in civilian and
military demand for dairy products, util-
izing both the fat and the nonfat solids,
diverted milk from butter production to
these products which provide a higher
return to farmers. The diversion was
limited during the war, however, by re-
strictions curtailing the sales of fluid
milk and cream and the use of butter-
fat in ice cream. The lifting of these
restrictions at the end of the war has
been followed by increased diversion of
milk into fluid milk and cream and ice
cream, as well as a further drop in butter
production as shown in the accompany-
ing chart. No substantial improvement
in the supply of butter can be expected
for several months.

Relief for the other fats and oils is
dependent, as with sugar, upon the in-
creased availability of ofT-shore quan-
tities.

Return of Veterans

With the initial wave of reconversion
readjustments in manufacturing employ-
ment about complete, the release of mil-
lions of veterans emerges as the major
labor market factor for the period ahead.
Separations from the armed forces, now
practically at peak, are expected to ag-
gregate 10 ̂  million during the 18
months ending July 1, 1946.

Chart 8 provides an indication of the
additions to the labor force, now occur-
ring and to be expected, consequent upon
the demobilization of the largest mili-
tary establishment in our history.
Through the first 9 months of this year
over l,600;000 had already returned to

Chart 8.—Separations From the
Armed Forces *
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1 Cumulative total from January 1, 1945, by

quarters.
Sources : U. S. War and Navy Departments,

except data for 1946 which are estimates of the
U. S. Department of Commerce.

civilian life, mostly since the Japanese
surrender.

Additional separations of close to 5
million—almost half of all being re-
leasedr-are scheduled for the final quar-
ter of this year and are now underway.
Demobilization will be virtually com-
pleted with the further release of about
4 million through next June. Although
the estimates shown in the chart repre-
sent all types of separations, including
deaths and persons reported missing or
captured, they closely approximate the
number returning to civilian life since
the end of hostilities.

Impact on the Labor Market
The f uU impact of the flood of return-

ing servicemen on the labor market has
not yet been felt. Although releases in
October were over iy2 million, a larger
number were scheduled to be released in
the last 2 months of the year. More-
over, many of the servicemen already
released are temporarily delaying en-
trance into the civilian labor force in
order to rest, reestablish households and
accomplish the other adjustments of re-
returning to civilian life.

From September to October, the net
strength of the armed forces dropped by
about l!/4 million according to Census
reports. The number of men of military
age (18-45) in the civilian labor force,
however, increased in this same period
by much less than this amount, while
there was at the same time a sizable in-
crease of males in this age group in the
nonworker classification.

Despite the fact that peak separations
had not yet occurred and that many vet-
erans already released were not yet seek-
ing work, difficulties in reabsorption had
begun to emerge during September and
October. Though prior to VJ-day sepa-
rations from the armed forces were in

Chart 9.—Applications for Work
and Placements by the U. S. Em-
ployment Service of World War
II Veterans x

THOUSANDS
500

1 Data for January 1944 are not available.2 Represents placements in nonagricultural
jobs, except placements in the Federal service
by the Civil Service Commission.

Source : U. S. Department of Labor.

aggregate substantial, they were offset
by large-scale withdrawals from the la-
bor market to meet continuing military
requirements. Thus veterans at that
time were readily absorbed in a labor
market where employment opportunities
were increasing.

The situation has since been altered.
At the same time that the rate of release
stepped up sharply, the shift from war
to peace production has contracted, at
least temporarily, the demand for work-
ers in large segments of the economy.
The increase in the number of veterans
receiving compensation for unemploy-
ment, together with the widening gap
between application for and placements
in jobs through local offices of the United
States Employment Service, reflect the
occupational shifting now underway, and
the changed relationship of applicants
and job opportunities.

Payments to unemployed veterans
since the week ending May 5 are shown
in table 4. Although the number thus
far paid readjustment allowances has
not been a large proportion of those dis-
charged, it has increased from less than
30,000 on VE-day to 227,000 in mid-
November.

Chart 9 shows total applications for
work by veterans of this war and place-
ments in nonagricultural employment
by the United States Employment Serv-
ice. During the first 10 months of 1945,
almost I1/-? million of these applications
were received, which resulted in place-
ments (job openings filled) of over 790,-
000. While a veteran may be placed a
number of times in different jobs and
may file more than one application, the
sharp rise in these figures does indicate
the increasing pressure on the labor
market resulting from accelerated de-
mobilization.
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This is reflected in the chart both by
the upward trend in applications for
work and the widening divergence be-
tween the two lines showing applications
and placements. The number of appli-
cations received in October—over 400,-
000—was double the number in Septem-
ber and five times as many as the total
last May. The rate of placements for
every 100 applications has, however, de-
clined progressively each month, from
88 in April to 26 in October. Thus, al-
though the absolute number of place-
ments of World War II veterans in
October increased after declining in Au-
gust and September, the proportion in
relation to job applicants again fell
sharply.

Servicemen's Intentions

The vast majority of released veterans
are expected to enter the nonagricultural
labor market. Army surveys of enlisted
men and officers, conducted in the fall
and summer of 1944, indicated that a
minimum of 75 percent would be job-
seekers, predominantly in private indus-
try. Thirteen percent stated they would
like to find self-employment in small en-
terprises or on farms. Only about 11
out of 100 of the men surveyed were not
planning to remain in the civilian labor
force. Of these 11, 8 expressed the defi-
nite intention of attending school full-
time and 3 planned to reenlist.

Employment opportunities and the
general business situation will, of course,
be decisive factors in determining the
occupational status of the returned serv-
icemen. If conditions are unfavorable
a higher proportion may reenlist, return
to farms, or postpone entry into the labor
force in order to complete schooling. On
the other hand, many of the Army men

Table 4.—Number of Unemployed Vet-
erans Paid Readjustment Allowances *

Table 5.—Percentage Distribution of Nonagricultural Placements by the United States
Employment Service by Major Occupational Groups, Veterans and All Other

Week ending—

1945—May 5
12
19
26

June 2
9

16
23
30

July7
14 _
21
28 _.

Aug. 4
11
18
25 ._

Sept. 1
8.

15 _
22
29

Oct. 6
13.__
20
27

Nov. 3
10
17

Number of
veterans

26,631
28,550
28,302
28, 748
28,053
32, 008
30,404
34, 410
34 287
31, 901
39, 980
38, 771
43, 286
44,184
45, 784
33,174
53 087
58, 652
58, 693
74, 424
81, 266
92, 715
98, 789

110 807
126, 633
155,154
181 937
207, 342
227, 212

1 Represents activities under provisions of Title V of
the Servicemen's Readjustment Act of 1944. Includes
the 48 States, the District of Columbia, Hawaii, Alaska,
and Puerto Rico.

Source: Veterans' Administration.

Major'occupational groups

Professional and managerial . . .
Clerical and sales
Service
Skilled
Semiskilled
Unskilled and other

Total .

[July-Octot

July

Veterans
of World
War II

1.7
7.2
6.9

15.9
21.2
47.1

100.0

All
other

1.1
8.7
9.9

10.4
13.5
56.4

100.0

er, 1945]

August

Veterans
of World
War II

2.1
8.1
7.0

15.4
21.4
46.0

100.0

All
other

1.1
8.5

11.2
10.1
13.1
56.0

100. 0

September

Veterans
of World
War II

2 5
KX7
8.0

13.5
21.8
43.5

100.0

All
other

0.8
8.7

14.6
6.9

10.9
58.1

100.0

October

Veterans
of World
War II

2.8
11. 1
7.1

14.3
21.5
43.2

100. 0

All
other

0.7
9.0

17.9
6.3

11.0
55.1

100.0

Source: U. S. Department of Labor.

who expressed a definite intention to en-
gage in farming—10 percent—will proba-
bly enter other fields if there are more
attractive opportunities. Thus the ex-
pressed intentions of men surveyed some
time ago and prior to discharge can be
considered as only roughly indicative of
what veterans will wish to do in the cur-
rent scene.

Job Expectations

The great majority of armed forces
personnel had work experience prior to
induction, and many have acquired new
skills applicable to civilian pursuits.
Thus a large proportion will expect and
be qualified for jobs above the unskilled
entrance level.

Close to 90 percent of the men surveyed
by the Army reported previous work ex-
perience or self-employment. Among
the occupations reported, the largest
numbers fell in the semiskilled category.
Despite the fact that some upward bias
in reporting occupation is to be expected,
the classification shown in the following
table is significant in revealing the very
high proportion of men who were in the
labor force before induction as well as
the large group reporting skills.

Last Civilian Employment Status and Oc-
cupation Reported by Army Male Per-
sonnel (Officers and Enlisted Men)

Civilian Occupation Percent
Professional, semiprofessional, manage-

rial and official 8
Clerical and sales 18
Skilled workers 14
Semiskilled workers 24
Unskilled workers 7
Farmers and farm laborers 10
Service occupations 4
Students 10
In the Army before May 1, 1940 2
Nonclassifiable 3

Total 100

Employment Status Percent
In school or college 10
Self-employed 8
Working for an employer 79
In the Army before May 1, 1940 2
Unemployed or not classified 1

Total 100

It is further anticipated that many of
the men will not be satisfied to return to

their old civilian occupations but will
expect to use new skills or to benefit
indirectly from the upgrading prevalent
during the war. The Army survey
referred to above found that less than
half of the soldiers previously working
for employers were planning to return
to the field of their prewar work experi-
ence.

In general the proportion planning to
change varied inversely with the skill
and prestige attached to the prewar oc-
cupation. Of those planning to change
jobs, about one-sixth of the enlisted men
and one-fourth of the officers said they
had learned new skills in the Army. The
majority of these enlisted men had at-
tended Army specialist schools.

The selectivity of veterans in job
choices is also evident in the recent
placement experience of the USES.
Veterans of World War II have con-
sistently required more referrals for each
placement than has been true of the
remainder of job-seekers, as is shown in
the following tabulation:

1945
July
August
September
October

Number of referrals per
100 placements l

World War II A11 ,,
veterans All others

223
236
226
283

163
144
205
213

1 Data refer to local referrals and placements.

Source: U. S. Department of Labor.

The experience of the USES further
indicates that veterans as a group do
have occupational qualification above
the average for the nonveterans who
have thus far had to seek postwar jobs.
Comparison of a veteran and all other
placements, shown in table 5, reveals a
considerably higher proportion of
veterans placed in professional and man-
agerial, skilled and semiskilled occupa-
tions and a correspondingly smaller
proportion placed in unskilled and serv-
ice jobs. Despite the declining number
of placements relative to applications in
September and October, the larger pro-

(Continued on page 17)
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The Business Situation
By Division of Research and Statistics, Bureau of Foreign and Domestic Commerce

THE OUTSTANDING FEATURE of
the business situation at the year

end was the substantial rise in consumer
spending. The flow of sales through re-
tail channels was unhampered by either
the declining trend of workers' incomes
in recent months, or the inability of con-
sumers to secure many items which they
normally purchase and to satisfy their
requirements in the price range to which
they were accustomed.

As a result, retail sales surged upward
not only to the highest point of the war
period, but to a dollar total unanticipated
on the basis of the flow of goods from the
factories in recent months. While this
set the general business tone at the year-
end, the widening area of industrial dis-
putes marked the principal adverse de-
velopment in December. The number
of persons involved in these disputes rose
rapidly during the final quarter and since
some disputes extended over consider-
able periods the number of man-days
lost increased even more sharply.

At the end of the year, a pattern of
settlement remained to be evolved in
order to head off an extension of these
interruptions of production scheduled on
a broad scale in January. Presidential
fact-finding boards had been set up for
the automobile dispute, and for the
threatened steel strike.

In general, however, businessmen were
proceeding on the basis that higher levels
of civilian consumption and good profits
were ahead.

Price Pressure Continues

While there was considerable agitation
about prices—based upon both fear of
and hope for higher levels—the general
tendency was for the price indexes to
show only modest fluctuations. The
slight changes were upward. In in-
stances where controls were lifted there
was an evident tendency for sellers to
advance prices. Not many commodities
have been removed from price control
though rationing has been almost com-
pletely eliminated. What occurred when
controls were removed was an indication
of what would happen generally if price
controls were lifted prematurely.

The President, in his recent radio dis-
cussion, urged the prompt extension by
Congress of the Price Control Act, so
that these latent tendencies towards
sharply rising prices could be held in
check until the flow of production could
be increased to a point more nearly in
line with demand. This will take consid-
erable time even though production
moves ahead rapidly, now that the in-

itial phase of the reconversion process
is past.

Controls Reestablished in Housing
The problem of supply is probably

most acute in the housing field at the
present time. While construction activ-
ity has increased in recent months at a
relatively rapid pace, the number of new
dwellings finished has been very small
in relation to the demand, particularly
as veterans are attempting to reestab-
lish households.

In recognition of the veterans' plight
and of the fact that an absence of con-
trols would result in a type of housing
unsuitable to the most urgent require-
ments, regulations governing new con-
struction were reinstituted. These are

expected to bring about some improve-
ment—to the extent of adding 50,000 or
75,000 units to the 1946 total originally
anticipated. The new control mecha-
nism is less extensive than that discon-
tinued in October and will of course fall
far short of satisfying even the more
pressing housing needs for 1946. Solu-
tion of the Nation's housing problem
must necessarily take several years.

Under priorities Regulation 33, a
priorities system is established for a
group of 10 critical building materials.
Ratings are to be granted to builders giv-
ing preference to veterans for dwelling
units selling for not more than $10,000
(finished price, including land and im-
provements) or renting for not more
than $80 per month. Veterans doing

Chart 1.—Industrial Distribution of Nonagricultural Employment1
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MONTHLY AVERAGES D. D. 45-896

1 Includes all full-time and part-time workers in nonagricultural establishments who are employed
during the pay period ending nearest the 15th of the month. Proprietors, self-employed persons,
domestic servants, and personnel of the armed forces are not included.2 Includes all metal-using industries, the rubber industry, selected chemical industries, and
Government-operated navy yards and manufacturing arsenals.3 Represents total manufacturing less the munitions industries.4 Includes Federal, State, and local government. Government-operated navy yards and manufac-
turing arsenals, and Federal force-account construction are excluded.5 Includes Federal force-account construction and contract construction.6 Includes mining, transportation and public utilities, finance, service, and miscellaneous.

Source : TT. S. Department of Labor.
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their own building are also entitled to
priority ratings.

Specific set-aside requirements suffi-
cient to build 400,000 units in 1946 are
being established for producers and dis-
tributors to divert materials from less ur-
gent commercial and industrial con-
struction and from high-price housing
to rated residential building. If neces-
sary, steps will be taken to insure that
a reasonable proportion of the 400,000
total will be in price brackets consider-
ably below the $10,000 top.

The Government also moved along
other fronts in the construction field.
For example, an attempt was made to
increase the production of cast-iron soil
pipe by granting manufacturers an 8-
percent price rise and also by boosting
wages within the industry. Quantities
of surplus building materials were re-
leased by Government agencies and steps
were taken to make available surplus
Government property for temporary
housing of returning veterans.

It is estimated that perhaps as many
as 100,000 temporary dwelling units can
be made available for veterans by ex-
panding the utilization of Army and Navy
war housing. The program includes the
transfer and re-erection of such housing
on new sites in communities now lacking
adequate facilities. While this action
will provide a stopgap to relieve emer-
gency distress, it will have little effect
on the demand for permanent housing.
Manufacturers' Shipments

Manufacturers' shipments in Novem-
ber, on a daily average basis were about
the same as in October, with actual ship-
ments being less by reason of the fewer
number of working days. Thus the flow
of manufacturers' output tended to sta-
bilize somewhat, with shipments still
bolstered by substantial amounts of war
goods moving from the factories under
Government order and with new pro-
duction moving into distribution chan-
nels in small quantities.

In terms of the standard munitions
prices used during the war for measuring
this flow, munitions output dropped from
2.6 billion dollars in August to 0.8 billion
in November, averaging 1.14 billion in
September and October. In other words,
these munitions have contributed in re-
cent months a very substantial amount
to the receipts of manufacturers—in De-
cember more than a half billion dollars.

November shipments by manufacturers
were down nearly 30 percent from the
rate prior to the German surrender, as
shown in the following table which gives
the seasonally adjusted indexes on a 1939
base: i
January 261 July 247
February 287 August 222
MJarch--. 281 September 210
April 286 October. 205
May 269 November 204
June 268

Both durable and nondurable goods
shipments in current prices are now
double those of 1939, whereas in early
1945 durables shipments were nearly four
times as large. Nondurable shipments
have fluctuated within a relatively nar-

row range; in November they were about
6 percent lower than last spring.

National Product Declining
With manufacturing and agricultural

output relatively stable, and with con-
struction and trade rising, the major
downward tendency in the economy at
present is in the government segment
where the war machine is being de-
mobilized.

The net result of the declining and
expanding forces was a reduction for
the final quarter of 1945 in the gross
national product, on a seasonally ad-
justed annual basis, to less than 180 bil-
lion dollars—off some 25 billion from the
first quarter war peak. The decline in
the national income has been about four-
fifths of this amount, whereas the in-
come payment flow to individuals was

Chart 2.—Employees in Manufac-
turing Industries 1
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1 Includes all full-time and part-time workers
employed during the pay period ending nearest
the 15th of the month.

Source : U. S. Department of Labor.

reduced by considerably less than 10 bil-
lion dollars.

It was explained in last month's issue
why the income received by individ-
uals has held up so well in the face of
the rapid withdrawal of the government
from the market and the consequent drop
in the national product. Mustering-out
pay to the soldiers and unemployment
benefits are the big factors—the latter
showing a further rise in December with
the sharp increase in the number claim-
ing unemployment benefits.

Thus, we had in 1945 the unusual sit-
uation of income payments to individuals
equalling the national income, and then
increasing over 3 billion dollars at a
time when national income was approxi-
mately unchanged. In the final quarter,
the payments at an annual rate were 7
billion dollars in excess of the national
income. This is, of course, a temporary
situation but it is one of the underlying
factors in consumer spending.

Readjustments in Employment

Employment in civilian industries has
regained some of the losses sustained fol-
lowing the Japanese surrender. The
major force of the munitions cutbacks
was spent quickly, but the labor market
shifts required to mesh jobs with workers
are more time-consuming. Thus, the
economy continues to be characterized
by the co-existence of job vacancies and
persons seeking work. With veterans re-
turning, however, the number of job
openings is falling short of the number
of applicants.

Throughout the months following
VJ-day, employment was well-sustained
relative to the drop in industrial output.
Even in the specialized war industries,
such as aircraft, where the cuts were
sharpest, a small portion of the working
force was retained for a period to clear
plants of equipment, prepare products
for shipment, and complete production
of uncanceled military orders.

In the reconverting industries, staffs
were reduced even less in relation to out-
put, both in order to wind up war work
and to reorganize for peacetime produc-
tion. Simultaneously, the nonmanu-
facturing industries, which were least
able to compete for manpower during
the war, benefited immediately from the
loosening labor market as well as the free
spending of consumers.

Nonagricultural Employment Rises
The impact of the war's end on total

nonagricultural employment and the
contrasting trends in major industry
groups are traced in chart 1. Initial cut-
backs following the cancellation of mili-
tary orders, discussed in the October
SURVEY, were virtually completed within
30 days. Although employment in air-
craft, shipbuilding, ordnance, and other
direct war activities has continued to de-
cline, increases elsewhere were sufficient
to halt the over-all downswing within
the first 2 months.

The range within which total non-
agricultural employment moved during
this transition period was relatively nar-
row in terms of the aggregate number
of workers involved. In fact, it dropped
from 37 millions at the end of hostilities
to 35.2 millions in October—a decrease
of less than 5 percent. Reconversion in
the metal-using industries combined
with rising activity and employment in
construction, trade and service brought,
an over-all gain of some 400,000 in the
succeeding month.
Declining Areas

Within this general framework, sub-
stantial swings in employment occurred
in individual industry groups. The
heaviest declines, still continuing at a
slowed rate, were experienced in the
former munitions group—including the
metal-using, rubber and some chemical
industries as well as the Government-
operated Navy yards and arsenals—and
in Federal Government employment.
The combined net loss in these sectors
was 2.2 million workers by mid-Novem-
ber.

Between August and November about
one out of every four workers was dis-
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placed from the industries classed in the
munitions group of industries shown in
the top cross-hatched section of the
chart. Manufacturing industries other
than the munitions group, represented
by the second section of the chart, re-
mained almost stable during the same
period.

The movement of total manufacturing
employment is pictured in chart 2. The
drop of 1.8 million workers during the
August-November period constituted 13
percent of pre-VJ-day employment, and
reduced the total to about 12 million.
Divergent Industry Trends

The full extent of the employment
shifts and the widely differing trends
are concealed within the broad group-
ings shown in chart 1. The industries
which are illustrated in chart 3 were
selected to typify the three major cate-
gories of change which have occurred.

The two upper panels at the left of the
chart show industries still declining as
war work is completed. The four to the
right and below these represent recon-
verting metal-using industries which are
now moving upward after substantial
postwar declines. The final two are ma-
jor examples of industries immediately
benefiting from the war's end and ab-
sorbing laid-off workers and returning
veterans.

Three-fifths of the total drop in muni-
tions employment occurred in the air-
craft and shipbuilding industries which
are still in the process of liquidating
war work. A similar pattern, though
within a narrower range, would be shown
if employment in ordnance or Federal
war agencies were charted. Postwar ac-
tivity will require only a fraction of
high wartime employment in these areas.
Upswing in Reconverting Industries

Although employment declines were
also sharp in such metal-using indus-
tries as machinery, automobiles, and
iron and steel and their products, a defi-
nite upward trend is already clearly in
evidence marking the increased produc-
tion of civilian commodities. Increases
in these types of industries, including
nonferrous metals and their products,
totaled 104,000 between October and
November.

The recent moderate upward trend
was also shared by such nondurables as
furniture, leather and leather products,
and textiles, although net increases here
were much smaller, aggregating only 33,-
000 during the month. It should be
noted that most of the "light" industries
had previously experienced persistent
employment declines for many months
due to their inability to compete with
munitions plants for manpower. Thus
the current uptrend, although still very
small, is significant.

The reversal of previous declines in
both the metal-using and ''light" indus-
tries is further indicated by the decided
increase in the rate at which factory
workers were being hired in October, the
most recent month for which data are
available. The accession rate in durable
goods increased to 84 per 1,000—from 68
in September—while the rate in the non-

Chart 3.—Employment in Selected Industries 1
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Source : U. S. Department of Labor.

durable industries increased from 81
to 87 per 1,000. The sharpest increase
occurred in the automobile industry,
where accessions rose from 74 to 107 per
1,000 employees between September and
October before the strike reduced the
number at work.

Gains in Nonmaniifacturing
While increases in some manufactur-

industries have partly counteracted the
declining areas, the major offset to date
has been provided by the substantial in-
creases in such sectors as trade and con-
struction, which were able to expand
rapidly as soon as restrictions were re-
moved and manpower became available.

In sum, the nonmanufacturing indus-
tries, excluding Government, were able
to increase employment by over 850,000
since mid-August. The bulk of this in-
crease (580,000) occurred in trade, bol-

stered by seasonal influences and strong
consumer demand despite continued
scarcity of many wanted items.

Construction employment, shown in
the next-to-last panel of the chart, had
the largest relative increase from last
April. Although still far below the
prewar level, the contra-seasonal rise in
November aided the general upward
movement in nonagricultural employ-
ment.

While data are not yet available, it is
probable that employment continued to
rise in December as the reconverted in-
dustries made further gains, although
the number idle by reason of industrial
disputes was an offsetting factor. Ad-
ditional increases can be expected in the
months ahead unless widespread unem-
ployment coupled with secondary disem-
ployment results from work stoppages in
such major industries as motor vehicles,
iron and steel, and coal.

Consumers Expenditures and Retail Trade
Notwithstanding the decline in the flow

of income payments to individuals during
the last two quarters of 1945, the trend
of consumers expenditures was upward
during this period, with the seasonal

Christmas trade bringing record dollar
sales. Consumers spent freely, fre-
quently taking what was available with-
out too much discrimination as to qual-
ity. They also evidenced a willingness to
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put up with shopping inconveniences,
such as dispensing with some of the serv-
ices normally associated with retail pur-
chasing. Altogether, it was a strong end-
ing for what had been a profitable year
for retailers.

As buying during the holiday season
was not particularly selective, all lines of
business participated in the advance.
The durable goods stores were among the
leaders in reporting percentage sales
gains, but such increases were from a base
which was low with respect to the gen-
eral average. They reflected among
other influences the fact that many of
these stores had broadened their lines of
merchandise to include goods of the non-
durable type. Stores selling automotive
supplies, for example, have branched out
into many other types of goods.

Fourth Quarter Sales

Preliminary data indicate that total
retail store sales in the fourth quarter
aggregated 22 billion dollars—about a
tenth more than in the corresponding
quarter of 1944. This brought the esti-
mated total retail sales for 1945 to 74
billion dollars as compared with 69 bil-
lion in 1944.

This year-end spurt did not mean that
there was an equivalent increase in the
volume of goods obtained by purchasers
in the fourth quarter as compared with
a year ago. The Department's retail
price index increased 2 percent over the
interval. But more important was the
lack of low-price lines with a consequent

Table 1.—Consumer Income, Expendi-
tures and Savings l

[Amounts in billions of dollars]

Year

1939
1940
1941
1942:

1st quarter .
2d quar te r . .
3d quarter _.
4th quarter .

To ta l . . .
1943:

1st quarter .
2d quar te r . .
3d quar te r . .
4th quarter.

Total—
1944:

1st quarter.
2d quarter..
3d quarter..
4th quarter .

Total...
1945:

1st quarter .
2d quarter..
3d quarter..
4th quarter.

Total...

a
p.

In
co

m
e 

p
a
y

i

70.
76.
92.

106.
113.
120.
129.

117.

136.
141.
145.
149.

143.

154.

8
2

7
2
4
0

3

6
3
2
3

1

8
156.1
156.
159.

156

163
163.
158.
154.

160.

7
4

8

•j"
2
6
9

1

18
.2
-2
3
Si

1
Q

67.
72.
88.

100.
106.
113.
122.

110.

121.
125.
123.
127.

7
9
7

1
5
7
3

6

5
8
4
5

124.6

135.
136.
137.
139.

137.

141.
141.
137.
135.

138.

5
7
4
7

4

4
3
7
2

9

fl
ft
<X>

1

C
oi

61.
65.
74.

7
7
6

79.1
79. 6
83.0
86. 4

82.0

89.
90.
92.

2
0
2

93.8

91.

96.
96.
99.

101.

3

4
4
8
3

98.5

104. 7
99.1

103.
107.

103.

6
0

6

t 
sa

v
in

g
s

v
id

u
a

6.
7.

14.

21.

0
3
2

0
26.9
30.
36.

28.

32.
35.
31.
33.

33.

7
0

6

2
8
2
6

3

39.1
40.
37.

3
6

38.4

38.9

36
42
34.
28.

7
2
1
2

35.3

Expendi-
tures as per-
centage of—

i
c

o
m

e
ty

m
en

ts

87.1
86.2
80.5

74.1
70.3
68.9
67.0

69.9

65.3
63.7
63.5
62.8

63.8

62.3
61.8
63.7
63.6

62.8

64.6
60.7
65.3
69.1

64.7

S
3 o£S

II

91.1
90.1
84.1

79.0
74.7
73.0
70.6

74.1

73.4
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70.5
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72.5

71.7

74.0
70.1
75.2
79.1

74.6

i Quarterly figures are on a seasonally adjusted annual
rate basis. The 1945 figures are preliminary, subject to
adjustment when additional data are received.

Source: U. S. Department of Commerce.

shift to the higher-priced items, and a
further tendency towards trading-up,
particularly as consumers sought to fill
out their Christmas gift lists.

Together, these added up to less dis-
crimination on the part of individuals,
at a time when income shifts would pre-
sumably have suggested more careful
weighing of expenditures. But for the
holiday period, such considerations ap-
peared to have been set aside by the ma-
jority of individuals who were expressing
relief from their wartime worries, and
who had members of the family return-
ing from the Armed Services to be ade-
quately welcomed.
Sales Still Low Relative to Income

In considering this trend of buying in
the final quarter, which lifted total con-
sumers expenditures to about 104 billion
dollars for the year 1945—and to an even
higher rate in the fourth quarter—it is
well to keep in mind the earlier analyses
in the SURVEY. These have shown that
consumers expenditures during the war
were low relative to incomes, primarily
because of the lack of goods. As a re-
sult, the end of the war found consum-
ers with a margin with which to express
their holiday buying mood, without too
much strain upon their pocketbook.

What happened in the fourth quarter
is that consumers in the aggregate spent
a much larger proportion of the income
they received than was the case during
the war. As pointed out last month, in-
come payments to individuals were in
turn bolstered by mustering-out pay to
the discharged veterans and by unem-
ployment benefits, at a time when na-
tional income was falling.

Thus, in the fourth quarter, with con-
sumers expenditures rising 3 percent on
a seasonally adjusted basis over the third
quarter, savings of individuals declined
about 6 billion dollars on an annual basis
to 28 billion the latter figure being more
than 10 billion lower than the 1944 actual
savings.

Individual Savings Declining
The recent shift in the ratio of spend-

ing to income is apparent from table 1,
which shows the rising tendency during
the war of income payments to individ-
uals, disposable income after tax pay-
ments, and the amount of this retained
income which was spent and saved. In
the final two quarters of the year 1945,
the divergent trend of incomes and ex-
penditures is apparent.

In the final quarter, the ratio of con-
sumers expenditures to disposable in-
come rose to 79 percent, compared with
the lower percentages shown in the table
for the war years. Still, expenditures
continued below a normal relationship to
income. The deficiencies were in the
durable goods and services (chiefly rent),
as expenditures for nondurables were
high relative to income on the basis of
prewar relationships.

Retail Gains Countrywide
All parts of the country reported

fourth quarter sales higher than a year
ago, though some cities where reductions
in employment have been most severe

Table 2.—Sales of Retail Stores

[Millions of dollars]

Period

Annual totals:
1939 .
1940
1941
1942.. .
1943
1944
1945 P . . . .

Seasonally adjusted an-
nual rates:

1942:
1st quarter
2d quarter
3d quarter __
4th quarter

1943:
1st quarter
2d quarter , .
3d quarter .
4th quarter

1944:
1st quarter .
2d quarter.._ .
3d quarter
4th quarter .

1945:
1st quarter _
2d quarter
3d quarter. .
4th quarter *

All retail
stores

42,042
46,388
55,490
57,552
63, 680
69, 484
74,400

57, 528
55, 368
57, 268
60,044

62,804
61,788
63, 840
66, 288

68,188
67,020
69,704
73,024

74, 708
69,048
73,444
80, 400

Durable
goods
stores

10,379
12,418
15, 604
9,846
9,339
9,967

11,000

11, 420
9,800
9,164
9,000

8,956
9,244
9,504
9,652

9, 932
9, 708

10,028
10, 200

10, 632
10,064
10, 840
12, 300

Nondura-
ble goods

stores

31,663
33, 970
39,886
47,706
54, 341
59, 517
63, 400

46,108
45, 568
48,104
51,044

53,848
52, 544
54,336
56, 636

58, 256
57,312
59, 676
62,824

64,076
58,984
62, 604
68,100

•F p Preliminary estimate based on data for first 11
months.

Source: U. S. Department of Commerce.

deviated definitely from this trend. It
was to have been expected that, in areas
which were previously heavily dependent
upon war production and which had
weak reconversion prospects, these fac-
tors would be reflected in a sales decline
following war production cutbacks.
Such cases, however, were the exception
rather than the rule.

In the face of this recent wave of buy-
ing, the inventory position has been un-
balanced. In nondurables, inventories
in many lines are thin and none are
building up to normal. The stock deple-
tions have been very pronounced in men's
wear and lower-priced women's wear.
Durable goods supplies are increasing,
but the amounts so far have been very
small when spread through marketing
channels.

Automobiles, refrigerators, washing
machines, and ironers are generally
available for display purposes only, with
orders being taken for delivery "when
available." Kitchen utensils are ap-
pearing in increased quantities, but dur-
ing the pre-Christmas period the sup-
ply of cameras, bicycles, electric trains,
and metal toys was such that these de-
partments looked much more as they
did in 1944 than as they will in 1946.

New Record for Quarter
On a seasonally adjusted basis, total

retail store sales in the final quarter ap-
proximated 20 billion dollars, topping the
highest quarter of the war and of all
time—the first quarter of 1945—by over
a billion dollars.

Fourth-quarter sales of durable goods
are estimated at about 3.4 billion dollars,
one-fifth above a year ago. But even
with this gain dollar sales of these stores
were still far below prewar. The auto-
motive group, spurred by gasoline avail-
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ability, rose almost a third above sales in
the previous year. These automotive
store sales consist in the main of parts
and services, since new automobiles
played an insignificant role in the fourth
quarter when passenger car production
was only sufficient to supply dealers dis-
play cars for their showrooms.

The demand for furniture and home
furnishings remains high but the supply
position especially in the lower-price
brackets is very tight. Sales in the fourth
quarter nevertheless exceeded those in
the corresponding period of 1944 by
about 20 percent. Jewelry sales have
been maintained at some 8 percent above
the previous year.

Total sales of stores in the nondurable
goods field aggregated 18.5 billion dollars
in the final quarter of 1945, up 9 percent
from 1944. With the exception of fill-
ing stations and apparel stores, relative
increases in sales among the nondurables
were more moderate than for the dur-
able goods stores.
Returning Veterans Bolster Sales

The demand for men's apparel has
been intensified by purchases of civilian
clothing by discharged military person-
nel and this special demand is bound to
continue for some time. The demand is,

in fact, so large relative to supplies that
some retailers have been forced to insti-
tute a type of personal rationing to
spread small available stocks among their
customers. Others have appealed to civ-
ilians to defer buying until the demands
of returning servicemen have been satis-
fied. Total fourth quarter apparel store
sales were up considerably above the
fourth quarter of 1944 in dollars, but this
dollar volume was not indicative of the
supply situation.

Fourth quarter sales of food stores
were about 9 percent above the previous
year, reflecting improvement in civilian
supplies compared with last year. Eat-
ing and drinking places had registered
continually increasing sales during the
war years when rationing and the en-
trance of many housewives into the em-
ployment field affected the "eating out"
habit. The fourth quarter sales in-
crease approximated the average for the
nondurable group.

Cost-Price-Profit Relationships

In current discussions of prices, costs,
and profits, there is need for some per-
spective as to the relative magnitudes of
various costs, plus profits, making up the
total value of the finished product. It is
only with an understanding of these
magnitudes that the effect of possible
changes in wages or other costs can be
appraised intelligently.

The division of the national income
into compensation of employees, entre-
preneurial and property incomes and
profits provides significant economic

Chart 4.—Distributive Shares of Private Production, 1944

COMPENSATION OF
EMPLOYEES

52.0%

D, D 45-785

TOTAL PRIVATE PRODUCTION, $169 BILLION

Source : U. S. Department of Commerce.

data, but it does not furnish a measure
of their relative importance as compo-
nents of the market value of the goods
and services produced. In the first place
the cost-price-profit relationship is sig-
nificant only in the private sector of the
economy. It should not include the gov-
ernment wages and salaries or govern-
ment interest payments which are part
of the national income. In the second
place there are various costs, notably de-
preciation and taxes, which must be in-
cluded in the value of the finished prod-
uct but which are not part of the na-
tional income.

Components of Private Output

Chart 4 shows the percentage distribu-
tion of the 189 billion dollar privately
produced gross national output of 1944
in terms of various cost elements and
profits. This aggregate represents that
part of the 197.6 billion dollar gross na-
tional product of 1944 turned out by
private enterprise including the substan-
tial part of business output purchased
by government. The difference of some-
thing like 30 billion dollars represents
the government expenditures for things
not purchased from private industry,
mainly wage and salary payments to the
armed forces and civilian personnel as
well as payments of interest on govern-
ment bonds. Since this 169 billion dollar
total is a consolidated figure for all pri-
vate enterprise, it eliminates purchases of
materials and services by one business
from another.

While compensation of employees was
72 percent of the national income, and
a slightly higher proportion of the in-
come payments to individuals for 1944,
the compensation paid employees by all
private concerns was only 52 percent of
the value of all private production. This
labor cost is determined by other in-
fluences as well as changes in basic wage
rates. During the war it increased more
than basic rates because of increased
premiums for overtime and a more lib-
eral administration of wage schedules in
order to meet the conditions of a tight
labor market without violating controls
over wage rates. This process is in part
reversible.

Labor cost also depends upon produc-
tivity. Any calculation of future cost-
price-profit relationships involves an as-

(Continued on page 20)
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The Business Situation
By Division of Research and Statistics, Bureau of Foreign and Domestic Commerce

DURING the first 2 months of the
year, business activity was marked

by strong demand factors, but with un-
even progress in the expansion of pro-
duction. Large consumer buying con-
tinued to be a major sustaining force
and piled up substantial gains dollar-
wise in retail trade over a year ago, not-
withstanding that the flow of goods
from the factories was not increasing at
a rate commensurate with earlier
expectations.

Some increase in goods available came
as a result of the decline in government
purchasing which made increased quan-
tities available for civilians. In addi-
tion, the gain in sales was partly the re-
sult of upgrading of purchasing, mostly
induced by the lack of lower-priced
merchandise.

Nevertheless, the increase in the pro-
duction of some types of consumer goods
has also given considerable support to
retail trade, and indications of the alle-
viation of some earlier shortages are
apparent.

Petroleum products are an outstand-
ing example of a product where the
increase in supplies was significant.
Not only have consumer demands been
met on a level far above a year ago, but
large stocks are accumulating in the
hands of the industry.

More important, from the consumer's
standpoint, because of its role in the
budget, was food, which has been avail-
able in increased quantities notwith-
standing the problems of export sup-
plies, However, certain commodities—
notably wheat—have not been adequate
to meet our international commitments
and have necessitated special steps by
the Government to insure that the req-
uisite supplies are mobilized. Other
commodities available in i n c r e a s e d
quantities as compared with a year ago
include household furniture and equip-
ment, including chinaware; hardware,
and auto parts and accessories.

The major retarding influence of the
opening months of this year was the wid-
ened areas of industrial disputes. These
have primarily influenced progress in the
major reconversion industries where the
disputes have been concentrated to a
major degree. They have not prevented
progress in reconversion, but they have
slowed the process. Actually, the diffi-
culties involved in attaining mutually
agreeable settlements of the widespread
labor-management controversies under-
scored a number of financial problems of

682064—46 1

r e c o n v e r s i o n — prices, profits, and
wages—which had to be solved before
production could advance at the required
pace.

In this respect two important develop-
ments marked the month of February:

1. The settlement of the steel strike—
significant not only because of the size of
the industry but also because a large seg-
ment of industry rests upon a freely flow-
ing supply of this basic commodity.

2. The issuance of a new wage-price
policy by Executive Order of the Presi-

Chart 1.—-Business Indicators
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1 Includes steel ingots and steel for castings.
Daily average based upon number of days in
month.2 Daily average based upon number of equiva-
lent week days in month.3 February data for all items are estimated ;
figures for freight carloadings plotted in the
chart are based upon data for the first two
weeks only.

dent and the raising of some price ceil-
ings, most notably in steel and meat-
packing. The new policy provides a
basis for wage increases and permits
some upward price adjustments, although
it is designed to moderate the extent of
the latter.

Settlement in Steel

Under the agreement reached in mid-
February the path was set for the re-
sumption of operations in the basic steel
industry. This settlement lifted the in-
got rate from 5 percent of capacity in
the first week of the month to close to 60
percent by the month's end. It was fol-
lowed by settlement of the meat packers'
strike, and of a host of other strikes, in-
volving smaller numbers of workers.
However, at the end of the month the
important General Motors dispute, that
of the electrical workers, and many
others remained unresolved. It was
hoped that the example of the steel set-
tlement and other contracts covering
workers in large companies, as well as the
new wage-price policy, would spur the
prompt settlement of the remaining dis-
putes.

Drop in Income Payments

Both because of the effects of work
stoppages and because of the further
reduction in military pay of the armed
forces, income flowing to individuals
continued to decline. The seasonally
adjusted index of income payments
dropped from 235.7 in November to 234.1
in December, with a larger drop to 231.6
in January. The last figure is equivalent
to an annual rate of almost $156 billion
as compared with the war peak of $165
billion in February 1945.

In December, the income received by
civilians, including large mustering-out
pay of discharged military personnel,
had risen to a level only slightly less
than in the last war month. This rise
was partly wiped out in January, how-
ever, because of lowered pay rolls result-
ing from the widened area of industrial
disputes, and because of the decline in
government pay rolls.

The positive elements in the current
business situation were also seen in the
fact that income payments continued to
flow in increasing volume in trade and
construction. Mustering-out pay to dis-
charged soldiers and sailors, and unem-
ployment-compensation payments re-
mained large.
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Easing in Labor Market

The labor market evidenced some in-
crease in the supply of labor relative to
demand in the early part of the year.
Preliminary estimates indicate that the
total number of nonagricultural em-
ployees declined by some 600,000 between
December and January. This decrease
was less than seasonal—with the con-
tinued rise in manufacturing offsetting
to some extent the usual decline in em-
ployment in trade and Government post
offices. Apart from the industries where
reconversion had been completed and
advances in employment were most
notable, the textile-mill-products group
was the principal gainer in the easing
labor supply situation brought on by
release of veterans.

Employment gains in these areas,
however, could not offset the other de-
clines plus the additions to the labor
supply. Unemployment continued to in-
crease. By the middle of February over
3% million claims for unemployment
compensation and for veterans' read-
justment allotments were on file, over 1
million of them veterans.

Recovery Trend Retarded

While production in the first months of
1946 showed the depressing influences of
the stoppages in major segments of in-
dustry, the period was also characterized
by a continuation of the strong recovery
trend elsewhere. The initial cutting of
steel output, however, could not but be
reflected in the total production picture
both of itself and because of some sec-
ondary effects of curtailed supply.

The upper panel of Chart 1 depicts
the drop in steel operations resulting
from the strike. In the last quarter of
1945 the mills had been producing an
average of close to 6 million tons a month
or at a daily rate of about 200,000 tons.
January output dropped to an estimated
figure of approximately 4 million tons,
because of the strike in the latter part of
the month. In February, with more than
two weeks of shutdown and the gradual
recovery as operations started again in
the second half of the month, the esti-
mated output was less than 1M> million
tons. Operations in the month were at
a daily average of about 50,000 tons. In
all, due to the strike and its aftermath,
steel production in January and Febru-
ary was some 7 million tons less than
would otherwise have been expected.

The curtailment of the steel supply
did not last sufficiently long to exercise
immediate secondary effects on other
production to any substantial degree.
While shortages were undoubtedly felt,
steel production in the months preceding
had been at a high rate and output of
finished steel products relatively low so
that appreciable steel stocks had been
accumulated. These were in addition to
the inventories that remained at the end
of the war. For these reasons output in
many segments of industry not directly
affected by strikes continued to rise in
January and, according to preliminary
indications, through February.

The drop in the index of miscellaneous
carloadings in February was of course

appreciable but not so large as might
have been expected in view of the wide
areas where little or no production was
forthcoming. In the index of total load-
ings, this decline was partly offset by
abnormally heavy coal movements.

Production Trends Varied

Within manufacturing, production
trends have been extremely divergent
since VJ-day, and the absence of uni-
formity has been even more marked in
the most recent months. Although the
over-all movement in industrial produc-
tion and manufacturers' shipments has
been moderately downward since Novem-
ber, important segments of both the dur-
able and nondurable goods industries
continued to register gains during this
period.

In addition to the continued liquida-
tion of munitions production in a few
industries, the widened area of industrial
disputes in January depressed output in
steel, electrical equipment, and elsewhere.
As already noted, however, the effects of
these disputes were almost wholly con-
fined to the areas directly involved.
Those manufacturers, such as metal fab-
ricators, that were one or more steps
removed from the struck plants generally

were able to maintain—and in some cases
expand—their operations despite the
curtailed flow of materials.

Many Industries Show Gains

While data are still incomplete, it ap-
pears that, after allowing for seasonal
influences, the segment of the economy
with rising production trends was con-
siderably broadened during the Novem-
ber--January period. Among the dur-
able-goods industries, stone, clay, and
glass products and lumber and lumber
products, showed significant increases in
productive activity. Among the nondur-
ables, chemicals, rubber products, tex-
tiles, printing and publishing, and some
processed foods made new gains. On the
basis of the change between December
and January, automobiles and tobacco
products would also be included among
the industries showing increases.

These gains were very important in
sustaining employment and the flow of
goods to consumers, even though they
were overshadowed in the indices of over-
all industrial activity by the sharpness
of the reductions in the areas affected
by declining war output and production
shut-downs.

Chart 2.—Shipments of Selected Consumer Durable Goods
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except for sewing machines which covers the period 1936-40. Data for passenger automobiles
represent factory sales for the base period and production for the months of 1945.

Sources : Civilian Production Administration (formerly War Production Board) and U. S. Depart-
ment of Commerce.
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Consumers' Durables Behind Schedules
The progress of reconversion in the

highly expanded metal-fabricating in-
dustries continues to be of central inter-
est as the economy organizes for full
peacetime p r o d u c t i o n . Within the
metal-fabricating group, chief attention
is being given to those industries produc-
ing consumers' durable goods, partly be-
cause results to date have fallen mark-
edly short of the rather unrealistic pro-
duction goals given wide publicity shortly
after the war's end. Public anxiety on
this account is understandable in view of
the huge reservoir of demand stored up
during the war years when these goods
were out of production.

Comparison With Base Period

As is clear from chart 2, none of the
important consumers' durables had at-
tained the base-period (generally, the
prewar peak) rate of production by the
year-end, although in all cases producers
have set goals for postwar output which
exceed base-period production by consid-
erable margins. The fact that sewing-
machine and automobile manufacturers
had the lowest output of any of the in-
dustries shown relative to the base period
appears to be in line with the magnitude
of the reconversion task faced by. these
producers, as noted below. Even if it is
assumed that without the General Motors
tie-up, the number of passenger cars pro-
duced in December would have been
60,000 instead of 30,000, the number
would still have been less than one-fifth
of the monthly average in the base
period.

Although production of washing ma-
chines, vacuum cleaners, and electric
ranges in December had risen to more
than half the base period rate, only an
insignificant number reached the final
consumer by the year-end because of the
necessity of filling distribution pipe lines.

Normal Products Replace Combat Materiel

Delays resulting from industrial dis-
putes or other causes cannot be ignored
in explaining the post-VJ-day pace of
consumers' durable-goods production.
Nevertheless, the basic reason for the slow
progress stems from the fact that during
the war period manufacturers that usu-
ally produce these goods were largely
occupied with the production of special-
ized weapons of war—automobile manu-
facturers produced tanks and aircraft
engines, sewing-machine manufacturers
produced guns, and so on. Moreover,
the portion of their product which was of
civilian type was often made to military
specifications at sharp variance with
civilian styles and standards.

The degree of concentration on combat
4iateriel was considerably less in the pro-
ducers' goods industries. Therefore, the
reconversion task in this area was less
sweeping in character.1

The record of consumer-durables pro-
duction to date is consistent with the
experience with earlier production
change-overs, as analyzed in the Novem-

1See "Reconversion in Metal Fabricating
Industries," SURVEY OP CURRENT BUSINESS,

June 1945.

Chart 3.—Women's Hosiery: Pro-
duction and Shipments x
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Source : National Association of Hosiery Man-
ufacturers.

ber 1945 issue of the SURVEY (see chart 2
in that issue). The shape of the typical
production curve for new products was
then described as concave upward. By
the end of last year some of the consumer
durable-goods industries were only
emerging from the initial period of very
low production. In others, however,
such as washing machines, it appeared
that the second phase of the transition
had been entered and that the produc-
tion curve was gaining momentum.

Women's Hosiery Supplies Reduced

A problem which has also attracted
widespread attention in recent months is
the sharp decline in women's hosiery
supplies in retail outlets. This develop-
ment did not have its origin in reconver-
sion difficulties in the ordinary sense of
the term, as the shift from rayon to nylon
by many manufacturers, in evidence
since last October, raises relatively minor
production problems. Nevertheless, the

experience in the hosiery industry is in-
dicative of the type of problem that arises
in the rush to restore peacetime opera-
tions.

Over-all production in the industry
was significantly below prewar volume
throughout the war period because man-
ufacturers of rayon hose were unable to
fill the gap created by the disappearance
of raw silk and the diversion of nylon to
military use. In 1940, the last normal
production year, approximately 58 mil-
lion dozen pairs were manufactured, as
compared with 46 million dozen in 1944
and 42 million dozen last year. Pour-
fifths of 1940's production represented
silk and nylon hosiery.

While most of the wartime shortages
eased following the end of the war, wom-
en's hosiery production and shipments
took an opposite turn. The explanation
is clearly illustrated in chart 3.

Revocation of Rayon Set-Aside
The sharp downturn in rayon-hose

production in the closing months of 1945
can be attributed to the diversion of
rayon yarn to other uses following the
revocation of the wartime set-aside order
for rayon yarn. Under the order, rayon
manufacturers had been required to allo-
cate approximately one-sixth of their
production to hosiery mills—sufficient for
roughly 3 V2 million dozen pairs a month.
After controls were removed, part of the
rayon that had been going into thread for
stockings was diverted to weavers for
manufacture into cloth. As a result,
rayon-hose production per month was
more than halved by the end of 1945.

Reappearance of Nylons
Production of nylon stockings was re-

sumed after VJ-day, and by December
more nylons were being manufactured
than rayons. Nevertheless, nylon-hose
production offset only a part of the re-
duction in the output of rayons.

Only about half the nylons manufac-
tured during the last 4 months of 1945
were shipped to the trade (see bottom
panel of chart). Shipments during this
period amounted to about 20 million pair
as compared with the female population
14 years and over of almost 54 million—
in other words, shipments were not much
more than 1 pair for every 3 women.

The rate of nylon-hose production in
December was already in excess of the
highest rate attained in any previous pe-
riod and a further substantial increase
is expected during this year. While ny-
lon-yarn capacity is much larger than
before the war, it is sufficient for the
manufacture of not more than 30 mil-
lion dozen pairs of nylons during 1946,
or an average of about 7 pairs per woman.
Even after allowance for continued
production of rayon, cotton, and other
types of hosiery, it seems clear that this
year's production will still fall short of
the 1940 average of 14 pairs per woman,
although it should exceed the 1945 aver-
age of between 9 and 10 pairs.

By 1947 it is expected that new plant
capacity for nylon-yarn production will
be in operation. It is difficult to predict-
when silk, which for many years monopo-
lized the market for the better grades of
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hosiery, will again become available in
quantities to hosiery manufacturers.

New Housing Program
Construction was an area where ad-

vances continued into February and sub-
stantial gains in the volume of activity
were registered. The 7-percent rise over
January in the volume of new construc-
tion activity is the more notable in that
it continued the counterseasonal move-
ment that had been evident throughout
the winter. It gave evidence of the heavy
demand for new construction which
would bulk ever more importantly in the
economic picture over the next months.

In particular the shortage of housing
relative to the expanding demand con-
tinued acute. The importance of this
problem was emphasized by the Housing
Expediter's announcement of a new
housing program designed particularly
to aid returning veterans and their fam-
ilies.

Under the program it was proposed
that 2.7 million dwelling units be pro-
vided before the end of 1947—1.2 million
in 1946 and 1.5 million in 1947. About
900,000 of the total to be provided in 1946
would be new units—conventional con-
struction and prefabricated. The re-
mainder would have to be made up by
conversions, by provision of trailers, and
by utilization of idle temporary build-
ings that had been used by the military.

This program represents a substantial
increase—-probably a doubling—in hous-
ing objectives over the expectations of
what would be produced without such a
far-reaching program. It was hoped
that this could be accomplished with the
aid of premium payments for increased
production and other financial assist-
ance; by use of priorities in chan-
neling materials; by recruiting and train-
ing 1.5 million additional workers; by
postponing deferable and nonessential
construction; by expanding factory fab-
rication of houses and guaranteeing the
market for the product; and by channel-
ing the largest part of the material pro-
duced into homes and unit housing sell-
ing for not more than $6,000 and renting
for not more than $50 a month.

To the extent that such a program
meets success it would add materially to
the total volume of construction activity
in the year ahead. While much of it
can be done only through limiting other
types of construction, such limitations
cannot be too stringent since the provi-
sion of housing in this volume will re-
quire auxiliary construction of roads,
communication facilities and the like.
The head of the Civilian Production Ad-
ministration declared that support would
be given by that agency to the Veterans'
Emergency Housing program by the is-
suance of regulations which will curtail
commercial and industrial construction
work as well as residential building out-
side the veterans program and will limit
the use of building materials to approved
projects.

The program also depends upon speedy
congressional action to provide the means
of its implementation. Bills to make $600
million available for production premium
payments and to provide price ceilings on

new and existing residences have been
introduced in Congress. New authority
is also sought to make $250 million addi-
tional available for temporary and re-
use war housing. Administrative action
to curb inflation through more effective
price control has been set in motion by
the Office of Price Administration.

Congress had not taken final action
upon this proposed legislation in early
March, but set-backs have been experi-
enced in the initial moves to secure ap-
proval of the provisions for placing ceil-
ings upon existing residences and for
premium payments to expand materials
production.

World Wheat Supplies Tighten

The aftermath of the war brought
problems arising not only from domestic
readjustments but also those stemming
from our international obligations. A
serious situation arose out of the world
shortage of wheat supplies. Year-end
reports on stocks of wheat in the United
States revealed that rapid domestic con-
sumption during the latter half of 1945
had cut deeply into stocks available for
export during the first six months of 1946.

To prevent the United States from fall-
ing far behind in its commitment for
wheat exports, a wheat conservation or-
der was put into effect on March 1. This
order increases the extraction of flour
from 72 percent to 80 percent of the
weight of the cleaned wheat, limits in-
ventories of wheat processors, and re-
duces the consumption of wheat in mixed
feeds. Additional steps were taken to
expedite the long truck-rail-ship move-
ment of wheat from farms in the Great
Plains and in the Pacific Northwest,
where most of the wheat stocks are
stored, to the distressed areas of Europe
and Asia.

The immediate pinch on wheat sup-
plies in the United States is largely
caused by the unexpectedly heavy con-
sumption of wheat as feed for livestock
and poultry. Despite the bumper feed
production in 1945, feed grains have been
in a tight supply situation owing to rec-

ord demand. Consequently, wheat has
been fed at approximately twice the rate
which was anticipated at the beginning
of the season.

Farmers have been urged to cull poul-
try and to feed hogs to lighter weights,
but a definite program has not yet been
announced.

Employment Act of 1946

While the past month was marked by
a number of Government steps having
important bearing on future business de-
velopments, legislative action with more
far-reaching implications was taken with
the passage of the "Employment Act of
1946." This Act provides for the develop-
ment of a national economic program
which would enlist the cooperation of
industry, agriculture, labor, and the
State, local, and Federal governments
for the promotion of maximum produc-
tion and employment.

In addition to the declaration of Fed-
eral responsibility for the formulation
of such a program, the act creates a
Council of Economic Advisers to analyze
current and prospective economic de-
velopments and to assist the President
in preparing annual and supplementary
reports to Congress containing legisla-
tive proposals for implementing the
broad national economic policy which is
set forth. A joint Congressional com-
mittee is also established to make find-
ings with respect to the President's rec-
ommendations.

Thus there is provided new legislative
and executive machinery for assembling
and making available economic informa-
tion and analysis and developing a legis-
lative program with the objective of
mobilizing a coordinated national attack
on the problem of maintaining an ade-
quate volume of consumption and pro-
duction in an expanding economy. The
way is now cleared for enlisting our best
talents for developing ways and means
of carrying out this declared objective,
since a declaration of this nature is by
no means self-executing.

Wage-Price Policy
The full implications of the modified

wage-price policy announced by Presi-
dent Truman on February 14 are not yet
apparent, since key administrative de-
terminations under the new Executive
Order are still in process of formulation.
Broadly outlined, however, the new pol-
icy (1) though it continues to permit
advances in wage rates, tends to limit
such wage and salary adjustments within
the industry and area patterns estab-
lished since VJ-day; (2) adds to the area
of allowable costs to be considered in
raising price ceilings; and (3) provides
means for more rapid upward adjust-
ment of prices where an industry is
placed in a hardship position.

On the basis of the general standard
which is established for Government ap-
proval of future wage adjustments, the
agreements reached in such industries

as steel and meat-packing will tend to
place an upper limit—under 20 percent—
on wage increases in the major indus-
tries, with maiiy /adjustments falling
considerably below this limit.

Progress of Reconversion Wage Policy
Initial reconversion wage policy, es-

tablished immediately after the war's
end, was designed to cushion the reduc-
tion in take-home pay resulting from
shorter hours, downgrading, and other
factors. At the same time it placed
strong emphasis on holding the price
line. Accordingly, voluntary wage in-
creases were permitted to the extent
that they did not endanger price ceilings.

Modifications of this policy at the
end of last October broadened the base
upon which price increases might be
approved, but continued to encourage
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free collective bargaining within the
established limits.

New Wage Formula
In contrast, the recently announced

policy will have the effect of bringing
all wage and salary increases within a
prescribed pattern. This effect is clearly
discernible in the trend of recent wage
settlements. Moreover, conformity to a
set pattern is encouraged by requiring
prior approval by the National Wage
Stabilization Board of all wage increases
to be used as the basis for a plea for
price relief. Obviously, such a condi-
tion will limit the number of adjust-
ments that will be made outside estab-
lished Government procedure.

Wage adjustments achieved between
VJ-day and mid-February were un-
affected by the new order—in fact they
provide a standard for determining ap-
proval of increases in an industry or
labor-market area. Where no general
pattern of wage increases exists, criteria
similar to those previously in effect are
to be used.

Modification of Earlier Criteria

The criteria are somewhat broadened,
however, to provide for recognition of
gross inequities between related indus-
tries, as well as within an industry, and
for the use of basic wage or salary rates
in place of straight-time earnings in ap-
proving wage adjustments based upon
the higher cost of living. Average
straight-time h o u r l y earnings—the
yardstick in the previous Executive Or-
der—have risen more than basic wage
or salary rates, since the former includes
the effects of upgrading, special pre-
miums for night work, etc. Therefore,
some industries will be permitted fur-
ther price increases to bring basic rates
in line with increased living costs be-
tween January 1941 and September 1945.

The range and magnitude of the in-
creases which will actually occur under
the order will also be affected by the
definition of "related industries," the
areas exempted from specific approval,
and other determinations which are in
process.

Waiting Period Eliminated

The need to hold the price line until
production is in full swing is reaffirmed
in the President's statement. The major
modification with respect to price policy
is found in the provision that price ad-
justments may be sought without wait-
ing until the end of the 6-months' test
period previously required.

Actually, there is no change in prin-
ciple. The establishment of a floor
under the average rate of profit before
taxes equal to the return on net worth
in the applicable peacetime base period
is essentially more formal recognition of
the formula previously followed in
granting price relief but not formalized
by Executive Order. As before, price
increases will not be approved on the
basis of excessive unit costs in opera-
tions at a temporary low volume during
reconversion adjustments. A new ele-

Chart 4.—Profits Before Taxes as Percentage of Net Worth, 2,152
Manufacturing Corporations 1
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Source : Office of Price Administration.

ment is introduced by the requirement
that in considering appeals for price re-
lief the Office of Price Administration
evaluate the production and profit pros-
pects for the full year ahead.

Increases in Basic Wages

Over-all data concerning the average
increase since the end of the war in basic
wage rates and the range by industry
are not yet available. The United States
Department of Labor has estimated that
approximately 6 million workers—20
percent of all employees in private non-
agricultural industry—received upward
wage adjustments between the war's end
and January 10, 1946, concentrated be-
tween 10 and 15 percent.

Although such major settlements as
those in steel, Chrysler, Ford and the
electric division of General Motors clus-
tered around 17 percent, awards of this
magnitude are not typical for all in-
dustry. The patterns set in some lower
wage areas fall within a lower range.
Settlements of 5 to 15 cents an hour, rep-
resenting increases of about 6 to 15
percent, were typical in the furniture,
brick and hollow-tile, cotton-textile and
woolen-and-worsted industries.

Effect on Price Ceilings

The wage increases granted in the
major mass-production industries and
those in prospect in other areas need not
in themselves create the necessity for a
commensurate rise in the price level.

They will necessitate price increases
in some instances and the machinery has
been provided, as indicated above, to
supply more prompt price relief where
ceilings need to be raised. However, the
basic cost-price relationships are such
that the new policy need not result in a
substantial rise in the price level.

The reasoning behind this judgment
is familiar to readers of the SURVEY.
As was pointed out in the analysis of
"The Postwar Price Structure" appear-
ing in the November 1945 issue, wages
for all workers in the country—manu-
facturing and nonmanufacturing—could
be raised approximately ten percent on
the average, without raising the index
of consumer prices above current levels,
and with net profits in 1946 above any
prewar year. Naturally, more substan-
tial increases in some segments would
be covered in this average. Moreover,
as was indicated, "after reconversion is
completed, sustained high volume and a
catching-up with the normal growth in
productivity will make possible a larger
and more general wage increase or a
greater decline in prices."

Recent developments have resulted al-
ready in wage advances which will prob-
ably mean an average increase in manu-
facturing wages somewhat higher than
10 percent, although with data incom-
plete for settlements already concluded
and with adjustments yet to be made
in important segments of the economy,
it is not possible to calculate the exact
shift in the average at this time.
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The 8.2 percent increase in average
steel prices—authorized at the time when
wage agreements for the principal steel
companies were reached—was granted
apart from the new wage-price formula.
This rise in steel prices will have reper-
cussions in the steel-using industries, but
the prospective cost-profit relationship
for steel consumers will govern price re-
lief here as in other cases.

As pointed out in the November article,
referred to above, current wage-rate in-
creases do not necessarily occasion an in-
crease in wage costs, since in part they
compensate for the declines resulting
from reduced overtime payments and
downgrading.

Where wage increases do increase la-
bor costs, it is well to keep in mind the
relationship of wage and salary payments
to total costs and profits—which make
up the market value of production. As
indicated in an analysis in the January
1946 Survey, and the chart on page 5 of
that issue, compensation of employees
constituted 52 percent of the 169 billion
dollars of total private production in
1944.

Thus, if profits were to be maintained,
only half of the increase in aggregate
wage and salary costs would need to be
passed on in price increases. However,
wage costs could go up without price ad-
vances if the decision were made to ab-
sorb higher wage costs by a reduction in
the rate of profit.

Significance of Base Period Earnings
Since the basic guide to be used by

price authorities in judging the require-
ment for price increases under the pres-
ent program is the relationship of earn-
ings to net worth in the base period—
generally 1936-39—it is necessary to
evaluate this relationship at the present
time. The accompanying chart and
table give available data for a sample
group of corporations for the base period,
and for 1941 and 1944. The sample cov-
ers a high proportion of total profits in

manufacturing though it tends to under-
state the increase in profits that has oc-
curred, since it is heavily weighted with
stable and large corporations having a
greater-than-average profitability in. the
base period.

Specific application of the wage-price
formula depends on the particular con-
cept of net worth that is adopted. The
Office of Price Administration data here
presented use the standard definition of
net worth—the sum of common and pre-
ferred stock, surplus, and surplus re-
serves, averaged at the beginning and
end of each year. It thus includes the
substantial additions to reserves during
the war years.

Rise in Earnings Ratios for Sample
For the combined manufacturing in-

dustries represented by the sample, prof-
its before taxes as a percentage of net
worth increased to two and one-half
times the base-period ratio by 1941, and
increased further by 1944. Net worth
rose one-fourth for the group—from $27
billion to $33 billion—between the base
period and 1944.

The industries which faced the major
physical reconversion problem, including
the metalworking and chemical groups,
are shown separately in the table and
chart. These companies, the most fully
involved in munitions production and the
more profitable figuring on the net worth
basis during the war years, experienced
a tripling of the return on net worth be-
tween the base period and 1944. At the
same time, the contingency reserves in
this group increased from $12 million to
$237 million by 1944—a major share of
the $375 million accumulated by all the
manufacturing corporations included in
the sample.

Although the gain in the rate of return
was of lesser magnitude for the other in-
dustries—including textiles, apparel, fur-
niture, food and other consumer goods—
the rise in profitability is substantial in

Table 1.—-Profits, Net Worth, Sales and Contingency Reserves, 2,152 Manufacturing
Corporations *

Item

Profits before taxes
Profits after taxes
Net worth
Sales
Contingency reserves ._
Profits before taxes as percent of net

worth
Profits after taxes as percent of net

worth
Profits before taxes as percent of sales._
Profits after taxes as percent of sales

[Millions of dollars]

All manufacturing (2,152
corporations)

1836-39

2,649
2,185

26, 696
28, 812

38

9.9

8.2
9.2
7.6

1941

7,054
3,608

28, 851
46, 677

318

24.4

12.5
15.1
7.7

1944

8,666
3,339

33,319
80, 690

375

26.0

10.0
10.7
4.1

Industries with major
reconversion prob-
lems (526 corpora-
tions) 2

1936-39

1,143
934

10, 570
10, 637

12

10.8

8 8
10.7
8.8

1941

3,768
1, 676

11, 572
21, 211

155

32.6

14. 5
17.8
7.9

1944

4,271
1,466

13, 793
40, 662

237

31.0

10 6
10.5
3.6

All other industries
(1,626 corporations)

1936-39

1,505
1,251

16,126
18,175

26

9.3

7.8
8.3
6.9

1941

3,286
1,931

17, 279
25, 466

163

19.0

11.2
12.9
7.6

1944

4,395
1,873

19, 526
40, 028

138

22.5

9.6
11.0
4.7

1 Profits are shown before minority interest and contingency reserves which are deemed to be nonallowable appropria-
tions from current income. In 1941 and subsequent years profits after taxes reflect net deductions for renegotiation
refunds and reserves.

Net worth is the sum of common and preferred stock, surplus and surplus reserves, averaged at the beginning and
end of each year.

2 Includes automobiles and equipment, iron and steel and their products, electrical machinery, nonferrous metals
and their products, transportation equipment (excluding automobiles), and chemicals.

Source: Office of Price Administration, to be released by that agency.

view of the uninterrupted production en-
joyed by many of these industries during
the transition from war to peace.

In terms of the pricing formula, the
base-period ratio of 10 percent, when ap-
plied to the net worth of these manufac-
turing corporations in 1944, represents
$3.3 billion in profits before taxes. Ac-
tual profits before taxes in that year
amounted to $8.7 billion. Even with the
very sharp increase in wartime tax rates,
the return on net worth after taxes for
the group rose from 8.2 percent in the
base period to 12.5 percent in 1941 and
then was reduced to 10 percent in 1944.
Naturally under the lowered current tax
rates, 1944 profits would today represent
a much higher return of profits after
taxes on net worth.

The 1944 profit experience is not in it-
self demonstrative of the current prob-
lems since such a large part of the econ-
omy was then devoted to war output.
But it is indicative of the general tend-
ency for profits to expand more rapidly
than production. Of additional signifi-
cance is the fact that the ratio of profits
before taxes to net worth in 1941—a year
when civilian manufacturing output was
at a peak—was 2 y2 times that of the base
period. In general, with production
aimed at enlarged markets, there is con-
siderable leeway for increased costs be-
fore the rate of profits to net worth will
fall to the base period value. Hence, a
strict interpretation of the new price for-
mula would seriously restrict the magni-
tude of allowed price increases.

The tendency for corporate profits in
manufacturing to vary directly with in-
come originating in these industries—as
described in the article "Corporate Prof-
its and National Income," in the Septem-
ber 1944 issue of the SURVEY—is of funda-
mental significance in appraising profit
prospects for the period ahead when pro-
duction and sales are expected to be sub-
stantially higher than in any previous
peacetime period. The article just cited
demonstrated that profits in the 1936-39
base period were consistent with past
relationships of profits and income orig-
inating in manufacturing.

Squeeze on Individual Firms
Generalizations for manufacturing as

a whole or for broad industry groups are
not equally applicable to smaller industry
groups or to each individual concern.
Any frequency distribution of firms by
cost-profit ratios is likely to show con-
siderable dispersion, with some concerns
hard pressed by rising costs and other
concerns in a very advantageous profit
position. As a result, some individual
price increases will need to be granted.

The general effect of the recent devel-
opments depends in part on how strictly
the formula is interpreted in the face of
the expected upsurge in claims for price
relief because of upward wage-rate ad-
justments. In addition, the success with
which the 8-percent advance in steel
prices is controlled is of critical impor-
tance.
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The Business Situation
By Office of Business Economics

W ITH the resolving of the major in-
dustrial disputes in manufacturing

industries, which generally established
the pattern of wage adjustments, the
way was cleared by the end of March for
acceleration of the output of finished
goods. Not all of the major disputes are
out of the way and the one in the coal
industry could, if prolonged, have an im-
portant effect upon production generally.

Notwithstanding that the working out
of these wage and other problems consti-
tuted a brake upon reconversion in the
early months of 1946, there has been very
substantial progress in the change-over
to peacetime production and distribution.
Increased output was achieved in a va-
riety of industries, and with military
requirements continuing to decline, it was
possible to divert an increasing share of
current output into civilian channels.

Two things stand out in the perform-
ance of recent months: (1) The con-
tinued rise in consumer purchasing, de-
spite the further drop in income pay-
ments to individuals; and (2) the rapid
rate of expansion of private capital ex-
penditures, notwithstanding the various
bottlenecks that have had to be, or still
remain to be, overcome.

Factors in Spending Rise

With respect to the rise in consumer
purchasing, it should be noted that a
variety of influences have contributed to
this marked advance. Returning veter-
ans have increased the ranks of consum-
ers, and these individuals have been pur-
chasing at a much higher than average
rate since it was necessary for them to
replenish their civilian supplies. Indi-
viduals generally have been relieved of
part of their wartime tax payments, and
pay-roll bond deductions have declined,
both factors tending to increase con-
sumer spending. In addition, consumers
have lowered their savings of other types.
The net result has been that an increased
proportion of income has been spent,
resulting in a halving of individuals' net
current savings between the second quar-
ter of 1945 and the first quarter of 1946.

Dollar Totals Up More Than Quantities

In view of the fact that the flow of
wanted goods has not yet grown at a rate
commensurate with the rate of spending,
there has been a further tendency toward
rising prices and trading up, and perhaps
an increased willingness to take what is
available. The net result has been that

merchandisers have experienced record
dollar sales, and are still in the pleasant
position of having to seek goods to sell,
rather than customers. This has meant,
of course, that pressure upon prices has
continued, notwithstanding that emerg-
ing tendencies presage a lessening of the
fundamental inflationary p r e s s u r e s .
Thus, while the need for price controls

Chart 1.—Gross National Product:
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is as imperative at present and for the
coming period as it was during the war,
this need will not continue indefinitely.

Emerging Tendencies Presage Change

The alteration in the basic situation
will stem from three primary conditions:
(1) The Government deficit is rapidly
diminishing, and the time of a balancing
of Government income and outlays has
been advanced very considerably by the
recent trends of the figures on both sides
of the ledger; (2) the volume of produc-
tion of consumers' goods is rising and
increased production of required goods is

684740—46-

a major answer to the inflationary prob-
lem; and (3) a more advanced stage of
the reconversion process is now at hand
and industry input-output relationships
will be altered from this point forward
so that a higher proportion of consum-
ers' final products will be associated with
a given level of total production.

Low Proportion of Consumers' Goods

A word of explanation is perhaps nec-
essary with regard to point 3. In the
initial phases of shifting the type or
character of the output of the economy,
the flow of final products—that is, goods
in the form in which they are used by
consumers—is low relative to total pro-
duction, and low as well relative to the
input of the factors of production and
hence of the earnings derived from their
use. This was true, for example, in early
1942 when output was being geared to
war needs, and it has likewise been true
since last summer when output was being
reorientated to peacetime needs.

The reason for this is, of course, fairly
obvious: In the early stages of such a
production shift, materials and parts
have to be assembled and facilities or-
ganized—in other words, the pipe-lines
of production and distribution have to
be filled. The analysis of the movement
of manufacturers' inventories since
VE-day, presented in a subsequent sec-
tion, shows that much of recent produc-
tion is still in the hands of manufac-
turers as materials and partly finished
goods. The total of goods in all forms
held in manufacturers' inventories is
higher now than at the end of the war,
notwithstanding the liquidation of their
inventories of war goods. If these latter
could be shown separately—they are not
so segregated in the reports—the picture
would be clearer.

Gradually output of finished goods is
stepped up—this is the current stage—
and eventually the input-output rela-
tionship is in balance so that final goods
flow from production lines at a high and
steady rate. It will be some time yet—
notwithstanding that output will accel-
erate—before this more advanced stage
is reached. Then we may expect a lower-
ing of the inflationary pressure.

Rising Production Expected

The recent trends of production are
analyzed in a succeeding section, which
makes clear that output during the re-
conversion period has been high relative

1
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Chart 2.-—Gross National Product,
by Major Components 1
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to prewar output, although the data are
not available in a form which shows
clearly what has been the trend of the
output of consumption goods. Avail-
able evidence indicates that the recent
tendency has been moderately upward,
and that a more marked advance can be
expected from now on, barring the re-
percussions of any long tie-up of the
basic industries.

In evaluating the goods flow, it also
should be kept in mind that the rise in
production which eventuates in private
capital formation has been very rapid in
recent months—more than threefold
since a year ago. Not much of this is
for direct consumer use, although new
capital facilities are an indirect essen-
tial to the increase in consumer goods
and services available.

Take, for example, construction, which
increased rapidly and substantially dur-
ing the first quarter and where competi-
tive demand for available materials was
especially keen. About 40 percent of this
construction was for maintenance and
repairs, and of the remainder, almost a
third, or about 20 percent of the total
outlays for construction of all types, was
for new residential construction.

This situation will, of course, be altered
only gradually by the change in the pro-
portion of new construction, and by the
recent actions of Government agencies
designed to shift a higher proportion of
the resources available for construction
to residential building. For an extended
period, then, we may expect a continua-
tion of the inflationary tendencies now
generally apparent in the real estate
market, and it is highly probable that
rent controls will have to be continued
beyond the time when most, if not all,
commodity price controls may be elimi-
nated.

Gross National Product Decline Halted

The over-all economic results of the
divergent movements in various seg-
ments of the economy are summated in
chart 1, which depicts the quarterly
changes in the gross national product in
current prices over the past two and a
quarter years. In the first quarter of
this year the estimated value of cur-
rently produced goods and services flow-
ing to Government, producers, and con-
sumers was at an annual rate only
slightly below the total for the fourth
quarter of 1945. This slackened rate of
decline stands in contrast to the reduc-
tions experienced in the second half of
1945, when total product fell from a 206
billion-dollar annual rate in the second
quarter to 183 billion dollars in the fourth
quarter.

The change in the nature of the
product continued to be marked. Chart
2 reveals the fluctuations in the three
major components of the gross national
product. By the first quarter of this
year Government expenditures for goods
and services at an annual rate of 43 bil-
lion dollars constituted less than 25 per-
cent of the total. Just before the war's
end they had been almost half. A fur-
ther shrinking of this component is in
prospect but it cannot, of course, be of
the same magnitude as in the period just
passed and so will exercise less effect
upon the movement of the total.

Drop in War Expenditures

The cuts in war expenditures explain
the decline of the Government from its
dominating position in the business pic-
ture. At an estimated rate of 27 billion
dollars in the first quarter, war expendi-
tures were 70 percent below the rate in
the second quarter of last year and 40
percent below the rate that still pre-
vailed in the fourth quarter. The rise
in nonwar governmental expenditures
was small compared with the decline in
war expenditures.

While the first-quarter drop in war
expenditures could not but exercise some
depressing effect upon total economic
activity, the large rise in dollar outlays
for consumption and capital investment
was a counteracting stimulus.

Private Capital Formation Up

Total private gross capital formation
in the first quarter exceeded the rate in
the fourth quarter by a third. The major
increase was in construction activity,
which was up two-fifths. While this

gain was notable, the urgent need for
housing required still more rapid ad-
vances in this field, and in February gov-
ernmental action involving the estab-
lishment of priorities for lower-cost
housing and incentives for the production
of materials was initiated. The effective-
ness of the program in stimulating in-
creased housing construction will, in
large measure, depend upon legislation
now under consideration, and priorities
already established will alter the nature
of the construction total in favor of in-
creased residential construction. At any
rate, the trend of construction should be
steadily upward.

Purchases of producers' durable equip-
ment also rose at a sharply accelerated
rate in the first quarter—increasing 20
percent to an annual rate of 9 billion
dollars. Accompanying this was a con-
tinuation of the increase in accumulation
of business inventories. The shift from
inventory liquidation to accumulation
began in the last half of 1945 and will
probably continue through the next
quarter. A more detailed discussion of
the changed inventory position of busi-
ness in the recent past is presented in a
later section of this review.

Consumer Expenditures Since VJ-Day

Of special interest among economic
developments since VJ-day was the very
large rise in consumer expenditures for
goods and services. During peacetime
periods consumer expenditures have gen-
erally constituted about two-thirds of
the total national expenditures for goods
and services. In the war years 1943 and
1944, however, the proportion of con-
sumer expenditures to total expenditures
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was reduced to less than half. With the
curtailment of Government expenditures
for war goods after VJ-day and the free-
ing of resources for civilian use, the pro-
portion of the national expenditures for
goods and services increased rapidly.

The rise in the consumer expenditures
from the second quarter of 1945 to the
first quarter of this year compares with
the changes (after seasonal adjustment)
in the other major components of the
national product as follows, the figures
being stated in billions of current dol-
lars at annual rates:
Consumer expenditures for goods and

services _„_ 4 20
Business capital expenditures (private

gross capital formation) +12
Government expenditures for goods

and services —56
Change in total gross national

product —23

It will be recalled from the consumer
expenditure-disposable income relations
given in the SURVEY of February 1946 that
during the war period consumer expendi-
tures were far below the amount that
could have been expected in relation to
consumer incomes if goods had been
available. In fact, during 1944 and the
first half of 1945, the gap between actual
expenditures and the amount consumers
would have spent on the basis of their
incomes if goods had been available
amounted to an annual rate of 20 billion
dollars. Part of this gap was explainable
by shortages of goods, part by price con-
trols, part by the fact that consumers for
patriotic and other reasons preferred to
save a much larger proportion of their
incomes than they normally would.
And, importantly, some 12 million con-
sumers were being fed, housed, and out-
fitted by the military services.

With the ending of the war these fac-
tors, which in effect put a brake on con-
sumer spending, were being reversed.
Increasing supplies of consumer goods
were becoming available—such as more
foods, gasoline, and hardware items—
despite the fact that throughout the first
3 months of 1946 there were still many
goods missing, as for example, low-priced
clothing and the consumer durables.
Price controls were still kept but some
price increases were granted by the Office
of Price Administration for many con-
sumer items and the unavailability of
many articles resulted in hidden price
rises through the avenues of continued
trading-up.

The patriotic motive for saving a dis-
proportionate amount of the incomes was
no longer present and with the fighting
ended civilians felt they could now
splurge. Hence, there was apparently
some spillover of funds into the nondur-
able lines—a condition that did not occur
during the war. Finally, and more im-
portantly, discharged servicemen were
again obtaining their daily needs through
usual retail channels, and were making
above-average purchases in order to re-
plenish their civilian supplies, and estab-
lish new households.

As a consequence, consumer expendi-
tures for goods and services in the first
quarter of 1946 reached the record dollar
total of 120 billion (seasonally adjusted
annual rate), and comprised about two-
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thirds of the total national expenditures
for goods and services. These purchases
were unbalanced, however, in terms of
the normal relationships since durable
goods available for purchase were still
relatively low, and for reasons suggested
there were some nonrecurring demands
for nondurable goods.

As the flow of consumer durables in-
creases and as the supply of nondurables
as well becomes better balanced, con-
sumers will shift part of their incomes to
the purchase of the durables and reduce
the current tendency to spend a dispro-
portionate amount of their incomes on
nondurables. Price pressures will tend
to lessen as the flow of goods increases
and, once usual competitive conditions
are restored, we may expect that some
factors which now have the effect of
raising prices paid by consumers will
disappear.

What lines drew the increased spend-
ing is evident from the following sum-
mary, which gives in the first column the
first-quarter 1946 preliminary estimates
of expenditures at seasonally adjusted
annual rates, and in the second column
the estimated increases over the second
quarter of 1945 (in billions of dollars):

Item
First

quarter
1946

Change,
2d qtr.

1945
to 1st qtr.

1946

Consumer expenditures for
goods and services—total- 120 + 20

Nondurable goods 76.5 +17
Food (including alco-

holic beverages) 44 -f8
Tobacco 4 +1
Gasoline ._ 2.5 +1
Clothing 18 +5
Other 8 +2

Durable goods 10 +3
Automobiles and

parts 1 0
Furniture and house-

furnishings 6 +2
All other 3 +1

Services 33.5 0

It is clear from this table that 85 per-
cent of the total increase in consumer
expenditures from the second quarter of
last year to the first quarter of this year
was accounted for by increased spending
on nondurable goods. In fact, two-
fifths of the total increase was due to
increased spending for food. Although
the figure includes the increase in ex-
penditures for alcoholic beverages, the
bulk of the rise is accounted for by heav-
ier purchases of food at grocery stores.
Liquor stores, for example, recorded only
10 percent increase from the second
quarter of 1945 to the first quarter of
1946. The rise in food expenditures is
not fully explained by increased supplies
and by the increase in the civilian popu-
lation as a result of the demobilization of
7 million men and women from the
armed forces; part is due to some price
advances.

Expenditures on clothing increased by
a substantial amount since VJ-day not
so much by reason of increased quanti-
ties, but by reason of the fact that re-
turning veterans had to take what was
available, whether in their usual price
line or not, and also because of up-grad-
ing of lines in women's clothing as well.

Chart 4.—National Income 1
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As a result of this variety of influ-
ences, expenditures for nondurables in
the first quarter of 1946 were 25 percent
in excess of what could have been ex-
pected on the basis of the prewar rela-
tionship. The effect was to jack up
expenditures for all goods and services
in line with incomes at a time when con-
sumers were buying durables at a rate
of 10 billion dollars, far below the normal
relation to consumer incomes.

Divergent Income Trends

The national income components for
the first quarter have shown divergent
trends, with the compensation of em-
ployees continuing to decline, but with
the aggregate of the other components
increasing.

A major factor in this change in "other
income" (chart 4) from the fourth quar-
ter, was the influence upon profits after
taxes of the repeal of the excess profits
tax. In the national income computa-
tions, corporate income is measured after
taxes. Hence, a reduction in corporate
taxes is reflected in an increase in na-
tional income, even though total output
as measured by gross national product
is not affected by such a change. This
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Chart 5.—Manufacturing Payrolls 1
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year corporations are required to pay a
substantially smaller portion of their
earnings in taxes. Thus they retain a
larger portion in profits.

Trade and service industries have had
a considerable rise in receipts, and farm
income has continued high under the
influence of strong demand both at home
and abroad.

Employees' compensation declined
further during the first quarter, as mili-
tary pay dropped at a much more rapid
pace than was the case from the third
to the fourth quarter of 1945. However,
the civilian wage and salary total in-
creased slightly after the rapid decline
in the preceding two quarters. This re-
flected the rising tendency of private em-
ployment during the quarter, as well as
the advance in wage rates, which to-
gether more than offset the combined
influence of the further decline in aver-
age hours worked per week and the re-
sults of shifts to lower-pay jobs.

The tax reductions that were made ef-
fective on 1946 incomes benefited also
individuals, including proprietors. Un-
like reductions in corporate income tax,
this reduction is not reflected in national
income, since national income is meas-
ured before individual income taxes. It
does, however, result in an increase in
disposable income of individuals, the
significance of which has already been
commented upon.

Drop in Manufacturing Pay Rolls

Most of the decline in pay rolls since
VJ-day has been in the manufacturing
and Government segments. The sharp
drop in manufacturing pay rolls (see
chart 5) following VJ-day was, however,
halted in the last quarter of 1945 when
the employment decline incident upon
liquidating war work stopped. With the
increase in some manufacturing wage
rates that began to be effective in the
first quarter of this year and some in-
creases in manufacturing employment,
the amount of wage and salary payments
going to manufacturing employees would
have been higher had it not been for the
time lost as a result of industrial dis-
putes.

Most of the workers involved have re-
turned or are now returning to work at
higher rates of compensation. Substan-
tial increases in the total of manufac-
turing pay rolls are therefore in prospect
for the near future though the unsettled
dispute in coal, if prolonged, may of itself
and through secondary effects upon de-
pendent industries temporarily depress
the level.

Cut in Government Pay Rolls
The decline in Government pay rolls

has not been halted and further declines
are in prospect here. Though Govern-
ment civilian pay rolls have been cut
appreciably, the major part of the drop
that has occurred—reducing first-quar-
ter Government pay rolls, at an annual
rate of 20 billion, by roughly one-third
from the peak in the second quarter of
1945—has been due to the contraction of
the military establishment. Payments to
military personnel have been cut in half,
from 17 at the second-quarter 1945 peak
to less than 9 billion in the first quarter.
A further large decline will occur in the
second quarter, but thereafter the reduc-
tions will taper off rapidly.

These drops in important areas of
economic activity were only partly com-
pensated by an increase in total transfer
payments, especially to veterans. Ac-
cordingly, there occurred a cut in the
total current income received by in-
dividuals.

Changes in the Labor Market
During the first quarter of the year the

supply of labor for civilian employment
continued to rise as veterans were re-
turning to the labor market in large
numbers.

The gradual rise in nonagricultural
employment as reconversion neared com-
pletion continued through March, ac-
cording to the Census survey of the labor
force. Continued expansion in employ-
ment in construction and some manufac-
turing industries in January and Febru-
ary was sufficient to compensate for the
sharp drop in the durable goods indus-
tries affected by work stoppages. The
increase in March was the largest
monthly gain since VJ-day, with the

Chart 6.—Government Payrolls x
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Chart 7.—Claims for Unemploy-
ment Compensation and Vet-
erans Readjustment Allowances
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exception of the holiday season rise last
December.

Unemployment Rises
Unemployment reported by the Census

Bureau rose by about 760,000 between
December and March, reaching 2,710,-
000 during the census week of March
3-9. This figure does not include an
estimated 1.3 million veterans tempo-
rarily delaying their entrance into the
labor market. In addition, it should be
noted that the survey procedure some-
what overstates employment among
some half million recently discharged
veterans not yet returned to private
households.

Between December and March the
civilian labor force expanded by almost
2Vz million, representing the net result
of a sizable increase in the number of
million men (mostly returning veterans)
and the withdrawal of women and young
workers returning to school.

As previously discharged men began to
return to the labor market, unemploy-
ment of veterans rose. During the Feb-
ruary census week over a million veterans
were reported without jobs and looking
for work. This number was larger in
March.

Increase in Claims
An important indicator of the number

of job-seekers is afforded by claims filed
for unemployment-insurance payments.
Claims for the two programs—unemploy-
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merit insurance and veterans' readjust-
ment allowances for unemployment—are
shown separately in the two panels in
chart 7. In both panels, the weekly aver-
age is shown for each month.

While the two types of claims broadly
distinguish veteran and nonveteran ap-
plicants, it should be noted that the re-
adjustment-allowance figures understate
the number of veterans since some are
included in the unemployment-compen-
sation figures. This occurs because of
provisions in some State programs
whereby the veteran is entitled to benefits
based on his employment prior to induc-
tion, and in some States has the choice
of taking either these "frozen" benefits
or the Federal readjustment allowance
first. In addition, veterans discharged
some time ago may have become entitled
to unemployment compensation as the
result of employment benefits accrued
since discharge.

Two important recent developments
are depicted by the chart—the sharp in-
crease in total claims, and the mounting
proportion of veterans to the total, espe-
cially during the past few months. Com-
bined claims for both programs mounted
from a weekly average of under 400,000

last July to over 3,500,000 in February.
During the week ending April 6, the
most recent for which data are available,
claims for unemployment compensation
totaled close to 1.9 million. In addition,
1,860,000 veterans had filed initial claims
or were paid readjustment allowances in
that week.

Whereas civilian workers in war indus-
tries were immediately affected by the
termination of hostilities, unemployment
among veterans mounted more slowly
as discharged servicemen gradually re-
turned to the labor market. Claims
for readjustment allowances showed the
first big jump in January, when they
reached a weekly average of 1,300,000—
almost double that in December. In
contrast, claims under the unemploy-
ment compensation program showed the
sharpest rise between August and Sep-
tember.

The fluctuations in unemployment
compensation claims, apparent in the
upper panel of the chart, reflect admin-
istrative factors as well as economic
trends. The sharp rise through October
occurred under the initial impact of cut-
backs following VJ-day. In the last 2
months of the year, total claims dropped

somewhat as lay-offs tapered off. Al-
though there was a decline in initial
claims, representing new unemployment,
the numbers filing for compensable
claims continued to rise.

The upturn in the first month of this
year, the highest month on the chart,
was the result of several factors—the
initial impact of the widening area of
labor disputes, the usual seasonal rise
in unemployment after the Christmas
season, and the administrative effect of
the holidays which curtailed operations
and piled up the claims load in subse-
quent weeks. The effect of industrial
disputes was also continued into Febru-
ary, which might otherwise have been
expected to show a sharper seasonal de-
cline. The upturn in March similarly
reflects the direct and secondary effects
of stoppages, since the weekly average
for the first 3 weeks of the month rose
despite a drop in initial claims.

The weekly average of combined
claims for unemployment compensation
and veterans' allowances has increased
each month since last May. The fluctua-
tions in nonveteran claims discussed
above were offset by the continued in-
crease in claims filed by veterans.

Industrial Production
Industrial output during the quarter

just ended was restricted by the disputes
which were in effect over a considerable
part of this period. The Federal Reserve
index declined in January and February,
but advanced following the settlements
in steel, automobiles, and other indus-
tries. The sharp rise for March shown
in chart 8 does not imply a similarly
rapid rise in the flow of finished goods,
since the reopening of the steel mills was
the major factor in the upswing.

The level of output reached in Febru-
ary, while much reduced when compared
with a year ago, was not low relative to
prewar volume, being almost one-fourth
above the 1940 average. In fact, through-
out the postwar transition there has been
a large and important segment of indus-
try which has continued to operate at a
relatively stable and high rate of produc-
tion. This has been a major sustaining
influence in the face of the huge muni-
tions cutbacks.

Way Cleared for Further Gains

The rise in steel alone in March was
sufficient to account for the estimated in-
crease in the Federal Reserve index.
While there were some other gains, no-
tably in the machinery group, a few in-
dustries (nonferrous metals, meat pack-
ing) experienced declines.

The coal tie-up, still in progress as this
is written, is now the principal uncer-
tainty in the near-term outlook. If this
is not prolonged, the index can be ex-
pected to make further gains, since the
full effect of the recent strike settlements
is not reflected in the March figure.
Moreover, the major reconversion indus-

tries have not yet reached their full
stride.

Effect of War Contract Terminations

For many industries the reconversion
task has been a simple matter, involving
merely repackaging of products and
some minor changes in specifications.
In many other cases, the companies had
only a negligible amount of war work to
begin with and thus were practically
unaffected by the large-scale withdrawal
of the Federal Government from the
market. Due to the influence of these
factors, the sharp downtrend in indus-
trial production which began with
VE-day has been much more selective
than is characteristic of the recession
phase of the typical business cycle.

The significance of these factors in
explaining the changes in industrial out-
put since VE-day is strikingly illustrated
in chart 8 which represents a classifica-
tion of the mining and manufacturing
industries included in the Federal Re-
serve index into four groups, according
to the degree to which they were influ-
enced by war contract terminations.
The basis of classification and the indus-
trial composition of the groups are de-
scribed in detail in subsequent para-
graphs.

It should be noted that the purpose of
the industrial classification which pro-
vides the basis for charts 8 and 9 was to
place those industries with sizable de-
clines following the end of the war in
proper perspective relative to those
which had only small declines and those
which experienced no adverse effects
whatever.

Thus, the ''major reconversion" group,
which includes industries with reduc-
tions of 20 percent or more, is not re-
stricted to industries which had actual
physical reconversion problems. A few
of the industries in the group (such as
some metal smelting and refining plants)
experienced sharp declines because the
demand for their product was sharply
curtailed with the cancellation of war
contracts. Similarly, the industries in
the "minor reconversion" group had set-
backs not merely because they had to
change their plants and machinery and
reorganize their operations but also be-
cause of major changes in requirements
associated with the transition to peace-
time production.

In a few cases strict application of the
tests used for the industrial classification
resulted in assigning industries to the
"major" or "minor" groups although the
reduction in operations was not related
to the postwar reconversion of industry.

Area of Sustained Production

Throughout the past 12 months, when
the major changes incident to the wind-
ing-up of the war production program
were effected, industries which contin-
ued to operate at a relatively high and
stable rate of production have accounted
for a substantial portion of the total pro-
duction index. The two areas in the
lower portion of the chart represented
less than half the total index in the early
months of last year. With the rapid
liquidation of war production, these
areas now account for about two-thirds
of the total.
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Many of the "minor reconversion in-
dustries"—which are defined as those
which declined 5 to 20 percent from the
average of the first 4 months of 1945—
were able to divert production from mil-
itary to civilian purchasers with only
small interruptions in their operations.
This was true of such industries as
leather and leather products, minerals,
and many branches of the textile, chem-
ical and petroleum and coal products in-
dustries. The industries with virtually
no reconversion problem include, among
others, some building materials, print-
ing and publishing, and distilled liquors,
all of which have had large gains since
VJ-day.

Major Reconversion Area

The major declines due to munitions
cutbacks were in the industries included
in the top areas of the chart 8 which
include most of the metal working indus-
tries, the explosives industry, and some
highly specialized war facilities. The re-
ductions here were extremely sharp.
Production in the major reconversion
group was cut practically in half between
early 1945 and the months immediately
following VJ-day. Production in the
specialized war plants which have very
limited reconversion possibilities is still
being liquidated—in the early months of
this year it was only about one-fifth as
large as a year ago.

In this connection it should be noted
that the Federal Reserve index may un-
derstate somewhat the immediate post-
VJ-day decline in the major reconversion
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industries because of its heavy reliance
on man-hours series to measure produc-
tion in this area. More workers were
probably retained on pay rolls than were
actually needed for current production
during the interim following munitions
cutbacks and before large-scale resump-
tion of civilian production. In part, these
forces were necessary to clear the plants,
but there was evident a tendency to hold
working groups intact in anticipation of
renewed expansion of output.

All Grovips Above Base Period

The movement of production in each
industry group is more easily traced in
chart 9, which also facilitates comparison
with 1940, the base year for the three
indexes shown. Despite the sharp post-
war contraction in the major reconver-
sion industries, the index for this group
in March was still higher relative to 1940
than the indexes for the other two groups
of industries. As the reconversion tide
accelerates the indexes will move further
apart, although this tendency will not
reach the proportions which existed in
the war years.

While productive activity in the major
reconversion group in March was roughly
two-fifths above the 1940 average, the
flow of finished products was not com-
mensurate with such a level of opera-
tions. Much of the recent productive
effort in these industries has been con-
centrated in the early stages of produc-
tion—this is preparatory to record
peacetime output of finished goods
scheduled for the months ahead. The

Chart 8.—Index of Industrial Production, by Classes of Reconversion
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sharp stepping-up of finished goods out-
put which is in the offing will be accom-
panied by much smaller increases in the
index, which covers all stages of pro-
duction.

The concentration of productive ac-
tivity in the various preparatory phases
made possible the refilling of production
pipelines and stock bins with materials
and parts for civilian goods. Thus, the
net reduction in inventories in the dura-
ble goods industries was much smaller
than the actual volume of war goods in-
ventories liquidated as war contracts
were terminated. The inventory posi-
tion of manufacturing industries is
analyzed in the following section in this
review.

Basis of Classification
The break-down of the Federal Reserve

index of industrial production shown in
charts 8 and 9 is based upon a detailed
analysis of the individual mining and
manufacturing series included in the in-
dex. The series were classified accord-
ing to the magnitude of the decline be-
tween the average of the first 4 months
of 1945 and the average of the 2 lowest
consecutive months (other than strike
months) during the remainder of the
year. Seasonally adjusted indexes were
used in all cases.

The following list, while not complete,
serves to illustrate the industrial compo-
sition of the individual groups. Groups I
and II, shown as "specialized war plants"
and "major reconversion industries," re-
spectively, in the charts, include indus-
tries with declines of 20 percent or more.
Group III, the "minor reconversion in-
dustries," includes those with declines of
5 to 20 percent, and the final group, "in-
dustries with no reconversion problem,"
covers those with smaller than 5 percent
declines as well as those with increases.
The percent change figures shown are
computed as indicated above.

PRODUCTION SERIES
Percent

Group I change
Explosives and ammunition —94
Ordnance and tanks —91
Aircraft engines —90
Aviation gasoline —84
Government arsenals and depots —42
Shipbuilding—Government yards — 25

Group II
Aircraft and parts, excluding engines. _ —85
Shipbuilding—private yards —78
Aluminum products —74
Radios and phonographs —57
Automobiles —52
Aluminum i —51
Engines and turbines —49
Washing machines, wringers, and dri-

ers —48
Zinc shipments —44
Communication equipment —43
Electrical equipment —42
Refrigerators —41
Sewing machines —39
Machine tools and accessories —38
Machine and machine shop products- —36
Pumps and pumping equipment —36
Miscellaneous machinery —35
Railroad equipment . - - —34
Abrasives and asbestos —29
Cash registers, adding and calculating

machines —26
Rubber products —25
Steel ingots —23
Agricultural machinery, excluding

tractors —23
Tractors —20
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GROUP III

Woolen and worsted cloth —19
Furniture —18
Type"wjriters — 18)
Cotton consumpt ion —16
Texti le machinery —14
Copper smel t ing —11
Fuel and lubricating oil —10
Zinc smel t ing —10
Crude petroleum —9
Leather and products —9
Industrial chemicals —8
Paperboard —7
Pulp - 6
Rayon yarn —5

GROUP IV

Meat packing — 4
Paints - 4
Gold mining —4
Paperboard containers —3
Coal - 2
Wheat flour —2
Rayon deliveries —1
Paper, excluding paperboard 0
Printing and publishing + 1
Motor gasoline +2
Manufactured dairy products +2
Plate glass +2
Cement +4
Fertilizer +4
Glass containers +5
Tobacco products +10
Distilled liquors +16

Declines Due to Industrial Disputes

Industrial disputes have, of course,
slowed the pace of reconversion. This
is evident in the fact that production in
the major reconversion group in March
was apparently no higher than in the
months immediately following the end
of the war.

On the other hand it should be noted
that the effects of the strikes were largely
restricted to the areas directly affected—
in much the same manner as were the
effects of munitions cutbacks. More-
over, many of the plants whose opera-
tions were interrupted by labor disputes
were not yet prepared to resume full-
scale peacetime production so that the
loss in output was less than it might
otherwise have been. There is also the
possibility that some of the loss willl be
made up by a speedier come-back follow-
ing the strike settlements.

Opportunity for Further Gains

The recent experience has demon-
strated that the industries with minor
reconversion problems had no difficulty
in filling the gap created by the sharp
reduction in military procurement and
are now operating at close to or above
pre-VJ-day rates.

Aside from the specialized war plants,
the only industries producing substan-
tially below a year ago are those in the
major reconversion group which are not
yet in full swing because of the time
involved in the shift to large-scale civil-
ian production and, to a lesser extent,
because of delays due to labor disputes.
While the latter industries will show fur-
ther gains from March levels, they will
not re-attain wartime operating rates
because production was concentrated in
these plants to a much greater extent
during the war than in peacetime. Un-
der a full-employment, full-production
peacetime economy, it would be neces-

sary for many of the industries outside
the major reconversion area to better
their wartime production record by sub-
stantial margins.

Chart 9.—Production Trends for
Selected Classes of Industries *
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1 Indexes are seasonally adjusted. See text
for basis of industrial classifications.

2 Data for February are preliminary ; data for
March are estimated.

Sources : U. S. Department of Commerce,
based upon data of the Board of Governors of
the Federal Reserve System.

Inventory-Sales Relationships
Trends in manufacturers' inventories

in the 7-month period following VJ-day
were influenced by the disposal of war
inventories and the simultaneous accu-
mulation of peacetime stocks, with the
latter movement tempered by the
scarcity of certain materials. By the end
of February the total value of manufac-
turers' inventories was estimated at $16.5
billion or $300 million above the value at
the end of the war. (See table 1.) The
dollar value of total new stocks added,
however, was far in excess of the net ad-
dition of $300 million, since liquidated
war stocks were replaced with peacetime
items.

The decline in book value of inven-
tories in December and January repre-
sents to some extent the year-end ac-
counting adjustments involving war in-
ventories.

The small net accumulation failed to
bring inventories to a level which would
normally be required to support even the
sharply curtailed level of shipments in
late 1945. If the relationships between
inventories and sales established in the
peacetime decade 1929-39 are taken as a
norm, there was a year-end inventory
deficit in manufacturing—centered en-
tirely in the nondurable goods indus-

tries—of nearly a billion and a half
dollars on the basis of value of shipments
during the last quarter. The situation
with respect to the over-all inventory
position, however, masks conflicting
trends among the durable and the non-
durable goods industries.

Decline in Durable Goods Industries
The slackening in industrial activity

following the end of the war, together
with the liquidation of war materials,
exerted powerful downward pressures on

Table 1.—Manufacturers' Inventories

[Adjusted for seasonal variation]

[Millions of dollars]

Durable Nondur-
Total goods able goods

| industries industries

1945—July 16,216
August : 16,269
September j 16,493
October | 16,567
November I 16,648
December ! 16,346

1946—Januai y ! 16, 306
February I 16,514

8, 691
8, 619
8. 665
8,507
8, 292
7,920
7,930
8,033

7, 650
7,828
8,060
8,356
8, 426
8. 376
8,481

the value of inventories held by the dur-
able goods industries. As a consequence,
these industries recorded a net decrease
of $600 million in value of inventories on
a seasonally adjusted basis between VJ-
day and the end of February. Some re-
building of civilian stocks occurred—as
described in the preceding section on in-
dustrial production—but not to an ex-
tent commensurate with the liquidation
of war items. The month-to-month
movement shown in table 3 indicates,
however, that the net liquidation appears
to have ceased in December.

Examination of the experience of indi-
vidual industries in the durable goods
group shows that the bulk of the liqui-
dation occurred in the aircraft and ship-
building industries. In general, the basic
materials industries—iron and steel and
nonf errous metals—have made consider-
able progress in refilling depleted in-
ventories.

Relation to Sn!c>

A customary measure of the adequacy
of a given inventory level is its relation
to sales. Chart 10 shows the relation of
inventories to sales for the durable goods
industries by years for the period 1929
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Chart 10.—Relationship of Manu-
facturers9 Inventories to Sales:
Durable Goods Industries 1
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to 1945.1 The points on the chart for
any year represent the annual sales and
the corresponding inventories at the end
of that year. The line of relationship
was computed on the basis of data for
the decade 1929-39.

It is readily apparent that in peacetime
inventories tend to vary with fluctuations
in sales. In the decade 1929-39 the in-
ventory-sales ratio remained relatively
constant. Projection of this "normal"
relationship to the sales levels attained
during the war points up the marked de-
viations in inventory-sales relationships
in recent years.

Inventories Below Prewar Relationship

In spite of the billion dollar net accu-
mulation of stocks in the durable goods
industries between the end of 1939 and
1943, inventory holdings were low rela-
tive to sales volume in the final year.
The plotted point for that year is well
below the line of relationship. A rough
estimate of the deficiency of inventory
holdings in relation to the value of ship-
ments at any given date can be obtained
by measuring the vertical distance from
the plotted point to the line of relation-
ship.

Because of the rapid change in sales
during 1945,. quarterly data at annual
rates are shown for that year. In the
first quarter of the year, when the value
of shipments of these industries reached
an all-time high, inventories were about
$4 billion less than they would have been
under usual market conditions. By the
year-end, inventories were practically in

aFor the decade 1929-39 data are plotted
for years in which the Census of Manu-
factures was taken, the 1940-44 annual data
and the 1945 quarterly data at annual rates
are compiled by the Bureau of Foreign and
Domestic Commerce from reports by a rep-
resentative group of manufacturing firms.

line with shipments, but this resulted
from the precipitous drop in shipments.
Inasmuch as anticipated sales of the
durable goods are expected to rise
sharply during 1946, inventories will
have to be enlarged considerably if the
"normal" relation of 1929-39 is to be
maintained. For every $100 million rise
in shipments there would have to be an
accompanying increase of some $12 mil-
lion in inventory value.

Nondurable Goods Industries Increase
In contrast to the durable goods in-

dustries, the nondurable goods indus-
tries accumulated considerable stocks in
the reconversion period. In spite of the
liquidation of war stocks in three for-
mer "war" industries included in the
group—chemicals, rubber, and petro-
leum—the nondurable goods industries
as a group added nearly 1 billion dollars
in inventories in the 7-month period fol-
lowing VJ-day. From table 1 it can be
seen that inventory increases occurred
in each month of the period, except for
a slight recession in January. Each of
the industries in the group, including the
former "war" producers, participated in
the accumulation.

It cannot be assumed, however, that
the increase in physical stocks was as
large as indicated by the dollar figures.
Price rises played an important role in
advancing the value of inventories of the
nondurable goods industries as of the
end of February to $8.5 billion. None-
theless the stock rebuilding accom-
plished by these industries is substantial.

The question immediately arises as to
whether an accumulation of this size is
excessive. In chart 11 similar data to
those in chart 10 are presented for the
nondurable goods industries. As in the
case of the durable goods industries, in-
ventories during the war were low in re-
lation to sales.

Although sales increased throughout
the war period, inventories remained at
about the same level from 1941 through
the early part of 1945. In the fourth
quarter of 1945 inventory accumulation
exceeded the rate of increase in sales to
the extent that the difference between
actual and the indicated inventories was
reduced to about a billion and half
dollars.
Inventories by Stages of Fabrication

Analysis of changes in inventories by
stages of fabrication throws further light
on the nature of the over-all increase in
inventories in the reconversion period.
In the following discussion the classifica-
tion by stages of fabrication, i. e., raw
materials, goods-in-process, and finished
goods is from the point of view of the
manufacturer. Thus finished goods do
not necessarily represent stocks of goods
ready for the ultimate user, nor do raw
materials represent completely unproc-
essed items. The "finished" goods of one
manufacturer may be carried in inven-
tory as "raw materials" of another.

Since VJ-day the increase in the hold-
ings of raw materials inventories by
manufacturers was almost half a billion
dollars. The total value of these stocks
at the end of February amounted to $8
billion, representing nearly half of all

manufacturers' inventories. This pro-
portion may be compared with two-fifths
in the prewar year 1939. The current
larger proportion of raw materials hold-
ings reflects in part the transference to
civilian use of goods formerly destined
for war purposes.

Liquidation of war stocks apparently
occurred to the greatest degree in the
goods-in-process inventories. Here,
there was a net decrease in value of $500
million between the end of July and the
end of February. Considerable amounts
of goods were added to the goods-in-
process inventories in the 7-month
period, but were insufficient in value to
offset the transfer of war items. By the
end of February goods-in-process stocks
accounted for about one-fifth of total in-
ventory holdings.

During the war period the insistent de-
mands of the war machine required the
immediate shipping of goods as they were
completed. In addition, the normal
business requirements for large stocks of
civilian finished goods on hand were
largely inoperative. As a result of those
two forces, finished goods inventories re-
mained at unusually low levels through-
out the war period.

Stocks of Finished Goods Decline

From a position equal in importance to
raw material inventories in 1939, stocks
of finished goods dropped to a fourth of
total inventories in 1943. The upturn in
accumulation of completed goods, how-
ever, preceded the end of the Japanese
war. Increases since June 1945 have re-
sulted in the net addition of more than
$400 million worth of finished goods.
By February 1946 nearly a third of total
inventories were in finished goods—a
level considerably below the 1939 rate.

Contrasting movements occurred in
the finished goods holdings of the dura-
ble and of the nondurable goods indus-
tries. (See table 2.) Whereas the value

(Continued on p. 20)

Chart 11.—Relationship of Manu-
facturers' Inventories to Sales:
Nondurable Goods Industries 1
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The Business Situation
By Office of Business Economics

Further progress toward full re-
conversion was made in April despite
the retarding influence of the shut-
down in the bituminous coal industry
throughout the month and the ac-
companying reduction in steel out-
put. The flow of finished goods from
reconverted manufacturing plants
was accelerated and retail sales con-
tinued to score new gains.

THE basic indicators of industrial
production and distribution (see

chart 1) did not reflect any extension of
the effects of the coal stoppage beyond
the steel industry during April. At pres-
ent, however, the stoppage has completed
its fifth week and its effects are starting
to spread over the economy. Electric
power consumption is being curtailed in
many areas and the Office of Defense
Transportation has ordered an embargo
on all but essential freight shipments on
coal-burning railroads, and also a sharp
reduction in passenger service, effective
May 10.

Lower Steel Output in April
The output of steel ingots, which rose

sharply following the settlement of the
steel strike at the end of February, con-
tinued at a relatively high rate through-
out March and up until the second week
of April, when output turned downward
because of dwindling coal supplies. Be-
tween the first and the last weeks of the
month, the steel operating rate fell from
87 per cent of capacity to 68 percent.
The number of furnaces shut down be-
cause of the lack of coal was increasing
rapidly in early May.

On a daily average basis, the output of
steel ingots in April was 7 percent below
the preceding month. This decline will
necessitate the further postponement of
delivery dates in an industry where
orders are already booked for deliveries
far into the future. It will also make it
more difficult for small firms and new
firms to obtain positions on mill order
boards.

The drop in total freight carloadings
in April was due chiefly to sharply re-
duced coal movements. Miscellaneous
carloadings—representing the move-
ment of manufactured goods for the
most part—showed the usual seasonal
gain. Miscellaneous loadings in March
and April averaged only about 8 percent
below a year ago.

Gains Recorded
While the over-all indicators of pro-

duction will show a moderate decline in
April because of the reductions in coal
and steel, it is likely that the detailed
figures will reveal many industries with
larger output. On the basis of prelim-
inary data, gains were recorded in the
automobile and machinery industries,
where the full effect of the earlier strike
settlements had not yet been felt in
March.

The most notable increase in produc-
tion in April, however, occurred in con-
struction activity, as described under
that heading.

Gross Product Increasing
In last month's review of the business

situation it was noted that the gross na-
tional product had begun to increase
during the first quarter of 1946, despite
the large decline in Government ex-
penditures during that period. Develop-
ments in April gave further indication
that the moderate uptrend in the gross
national product was continuing. If the
coal strike is not prolonged, the dynamic
segments in the gross national product
will continue to outweigh the further
decline in Government spending.

The continued decline in Government
war expenditures deserves greater

Chart 1.—Selected Business Indicators—Weekly Production
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weight than is usually given it in an-
alyses of current business trends. As
indicated in chart 2 these war expendi-
tures did not disappear overnight. They
dropped from 85 billion dollars in the
second quarter of 1945 to 43 billion dol-
lars in the fourth quarter and 27 billion
dollars in the first quarter of 1945. They
are continuing to decline.

At the peak of the war effort the com-
bined Federal, State, and local Govern-
ment expenditures for goods and serv-
ices exceeded net Government receipts
by over 50 billion dollars per year. This
deficit spending necessitated the severe
restriction of both private capital outlays
and consumer expenditures. Added to
the business earnings and consumer in-
come from current production it created
an inflationary pressure of demand far
in excess of the supply of goods to be
bought.

Reduction in Government Deficit

By the fourth quarter of 1945 this ex-
cess of Government expenditures over
net receipts had declined substantially
but it was still at the rate of 20 billion
dollars per year. Government spending
served to maintain a relatively high
rate of business and consumer income at
the same time that it limited the quan-
tity of goods bought with that income.

The concentration of income tax col-
lections in the first quarter of 1943
brought expenditures and receipts ap-
proximately in balance. On a seasonally
adjusted basis, however, the excess of
expenditures was still over 10 billion
dollars which is enough to be a major
influence affecting the total demand for
goods.

The further decline in Government
spending in recent months has been
largely offset by the rapid increase in
private capital formation and by the will-
ingness of consumers to spend on a lib-
eral scale. As a result, total demand in
the market place has continued eX2ep-
tionally strong with little indication of
any lessening of the pressure during the
remainder of this year. The prospect of
increased production and elimination of
the Government deficit, however, points
to a more balanced situation for the
future.

Further Increases in Employment

Following the settlement of major in-
dustrial disputes in the steel, automobile,
and electrical industries the upward
trend in total nonagricultural employ-
ment was resumed in March and contin-
ued into April. Expanding industrial
production together with continued gains
in construction activity and trade con-
tributed to the net addition of 1,680,000
persons engaged in nonagricultural ac-
tivities between the Census survey weeks
of February 3-9 and April 7-13.

Most of the major industry groups par-
ticipated in the upturn reported by Labor
Department between mid-March and
mid-April. The reported gain of 360,003
production workers was concentrated,
however, in the durable goods industries
and reflected primarily the resumption

of operations following the settlement of
labor-management disputes.

The expansion in nonagricultural em-
ployment in April occurred despite the
declines in those sectors directly affected
by the coal stoppage. Since most indus-
tries have scheduled production consid-
erably in excess of current output, fur-
ther gradual increases in employment
are in prospect for some months ahead.

Chart 2.—Government Expendi-
tures for Goods and Services
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Veterans Augment Labor Force

The civilian labor force continues to
be augmented by the return of veterans
to the labor market together with the re-
entry of some of the women who with-
drew from labor-force participation in
the months following the end of hostili-
ties. With new entrants and re-entrants
more than offsetting withdrawals, the
total civilian labor force increased in re-
cent months and in mid-April ex-
ceeded last August (immediately be-
fore VJ-day) by 1,600,000 persons.

Unemployment in mid-April was re-
ported at 2 350,000—a decline of 360,000
from March and the first reversal of the
upward trend since the end of the war.
An additional 1,100,000 veterans, not yet
returned to the labor force, were ex-
pected to enter the ranks of job seekers
in the near future.

Marked Upswing in Construction

The marked upswing in construction
activity which started soon after VJ-day
continued at an accelerated pace through
the first 4 months of 1946. New con-
struction in the first quarter (in terms of
value of work put in place) amounted

to 1,630 million dollars, compared with
1,355 million dollars in the last quarter
of 1945 and a total of 4,700 million dol-
lars for that year. April construction is
estimated at 710 million dollars—batter
than twice the rate of a year ago.

Residential construction is one of the
fastest moving components of total con-
struction. The April volume of 260 mil-
lion dollars represents an increase of
approximately two-thirds over the
January figure, whereas the gain for all
other construction was 28 percent in the
same period. Total residential con-
struction for the first 4 months is esti-
mated at about 815 million dollars.

Program for 1946

Hypothetical distributions of the dol-
lar activity required to produce all the
houses set up in the Housing Expediter's
program, together with auxiliary ac-
commodations, such as schools, shopping
centers, roads, and public utilities, as
well as necessary commercial and indus-
trial building, indicate that new con-
struction will have to proceed at the
rates of 1.7 billion, 2 billion, 2.6 billion,
and 2 5 billion dollars during the four
quarters of this year.1

Residential is to account for 560 mil-
lion and 700 million dollars of the total
program for the first two quarters of the
year. Actual first-quarter performance
just about equaled this schedule and, if
activity continues at the April rate, the
implied quota for the residential seg-
ment for the second quarter will un-
doubtedly be exceeded.

Construction of all types other than
residential construction is also proceed-
ing at a rate which will apparently
achieve the quotas set for the second
quarter. The critical test of whether
the program will or will not be met will
be the industry's performance in the lat-
ter half of the year. The dollar goals
set for total new construction are 25
percent higher for the third and fourth
quarters than for the second.

In terms of number of residential units
started, achievement of the Wyatt Pro-
gram calls for 150,000 and 290,000 units
in the first and second quarters of this
year and an upward spurt to 400,000 and
360,000 units in the last two quarters,
Of these, 700,000 will be conventional
units, including 50,000 conversions of
existing space, and 250,000 will be units
in prefabricated structures, with the bal-
ance consisting of trailers and reassem-
bled barracks and other temporary build-
ings. At the end of April, preliminary
figures available showed that starts for
both conventional types and re-use
housing were ahead of the timetable
mentioned above.

Increased Output of Materials Needed

Achievement of the above goals is de-
pendent on increasing the output of most
kinds of building materials. Numbered
among the most essential products which

1See Industry Report on "Construction
and Construction Materials," Department of
Commerce, April 1946, p. 4.
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are in short supply are lumber, structural
clay products, cast-iron soil pipe, and
clay sewer pipe. These products deserve
special mention because of the peculiar
and involved types of industrial difficul-
ties which must be resolved in order to
increase their production and because of
the large scale of operations which are
the object of the all-out effort to expedite
the flow of materials.

The principal means by which the
Housing Expediter hopes to stimulate
production without unnecessary infla-
tion of costs to veterans and consumers
are provided for in pending legislation
which cannot now be enacted before the
middle of May. Other major actions al-
ready taken to implement the program
include the issuance of Veterans Housing
Program Order No. 1, which limits non-
residential construction, and Priorities
Regulation No. 33, which makes priori-
ties available for obtaining materials for
use in housing costing $10,000 or less, or
renting for less than $80 a month, in
which veterans will be given preference.
The National Housing Agency has also
issued General Order No. 13-1, effective
April 18, 1948, which is designed to in-
crease the proportion of rental housing
and the proportion of lower-priced and
lower-rent units built with priority
assistance.

Prices Continue to Increase

Changes in prices have attracted more
attention in recent months because of the
further advances that have occurred and
because of the uncertainty regarding re-
newal of the basic price-control legisla-
tion. The implications of the expanded
money supply for future price develop-
ments are examined in a feature article
in this issue.

The official price indexes have risen
appreciably since VJ-day, particularly
since the begining of this year. The up-
ward pressure on prices refbcts both the
heavy volume of business buying and the
increases in consumer spending as a re-
sult of backlog demands and the require-
ments of veterans returning to civilian
life. The liberalized policy of approving
price increases under the revised wage-
price policy has been an important con-
tributing factor.

Prices in Uncontrolled Areas
The strong tendency for prices to move

upward is particularly apparent in those
areas not subject to controls. The whole-
sale price of rye, for example, advanced
from $1,442 per bushel last August to
$2 359 in March—an increase of 64 per-
cent. Cotton prices at wholesale ad-
vanced sharply—close to 20 percent—
during the same period. In the real-
estate field, where the pressure on prices
is particularly severe, the National Hous-
ing Administration reports an average
Nation-wide rise of 23 percent in costs of
lots for home sites and over 17 percent
in costs of lower-priced homes between
September 1945 and February 1946.

These increases, of course, are far
greater than the advances in price-con-
trolled areas. They provide some indi-
cation of the inflation which would be in

store if price ceilings were removed from
any large number of commodities while
they are still in short supply.

Approved Increases

Significant price rises have also oc-
curred in the major fields subject to
administrative control. Under the many
pressures existing in recent months, ex-
tensive adjustments have been granted
by the OP A. In the 9 months ending
April 1, the agency approved a total of
528 industry-wide price increases which
affected a varied list of industrial and
consumer goods. These advances have
been reflected in the wholesale price in-
dexes and, despite the influence of time
lags and seasonal factors, have also ap-
peared in retail prices, although there
has been some absorption along the line.

The combined index of wholesale prices
compiled by the Labor Department ad-
vanced 3 percent between last August
and March of this year, compared with
less than 1.4 percent for the same period
a year ago. All major groups of com-
modities showed accelerated increases,
some of which are summarized in the fol-
lowing table:

Percentage increases

"Wholesale price
series I December

i 194/5-
! March 1940

Farm products
1 )airy products
Cot ton goods
House furnishings
Building materials
Iron and steel

1.4
2.0
5. 9
2. 1

August
1945-

Mareh 1940

August
1944-

March 1045

5.1
5.0

1.1.0

III
8.0 |

3.8
.3

3.5
. 1
. 9

1.0

Consumers' Price Index
After showing relatively little change

in the period since mid-August, the in-
dex of consumers' prices advanced 0.5
percent between mid-February and mid-
March—a sharp jump in contrast to the
small changes since the middle of last
year. The greatest increase—1.7 per-
cent—occurred in clothing costs. The
rise of 0.4 percent in the combined food
price index includes the effects of a 5-
percent increase in the average price of
sugar and higher prices for fresh fruits
and vegetables and cheese, which were
partly offset by the seasonal decline in
the price of eggs.

The available price series may be par-
ticularly weak in a period such as the
present, because of changes in the com-
position of products available to consum-
ers and because of additional factors
that stimulate up-trading and black-
market operations.

Food. Exports Behind Schedule
A further development which assumed

new importance in April was the action
taken to increase the flow of foodstuffs
to the people of the world threatened
with starvation. The necessity for dras-
tic steps was clearly evident in the pic-
ture of wheat and flour shipments during
the first 4 months of the year. In the
first quarter, wheat exports totaled
slightly less than 2.7 million long tons

against a goal of 3 million. In April,
exports dropped more sharply behind
schedule, totaling 576 thousand tons, or
less than 60 percent of the goal.

Efforts to Speed Wheat Exports

The most important of the recent ac-
tions to conserve stocks and expedite
shipments for relief purposes were aimed
at getting wheat off the farms. Early in
the month the Government announced
a plan to eliminate the financial incen-
tive to hold wheat on the farm for use as
feed. Farmers making early deliveries
were promised payment at the price that
prevails on any date before March 31,
1947, that they wished to specify. As an
additional incentive, on April 19 a bonus
of 30 cents a bushel was offered to farm-
ers for wheat delivered before May 25.
These offers are intended to make pos-
sible the meeting of the 6-million-ton
goal for wheat and flour exports in the
first half of this year.

To insure the fulfillment of our com-
mitment, the Department of Agriculture
also ordered a reduction of wheat proc-
essed for the domestic market. Millers
and other wheat users are limited in
April, May, and June to 75 percent of
the amount of wheat used in the corre-
sponding period of 1945.

Over-All Domestic Food Supplies Large

Emphasis on the relatively large flow
of foods to help meet relief requirements
may tend to distort the interpretation of
the domestic food picture. While in the
next few months per capita civilian sup-
plies of some items, notably some cereal
products, potatoes, fats and oils, and
sugar, will be lower than before the war,
record or near-record supplies of other
goods, such as vegetables, poultry, eggs,
fresh and frozen fish, milk, and ice
cream, will be available.

For the year as a whole, it now appears
that per capita supplies of food will be
at record levels, somewhat larger than
in 1945 and about 14 percent above the
1935-39 average. With consumer de-
mand for many food items substantially
in excess of prospective supplies, it ap-
pears probable that consumers' spending
for food will likewise be at record levels
this year, even assuming the mainte-
nance of present food prices.

Mixed Changes in Industrial Production

As already noted, industrial activity in
April declined moderately from March
primarily as a result of the virtual stop-
page of soft-coal production coupled
with its depressing effect on steel opera-
tions. Most of the durable and con-
sumers' goods industries, however, which
for the most part had not yet felt the
impact of the coal dispute, continued to
register gains.

A prolongation of the coal strike into
all or a part of May will inevitably result
in a further drop, perhaps of substantial
proportions, in over-all industrial ac-
tivity. This will be reflected particu-
larly in lower steel operations as well as
in reduced output in those industries
which depend to a great extent on steel
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and coal or both as raw materials for
the fabrication of finished goods.

Recovery in March Production
The recovery in manufacturing activ-

ity in March was due in large part to the
settlement of important labor disputes.
The value of goods shipped by manufac-
turers in March increased by approxi-
mately 8 percent from February on a
daily average basis.

Deliveries of the durable goods indus-
tries attained a peak in the months just
prior to VE-day but declined consist-
ently thereafter with the result that by
February of this year they were reduced
to less than one-half of the war volume.
However, these industries recorded a
substantial gain—18 percent—in March.
The most rapid rise was registered in
the iron and steel group as volume in
the preceding month was adversely af-
fected by the shut-down in the steel
mills. Other but less important gains
occurred in the machinery and transpor-
tation equipment industries.

The value of deliveries of the nondur-
able goods industries was up by 5 percent
from the February level, with gains re-
corded by practically all of the major
industries in the group, with the excep-
tion of foods.

Consumer Goods Supplies Increasing
The gain in industrial activity re-

ported for March resulted in an expan-
sion in the flow of many consumer goods
into distributive markets. In many
cases, however, the flow continued con-
siderably below prewar volume. Of 18
important consumer items listed in table
1, only 5 were above the indicated pre-
war shipments.

The base-period output shown in the
table represents either the peak or near-
peak prewar rate of production with the
exception of a few items for which the
appropriate base-period data are not
available. It should be pointed out that
the base period selected is not intended
to represent actual or potential postwar
demand but simply a measure of gaging
the progress of production during the
transitional period.

The data in the table illustrate the di-
verse trends in the flow of consumer dur-
able goods since last October, when prac-
tically all of the restrictive production
controls were removed. For example,
vacuum cleaners and radios were the
only items to show successive monthly
gains, while shipments of refrigerators
and electric irons, to name only two of
the more important ones, were higher in
December than in any of the succeeding
months shown. This diversity was in
general due to the degree to which the
industry was affected by labor disputes
and shortages of materials and parts.

On balance, however, the general
trend of shipments has been upward,
with radios, alarm clocks, vacuum clean-
ers, washing machines, and electric irons
close to or approaching the base-period
output. In contrast, refrigerators, elec-
tric ranges, sewing machines, and
watches are still at a rate considerably
less than one-half of their prewar vol-
ume of shipments.

Auto Production Gaining Slowly
Largely reflecting settlement of the

General Motors strike, assemblies of pas-
senger cars nearly doubled in March,
reaching 90,000 units, compared with
48,000 in February. Although this rep-
resented a new postwar high, it was still
less than one-third of the base-period
production.

Output of automobile accessories, such
as tires and batteries, and of gasoline has
continued considerably above prewar
levels. The production performance of
the passenger tire industry is particu-
larly impressive, with March volume al-
most one-third above 1940.

Apparel Goods in Short Supply
The shortages in men's wearing ap-

parel have been especially acute in the
lower-priced lines. A basic difficulty ap-
parently stems from the shortage of
staple cotton fabrics, which have not
been flowing in sufficient volume to man-
ufacturers of the most vitally needed
civilian apparel and work clothing, partly
because of the tendency to use the scarce
materials in the production of higher-
priced garments.

To alleviate this condition, the OPA
and CPA, in cooperation with represen-
tatives of the industry, adopted a pro-
duction-incentive program through price

adjustments. Under this program, CPA
issued an order effective in April designed
to increase the production of staple fab-
rics and to establish percentage set-
asides for specific end uses, including
essential items in the lower-priced lines.

The seriousness of the shortage in
men's suits is indicated in the production
figures for January and February, which
were about one-seventh below the 1939
rate of production. Output during the
first 2 months was at an annual rate of
21.6 million suits, compared with actual
production of 24.7 million in 1939, on the
basis of Census of Manufactures data. It
is expected, however, that some improve-
ment in the monthly rate will be achieved
as a result of the recently adopted CPA
program. The demand for men's suits,
swelled by returning veterans, far ex-
ceeds the supply, and shortages are likely
to continue for many more months.

As in men's suits, the supply of women's
hosiery continues well under the prewar
level. Nylon-hosiery production in Feb-
ruary totaled 27 million pairs and output
currently is running at the rate of 30 mil-
lion pairs. No increase over the latter
figure is expected for the rest of 1946 ow-
ing to the lack of nylon yarn.

In the case of shoes, on the other hand,
the level of current production is sub-
stantially in excess of 1940. This also is
true of cigarettes.

Table 1.—Shipments or Production of Selected Consumer Goods

Base period

j Month-
I ly aver-

SHIPMENTS !

Consumer durable goods j
(excl. automotive): j

Refrigerators I Thousands
Washing machines and! do

ironers.
Vacuum cleaners do
Electric ranges do
Radios ! Millions
Electric irons j Thousands
Sewing machines
Alarm clocks
Jeweled watches
Bicycles

.do
Millions
Thousands

do

PRODUCTION

Automotive and related
products:

Passenger automobiles.. . . . j Thousands
Passenger car tires I Millions. .
Automotive replacement ! do

batteries. '
Motor gasoline excluding Million barrels.

aviation.
Apparel and footwear;

Men's and youths' suits. Millions
summer and winter
weight.

Women's hosiery, total i Million pairs
Silk | do _
Xvlon ; do.

.do

.do.
Rayon and other

Boots and shoes, other
than rubber, j

Miscellaneous: j
Cigarettes i I Billions.

1940-41
1940-41

1940-41
1940-41
1940-41

1940
1941

1936-41
1940-41

1941

1940
1940
1940

1940

1939

1940
1940
1940
1940
1940

1940

309
158

156
47

1. 1
380
67

1.2

^308
4.2

1945 1946

Sep-
tem-
ber

Octo-
ber

No-
vem-
ber

De-
cem-
ber

Jan-
uary March

0)

(0
0)
(0

40

15
(')
210

(0
.6

100
68

116
60

83
27
.1

308

122
97

125
99

89
29
.2

348
11

62
86

123
171

. 6
282

14

63
90

122
16
• 8 i

308 !

1. 1

"•

57.
43,

3.
11.
33.

15.

1

5
5
()
1
7

1

]
2.6
1. 7

56.1

(0

42.0
0

4L9
37.2

27 2

17
3.6
1.9

57.8

(0

45.8
(3)
5.9

39.9
42.2

32.6

35
3.7
1.8

64.2

0)

41.7
0

15.0
26.7
40.0

26.8

30
3.8
1.7

63.4

(0

37.4
0

18.1
19.3
34.6

17.5

4. 7
1.8

48
4.6

59.6 ! 53.8

1.9

26. 6
23.

47.3
0

27.3
20.0

41.2 | 43.

j

27.5 | 25.4

89
117

150

1.0

28

90
5.4
1.7

0)

0)

(
0)
0)
0)

28.0

1 Not available.
2 Represents factory sales.
3 Negligible.
4 Represents large and small cigarettes and includes tax-paid and tax-free withdrawals for consumption.

Sources: For consumer durable goods and automobiles, Civilian Production Administration; men's suits and boots
and shoes. F . S. Department of Commerce; gasoline, F . S. Department of Interior: cigarettes, F . S. Treasury Depart-
ment; tires, the Rubber Manufacturers Association; batteries, Association of American Battery Manufacturers, Inc.;
and hosiery, National Association of Hosiery Manufacturers.
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Output of Processed Foods
The processed-food industry appears to

be one of the more important segments of
manufacturing which was little affected
by the cessation of hostilities. Likewise,
it is one of the few major industries
which, on the whole, maintained its war-
time production gains. Little or no re-
conversion problems were involved,
except perhaps for minor changes in
packaging design and order specifica-
tions.

Although military and lend-lease pur-
chases were drastically curtailed in the
final months of 1945, production gener-
ally continued close to the high wartime
rates. Consequently, civilian supplies of
most processed foods increased markedly
and in the aggregate are now in greater
volume than ever before. However, both
domestic demand and foreign relief re-
quirements are very large, with the re-
sult that continued pressure will be ex-
erted to maintain a high volume of pro-
duction.

Production Continues High

Chart 3 traces the production of six
major processed foods since January 1945
with the monthly average figure for 1940
included for comparison. The monthly
data have been adjusted for seasonal
variation.

It will be seen that, with the exception
of butter and condensed and evaporated
milk, there was no appreciable decline
from the high war level of production in
the period following VJ-day. The dras-
tic decline in federally inspected meat
production in March partly reflected the
diversion of cattle slaughterings to other
than federally inspected plants. Al-
though the year-to-year gain in canned
fruits and vegetables appears moderate
in the chart, last year's pack represented
a new all-time high and continued the
slow but steady growth which began prior
to the war. The high level of flour pro-
duction reflects the 1945 record-breaking
wheat crop. The slightly lower level in
fluid milk is due to the decline in the
number of milk cows on farms which, on
January 1, 1946, was down about 3 per-
cent from the year before.

Chart 3.—Production of Selected Food Products, Seasonally Adjusted
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1 Data represent dressed weight of livestock slaughtered under Federal inspection.
- Data are for total pack : cans of all sizes are converted to the equivalent standard case of 24 No.

!'/o cans for fruits and No. 2 cans for juices and vegetables.
Sources of data : lT. S. Departments of Agriculture and Commerce : basic data were adjusted for

easonal variation by the latter agency.

A notable exception to the general
trend was butter. Although output in
the first 7 months of 1945 was down by
22 percent from 1940, the sharp drop
in the period following VJ-day reduced
the production rate for the first quarter
of 1946 to a volume 47 percent below that

of the prewar year. The diversion of
milk from butter manufacture to more
profitable dairy production following the
removal of wartime restrictions on the
sale of fluid milk and cream was the
chief reason for the post-VJ-day decline.

Income, Consumption, arid Savings

A significant development since
VJ-day has been the maintenance of
income payments at a level not far
below the wartime peaks and the
continued increase in consumer ex-
penditures for goods and services.
The sharp rise in expenditures re-
sulted in a rapid fall in net savings
of individuals. By the first quarter
of 1946, net savings returned to their
prewar relationship to income after
being considerably above this rela-
tionship since 1941.

March income payments to individuals,
after allowance for seasonal influences,

remained at about the February annual
rate of 156 billion dollars. This high
rate of income payments was only 3 per-
cent below the record full-year total of
161 billion dollars for 1945 and 5 per-
cent below the wartime peak reached in
the first quarter of 1945.

Recent Trends in Income Payments
With the settlement of major labor-

management disputes, factory pay rolls
turned sharply upward in March. Also
there was a large increase in unemploy-
ment benefits to discharged servicemen.
Continued military demobilization, how-
ever, resulted in a further reduction of
total military payments, including pay of
the armed forces, mustering-out pay-

ments, and family allowance disburse-
ments to dependents of enlisted person-
nel. A drop in agricultural income, re-
flecting mainly a smaller volume of cash
income from crop and livestock market-
ings, also was an important factor off-
setting the increases in other compo-
nents.

The course of monthly income pay-
ments during 1945 and the first quarter
of 1946 is shown in chart 4. In addition
to changes in total income, the chart
shows changes in the major volatile
components of the total and in the sig-
nificant private and Government cate-
gories.

Income payments rose to the peak
annual rate of nearly 165 billion dollars
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in February 1945 and then drifted down-
ward for several months. This reced-
ing movement was accelerated in August
and September by the immediate cur-
tailment of factory pay rolls after the
surrender of Japan. Income payments
declined 6 percent from July to Septem-
ber—from a rate exceeding 164 billion
dollars to a rate of almost 154 billion—
but turned upward to a slightly higher
level in the past quarter of 1945 and the
first quarter of this year.

During these two recent quarters the
dominant elements in sustaining the
flow of income to individuals included
(1) the spurt in income paid out by trade
and service establishments; (2) the
greatly expanded volume of "transfer
payments" (payments by Government to
individuals for which no services are
rendered currently, such as unemploy-
ment benefits and mustering-out pay-
ments) ; and (3) the general stability of
total factory pay rolls, after the imme-
diate VJ-day drop, despite changes in
composition due to problems of recon-
version and the dampening effects of
major work stoppages in durable goods
manufactures. The steady drop in total
pay of the armed forces resulting from
rapid demobilization was the major in-
fluence in the opposite direction.

Chart 4,—Income Payments to
Individuals

BILLIONS OF DOLLARS
200

Chart 5.—Consumer Expenditures and Consumers' Price Index 1

INDEX, 1939 = 100

120

1 Represents pay of Federal, State, and local
government employees, pay of the armed forces
in this country and abroad, government interest
payments, and miscellaneous items.

- Major items included are social insurance
benefits, the Government's contribution to family
allowances paid to dependents of enlisted mili-
tary personr.
charged ser
eompensatio3 Major ite:
and nonfari
and dividends and interest.

Source of data : U. S. Department of Com-
merce.

el, mustering-out payments to dis-
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, and readjustment allowances.
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proprietors, rents and royalties,
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1 Index for consumer expenditures is based upon current dollars ; data are annual totals for 1939-43
and quarterly totals, seasonally adjusted, at annual rate for 1944-46. Consumers' price index
(formerly cost of living index) is the monthly average for the year and quarter.

Sources of data U. S. Departments of Commerce and Labor.

The essential elements of strength and
weakness, of "permanence" and insta-
bility, in the current income situation
can be noted from the foregoing sum-
mary and from analysis of the extensive
shifts in the composition of income pay-
ments since VJ-day as revealed by the
chart.

Of primary significance is that income
payments by private industry, at the
near-record annual rate of 120 billion
dollars, were as high in March as they
were last July before the end of the
Japanese war. Expansion of trade,
service, and construction offset the re-
duction of pay rolls in war manufac-
tures.

Continuation of the upward movement
in manufacturing employment that be-
gan last October, but was checked by
work stoppages, is in prospect. Although
wage increases probably will be a gen-
erally less important factor in bolstering
pay rolls in months to come than they
have been since VJ-day, any further re-
duction in manufacturing pay rolls be-
cause of shorter hours of work and shift
of workers from higher-paying to lower-
paying industries most likely will be of
minor order.

Further basis for a favorable outlook
on the trend of income payments in pri-
vate industry is found in the projected
emergency expansion of housing con-
struction, the world-wide need and high
domestic demand for farm products, and
the probable continued growth of em-
ployment in trade and other distributive
and service industries. Barring the pos-
sible serious effects of prolongation of

the work stoppage in bituminous coal,
therefore, income payments by private
industry may be expected to rise
throughout the rest of the year.

Changes in Transfer Payments
In contrast, income payments by Gov-

ernment currently reflect only partial
transition to the probable level and com-
position that will obtain after demobili-
zation of the armed forces has been
completed and the jobless situation has
improved and stabilized. "Transfer pay-
ments" reached a peak rate of 13 billion
dollars in January and then declined to
12 billion by March. Such payments will
continue to fall for several months as
military demobilization curtails muster-
ing-out payments and family allowances,
and as veterans and others receiving un-
employment benefits are absorbed into
the employed labor force. It is expected,
however, that declines in these types of
transfers will begin, about mid-year, to
be matched by increases in the flow of
veterans' pensions and schooling pay-
ments, so that total transfer payments
probably will level off during the rest of
the year at a rate of roughly 8 billion
dollars under present legislation. Pas-
sage of the bill now before Congress pro-
viding for retroactive payments of
terminal leave to enlisted men would
bring a substantial increase in this
amount.

Military pay, which has dominated the
movement of "other Government pay-
ments" in the chart, dropped from a
peak of 17 billion dollars in the third
quarter of 1945 to less than 8 billion in
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March. Under present pay scales a fur-
ther drop to less than half this amount
is expected by the end of this year. The
decline in Federal civilian pay rolls has
been less spectacular and will be inter-
rupted only temporarily by pay raises
already approved for most War and Navy
Department and Post Office workers and
the pending increase for white-collar
workers.

Disposable Income Rises
Out of total income payments for the

first quarter of 156 billion dollars (sea-
sonally adjusted at an annual rate), per-
sonal tax payments took more than 17
billion dollars. This left almost 140 bil-
lion as the annual rate of disposable in-
come, an increase from the fourth-
quarter rate of 137 billion dollars and
only 1 percent lower than the first and
second quarters of 1945. In comparison
with prewar years, the present volume
of disposable income is exceedingly high,
being more than double the 1939 total,
for example. The decline in disposable
income from the first half of 1945 to the
first quarter of 1946 was much less than
the actual drop in income payments as a
result of the reduction in Federal indi-
vidual income-tax rates this year.

Consumer Expenditures at Record Volume

The high level of disposable income,
augmented by special demand factors
and a large volume of accumulated sav-
ings, has resulted in record retail sales
and consumer expenditures so far this
year. Sparked by increased expenditures
for nondurable goods, total consumer
expenditures for goods and services dur-
ing the first quarter of 1946 rose to a
seasonally adjusted rate of about 120
billion dollars, double that of 1939. This
rate represents a 20-percent increase
since VJ-day. Indications point to a
continued rise in expenditures during
the second quarter. Sales of retail stores
in April exceeded those of a year ago by
one-third to one-half. Part of this in-
crease is attributable to Easter buying,
most of which occurred in April this year
in contrast to last year when it took
place in March. Nevertheless, retail
sales in April registered a substantial
rise from April of last year on a season-
ally adjusted basis.

Although food, clothing, and other
nondurable goods were not in sufficient
supply to meet all consumer demands,
which were bolstered not only by the
high volume of consumer incomes but
also by the requirements of veterans re-
turned to civilian life, the flow of these
goods to civilian markets increased
markedly in the past 6 months. How-
ever, increased supplies only in part ac-
counted for the rise in expenditures for
nondurable goods. Further price in-
creases, continued trading-up, and pur-
chases made above ceiling prices were
important factors contributing to the
boost in these expenditures.

Chart 5 compares the trend of con-
sumer expenditures with that of prices
as measured by the Bureau of Labor Sta-
tistics consumers' price index since 1939.
Price increases since VJ-day as recorded

by this index have been small in total—
less than 1 percent from the second quar-
ter of li>45 to the first quarter of 1946.
Consumer expenditures, however, in-
creased by 20 percent. Available infor-
mation on the quantity of goods flowing
to consumers does not indicate an over-
all increase of the amount implied by
these expenditure and price compari-
sons. Although it is not possible to ob-
tain a quantitative estimate, it appears
that part of the dollar expenditure in-
crease resulted from further trading-up
and hidden price rises.

Composition of Consumer Expenditures
Chart 6 shows the breakdown of con-

sumer expenditures by three major
groups. Expenditures for services,
which constituted 28 percent of total
expenditures in the first quarter of 1946,
have shown practically no change since
VJ-day. Included in these figures are ex-
penditures of military personnel abroad
which have been declining over this pe-
riod. Excluding this item, all the major
components of services showed small
continued rises since VJ-day and total
services increased b;~ xabout 4 percent
since the second quarter of 1945.

Total expenditures for durable goods
were at an annual rate of 10 billion dol-
lars in the first quarter of 1946. The
wartime low in this category of expendi-
tures occurred soon after producers of
these goods were converted to war pro-
duction—in the second quarter of 1942—
when they were at an annual rate of 6
billion dollars. The first-quarter rate
was already above the 1941 total despite
the fact that production of many impor-
tant durables, such as refrigerators,
washing machines, and automobiles, was
still far below the 1941 output.

The current high rate of expenditures
for durables as compared to prewar is due
to higher prices and to greatly increased
purchases of jawelry and automobile
parts and accessories. The 10-billion-
dollar rate, however, is far below the
amount that consumers wculd have pur-
chased in relation to their current in-
comes had more durable goods been
available. This category of expendi-
tures will rise rapidly in the coming
months as supplies of home appliances
and equipment and automobiles increase.

Savings of Individuals Decline Sharply

Net savings of individuals declined in
the first quarter of this year to a season-
ally adjusted annual rate of 19 billion
dollars. This is a lower rate of savings
than at any time during the war and is
only half of the peak rate attained during
1944 and the first half of 1945. Never-
theless, it is still higher in dollar volume
than in any prewar year.

In relation to disposable income, first-
quarter savings were in line with the ex-
perience of the 1929-40 period. This can
be seen clearly in chart 7. During this
12-year prewar period containing years
of prosperity and of depression, the chart
shows that the relationship between dis-
posable income and savings was remark-
ably close. During the war period, how-
ever, inability to get goods and the
channeling of a large proportion of the
income into war bonds resulted in the
savings "hump" shown in the chart.

If the relationship2 which held for the
2 The regression for the period 1929-40 is:

Savings (billions of dollars) = -5.6 + 0.174X
disposable income (billions of dollars).

(Continued on page 22)

Chart 6.—Consumer Expenditures, by Major Groups
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1 Data include expenditure of military personnel abroad.
Source of data : U. S. Department of Commerce.
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The Business Situation
By Office of Business Economics

ECONOMIC ACTIVITY has been
maintained at an even rate,

with no marked deviation from the
level of recent months. The for-
ward movement under way in the
reconversion industries was slowed
by the continuation of work stop-
pages in basic industries which im-
peded the assembly of components
necessary for an upsurge of pro-
duction.

Construction has continued to
move ahead, with expansion both in
the residential field and in business
expenditures for plant and equip-
ment. Retail trade reports reflect
a continuation of heavy buying by
consumers, notwithstanding that
the supply of new durable goods is
still extremely limited. Exports are
again rising as both commercial and
relief shipments increase.

The general picture of activity can
be summed up in the income flow to
individuals. This flow has been very
steady so far this year; in April the
continuation of demobilization of the
armed forces, coupled with the drop
in pay rolls in the coal industry,
resulted in only a slight decline.
Factory employment and pay rolls
were up in line with the general
tendency.

A feature of the recent situation,
discussed at some length in this
issue, has been the accelerating rise
in prices over a considerable seg-
ment of the economy.

The month of May will be remembered
because of the 2-day paralysis of the
railroads and the steps taken by the
Government to end the labor-manage-
ment dispute in this industry and to
secure new legislation for the transition
period, designed to reduce the disrup-
tions to production attendant upon such
disputes. Actually, the railway stoppage

had but a minor impact on economic
activity during the month, although it
did contain the threat of a major dis-
ruption of the national economy.

Reduced Output of Coal
More important in retarding the pace

of production and primary distribution
was the continuance into its second
month of the labor-management dispute
in the bituminous coal industry. A
2-week "truce" was sufficient to permit
essential users of coal to maintain their
operations, but did not prevent further
declines in the steel operating rate, con-
tinued restrictions on railway passenger
travel, brownouts in cities throughout
the country, and curtailed operations in
some manufacturing plants.

After the end of March, the flow of
coal from the bituminous mines was re-
duced to a trickle. (See chart 1.)
Many mines remained closed during the
"truce" period in May, so that less than
20 million short tons were mined during
the month, as compared with an aver-
age of over 50 million tons a month dur-
ing the first quarter of 1946. The coal
mined during May was impounded by
the Government and doled out largely to
utilities, railroads, and other essential
users.

The settlement of the dispute at the
month's end provided the basis for again
moving forward on the production front.
Soft coal production rose to the pre-
strike rate soon after the workers re-
turned to the pits, but there will be
somewhat of a lag before some indus-
trial users of coal are able to restore
normal operations. Just as the avail-
ability of stocks of coal cushioned the
impact of the initial work stoppage, the
necessity for refilling pipelines will delay
full-scale operations in some plants.

Coal Depresses Steel

Steel mills were most directly affected
by the coal shortage. As shown in the
bottom panel of chart 1, the weekly

operating rate declined from close to 90
percent of rated capacity at the end of
March to 74 percent in the last week of
April and to less than 45 percent at the
end of May. On a daily average basis,
production of steel ingots in May was
about 30 percent below the preceding
month's output and 37 percent less than
in March.

The steel operating rate will turn up-
ward in June, but it will take a few
weeks before the near-capacity rate of
March will again be reached.

The steel industry continues to be
booked solid with orders for many
months ahead. Because of the 5-week
stoppage in January and February and
the recent decline in operations, the in-
dustry has not made headway in working
off the order backlog.

The net result has been that many
users of steel have been forced to operate
on a hand-to-mouth basis which has in-
terfered with forward scheduling of pro-
duction and has at times curtailed oper-
ations.

The flow of steel for a time will be a
limiting factor on production in some in-
dividual industries and plants, though
we are still in a phase of reconversion
where a variety of factors influence pro-
duction performance. The limited steel
supply, furthermore, will probably com-
plicate the problems of the newer com-
panies without established sources of
supply.

Secondary Effects of Coal Shortage

Broad indicators of production and
distribution reflected the coal shortage
only to a minor extent. As shown in the
lower panel of chart 2, brownout regu-
lations had only a small effect on weekly
production of electric power. The actual
savings in coal consumption, of course,
were relatively larger than the cut in
over-all electric power production, since
coal is the primary source of energy for
only about half of total electric power
production.
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Chart 1.—Coal and Steel
Production—Weekly 1
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Total carloadings picked up slightly
during the first three weeks of May
chiefly because of the resumption of coal
movements during the "truce." The rel-
atively sharp dip in loadings of manu-
factured goods—reflected in "miscellane-
ous" loadings in chart 2—in the middle
of the month was due to the disruption
occasioned by the short-lived freight em-
bargo which was cancelled as soon as the
temporary work agreement was an-
nounced for the miners. The 2-day rail
stoppage sharply depressed both total
and miscellaneous loadings during the
week ending May 25, the latest week
shown in the chart.

Gains Retarded, Output High

The production performance as a
whole was necessarily spotty—far more
so than would have been the case in the
absence of the major stoppages. The
fact that production has continued to
expand in some segments has frequently
been underemphasized. The net effect
of the stoppages has been to hold pro-
duction to a fairly even level, rather
than to impair previous gains in aggre-
gate output.

The output of motor vehicles, which
had moved sharply upward after the
middle of March, reached 71,000 in the
week ending May 11. This was about
three-fifths of the weekly output of 120,-
000 during the first half of 1941. Assem-
blies were then halved, as some large
plants were temporarily shut down be-
cause of supply shortages so that May
output was about the same as in April.
(See chart 3.) Assemblies for the first
5 months amounted to about 838,000 ve-
hicles, of which 529,000 were passenger
and 309,000 commercial. When spread
over the distribution system, this has not
meant many cars per dealer.

Manufacturing Shipments Continue High

Chart 4 presents the general trend in
manufacturing shipments through April.
In that month there was a 4 percent rise
in the daily average value of manufac-
turers' shipments, as the durable goods
industries increased their shipments
from the low point of February. Since
shipments were maintained in part by
drawing down inventories, these data do
not indicate much, if any, output in-
crease. Nevertheless, the value of output
of both durable and nondurable goods
in April was close to 200 percent of the
1939 average.

Even in February, which marked the
peak in industrial disputes in the basic
manufacturing industries, durable goods
shipments (the solid line on chart 4)
were sustained at 50 percent above the
prewar year. A more detailed discussion
of recent shipment activity is presented
later in this review.

Industrial Disputes

Industrial disputes continued to re-
ceive widespread attention in May when

Table 1.—Industrial Disputes

Year and month

1945
January
February
March
April
May
June
July
August
September
October
November
December

January.
February .
March
April

1946

Stoppages begin-
ning in month

Num-
ber

235
280
380
430
425
480
520
410
550
455
335
100

325
260
385
465

Workers
involved

(thou-
sands)

46
111
197
306
325
328
322
225
460
560
405
40

1,400
130
130
575

Man-days
idle during
month, all
stoppages

(thousands)

184
381
775

1,475
2,210
1,850
1,700
1,350
3,675
7,800
6,100
7,500

19, 200
21. 500
14, 000
15, 500

Chart 2.—Freight Carloadings and
Electric P o w e r Production—
Weekly 1
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1 Latest data plotted are for week ending
May 25.

Sources of data: Association of American
Railroads and Edison Electric Institute.

the stoppages were particularly signifi-
cant because of the key industries af-
fected—coal and railroads. Man-days
idle as a result of labor disputes aver-
aged 17.5, million per month in the first
four months—21.5 million in February,
which was the high for this period, as
well as the largest loss caused by strikes
in any month since records were first
compiled in 1927. (See table 1.)

The April total of 15.5 million was
equivalent to 2.5 percent of the avail-
able working time. Figures are not yet
available for May but they also were
high.

Construction Activity Continues To Rise

Evidence of the progress that is being
made in major segments of the economy,
which tend to be overshadowed by the
news of industrial friction, is provided by
construction. Here progress has been
as rapid as could have been reasonably
expected when proper weight was given
to the various bottlenecks that had to
be overcome. Total new construction
in May is estimated at 810 million dollars
as compared with revised estimates of
710 million dollars for April, with all
major categories of construction moving
ahead.Digitized for FRASER 
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Residential construction advanced to
300 million dollars as compared with
260 million dollars in the previous month.
At the same time private nonresidential
construction (commercial, industrial,
etc.) advanced to 290 million dollars
from 260 million dollars in the previous
month.

Continuation of construction at the
May rate in the month of June would
mean total construction in the second
quarter of about 2.3 billion dollars.

Expediting Legislation

Congress passed and the President
signed on May 22, the Patman bill (H. R.
4761), which provides some essential
tools for the Housing Expediter in attain-
ing the Government program. The
measure provides 400 million dollars to
spur production of critical materials by
means of premium payments and calls
for a partial governmental guarantee to
the manufacturers of prefabricated
dwelling units against losses they may
incur in experimenting with this method
of housing construction.

The new measure also increases by a
billion dollars the Government's author-
ity to insure mortgages on new resi-
dences up to 90 percent of their assessed
value. Price ceilings on new residential
units are authorized although no pro-
vision is included for controlling the
selling price of existing houses. The
original provisions of the measure to
continue the government's priorities and

Chart 3.—Weekly Production of
Motor Vehicles x
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Source of data : Ward's Reports, Inc.

SURVEY OF CUEEENT BUSINESS

allocations powers, to channel scarce
building materials into residential con-
struction and to provide preference for
veterans in the purchase and rental of
new houses were incorporated without
substantial change into the bill as signed
by the President.

Use of Premium Payments

On May 19 the Housing Expediter an-
nounced the formation of an interagency
committee of Government industrial con-
sultants whose function it will be to ad-
vise on methods of stimulating produc-
tion through the use of premium
payments authorized by the new legisla-
tion. Fifteen million dollars of the total
fund had already been earmarked to
finance the building of access roads to
previously inaccessible lumber stands.
Opening of these roads will help to in-
crease the supply of lumber by making
available logs that would otherwise not
have been cut because high costs would
have made it an unprofitable operation.

Retail Trade Still Strong

Nothing that has happened in recent
weeks has stemmed the flow of retail
trade, which still reflects the strong buy-
ing sentiment of the general body of con-
sumers. It is true that the total on a
seasonally adjusted basis has shown a
slight easing off in the past 3 months, but
such fluctuations are hardly significant
with sales still running one-fifth ahead
of a year ago. So far this year retail
cash registers have been ringing to the
tune of 89 billion dollars per year.

The current volume of consumer
spending is about in line with the prewar
income-spending relationship, but as has
been noted before in these reviews the
relationship has been restored notwith-
standing the fact that consumer durable
goods are still not available in prewar
quantities. Hence, the result comes from
above-average purchases of nondurables
(on the basis of the prewar relationship)
and below-average sales for the durable
goods. The latter will move up as in-
creased production swells the sales to-
tals; what will happen to the nondur-
ables is not so clear because the current
high position represents some bunching
of requirements as the armed forces
were demobilized.

Some indication of divergent trends
are apparent in the recent movement of
retail sales by kinds of business. Al-
though the levelling off in the past three
months in sales was fairly general by ma-
jor kinds of business, two important
durable groups continued to increase,
namely, automotive and jewelry stores.

Sales of motor vehicle dealers in April
were 73 percent above the same month
of last year, but still less than half the
prewar volume. New cars and replace-
ment tires are appearing on the market
in increasing quantities. Jewelry stores
which, unlike the other durable goods
stores, recorded increasing trade during
the war period, are continuing to chalk
up ever higher sales.

Sales of all durable goods stores in
April were half again as large as in April,
a year ago. On a seasonally adjusted
basis sales of these stores have been ris-
ing during the first 4 months of this
year. Sales of nondurable goods stores
after Easter adjustment were about one-
fourth more in April than a year ago,
but the trend of these sales since Febru-
ary has been downward despite the fact
that incomes have been fairly stable.

Export Trade Rising

Foreign markets have very large re-
quirements which they would like to
satisfy in United States markets, and
this unsatisfied demand is a factor of
importance in domestic markets at the
present time. Following the termina-
tion of lend-lease shipments, total ex-
ports declined as war materiel was no
longer needed, and other types of com-
modities were shifted into more normal
channels of trade. The decline in ex-
ports—which was really part of the de-
cline in Government expenditures since
Federal orders were the original source
of demand for lend-lease goods—halved

Chart 4.—Manufacturers' Ship-
ments, Seasonally Adjusted
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Chart 5.—Foreign Trade of the
United States1
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1 Excludes trade in gold and silver. Data for
the first quarter of 1946 are preliminary.

Source of data : U. S. Department of Com-
merce.

exports from the war peak to the end of
1945. Relief requirements are a major
factor at present, and these are financed
by contributing Governments.

Now, exports are again rising, and the
volume for the remainder of the year will
be determined by the goods that can be
made available for export, since financing
is available for a larger volume than can
be secured. As shown in chart 5,
first quarter exports totaled about 2.3
billion dollars, as compared with 2.1
and 1.8 billion dollars, respectively, in
the third and fourth quarters of last
year. The monthly rate of the first
quarter of this year continued into April.

Imports were reduced moderately dur-
ing the last half of 1945, and while the
decline was offset by the rise in the first
quarter of this year, imports are still low
in relation to exports. At 1.1 billion dol-
lars, imports in the first quarter were
about the same as in the April-June
quarter of last year. The value of im-
ports increased further in April.

Readjustments in Foreign Trade

Recent trends in trade clearly reflect
readjustments from wartime needs to
the reconstruction and rehabilitation re-
quirements of the immediate postwar
period. Export trade in manufactured
products, which dominated the war
period, fell both relatively and absolutely
after the end of the European phase of
the war. The sharp postwar decline in
this component of exports as shown in
chart 6 was entirely confined to mili-

tary-type goods. Civilian-type manufac-
tures in the first quarter of this year were
slightly above the level that prevailed
in the last half of 1945.

The major factors contributing to the
recent rise in exports were increased
food and crude materials shipments re-
quired to meet world relief needs. Large
increases occurred in exports of unmanu-
factured cotton, meat and dairy prod-
ucts, and wheat flour. Among nonrelief
items, the most substantial increase took
place in tobacco and tobacco products.

While exports for relief purposes be-
came much more important in the first
part of 1946, the flow of goods lagged
behind commitments, with the most seri-
ous deficit occurring in wheat shipments
to help meet world famine conditions.
Widespread measures were put in effect
to speed up food shipments, these in-
volving restrictions on bread, a com-
modity untouched by wartime rationing.

Import Patterns

Changes in the pattern of imported
products were similar to those seen in
exports. Raw materials and food con-
tributed the entire increase in imports
between the latter part of 1945 and the
first quarter of this year. In the case of

Chart 6.—Exports of United States
Merchandise, by E c o n o m i c
Classes
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foodstuffs, the effect of the continuing
world shortage is evident in that first-
quarter imports of foods were less than
a year ago.

On the other hand, the value of crude
materials imports was over two-thirds
higher than a year ago, reflecting largely
increased receipts of rubber, undressed
furs, and textile raw materials. Al-
though in many items of materials, im-
ports in the early part of 1946 compared
favorably with prewar averages, they
were short of what might have been ex-
pected on the basis of the level of do-
mestic output since in many cases sup-
plies from abroad were not available for
shipment to the United States.

Decline in Lend-Lease Shipments

As may be seen in chart 7, "straight"
lend-lease exports were practically elim-
inated by the first quarter of this year.
Although total exports procured through
lend-lease channels amounted to about
350 million dollars, "straight" lend-lease
shipments were only a small fraction of
this total. The bulk of lend-lease exports
are being paid for on either a cash or
credit basis and, therefore, are included
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in "other exports" in the bottom seg-
ment of each bar in the chart. "Other
exports," however, represent for the most
part regular commercial cash trade.
This trade reached a low in 1944 when
lend-lease procurement dominated the
export market. The accelerated rise in
the last half of 1945 is only in part
explained by the shift from "straight"
to cash or credit lend-lease shipments.
Actually, regular commercial trade has
continued to increase at an accelerated
rate through the first quarter of 1946
and in dollar terms was over twice as
large as the rate in the prewar year of
1939.

UNRRA exports have also helped off-
set the decline in lend-lease exports over
the last year and by the first quarter of
the year reached an annual rate of 1.3
billion dollars or about 15 percent of
total exports. It should be noted that
these UNRRA exports for relief are sup-
plemented by relief shipments by private
agencies.

Financing the Export Balance
With the virtual termination of

"straight" lend-lease aid, the excess of
goods and services transferred to for-
eign countries over the amounts received
has been financed to an increasing ex-
tent by long-term Government loans,
UNRRA aid, and the drawing down of

foreign gold and dollar balances. The
latter development represents a reversal
of the wartime situation when foreign
countries were generally adding to their
gold and dollar holdings.

Approval of the British loan and other
foreign credit arrangements would sub-
stantially improve the position of those
countries now faced with a shortage of
American dollars in terms of the com-
mitments necessary to reestablish their
economies. These will provide for the
financing of increased exports as sup-
plies rise in the United States.

Income Payments Stable
A general picture of the current level

of economic activity is afforded by a re-
view of the changes in income payments.
These have continued high in the aggre-
gate, declining only slightly in April on
a seasonally adjusted basis and showing
very little change so far in 1946.

Chiefly responsible for the slight
March-April decline were sharp reduc-
tions of military payments—pay of
armed forces, mustering-out pay, and
allowances to dependents—and of pay
rolls in the bituminous coal industry.

These decreases were offset in large
measure by a rise in factory pay rolls
and larger disbursements to railroad
employees in the form of increased rates
of pay currently and the partial payment

of pay increases made retroactive to
January 1, 1946. Of secondary impor-
tance were continued increases in pay
rolls in the contract construction indus-
try and in veterans' benefits and unem-
ployment allowances.

In respect to appraisal of the business
situation, then, the most significant de-
velopments during April were the im-
mediate drop in bituminous industry and
the rise in wage-and-salary disburse-
ments in manufacturing, aside from the
increase attributable to the settlement
of labor-management disputes. Pay
rolls in the nondurable-goods industries
were the highest on record. Although
pay rolls in the durable-goods industries
in April were only three-fifths as large
as a year ago they were slightly above
their reduced post-VJ-day level of last
September.

At 157 billion dollars, the high-level
rate of income payments in April was
only 4 billion dollars below the record
full-year total of 161 billion dollars for
1945, and more than double the 76 bil-
lion dollars paid out in 1940. Further,
it was only 4 percent below the 163-bil-
lion-dollar rate of July 1945, the last full
month of war, despite drops from 21
billion to 10 billion dollars in military
payments and from 38 billion to 32 bil-
lion dollars in total factory pay rolls over
that period.

Recent Price Changes
The combined index of wholesale

prices, prepared by the Department of
Labor, shows an advance of over 4 per-
cent between last August and this April—
as contrasted with calendar year in-
creases ranging from 1.5 to 2.3 percent
in the past 3 years. More than half of
this postwar rise occurred in March and
April. All major commodity groups
have shared in the recent advances.
These changes in primary markets have
been partially reflected in the consum-
ers* price index which moved up 1 per-
cent in the 2 months ending April 15.

Weekly indices, and the price adjust-
ments approved, indicate a further in-
crease in both indices in May.

Specific ceiling adjustments have per-
mitted marked increases in some fabri-
cated goods, particularly textiles and
clothing, building materials, automo-
biles, and dairy products. A general,
although as yet lesser, advance has also
occurred in most semifinished and fin-
ished goods in primary markets.

With the reconversion of industry
not yet complete, and the flow of
finished goods to consumers there-
fore low in relation to input factors,
inflationary pressures have re-
mained important over major seg-
ments of the economy. Easing of
wartime controls and restraints and
the adjustments to cover cost in-
creases under the pricing formulae
have resulted in a tendency in re-
cent months for prices to move up-
ward at an accelerating rate.

Demand Key to Current Situation
Conditions contributing to the current

price trend have been discussed in some
detail in previous issues of the SURVEY.
Of primary importance has been the still
inadequate flow of goods relative to con-
sumer buying power reinforced by de-
ferred needs. Speculative up-bidding
has been encouraged by uncertainties
concerning the future of price control.

Expectation of further advances is also
evident in the increasing prevalence of
"escalator clauses" in contracts offered
to buyers.

Under the conditions of a seller's mar-
ket, severe pressure has been exerted on
price ceilings. The disappearance of
low-end merchandise and introduction
of new commodities at higher price lev-
els have, of course, contributed to the
advance. In addition, trading at above-
ceiling prices by one device or another
adds to the price to the consumer, though
these transactions by their nature can-
not be adequately reflected in price in-
dices.

OPA Adjustments

A primary factor moving prices up-
ward, however, has been official ceil-
ing adjustments, considerably liberalized
since the new wage-price policy was an-
nounced in February. In the nine
months ending April 1, OPA authorized
upwards of 500 industry-wide increases
affecting many types of farm, indus-
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trial and consumer goods. Increases
have been of a number of types—incen-
tives to increase production of bottle-
neck items such as scarce building ma-
terials; adjustments required by law on
the basis of industry earning standards;
and adjustments required by special stat-
utory standards, such as in the revision
of ceiling prices for cotton products.

Important price adjustments have
been made under the reconversion pric-
ing formula used to establish ceilings for
consumer products which were not avail-
able during the war. Under this formula,
prices set early in 1941 or frozen under
the General Maximum Price Regulation
in 1942 are raised on the basis of 1941
costs plus increases in material prices
and in basic wage rates of factory em-
ployees, to which the percentage profit
on sales in the 1936-39 base period is
added.

Aside from the legislative uncertainties
discussed below, further advances in some
prices are clearly in prospect. At the end
of May, substantial upward revisions in
the price of milk products were author-
ized to be effective in June. These will
result in advances of about 11 cents per
pound for butter, 6 cents for cheese, and
1 cent per quart for milk at the retail
level. Processed fruits and vegetables
were also slated for some increase early
in June.

Freight rate increases, and rate ad-
justments for other carriers, are already
under consideration and likely in view of
the wage agreements in the railroad in-
dustry.

The removal or downward adjustments
of most subsidies is under consideration.
Removal of subsidies would further raise
the price of foods by up to 9 percent, in
the absence of counteracting pressures
on the demand side, according to OPA
estimates. These subsidies are of pri-
mary importance in meats and dairy
products, though a variety of other food
products are also involved in the
program.

In addition to upward revisions of ceil-
ings, the OPA decontrol program may
also be expected to result in some price
increases. Under a number of separate
orders, a wide variety of items mostly
unimportant in consumer and business
costs, have already been removed from
price control. Some of the more impor-
tant commodities to date have included
fresh and frozen fish, white potatoes,
automotive parts, and aluminum and
magnesium die-castings. Exemption of
additional consumer goods, which are
considered relatively unimportant, is ex-
pected in the near future.

In general, ceilings on commodities im-
portant in living or business costs are
suspended when it appears that supply

Chart 8.—Prices of Homes and Home Sites for Selected Periods
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and demand are in such relation that the
price will not rise above the former ceil-
ing. Unimportant commodities are de-
controlled when there is no substantial
threat of diversion of materials, man-
power or facilities from more essential
production and when the effort expended
in administration of the ceilings is there-
fore not considered justified. Timing of
such actions is, of course, an important
factor and it is difficult to judge the pos-
sible cumulative effects of a series of
individual relatively minor actions.

Uncontrolled Prices

The demand pressure on the price
structure is most clearly seen in those
areas not subject to administrative con-
trols. In these instances, where there is
no curb except buyer resistance, the ad-
vance has far outstripped that in con-
trolled commodities.

The most important area where rela-
tively few controls obtain—real estate—
is one most subject to inflationary pres-
sure. Although building material prices
and residential rents are subject to ceil-
ings, there is no control over the price
of land or the resale of old residences
and, until recent Congressional enact-
ment of maximum sales prices only in-
direct control, under the Wyatt program,
of the price of new residential sales.
The rise in the price of both houses and
homesites has consequently been very
large. The general picture is as shown
in chart 8 which is based upon a National
Housing Authority survey. While it is

obviously very difficult to secure exact
measures of price advances in this field,
the tendency evident from this survey
may be seen in all metropolitan areas.
It clearly shows the impact of large de-
mand upon a relatively inelastic supply.

The sharp acceleration in the price
rise in recent months illustrates the gen-
eral price pressures. The swift rise is in-
dicative of the situation which would
develop if all, or any large number of
commodities, were removed from ceiling
control before a balance between supply
and demand had been achieved.

Wholesale Prices

Most commodities continue under
ceilings and the general price advances,
while substantial, have been controlled.
The rise since the war's end reflects in
the main ceiling revisions of the various
types discussed above.

Some of the important areas most af-
fected over the past months are shown
in the panel chart (chart 9) using April
1944 as the base month in computing
the index. All the commodity groups
shown indicate the general picture—a
rising curve in the latter part of 1945
followed by an even sharper increase
during the first months of this year.
Further changes in the major com-
modity groups during the first four
weeks in May are shown in table 2.

Industrial Commodities

Industrial goods, shown in the upper
left panel, represent all commodities
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Table 2.—Wholesale Prices of Selected
Commodities, April and May 1946

[1926=100]

Week
ended—

Apr. 6
13
20
27

May 4
11
18
25

All
com-

modi-
ties

109.1
109. 3
109.6
109.6
109.9
110.1
110.9
110.7

Indus-
trial
com-
modi-
ties i

102.4
102.8
103.1
103.1
103.6
103.7
104.0
104.1

Farm
prod-
ucts

135.2
135.1
135.4
135.5
135. 6
135. 8
137. 9
137. 2

Foods

109.7
109.9
110.4
110.3
110. 7
110.9
111.5
111.0

Tex-
tile

prod-
ucts

104.5
105.0
105.2
105.5
106.7
106.7
108.2
108.2

Build-
ing

mate-
rials

124.0
124.0
126.0
126.0
126.6
126. 8
126.9
127.2

i All commodities other than farm products and foods.

Source: U. S. Department of Labor.

other than farm products and foods.
The increase of 5 points in the period
contrasts with relative stability during
the war years. Advances in the first
four months of the year were due pri-
marily to price increase in basic mate-
rials, most important of which are iron
and steel and building materials (in-
cluding structural steel) shown in the
other two upper panels.

The index of iron and steel prices, up
almost 11 percent over April two years .
ago, reflects increases averaging $5 per
ton authorized by OPA on March 1st
following wage adjustments in the in-
dustry. In addition, pig iron prices were
advanced 75 cents per gross ton in mid-
March, the third advance under price
control. Further ore increases are un-
der consideration and OPA has author-
ized producers of coal, coke and iron ore
to sell on an adjustable basis which will
make increases in ceiling prices retro-
active.

Industry-wide increases for copper,
lead, brass and bronze alloys, scrap and
secondary products of these metals were
announced at the end of May. In addi-
tion to these increases, compensating ad-
vances will be effective in June for brass
mill products, copper wire and cable,
nonferrous castings, and other second-
ary products.

The advance of close to 10 percent in
combined building material prices re-
flects numerous OPA actions, many of
which were granted in an effort to in-
crease the output of strategic materials
in short supply. Increases in all types
of lumber brought the average price in
April to a level 90 percent above August
1939. Brick prices were initially raised
$2 per thousand late in 1945, followed by
regional ceiling adjustments in January.
In addition, the general steel increase
entailed the first advance in structural
steel prices since 1938.

Farm Products and Foods

The prices of farm products, shown in
the middle left panel of the chart, have
been less stable than industrial commod-

ities since the war's end. Increases in
the first 4 months of the year, which
boosted the index to 10 percent over
April 1944, have continued into May as
shown in the table.

The over-all increase for farm prod-
ucts, since the low point in September
shown in the chart, is partly seasonal
but also reflects a wide variety of adjust-
ments affecting livestock and poultry,
grains, milk products, and fresh vege-
tables. The upward spurt in the third
week in May, shown in the table, resulted
from substantial revision of ceiling prices
for grains and protein feeds, effective
May 13. At that time prices were raised
as follows: Corn, 25 cents per bushel,
wheat 15 cents, oats 5 cents, barley 9
cents, rye (new crop) 10 cents, grain
sorghum 13 cents per hundredweight
and feeds from $7.50 to $14 per ton.

The combined index of food prices, not
shown separately in the chart, had ad-
vanced over 4 percent between last Au-
gust and April.

Most Food Prices Higher
The rise in the dairy products and

meat indices, shown in the chart, are
also indicative of the price increases for
fresh fruits and vegetables and cereal
and bakery products. Of all the major
food items, only eggs—which decreased
seasonally—did not share in the upward
movement. Dairy product increases to
date have reflected direct subsidy re-
ductions in cheese and butter late in
1945 and in February 1946, and compen-
sating ceiling increases. The further
dairy product increases in June, men-
tioned above, followed the rise in grain
and feed prices in May.

Meat prices were upped by a number of
ceiling adjustments beginning in March,
based on wage increases in the meat-
packing industry. Prices for fresh vege-
tables and fruits have similarly re-
sponded to numerous ceiling increases.

Chart 9.—Wholesale Prices for Selected Commodity Groups

INDEX, APRIL 1944 MOO
115
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f
J
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1 Data are for all commodities other than farm products and foods.

Source of basic data: U. S. Department of Labor. Indexes were recomputed with April 1944 as
base by the U. S. Department of Commerce.
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Other Consumer Goods

Cotton goods and clothing, represented
in the bottom panel of the chart, have
shown the sharpest rise of any consumer
product. One factor has been the rising
raw material costs, which has resulted in
a series of adjustments for fabrics and
piece goods, as well as for finished cot-
ton products. Increases for cotton goods
were required under an amendment to
the Stabilization Extension Act of 1944,
which provided that ceiling prices for
each of the major individual cotton
products must be high enough to reflect
the parity price of cotton to growers.

The index of housefurnishing prices,
shown in the right lower panel, has risen
with ceiling increases for such items as
mattresses and springs, wool floor cov-
erings, blankets, household linens, and
home appliances. Since the wholesale
series prices articles of constant speci-
fications, price advances resulting from
the introduction of new, higher priced
merchandise and the disappearance of
low-cost goods such as the less expen-
sive grades of blankets and linens are not
reflected in the index.

Consumers' Price Index Up

The general advance in wholesale
prices has been reflected in the cost of
necessities to consumers, though the in-
crease in retail prices has been less than
in wholesale markets.

The Labor Department's Consumer
Price Index rose 1 percent between mid-
February and mid-April, which is ap-
proximately the amount of the rise since
the war's end last August. Recent per-
centage changes in the major compo-
nents and some selected items are shown
in table 3, which also gives the percent-
age increase over August 1939.

The rise of 1.5 percent in food prices
for the last two months shown in the
table represents higher prices of all
major groups except eggs and beverages.
Bread prices, advancing 4.8 percent na-
tionally with the reduction in the weight
of loaves in some areas, boosted the in-
dex of cereal and bakery products.
Meat increases in April, which reflect the
higher ceiling prices approved by OPA,
represented the sharpest monthly in-
crease in the group since early in 1943.
Fresh fruit and vegetable prices, up 3.5
percent between mid-February and mid-
April, include some seasonal increases.

Since the war's end, very sharp in-
creases have been registered for a num-
ber of clothing items including the rise
of 21 percent for men's business shirts
and 11 percent for women's cotton house
dresses shown in the table. Ceiling in-
creases for low-priced shoes, effective

May 31, are of course not yet reflected
in the index. This adjustment, designed
as an incentive to increase production
of staple low-end shoes permits manu-
facturers increases in lower-price shoes
ranging up to about 15 percent, which
are to be passed on to the consumer
without absorption. Housefurnishing
costs have also risen markedly both as
the result of ceiling increases and the
continued disappearance of less expen-
sive merchandise.

Table 3.—Percentage Change in Con-
sumers' Price Index *

Item

All items
Food...
Clothing
Housefurnishings- _ _
Kent
Fuel, electricity, and

ice
Miscellaneous

Selected items:
Meats, fish, and

poultry
Cereal and bakery

products
Dairy products
Fresh fruits and

vegetables
Sugar and sweets
Men's business

shirts
Women's cotton

house dresses
Shoes

£

ei
gh

t
100.
40.
13.

3.
16.

5.
20.

10.

5.
7,

8.

2'

3

0
4
3
2
4

9
8

1

7
0

6
9

5

5
1

•-=1
a

f
1

0.

Percent change

1

5
1.1

(3

_^

1.

2.

1
2

2.

2
1

8
7
)

1
1

1

7
3

8
2

5

6
2

1

'e
br

u
la

rc
h

0.5
.4

1.7

3 3

- . 5
. 2

.0

. 5

.3

1.7
4.3

4.0

6.1
1.5

ag
us

t
Lp

ril
 :

1.2
.6

5.4
3.6
4 . 1

- . 9
1.2

.8

3.9
3.0

1.8
6.9

20.9

11.4 c
4.9

32.8
51.6
53.8
50.4
8 3.9

13.2
25.5

38.8

21.3
47.6

115.3
41.5

6 79.7

6184.3
6 37.9

1 Consumers' price index for moderate-income families
in large cities.

2 December 1945.
3 Data reported quarterly.
4 September 1945-March 1946.
«August 1939-March 1946.
8 September 1939-April 1946.

Source: U. S. Department of Labor.

Automobile Prices

Automobiles have been subject to sev-
eral upward price adjustments in recent
months. In the first 3 months of this
year, higher manufacturers' prices were
approved for most makes, with part of
the rise to be absorbed by reductions in
dealers' margins. On May 23 retail ceil-
ings for 16 makes were further raised
from 4 to 8 percent, primarily on the
basis of higher parts prices. The retail
advance in May reflected the full amount
of the increase in the manufacturers'
price.

These adjustments were formulae in-
creases based on increases in wages and
material costs incurred up to the fall of
1945 as well as more recent wage increases
and higher parts and material costs.

Importance of Controls

The effectiveness of price controls in
restraining the upward pressure on prices

has been weakened in recent months with
the liberalization of the pricing formulae
used as guides in granting price adjust-
ment, and in the adjustments made to
spur reconversion. Nevertheless, the im-
portance of price controls at present in
stemming price increases should not be
underestimated. This is clearly evident
in the much more accelerated price ad-
vances in uncontrolled areas.

The pressure for further price increases
in the period ahead derives from three
sources: (1) Increases already in effect
or soon to be granted for basic prices
(raw materials, transportation costs)
which have not yet had their full effect
on prices of semifinished and finished
commodities; (2) gradual elimination of
most subsidies during the next fiscal
year; and (3) the further time required
to achieve a demand-supply balance for
most goods and services.

Therefore, even if existing legislative
authority and administrative procedures
remain unchanged, some extension of
the upward trend since VJ-day would
be in prospect.

Demand-Supply Relationship

Rapid increases in prices in the past
have been followed by sharp reversals.
However, to interpret the price changes
so far as evidence that a severe defla-
tion is inevitable in the not too distant
future would be to exaggerate the im-
portance of the recent developments.
Such an interpretation would be war-
ranted only if the price rise should con-
tinue at an accelerated pace.

The basis for the current pressure on
prices can be found in the imbalance
which prevails between demand and
supply. As a rough indication of this
imbalance, it might be noted that dis-
posable income of consumers so far this
year has been running at about 70 per-
cent above the same period of 1941 while
manufacturers' shipments have been
only 40 percent higher. If demand and
supply were in closer balance, prices
could not be increased without discour-
aging sales and production. It should
also be noted that demand at the pres-
ent time is augmented to an unusual de-
gree by the necessity of replenishing in-
ventories throughout the production-
distribution system and by the backlog
of fixed capital replacement and expan-
sion.

Nature of the Turning Point

The nature of the turning point in any
sharp upward price movement is such
that its exact timing is highly uncertain.
Demand-supply relationships are not
subject to accurate statistical measure-
ment and, moreover, are inherently un-
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stable—a sellers' market may become a
buyer's market in a short period of time.

There are fundamental reasons for
the existence of a sellers' market at
present; not only is the flow of finished
goods low relative to the flow of income,
but consumer disposition to save out of
current income has been weakened con-
siderably and there is a readiness to dip
into prior savings to satisfy backlog de-
mands for goods now beginning to ap-
pear on the market in increased supply.
Moreover, it is difficult to resist the urge
to buy now if further price advances are
feared. However, it should be kept in
mind that production of finished goods

is increasing and will continue to rise as
reconversion is brought to completion.
It is clear, likewise, that once inventories
become adequate to sustain the existing
volume of sales—i. e., when the inven-
tory pipeline is filled—this source of de-
mand, representing as it has billions of
dollars since VJ-day, will disappear.

If the speculative factors in the pres-
ent situation become dominant, it would
be unrealistic to expect a gradual cor-
rection of prices as the demand-supply
situation is brought into balance. The
correction would be more likely to come
about unexpectedly and with a jolting
effect. If prices rise rapidly, it will some

day become apparent that prices have
outstripped the ability and willingness
of consumers and businesses to make
further purchases. Prices would then
tumble due to the haste of sellers to dis-
pose of their stocks before the price
reaction proceeded too far and the dis-
position of buyers to defer their pur-
chases until the bottom had been
reached.

The above analysis is merely an at-
tempt to illustrate the instability in-
herent in any large upward price move-
ment and to point to the danger should
the recent price trends gain rapid
momentum.

Reported Corporate Profits, First Quarter 1946

Seldom in the past have corporate
stockholders been confronted with such
varied earnings reports as those which
have appeared for the first quarter of
this year. Quite a number of the leading
corporations have reported unusually
large gains in profits after taxes -as com-
pared with the same period of last year;
at the other extreme there are some im-
portant companies with large operating
Josses for the quarter.

While complete data are not at hand,
the industry comparison shown in chart

10 and the frequency distribution of 377
large corporations tabulated in table 4
illustrate the extremely divergent tend-
encies. The table indicates that 56 com-
panies reported profits after taxes more
than double those of a year ago and, by
contrast, 69 companies incurred deficits.

The extreme variation in first-quarter
corporate earnings is readily under-
standable in view of the factors which
affected corporate income, expenses, and
taxes during this transition period. In
some industries production and sales

broke all previous records and, with the
elimination of the excess profits tax and
some reduction in other corporate levies,
it was almost inevitable that net earn-
ings would reach new highs.

At the opposite extreme were the in-
dustries whose operations were sharply
curtailed by reconversion or by stoppages
due to labor-management disputes. De-
spite the mitigating effects of tax credits
under the "carry-back" provisions of the
income tax law and of the practice of
charging unusual costs to reserves rather

Table 4.—Frequency Distribution of 377 Corporations by Percentage Change in Profits between First Quarter 1945 and First
Quarter 1946

Industry

MANUFACTURING
Alcoholic beverages _
Paper and allied products
Drugs, soaps, and medicines
Office machinery
Printing, publishing, and allied industries
Industrial chemicals
Textile fabrics and wearing apparel .
Manufactured food products, excl. confections and beverages
Confections and nonalcoholic beverages
Products of petroleum and coal
Industrial machinerv
Iron and steel and their products .__ ._ __ _.
Nonferrous metals and their products _ ___
Stone, clay, and glass products
Motor vehicles
Electrical machinery.. ._ _.
Motor-vehicle parts and accessories
Railway equipment
Allother

Total_ _ . .

MISCELLANEOUS 2

Trade (retail and wholesale)
Motion picture, radio broadcasting and amusements
Coal mining
Metal and nonmetallic mining _
Air transportation _
Miscellaneous services . . .

Total
number
of com-
panies

5
21
15
6
5

28
10
14
8

35
30
48
12
12
11
16
23

5
20

324

16
4
8

13
5
7

j

Percent
change

in profits

114
77
59
44
34
29
18
15
12

- 1 2
—38
- 4 5
- 5 1
- 6 4

(0
- 7 3

- 4 1

132
95
53

- 2 6
(0

156

Com-
panies

with de-
ficits in
1st quar-
ter 1946

1

2

1

2
4

14
2
5
6
7

12
4
4

64

1
1
3

Distribution of companies with profits in

Percent declines

7.5-99

1

1
3
4
1
1

2
1

14

1
2

50-74

2

2

2
2
5
2

2
1
4
1
2

25

25-49

1
1
2
1

8
3
8
1
1
1
1
4

2

34

3
1

Under
25

1
1

3
1

2
11
3
6
3

1

4

36

1

1st quarter 1946 by percent change

Percent increases

Under
25

3
2
1

3
5
4
3
3
8
1
1
1

2
1

3

41

1
1
4
2

3

25-49

4
3

5

5
2
3
3
5
1

1

3

35

3
1
2
1

50-74

1
1
4
1
2
2
3
2

2

1

1

25

3

1

1

75-99

1
3

1
2

7

2
1

1

100 and
over

3
7
5
2
1
6

2

2
3
3
1
4
2
1

1

43

7
1

2

3

1 Net deficit for the group.
2 The following industries represented in chart 10 are not included in the above table: Railroad transportation, electric power and light and telephone and telegraph and related

services.

Source: U. S. Department of Commerce, based on earnings data compiled by Board of Governors of the Federal Reserve System from Moody's Investors Service.
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than to current income, the net earnings
of these companies were held far below a
year ago by the extremely low volume of
sales.

Variation by Industry

The extent of the variation in first-
quarter earnings reports by industries is
illustrated in chart 10, which shows per-
centage changes from the corresponding
quarter of last year. The industries are
arranged according to the magnitude of
the change; those with the largest rela-
tive . gains are shown at top and those
with progressively smaller gains, or
losses, are listed below.

The basic profits data for the chart
were obtained from published reports to
stockholders, with the exception of the
railroad, electric power, and telephone
industries whose profits are reported by
Federal agencies. No attempt has been
made to adjust the reported figures in

order to obtain uniformity of treatment.
The companies represented are in gen-
eral large corporations. Coverage in the
different industries varies from almost
100 percent for railroad, electric power,
and telephone companies, to a very small
proportion of the companies in such in-
dustries as textiles and confections.

Of the 26 major industry divisions rep-
resented in the chart, 14 reported higher
profits after taxes than in the first quar-
ter a year ago, 7 reported lower profits,
and 5 reported actual deficits. The in-
dustries with deficits are noted at the
bottom of the chart. Outside the manu-
facturing corporations, gains were much
more prevalent than declines.

The very sharp decline in railroad
earnings (from 146 million dollars last
year to 14 million dollars in the first
quarter of 1946) may be attributed to the
reduced volume of traffic and to the wage
increase which was awarded in April

Chart 10.—Percentage Change in Reported Profits After Taxes for 960
Corporations, by Selected Industry Groups, First Quarter 1946 From
First Quarter 1945

-100 -50
PERCENTAGE CHANGE

0

ALCOHOLIC BEVERAGES (5)

MOTION PICTURE, RADIO BROADCASTING,
6 AMUSEMENTS (4)

PAPER a ALLIED PRODUCTS (21)

DRUGS, SOAPS, a MEDICINES (15)

COAL MINING (8)

OFFICE MACHINERY (EXCEPT ELECTRICAL) (6)

ELECTRIC POWER 8 LIGHT (345)

PRINTING a PUBLISHING (5)

INDUSTRIAL CHEMICALS (28)

TEXTILE FABRICS a WEARING APPAREL (10)

MANUFACTURED FOODS (EXCEPT
CONFECTIONS a BEVERAGES) (14)

CONFECTIONS a NONALCOHOLIC
BEVERAGES (8)

TELEPHONE, TELEGRAPH, ft
RELATED SERVICES (132)

INDUSTRIES WHICH REPORTED
DEFICITS IN THE 1st QUARTER
OF 1946

PRODUCTS OF PETROLEUM a COAL (35)

METAL a NONMETALLIC MINING (13)

INDUSTRIAL MACHINERY (EXCEPT ELECTRICAL) (30)

IRON a STEEL (48)

NONFERROUS METALS (12)

STONE, CLAY, a GLASS PRODUCTS (12)

RAILROAD TRANSPORTATION (133)

MOTOR VEHICLES fllj
ELECTRICAL MACHINERY (16)

WTOR -VEHICLE PARTS AND ACCESSORIES (23)
fsJ,

MOTORVEHICLE PARTS A\D
RAILWAY EQUIPMENT (5)
AIR TRANSPORTATION' (S)

a o. 46-see

Sources: U. S. Department of Commerce based upon data from the Board of Governors of the
Federal Reserve System for all industry groups except electric power and light, telephone and
telegraph, and railroad transportation ; data for the latter three are from the Federal Power Com-
mission, Federal Communications Commission, and Interstate Commerce Commission, respectively.

and made retroactive to January 1. The
first quarter figures reflect the higher
wage rates. There is now pending before
the Interstate Commerce Commission
an application of the rail carriers for
higher freight rates to offset the in-
creased wage rates.

Profits More Than Double in Trade

The rise in profits in retail and whole-
sale trade mirrors the record sales vol-
ume in the first quarter as well as the
effects of the lower tax rates this year.
All of the companies in this group re-
ported larger profits than last year and
7 of the companies reported gains of well
over 100 percent.

The entertainment group, including
motion picture, radio broadcasting, and
other amusement companies, is another
area where gains relative to a year ago
were large. Elimination of the wartime
excess profits tax was the chief source
for these gains.

Many Increases in Manufacturing

The striking increases in net profits
were by no means limited to nonmanu-
facturing companies. Almost half the
manufacturing companies included in
the tabulation showed higher first-
quarter profits after taxes than a year
ago, and more than a fourth of those
with increases had gains exceeding 100
percent.

The profit trends in manufacturing
tended to follow along industry lines,
with low earnings and actual deficits
frequent among the heavy industries and
large gains quite common throughout
soft goods manufacturing. This pat-
tern, of course, is consistent with the
problems of reconversion brought about
by the end of the war. Moreover, the
durable goods industries were affected to
a greater degree by work stoppages due
to labor-management disputes.

For the most part, sales volume in in-
dustries manufacturing nondurables has
not been adversely affected during the
postwar transition and the companies in
these industries have generally reported
higher net earnings.

Low Earnings in Heavy Industries

Those producers whose operations
were curtailed by reconversion or by
work stoppages naturally reported low
earnings or actual losses for the first
quarter. Had it not been for sizable tax
credits, representing partial refunds of
the heavy taxes paid during the war,
these companies would have made an
even poorer showing. Companies with
declines in earnings as well as those in-
curring deficits benefitted from these
credits.
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Most of the companies with low first-
quarter earnings fell in the heavy in-
dustries—automobiles, other transpor-
tation equipment, industrial machinery,
iron and steel. Since the source of the
low earnings was the sharply depressed
volume of sales in these industries, it is
reasonable to expect marked improve-
ment as full-scale operation is restored.

Contrasting Earnings Within Industries

In some cases, the average change in
earnings for the industry as a group
gives a misleading impression of the
profit experience of the individual com-
panies within the industry. In order to
throw light upon the representativeness
of the industry averages, the individual
company reports have been tabulated in
the form of a frequency distribution
shown in table 2.

It is quite apparent that many indi-
vidual companies had changes in profits

which are quite different from the aver-
age change for the industry as a whole.
About one-fourth of the firms in the
iron and steel group, for example, had
gains in profits, even though net earn-
ings for the industry group included in
the tabulation were down by 45 percent.
The contrast was even more striking
among the companies in the industrial
machinery group, with the industry be-
ing split equally between firms with in-
creases and those with declines, although
the average for the industry was signi-
ficantly below a year ago.

Over-All Corporate Profits

The divergent profit trends among the
different industries and among the indi-
vidual companies within each industry
make it difficult to estimate over-all cor-
porate profits during the first quarter of
this year. Keeping in mind the unusual
dispersion which has characterized the
period, however, it is possible to formu-

late certain generalizations on the basis
of the published reports.

In the first place, it should be noted
that the published reports cannot be in-
terpreted as a representative sample of
corporate earnings since they are uneven
as to industry coverage and are heavily
weighted by the reports of large corpo-
rations. When the published reports
are re-weighted by industries and by size
of firm in order to adjust for the in-
adequacy of the sample, they do not indi-
cate any significant decline in aggregate
net profits from the first-quarter results
of a year ago.

Profits before taxes are sharply lower
than a year ago, but the reduction in to-
tal corporate taxes from last year's esti-
mated effective rate of 56 percent (Fed-
eral normal and excess profits taxes and
State income taxes) to the current effec-
tive rate of approximately 40 percent
means that a much larger proportion of
before-tax profits is available to corpora-
tions.

Manufacturers5 Shipments and Inventories
The cessation of coal mining in April

reduced total industrial output, but in
the initial month of the stoppage the
flow of goods from manufacturers held
up because in some segments output was
expanding as technical conversion prob-
lems and the influences of earlier work
stoppages were overcome and in others
manufacturers' inventories were reduced.
Therefore, the 4-percent increase in
April shipments over those of March did
not measure the change in output. As
a consequence of the net withdrawals
from inventories in many industries, the
trend of inventory accumulation which
began soon after VJ-day was brought to
a temporary halt.

The aggregate value of manufacturers'
shipments during April reached nearly
10 billion dollars, about three-fourths of
the value of shipments a year ago. The
400-million-dollar over-all increase over
the previous month's volume was the net
result of a 400-million-dollar expansion
of deliveries by the durable goods in-
dustries and a slight contraction by the
nondurable goods industries.

The drop in the value of goods shipped
by the nondurable goods group cen-
tered in the food, and apparel indus-
tries. Inroads were made into food
stocks to maintain even the reduced flow.
Stocks of textiles and clothing, on the
other hand, were kept at their March
levels. In spite of the more direct ef-

fects of work stoppages in the coal mines
on the chemical, petroleum, coke and
paper industries, deliveries of this group
continued at their March rates, with
little change in aggregate inventories.

Chart 11.—Manufacturers ' Ship-
ments, All Industries 1
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Each of the industries in the durable
goods group increased the value of
goods delivered during April. Principal
bolstering effects within the durable
goods group came from the expansion
of output of consumers' durables, in the
electric and automotive fields. Produc-
tion delays in recent months had re-
sulted in the accumulation of needs for
materials and parts. Elimination of
many of the production obstacles by
April enabled assembly lines to move
into high gear. Activity slowed consid-
erably in May.

The widespread publicity to work
stoppages, production difficulties, and
shortages has overshadowed the im-
pressive flow of goods which has actually
emanated from the Nation's factories
during the first 4 months of the year.
The aggregate value of shipments in that
period (chart 11) amounted to about 35
billion dollars, or two-thirds of the war-
time peak volume achieved a year ago.
The 4-month 1946 dollar volume, more-
over, was 40 percent larger than that of
the corresponding period of 1941.

The increase in dollar value of ship-
ments over 1941, however, does not rep-
resent a corresponding rise in the physi-
cal volume of goods. Higher prices
boosted the value of deliveries in the
months of 1946. In order to get a com-
parison of the physical quantity change
it is necessary to adjust to dollar values
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Chart 12.—Manufacturers' Ship-
ments, Durable Goods Indus-
tries 1
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by the price change. Although the 25
percent increase shown by the Bureau
of Labor Statistics average wholesale
prices from the first 4 months of 1941
to the first 4 months of this year is not an
entirely adequate price measure applica-
ble to manufacturers* shipments, a rough
indication of physical quantity changes
may be obtained by applying this per-
centage adjustment to the dollar ship-
ments. On this basis it appears that the
physical volume of goods shipped in the
first 4 months of 1946 was somewhat
higher than in the corresponding period
for 1941.

The changing importance of the dur-
able goods industries in the shipments
picture between 1941, 1945, and 1946 is
illustrated in the upper portion of the
bars in chart 11. In the first 4 months
of 1946 deliveries by the durable goods
industries were about 40 percent of last
year, but about equal in dollars to those
of the corresponding 4 months of 1941.
The quantity of durable goods delivered
so far in 1946 was, however, much
smaller than in 1941.

In contrast, the value of deliveries of
the nondurable goods industries in the

first 4 months of 1946 was only slightly
lower than in the corresponding period
of 1945 and was two-thirds above 1941
in dollar aggregates. Here again this
comparison must be viewed in terms of
the higher prices which prevailed in the
months of this year; allowance for the
price factor reduces the increase over
1941 to a fourth.

Inventory Accumulation Halted

Liquidation of a small dollar amount of
manufacturers' inventories during April
brought to a halt the stock-rebuilding
program which began with VJ-day. This
development, however, is traceable to
temporary conditions and does not indi-
cate the end of the inventory movement.
For manufacturing in general there is
yet an indicated deficit of inventory
value in relation to dollar volume of
sales—on the basis of the prewar inven-
tory sales ratio. As was indicated in the
review of the business situation in the
SURVEY of April 1946, the deficit in
manufacturers' inventories at the rate
of shipments of the fourth quarter of
1945 was estimated at about 2 billion
dollars. The accumulation during the
first 4 months of this year has accounted
for only about one-fifth of the indicated

Chart 13.—Manufacturers' Ship-
ments, Nondurable Goods Indus-
tries x
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deficit based on current rates of ship-
ments.

All of the April liquidation occurred
among the nondurable goods industries,
where the existing deficit in the ratio
of inventories to sales was already cen-
tered. The greatest decrease in stocks
was reported by the food industry. Each
of the other nondurable goods industries
liquidated inventories to some degree,
with the exception of the textile group.

The durable goods group maintained
the expanded level of inventories stock-
piled in March. During the month, how-
ever, there were interesting diverse
movements among industries in the
group. The value of inventories dropped
by 5 percent in the metal-producing
portion of the iron and steel industry,
and in the stone, clay, and glass prod-
ucts group. Further liquidation, largely
of war items, occurred in the transporta-
tion equipment industry (other than
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Chart 15.—Manufacturers9 Ship-
ments and Inventories, Durable
Goods Industries x
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automobiles). These decreases were
offset by the larger stock accumulations
of the automobile and the machinery
groups. Here for the most part the in-
creases were concentrated in plants
producing consumer durable items.

Movements within inventories in vari-
ous stages of fabrication have varied
widely since the beginning of 1945 (chart
14). Goods-in-process and f i n i s h e d
goods inventories of all manufacturers
declined during the first half of 1945.
After VJ-day goods-in-process stocks
continued downward while those of fin-
ished goods moved upward. Primary
factor in the liquidation of the goods-in-
process stocks was, of course, the removal
of war contract items. After year-end
accounting adjustments, these invento-
ries also began to increase but underwent
slight recession in April. Stocks of raw
materials were increased after the first
quarter of 1945 and despite ups and
downs these stocks have continued on an
upward trend since a year ago.

Comparison of the movements of fin-
ished goods stocks in the two lower pan-
els of the chart reveals almost diametri-
cally opposite trends among durable and
nondurable goods industries since the
early part of 1945. Finished durable
goods stocks continued to decline from
VE-day to the end of the year, then
turned upward. Coincident with the
rise during the months of this year, was,
of course, the swing into production of
those durable goods producers that had
been faced with manifold conversion
problems. In contrast, stocks of finished
goods of the nondurable goods industries,
which had no major conversion problems,
rose rapidly following VJ-day. Inability
of these producers to meet the constant
pressure of demand from current produc-
tion forced them to liquidate finished
goods stocks in the months of this year,
thus reversing the former trend.

Data for combined raw materials and
goods-in-process inventories for the dur-
able and the nondurable goods indus-
tries likewise show divergent movements.
As would be expected the trend for the
durable goods industries whose stocks on
VJ-day consisted largely of items des-
tined for military use was downward
to the end of the year and then swung
upward slightly. This movement was
necessitated in order to bring inven-
tories more in line with the anticipated
reduced volume of output. Accumula-
tion has characterized these inventories
of the nondurable goods industries
throughout the period following the end
of the Japanese war. As a result of a low
volume of inventories relative to output
this recent accumulation was in the di-

(Continued on p. 20)
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Chart 16.—Manufacturers' Ship-
ments and Inventories, Nondur-
able Goods Industries 1
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THE BUSINESS SITUATION
By the Office of Business Economics

The Month in Review
The performance of the economy

in June gave further evidence that
the postwar decline in national pro-
duction had bottomed out and that
output, employment, and income
were again moving upward. A criti-
cal phase of the postwar transition,
involving major adjustments for in-
dustry and for labor, has now been
brought to a close.

As the transition entered an ad-
vanced stage, the economic spotlight
was turned on price developments.
The consumers' price index, which
had been increasing at a rate of
one-half of 1 percent a month since
March, rose at a faster rate in June.
As was expected, many prices regis-
tered large gains immediately follow-
ing the expiration of the price
control law at the end of the month.

Preliminary figures place the value
of retail sales in June (after seasonal
adjustment) at a new high. Part of
the May-to-June buying spurt re-
flected further advances in prices,
but physical quantities also in-
creased. Shipments of consumer
durable goods, in particular, have
been greater.

For the fourth consecutive month,
construction activity showed a gain
of approximately 100 million dollars.
The recent increases have been
paced by residential building.

Output of steel, coal, and other
basic materials recovered sharply
during the month and, at the present
high rate of operation, supplies of
these materials will support a con-
siderably enlarged volume of fin-
ished goods production.

THE FURTHER ADVANCE in indus-
trial output in June stemmed largely

from the resumption of bituminous coal
production. In the previous month the
forward movement under way in the re-
conversion industries had been slowed

by the coal shortage and the forced
shut-down of many blast furnaces.

With the resolving of major wage dis-
putes, production delays resulting from
work stoppages have now fallen to a
postwar low. This development has not
caused a sudden spurt in over-all eco-
nomic activity, however, since, with
the exception of the effect of the coal
stoppage on steel operations, the sec-
ondary effects of the earlier disputes
never reached major proportions. On
the whole, production and shipments
in manufacturing have been well main-
tained throughout the first half of the
year.

Uncertainty Regarding Price Control
While further progress was being made

toward full peacetime production, con-
sumers and businesses were faced with
considerable uncertainty regarding the
fate of price control and, consequently,
future prices. That substantially higher
prices were in the offing seemed as-
sured regardless of the details of any
act which would reimpose the controls
that expired as of midnight, June 30.
But much uncertainty remained as to
the probable extent and rate of future
price increases of individual commodi-
ties and services.

The experience during the period
when the price lid was off was not a
true test, price-wise, because markets
were not wholly free of the prospect of
the reimposition of ceilings and a roll-
back to June 30 prices. This factor
obviously had a restraining influence on
many buyers and also strengthened the
efforts of the business community to in-
stitute voluntary controls pending clar-
ification of the price situation.
9-Percent Rise in 3 Days

Nevertheless, the price rises were sharp
and the Bureau of Labor Statistics
price index of 28 basic commodities ad-
vanced 9 percent in the first 3 days of
July.

The behavior of hog prices during the
first week when the price lid was off af-
forded an interesting example of the
operation of market forces. In the first
day without ceilings, prices at Chicago

jumped to $18.50 a hundredweight—
$3.65 above the old ceiling of $14.85. By
the end of the week, however, the on-
rush of sellers—who had been holding
out for higher prices—to market their
animals sent the price back to $16. This
decline had all the earmarks of a tempo-
rary reaction, since hog receipts could
not be expected to continue for an ex-
tended period at the record volume
reached at the end of the week.

Chart 1.- -New Construction
Activity
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Near-Capacity Rate Restored in Steel
Steel operations rebounded sharply to

near-capacity rates following the re-
sumption of bituminous coal production,
but June output was still considerably be-
low this year's peak reached in March.
Aggregate production of steel ingots in
the first half of 1946 was approximately
27 million short tons, compared with 43
million tons in the first 6 months of last
year when operations were maintained
close to the peak war levels.

Emergency Distribution Plan for Steel
Because the steel industry has made no

headway in working off its large backlog

696891—46
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of unfilled orders, the danger of delay in
the manufacture of certain critical prod-
ucts has increased. To cope with this
situation, the Civilian Production Admin-
istration in June announced a new pro-
gram to assist manufacturers of 15
classes of farm machinery and 5 types
of building products to acquire needed
steel during the third quarter of this
year. These products are urgently needed
for the 1946 harvest and for famine re-
lief, or are essential for the veterans*
housing program.

Under the CPA directive, manufac-
turers of the products specified as
critical are instructed to place certified
orders with steel mills or warehouses.
These orders must be given preference
for production and delivery.

The quantity of finished steel to be al-
located under the emergency distribution
system is not large. It is estimated at
300,000 tons, or only about 2 percent of
estimated total production in the third
quarter, assuming the continuance of
full-scale operations. Thus, most users
of steel will be in the same position as
they were in the past.

The total supply of steel is expected to
increase in coming months, but require-
ments will also be larger as the heavy in-
dustries get into full production. There-
fore, a well-balanced distribution of the
available supply will be necessary to keep
fabricators in continuous operation.

Progress in Construction
Construction of all types has been

making substantial progress in the past
few months, as is clearly shown in chart
1. Total new construction has increased
by about 100 million dollars per month
since February. Preliminary estimates
for the value of total new construction
put in place in June are stated at 920
million dollars compared with 830 mil-
lion dollars in May.

Nonfarm residential construction, in-
cluding public and private, increased
from 313 million dollars in May to 344
million dollars in June. Seasonal ad-
vances may account for further gains in
the summer and fall months, but a de-
cline in the rate of increase may be an-
ticipated as the volume of construction
approaches capacity of the industry.

Residential construction continues to
be one of the most active components of
construction. Latest estimates for the
second quarter indicate that 909 million
dollars worth of nonfarm private resi-
dential construction was put in place,
an increase of more than 80 percent
over the volume for the first quarter of
the year.

In the private commercial and indus-
trial category—which includes stores,
restaurants, garages, theaters, ware-
houses, factories, offices, and loft build-

Chart 2.—Gross National Product, by Major Components
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ings—the volume of construction has ad-
vanced at a constant rate of about 10
percent a month since January. The in-
creases occurred despite efforts to give
preference to veterans' housing and the
introduction of a limitation order (VHP-
1) in March which requires official au-
thorization before most types of building
may proceed.

The uptrend in "all other" construc-
tion (see chart) since February resulted
from substantial increases in war-de-
ferred highway and conservation and
development work, public-utility expend-
itures, farm construction, and private
institutional building (hospitals, church-
es, community buildings, etc.).

Limitations on Nonresidential Projects
The Civilian Production Administra-

tion at the end of May took action to
insure that approvals for deferrable and
less essential nonresidential construction
should be reduced. This was done to
bring construction authorizations into
balance with the supply of building ma-
terials. For a 45-day period beginning
June 1, 1946, CPA field offices were or-
dered to reduce their dollar value of
authorizations by two-thirds under the
2-week base period ending May 23. The
criteria for approval by the CPA are that
individual or community hardship must
be clearly established and must be sub-
stantial.

As further insurance against authoriz-
ing construction in volume exceeding the

available supply of materials, the Na-
tional Housing Agency has slowed down
the issuance of "HH" priorities for new
residential construction. A total of 559,-
000 accommodations had been authorized
by June 14, 1946, compared with 531,000
on May 31.

Premium Payment Plan

The premium payment plan for build-
ing materials, which was authorized un-
der the Patman Bill enacted on May 22,
has already been put into effect for brick,
structural clay products, plywood, and
merchant gypsum liner. In the case of
brick, payment of $5 for each thousand
standard brick equivalents produced in
excess of established quotas will be made
to operators of individual plants to off-
set some of the costs encountered by pro-
ducers in reopening their plants or ex-
panding production. A premium amount-
ing to $40 per ton will be paid for pro-
duction up to 105 percent of quotas as-
signed to manufacturers of merchant
liner, i. e., paperboard manufacturers not
owned or controlled by gypsum board
producers.

Under the plans for increasing the
production of plywood, manufacturers of
this product are permitted to pay their
log suppliers a premium of $7.50 per
thousand feet logscale for peeler logs
delivered between June 1, 1946, and
March 31, 1947. To receive reimburse-
ment in full for the premiums paid to the
log suppliers, the plywood manufacturers
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will have to expand their production at
least 25 percent above their quota, which
in general is their output during the first
quarter of 1946. Only partial recovery
of the premium paid for logs will be pos-
sible if production exceeds the quota
by less than 25 percent, because plywood
manufacturers will receive reimburse-
ment at the rate of 30 cents per thousand
feet logscale for each 1 percent of pro-
duction above their quota.

Premium payment plans for other ma-
terials are now being studied. The
method to be used to stimulate the pro-
duction of gypsum liner, which has been
a bottleneck in output of gypsum lath
and gypsum wallboard, will be announced
soon. Incentive plans to provide for in-
creased production of gypsum board at
rates approximating the present capacity
of the industry are also near comple-
tion.

With few exceptions, production of
building materials was already definitely
on the upgrade in April, which was, of
course, before premium payment plans
were put into operation. These plans
plus substantial price increases granted
by the Office of Price Administration in
April, May, and June, would seem to have
removed many of the price and profit
obstacles to full production.

Transition to Peacetime Production, Second Quarter 1946

In taking stock of the economy as of
midyear, these facts stand out: (1)
The aggregate volume of goods and serv-
ices flowing to consumers and to busi-
nesses for capital formation has increased
since the war's end, not only in dollar
terms but also in real terms, but this
gain has not been sufficient to compen-
sate for the decline in war production;
(2) the flow of most goods from recon-
verted war plants is still considerably be-
low capacity, although the major pro-
duction hurdles are now out of the way
and output is rising at a good pace; and
(3) the upward pressure on prices is
still strong and is being reflected in a
stepped-up rate of price increases.

Preliminary results for the second
quarter of 1946 show the following de-
clines from data for the comparable quar-
ter of last year: Gross national product,
down l i percent; manufacturers' ship-
ments, down 23 percent; and industrial
production (Federal Reserve index),
down 27 percent. Income payments to
individuals were only fractionally below
a year ago.

Yet not all of the economic compari-
sons of this year with last reflect de-
creases. Retail sales for the second
quarter, for example, were almost one-
third higher than they were a year ago.
Postwar Decline Has Been Halted

The gross national product for the
quarter just ended is estimated at a
seasonally adjusted annual rate of ap-
proximately 185 billion dollars, as com-
pared with a rate of 181 billion dollars
in the preceding quarter and 208 billion
dollars in the second quarter of last
year, when the all-time high rate was
reached. Quarterly estimates of the
gross national product and its major
components for the period since the be-
ginning of 1945 are presented in table 1.
Data for the most recent period are still
very preliminary, of course.

The first half of 1946 can be char-
acterized as a period of near stability
in over-all production, with concur-
rent shifts in the relative shares of
government, business, and consum-
ers in total production. At a sea-
sonally adjusted annual rate of 185
billion dollars, the gross national
product in the second quarter was
slightly higher than in the initial
quarter of the year, the increase be-
ing a reflection of continued price
advances.

This year's first-to-second-quarter
gain in gross national product reflects
further advances in prices. The quar-
terly change in the total is significant
chiefly because it indicates that the post-
war decline in national production has
been halted. The performance of the
economy in June, described in the first
section of this review, suggests that the
upturn was definitely under way by the
middle of the year.

The reversal of the major decline in
activity which set in with the wholesale
cancellation of war contracts last August
and September has not been sudden or
sharp. Rather, it has come about gradu-
ally as Federal expenditures were shaken
down to more nearly a peacetime basis
and as the expanding segments of the
economy slowly emerged as the domi-
nating influence.

Changes Held Within Narrow Range

As shown in chart 2, the changes in
the annual rate of gross national product
(after adjustment for seasonal factors)
since the end of last year have been with-
in a very narrow range—from 185 billion
dollars in the fourth quarter of 1945 to
just under 181 billion in the first quarter
of 1946 and back to 185 billion in the

second quarter. This is a range of less
than 3 percent.

At the same time, the major com-
ponents of gross national product have
shown much larger changes. Govern-
ment expenditures for goods and serv-
ices, for example, declined from 57 to 38
billion dollars (annual rates) between
the last quarter of 1945 and the second
quarter of this year. On the other hand,
the rate of capital formation spurted
from 15 to 25 billion dollars, and con-
sumer purchases of goods and services
rose from 113 to 122 billion dollars.

Compensating Shifts in Relative Shares

While the preceding figures are still
tentative, they throw light upon the
compensating nature of the broad eco-
nomic changes during the first half of the
year. This period can be characterized
as being of near stability in over-all pro-
duction, with concurrent shifts of major
proportions in the relative shares of
Government, business, and consumers.

The extent to which the reductions in
Government expenditures for goods and
services have been offset by accelerated
private spending for capital formation
and for consumer goods and services is
illustrated in chart 3. In the third and
fourth quarters of last year the offsets
in the form of larger private expenditures
fell far short of the reduction in the Gov-
ernment sector. Thus, the gross national
product declined.

The bars representing the increasing
and decreasing segments in the chart
moved considerably closer together in
the first quarter of 1946, although the
balance was still in favor of declining
Government expenditures. By the sec-
ond quarter, however, the decreases in
Government were outweighed by the in-
creases elsewhere in the economy. As a
result, the downtrend in gross national
product was reversed.Digitized for FRASER 
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Chart 3.—Offsets to Declining Government Expenditures
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Little Left of War Economy
The quarterly changes plotted in chart

3 also demonstrate that the war econ-
omy had been rather fully liquidated by
the second quarter of this year. In con-
trast to quarterly reductions in Govern-
ment expenditures ranging between 16
and 23 billion dollars (at annual rates)
in each of the three preceding quarters,
the decrease in the April-June quarter
was only at the rate of about 3 billion
dollars. The drop in military pay alone
could account for practically all of this
cut. Clearly, by the second quarter of
this year, declining Government spend-
ing no longer constituted a major down-
ward pressure on over-all production.

Further Gains in Consumer Expenditures
Not only did the decline in Government

outlays slacken appreciably in the second
quarter, but consumer purchases of goods
and services were apparently a less dy-
namic element than in previous 3-month
periods. The first-to-second-quarter
gain in consumer spending is estimated
at an annual rate of about 2 billion dol-
lars (after seasonal adjustment), com-
pared with quarterly gains of approxi-
mately 7 billion dollars in the fourth
quarter of 1945 and the first quarter of
1946. However, as the problem of cor-
recting consumer expenditures for sea-

sonal factors is extremely difficult for
the first and second quarters of this year,
only limited significance can be attached
to the smaller rate of increase in the sec-
ond quarter.

There are as yet no firm indications
of a slackening in consumer spending.

In fact, on the basis of preliminary in-
formation, the seasonally adjusted index
of retail sales reached an all-time high
in June.

Income-Spending Relationship
Previous analyses of consumer-spend-

ing relationships appearing in the SUR-
VEY (for example, see February 1946 is-
sue, page 5) suggest that since the end
of the war the rate of consumer spend-
ing for nondurables has been above pre-
war relationships with the disposable in-
come of consumers. The changes that
occurred in the most recent quarter were
slightly in the direction of restoring the
old relationships, since spending on non-
durables was practically unchanged while
disposable income was a little higher.

Spending for durable goods, of course,
has continued below earlier relationships,
since passenger cars, refrigerators, and
other important durable goods have not
been generally available.

Construction: Rapidly Expanding Sector
Expenditures for construction were

the most dynamic element in the second-
quarter picture. The rise in these out-
lays accounted for one-half of the in-
crease in gross private capital formation
during the quarter. Changes in con-
struction activity were described in the
introductory section of this review.

Part of the gain in construction ac-
tivity is reflected in an increase in plant
and equipment expenditures, as revealed
by the quarterly survey conducted joint-
ly by the Department of Commerce and
the Securities and Exchange Commis-
sion. Outlays by nonagricultural bus-
iness for plant and equipment expendi-
tures in the second quarter were recent-

Table 1.—Gross National Product or Expenditure: Seasonally Adjusted at Annual Rate

[Billions of dollars]

Item

Gross national product or expendi-
ture _ _

Government expenditures for goods and
services

Federal war
Federal nonwar
State and local

Private gross capital formation. ._ . „
Residential construction..
Other construction
Producers' durable equipment 2_. __ ,_.
Other _

Consumers' goods and services..
Durable goods. __ _ _
Nondurable goods
Services 3 _____

First
quarter

205.1

96.5
82.9
5.8
7.8

3.6
.3

1.5
5.2

- 3 . 4

105.0
7.4

65.0
32.6

1945

Second
quarter

208.2

99.8
85.7
6.3
7.8

6.6
.5

1.8
6.1

- 1 . 6

101.8
7.1

61.5
33.2

Third
quarter

198.2

81.0
66.4
6.6
7.9

11.2
.9

2.0
6.7
1.7

106.0
7.4

65.1
33.5

Fourth
quarter

185.2

57.2
42.6
6.7
8.0

15.0
1.4
2.3
8.3
3.2

113.0
9.0

70.6
33.3

1946

First
quarter

180.6

41.1
25.7
7.1
8.3

19.2
2.0
3.3
8.4
5.4

120.2
10.7
75.6
34.0

Second
quarter

185.0

38.0
22.0
7.5
8.5

25.0
3.5
4.7
9.3
7.5

122.0
12.0
75.5
34 5

1 Figures for 1945 are revisions of those published on page 7 of the SURVEY for February 1946. Data for the first quarter
of 1946 arc subject to further revision and those for the second quarter are tentative. Figures will not necessarily add to
totals because of rounding.

2 Figures are based on new sources and are not precisely comparable to prior years.
3 Includes expenditures of military personnel abroad, in billions of dollars, as follows: 1945—0.9, 1.2, 1.0, 0.5; 1946—0.8,

0.8.

Source: U. S. Department of Commerce.Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis
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ly estimated at an annual rate of between
9 and 10 billion dollars. This may be
compared with actual expenditures
equaling about one-half of that amount
in the second quarter of last year and
with expenditures of 8.3 billion dollars
in the peak year 1941. Of course, the
comparison with 1941 does not take into
account the sharp increase in prices since
that year.

Summary of Second Quarter Picture
How preliminary estimates of the gross

national product for the second quarter
of this year compare with the peak
reached in the second quarter of 1945
is illustrated in chart 4 and summarized
below (in billions of dollars at seasonally
adjusted annual rates):

Table 2.—Income Payments and Disposition of Income: Seasonally Adjusted at
Annual Rate1

[Billions of dollars]

Item

Government expenditures
for goods and services. _.

Private gross capital for-
mation

Consumer expenditures
for goods and services

Gross national product

Second
quarter 1946

38

25

122

185

Change from
second quar-

1945

-62

+18

+20

- 2 3

Income Payments Relatively High
Income payments to individuals were

moderately reduced after the end of the
war but part of this decline was recovered
in the most recent quarter. In terms
of seasonally adjusted annual rates, the
change in income payments has been

Chart 4.—Composition of Gross
National Product
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1 Preliminary estimates.

Source of data: TJ. S. Department of Com-
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Item

Wages and salaries, total- __ _ _
Military
Civilian

Transfer payments _. _
Net income of proprietors
Other income payments

Total income payments to individuals-
Less: Personal taxes and nontax pay-

ments
Equals: Disposable income of individuals
Less: Consumer expenditures_._
Equals: Net savings of individuals

1945

First
quarter

115.0
16.5
98.5
5.9

26.3
16.4

163.7

22.1
141.6
105.0
36.6

Second
quarter

113.9
17.0
96.8
6.7

25.8
16.9

163.2

21.7
141.5
101.8
39.7

Third
quarter

108.8
17.2
91.6
7.7

25.1
17.0

158.6

20.7
137.9
106.0
31.9

Fourth
quarter

101.6
14.1
87.4
12.0
26.0
17.4

156.9

20.1
136.9
113.0
23.9

1946

First
quarter

98.8
8.8

90.0
12.6
27.6
17.7

156.7

18.7
138.0
120.2
17.8

Second
quarter

103.6
5.8

97.8
11.8
27.5
18.1

161.0

19.0
142.0
122.0
20.0

1 Consumer expenditures and net savings of individuals for 1945 are revisions of estimates published on page 7 of
the SURVEY for February 1946. Data for the first quarter of 1946 are subject to further revision, and those for the
second quarter are tentative. Figures will not necessarily add to totals_because of rounding.

Source: TJ. S. Department of Commerce.

from $163 billion in the second quarter
of 1945 to $157 billion in the final quar-
ter of last year and the first quarter of
this year. The rate of payments rose to
$161 billion in the second quarter.

The major factors sustaining income
payments relative to the gross national
product have been the rise in "transfer
payments"—chiefly veterans' benefits of
all types and unemployment compensa-
tion payments—and the reduction in cor-
porate taxes. The tax reduction helped
to sustain the level of dividend payments
despite substantially lower corporate
profits before taxes.

Within total income payments, as
within gross national product, there has
been considerable shifting about of the
components. This is illustrated in the
three panels of chart 5. Detailed data
for income payments are presented in
table 2.

Military Pay Down, Veteran Benefits Up
The sharp reductions in Government

expenditures had their main impact on
two components of income payments—
military pay (which is combined with
allowances to dependents in the chart)
and pay rolls in heavy manufacturing in-
dustries. The declines in these segments
are shown in the chart.

On the other hand, some important
components of income payments expand-
ed sharply following the end of the war.
Payments to veterans (including pen-
sions, mustering-out payments, read-
justment allowances, and some other
minor items) rose from less than 100 mil-
lion dollars a month before VE-day to a
peak in excess of 600 million dollars a
month in the first quarter of this year.
This component is now decreasing, chief-
ly because of the reduced rate of mili-
tary discharges and the accompanying
decline in mustering-out payments.

Payments by trade establishments (in-
cluding pay rolls and net income of
proprietors), in line with the expansion
in retail sales, also rose appreciably fol-
lowing the war's end. (See bottom panel
of chart.) At approximately 2 billion
dollars in May, these payments were
about 30 percent above those of a year
ago.

Wages in nondurable manufacturing
industries have been one of the more
stable components of total income pay-
ments, although they have been rising
slowly but steadily since last October. In
May of this year, the volume of such
wages was almost one-tenth higher than
that of a year ago.

Current Savings Cut
The disposition, as well as the sources,

of income has undergone considerable
change during the postwar transition.
The nature of this change is brought
out in chart 6.

The upsurge in consumer spending
which followed the end of the war made
sharp inroads on the rate of saving out
of current income. As already noted,
total income payments to individuals in
the second quarter of this year were
only slightly below payments in April-
June of 1945. Consumer expenditures,
on the other hand, were up approxi-
mately 20 percent.

The small decline in total income
payments was approximately offset by
the reduction in taxes on individual in-
comes, so that the disposable income of
individuals was approximately the same
in the two periods. Hence, the substan-
tial rise in consumer spending, occurred
at the expense of a 50-percent reduction
in the current rate of savings. The
estimated figures are as follows (in bil-
lions of dollars at seasonally adjusted
annual rates):Digitized for FRASER 

http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis
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Item

Total income payments to
individuals

Personal taxes and nontax
payments. . .

Consumer expenditures
for goods and services...

Net savings of individuals.

Second quar-
ter 1946

161

19

122
20

Change from
second quar-

ter 1945

2

-2H

+20
-19H

All of the reduction in the net cur-
rent savings of individuals took place
between the second quarter of 1945 and
the first quarter of 1946. There was a
small increase in the savings rate in
the quarter just ended. A detailed dis-

Chart 5.—Income Payments to
Individuals, by Selected Compo-
nents
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1 Includes some items of income payments
not shown separately in the chart.

2 Includes Government's contribution to
family allowances paid to dependents of
enlisted personnel.

3 Represents mustering-out payments to
discharged servicemen, redemption of ad-
justed service bonds (bonus to World War I
veterans), and veterans' pensions, compensa-
tion, and readjustment allowances.

4 Represents pay rolls and net income of
proprietors.

Source of data: U. S. Department of Com-
merce.

cussion of recent changes in savings ap-
pears in the final section of this review.
Nonfarm Employment at VE-Day Level

The uptrend in industrial employment
was clearly reestablished during the last
quarter with the settlement of major
labor-management disputes and the eas-
ing of some materials shortages. The
supply of labor also increased as veterans
continued to return to the civilian labor
force. Thus the level of unemployment
and the over-all labor-market situation
showed little change despite rising de-
mand for workers.

By mid-May, total nonagricultural
employment as reported by the Labor
Department had almost regained the
level of the comparable month a year
ago—when the European war ended.
This represented a gain of more than
2 million workers from the low in Febru-
ary, when man-days idle because of work
stoppages were at a peak.

Construction in the Lead
Construction continued to lead the up-

turn in employment, reaching the high-
est volume since 1942. Manufacturing
employment also rose during the quarter,
largely owing to the resumption of opera-
tions in the durable-goods industries
after the settlement of disputes.

Employment in the non-durable-goods
group has been sustained during recent
months, contrary to the usual seasonal
decline. Government civilian employ-
ment has shown only a small change, as
seasonal expansion of State and local
pay rolls and hiring by Federal post
offices and the Veterans' Administration
slightly more than offset cuts in the War
and Navy Departments.

Redistribution of Employment

Although aggregate nonagricultural
employment is not very different from
the total of a year ago, there has been a
marked redistribution between manu-
facturing and other areas as well as
within manufacturing itself. The gen-
eral effects of the return to peacetime
activities are indicated in the accom-
panying chart. (Changes in employ-
ment and in the labor force are analyzed
in a special article in this issue.)

Manufacturing industries in which war
production was concentrated showed the
sharpest change—loss of some 2 million
workers from the past year. As shown
in the middle panel of the chart, the drop
occurred entirely in the durable-goods in-
dustries, which accounted for most of the
munitions output.

Nonwar industries, concentrated in the
nondurable-goods field, have been show-
ing moderate but steady gains as labor
and materials have again become avail-
able for civilian production. The textile
group, for example, added some 120,000

Chart 6.—Disposition of Income
Payments
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workers during the year ended in May.
The shift between manufacturing indus-
tries is understated by the classification
shown in the chart, since the durable-
goods group includes some civilian-type
industries, such as furniture, while cer-
tain former direct munitions plants, such
as those in the chemical and rubber in-
dustries, are included in the nondurable
goods.

The only major subdivision other than
durable-goods manufacturing showing a
net loss since the war's end is the Gov-
ernment sector, which declined by al-
most y2 million during the year.

Declines in manufacturing and Gov-
ernment have been offset by gains of
about l1/^ million in trade and service
establishments and about 1 million in
construction, shown in the lower panel.
These segments benefited almost im-
mediately by the relaxation of wartime
restrictions, the easing of labor supply,
and the record level of consumer ex-
penditures.
Civilian Labor Force at Record Size

With re-entries and new entries ex-
ceeding withdrawals, the civilian labor
force gained almost 5 million in net
strength between the time of the Japa-
nese surrender and June 1946, to reach
a record size of 59 million, according to
the Census estimate.

More than 3!/2 million of this increase
occurred between March and June of this
year. As in previous months, the return
of veterans accounted for a large part
of the rise. In contrast to the trend
through February, however, the number
of women in the labor force rose some-
what in the three most recent months.Digitized for FRASER 
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While it is evident that the bulk of ex-
pected postwar withdrawals from the
labor force have already occurred, it is
too early to tell whether a significant re-
versal in trend may now occur with the
rise in employment opportunities.

Owing to the continued increase in the
size of the labor force during the second
quarter, rising employment was not ac-
companied by a corresponding reduction
in unemployment. Combined unemploy-
ment compensation claims and veterans'
claims for readjustment allowances

Chart 7.—Nonagricultural Em-
ployment by Selected Industrial
Groups 1
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ers in nonagricultural establishments who
are employed during the" pay period ending
nearest the fifteenth of the month. Pro-
prietors, self-employed persons, domestic
servants, and personnel of the armed forces
are not included. Data for "manufacturing"
represent production workers only.

2 Includes some industrial groups not
shown separately in the chart.3 Includes Government-operated navy yards
and manufacturing arsenals.4 Includes Federal, State, and local govern-
ment. Government-operated navy yards and
manufacturing arsenals, and Federal force-
account construction are excluded.5 Includes Federal force-account construc-
tion and contract construction.

Source of data: U. S. Department of Labor.

(shown in chart 8) have continued at
about ZV2 million throughout the first
half of this year.

The gradual decrease in regular com-
pensation claims has been more than off-
set by the increase in claims for veterans
allowances, which have risen each month
since the program began. The tapering-
off of regular claims since January, and
particularly the drop in the weekly aver-
age between March and April, reflected
the general increase in employment op-
portunities and the exhaustion of benefit
rights by many claimants. The down-
trend was halted in May, however, both
because of the impact of the coal strike
and the beginning of new benefit years
in a number of states.

Since some of the nonveteran unem-
ployed are not covered by unemploy-
ment insurance and others have ex-
hausted their benefit rights, the dis-
crepancy between the aggregate claims
figure of 3M> million and the Census un-
employment estimate of about 2V2 mil-
lion is particularly striking. The vari-
ous factors accounting for the difference
in the two sets of figures were discussed
in the review of the business situation
in the October 1945 SURVEY.

In part the discrepancy is caused by
the fact that the Census definition of
unemployment does not include work-
ers temporarily laid off or out of work
for only part of the survey week. Such
persons may, however, be eligible for
unemployment compensation.

Manufacturing Relatively Stable

Although the period since VJ-day has
seen important work stoppages in basic
industries, the over-all volume of manu-
facturing production has not undergone
any major fluctuations since the rapid
decline associated with the winding up
of war production. The behavior of
the index of manufacturing production,
as compiled by the Federal Reserve
Board, is shown in chart 9.

The seasonally adjusted index of total
manufactures declined to a postwar
low in February, recovered rather
sharply in the next 2 months, and then
fell off again in May. Practically all of
this up and down movement, however,
can be attributed to changes in the steel
operating rate. Steel operations were
practically halted in the latter part of
January and the first half of February
because of the steel strike. Again in
May, many blast furnaces were shut
down because the work stoppage at the
bituminous coal mines was prolonged
into its second month.

When the points in the manufacturers'
index attributable to iron and steel pro-
duction are excluded from the total
index, the monthly fluctuations described

Chart 8.—Claims for Unemploy-
ment Compensation and Veter-

' Readjustment Allowances *ans
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above disappear and the index shows
only very minor changes since last
September. Beginning in February,
there is evidence of a slowly rising trend.
The effects of the exclusion of iron and
steel are illustrated in the chart.

Comparison With 1941
The total index of manufacturing pro-

duction averaged about 173 during the
second quarter of 1946 (1935-39=100),
or about 3 percent above the monthly
average for 1941. At the peak of the
war period the index was close to 250.

Chart 9.—Manufacturing Produc-
tion, Seasonally Adjusted
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Chart 10.—Percentage Change in Manufacturing Output: Monthly Aver-
age in Second Quarter 1946 From Monthly Average in Base Period 1
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1 The base period represents the average monthly production for the calendar year 1941 for all
products except refrigerators, washing machines and ironers, vacuum cleaners, radios, and
electric ranges, which represent the monthly average production in the fiscal year 1940-41.
Production for the second quarter of 1946 was estimated on the basis of preliminary data for
April and May.

Sources of data: U. S. Department of Commerce, based upon data from various governmental
and private agencies.

The manner in which output of a
variety of selected products in the sec-
ond quarter compared with that for a
prewar base period, generally 1941, is
shown in chart 10. In only two groups
of reconversion items—washing ma-
chines and ironers and vacuum clean-
ers—was production higher in the second
quarter than in the base period. On the
other hand, those industries which oper-
ated at capacity during the war, filling
both war and civilian orders, and had
relatively minor or no reconversion
problems, were still operating at the war-
time peaks or at an even higher rate
during the most recent quarter. Out-
put of cigarettes, rayon, batteries, tires,
and boots and shoes has been running
considerably above base period levels.

With few exceptions, products with
output below the base period were either
reconversion items, such as passenger
cars, refrigerators, and sewing machines,

or building materials. Practically all of
the reconversion items are on a steeply
rising production curve and should ex-
ceed base-period production in the near
future. As for building materials, the
Congress recently appropriated 400 mil-
lion dollars to be used as incentive pay-
ments to boost production in line with
the requirements for the postwar con-
struction program.

Output of women's hosiery was below
prewar volume throughout the war pe-
riod, because hosiery manufacturers were
unable to fill the gap created by the dis-
appearance of raw silk and the diversion
of nylon to military use. The return of
nylon after the end of the war has been
partly offset by lower production of rayon
hosiery, so that total output still falls
short of the 1941 average.

Narrowing Budget Deficit
The fiscal year 1946—which included

about 6 weeks of fighting war—closed

July 1946

on June 30 with a budget deficit of prac-
tically 22 billion dollars. Expenditures
for the 12-month period just ended were
65 billion dollars and receipts, 43 billion
dollars. These results compare with ex-
penditures of 100 billion dollars and re-
ceipts of 46 billion dollars during the
fiscal year 1945.

The gap between income and outgo
was considerably narrowed during the
last fiscal year and in the final quarter
was running at an annual rate of about
14 billion dollars. In the preceding quar-
ter, however, covering January-March
1946, there was a small budget surplus
resulting from the heavy concentration
of income-tax collections in February
and March.

The Federal budget is rapidly ap-
proaching the point where it will cease
to be a factor tending to increase the
inflationary excess of buying power. For
the first 6 months of this year, the actual
excess of cash outgo over cash income,
including net receipts of trust accounts,
was only about 2 billion dollars, com-
pared with the budget deficit for general
and special accounts of 3.3 billion dol-
lars. In the first 6 months of 1945, the
cash deficit was 21 billion dollars and the
budget deficit 26 billion.

Progress of Debt Retirement

Revised budget estimates for the fiscal
year just begun have not yet been an-
nounced, but it is generally understood
that the Treasury will not have to bor-
row new money to finance its expendi-
tures in the period ahead. Actually,
substantial progress has already been
made in retiring outstanding debt, even
though tax receipts still do not cover
expenditures. The total Federal inter-
est-bearing debt, which reached a peak
of 278 billion dollars in February 1946,
was reduced to about 266 billion dollars
in early July. At the same time, the
balance in the Treasury's general fund
was cut from about 26 billion dollars to
12 billion dollars.

Most of the debt repayments have
been for short-term securities held
largely by commercial and Federal Re-
serve banks. Aside from the reduction
in commercial bank holdings of Govern-
ment securities, the major effect of the
debt-retirement program so far has
been a tightening of the reserve position
of member banks. However, this de-
velopment can have little effect on the
ability of the Nation's banks to expand
their commercial loans, since the cen-
tral banking authorities are committed
to support the market for Government
securities. Banks can always unload
some of their Government securities to
acquire funds needed to finance new
loans.
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Savings of Individuals During the Transition
The continued rise of consumer ex-

penditures in the face of relatively small
changes in income payments and taxes
has resulted in a halving of the rate of
saving out of current income over the
past twelve months. Seasonally ad-
justed savings in the second quarter of
this year are estimated to be 20 billion
dollars at an annual rate as compared
with almost 40 billion dollars a year
ago. In the fourth quarter of 1941, when
savings of individuals were running close
to the 20-billion-dollar rate, savings con-
stituted almost 20 percent of disposable
income, in contrast to 14 percent in the
quarter just ended.

Factors Reducing Savings

A reduction in the net savings of in-
dividuals may come about in three ways:
(1) the proportion of current income
spent for consumption purposes may be
increased; (2) spending for consumption
may be augmented by drawing upon
savings accumulated out of past income;
and (3) spending for consumption may
be augmented by resorting to borrowed
funds. All three of these influences have
been operative in reducing the rate of
savings since the end of the war.

E-Bond Sales Fall Below Redemptions

Recent trends in sales and redemp-
tions of United States savings bonds sug-
gest that the first of the above factors
(i. e., the tendency to spend a larger
proportion of current income) has prob-
ably been more important than the other
two (see chart 11 and table 3).

Although sales of Series E bonds have
fallen below the volume of redemptions
in each month since last February, this
has resulted because of the marked re-
duction in sales rather than any sharp
upsurge in redemptions. The peak in
redemptions was reached last October.
While redemptions have remained much
larger than during the war, the fact that
the trend has not been upward since the
end of the war indicates that there has
not been any great rush to cash bonds.

The volume of E-bond sales, on the
other hand, has fallen off appreciably.
In recent months sales have been much
less than in the inter-drive months dur-
ing the war. Clearly, individuals have
become much less disposed to use income
to purchase savings bonds.

Large Net Sales of F and G Bonds

It is apparent from the lower panel of
chart 11 that sales and redemptions of
Series P and G bonds have not been

696891—46 2

Although the dollar volume of in-
dividual savings out of current in-
come has been halved over the past
year, investors have not been in any
great rush to cash their savings
bonds. However, sales of E-bonds
have slackened.

The concentration of liquid asset
holdings, income, and savings of
individuals, as shown by a recent
survey, is discussed in this section.

similarly affected since the end of the
war. Redemptions have continued at a
low level, although they have been ris-
ing steadily in line with the increase in
the amount of bonds outstanding. Sales
of P and G bonds have not shown any
tendency to decline. In fact, the month-
ly average of sales for the first half of
this year was slightly above the monthly
average during 1945.

Chart 11.—Sales and Redemptions
of United States Savings Bonds

BILLIONS OF DOLLARS
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-REDEMPTIONS

,1 I I I .,

1.0
SERIES F AND G

1943 1944 1945

Source of data: U. S. Treasury Department.
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The contrast between E bonds and F
and G bonds is explainable in terms of
the different classes of investors. The
latter bonds are held almost exclusively
by persons in the upper income brackets
or by corporations and institutions. The
fact that these groups of investors have
not reduced their bond purchases dur-
ing the postwar transition indicates that
they have not experienced any sharp re-
duction in current savings.

Consumer Debt Rise Augments Spending

The savings of individuals has been
offset to an increasing extent in recent
months by the increase in consumer debt.
During the first quarter of 1946 this in-
crease amounted to about 200 million
dollars. This is the first time since 1936
that consumers added to their debt in
the January-March period. Usually, the
repayment of holiday-incurred debt dur-
ing these months outweighs the exten-
sion of new debt.

While Federal Reserve controls on con-
sumer credit financing are expected to
continue as a restraining influence, large
additions to the volume of consumer debt
outstanding are anticipated as durable
consumer goods, particularly passenger
cars, become generally available. Thus,
the addition to consumer spending from
this source will become more important
and there will be a correspondingly larger
offset against the savings of individuals.

Composition of Savings

Estimates of the volume and composi-
tion of savings through the first quarter
of 1946 are presented in table 4. These
estimates have been prepared by the Se-
curities and Exchange Commission and
the totals are not strictly comparable
with the Department of Commerce series
largely because of conceptual differences.
Nevertheless, the trend in savings shown
by the SEC estimates is very similar to
the trend indicated by the Commerce
series.

First quarter savings as shown in the
table are down very sharply from the war
period. In comparison with the first
quarter of 1945, the largest reductions
have occurred in currency and bank de-
posits and in United States Savings
bonds.

New Cash Savings Low
During the first three months of this

year individuals continued to add to their
cash holdings, but at a greatly reduced
rate. The total increase in that period
amounted to only 1.5 billion dollars as
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Table 3.—Sales and Redemptions of Savings Bonds
[Millions of dollars]

Year and month

1945:
January
February.
[March
April
May.-
June
July
August - -
September
October
November
December

1946:
January
February
March
April . _.
May
June

Series E

804
653
712
684

1,195
1,468
1,032

571
420
510
865
908

641
367
371
388
345
321

Sales

Series
F a n d G

270
195
177
153
345
710
263
128
94

115
319
345

319
255
255
280
250
250

Total

1,074
848
889
838

1,540
2,178
1,294

700
514
624

1,184
1, 254

960
622
626
668
594
571

Series
A-D 2

8
6

26
22
22
21
22
]6
14
20
23
25

42
29
31
31
29
28

Redemptions

Series E 3

306
290
106
359
376
352
375
485
487
562
474
490

541
492
550
546
469
439

Series
F and G

28
27
32
22
28
31
31
30
28
33
36
44

46
45
54
44
54
52

Total

341
323
464
404
426
403
428
531
528
616
533
559

629
565
634
621
552
519

Excess of sales over
redemptions l

Series E

488
363
306
326
819

1,116
656
86

- 6 7
- 5 3
391
418

100
-125
-179
-158
-124
-118

Series
F and G

243
168
146
131
317
680
232
98
66
81

282
301

273
211
202
236
195
198

NOTE.—Figures are rounded and detail will not necessarily add to totals.
1 Minus sign represents excess of redemptions over sales.
2 Includes maturing series A bonds beginning March 1945 and maturing series B bonds beginning January 1946.
3 Data for Series E include unclassified redemptions which contain small amounts of series A-D.

Source: U. S. Treasury Department.

compared with a net addition of 5 billion
dollars in currency and bank deposits in
the comparable quarter of 1945. Cur-
rency holdings were actually reduced
about 400 million dollars, a seasonal
trend for that time of year, which has
reappeared in the statistics for the first
time since the start of the war. Although
there was a small increase in demand
deposit holdings, by far the largest in-
crease—1.7 billion dollars—occurred in
savings and time deposits.

The reduced amount of cash savings
of individuals is a reflection of the im-
proved Federal budget situation which
enabled the Government to redeem
some bonds held by the banking system,
as well as of the fact that there has been
no substantial shift of cash between the
corporate and consumer communities.
As long as the budget picture continues
favorable and inflationary bank borrow-
ing by individuals and business is re-
strained, additions to the cash accumu-
lation of individuals will play an even
less important role in savings in the
future.

Insurance Savings High
Gross savings of individuals in insur-

ance during the first quarter of 1946
was about 600 million dollars less than
a year ago, with most of the decline tak-
ing place in Government insurance.
Savings in the form of private insurance
have been relatively stable for the last
year after advancing strongly over most
of the war period. There has been a
slight but steady decline in savings in
the form of National Service Life Insur-
ance since the end of 1944. While the
drop in 1945 was more a result of an in-
crease in refunds and benefit payment

than a decrease in premium receipts,
both receipts and payments fell sharply
in the first quarter of 1946.

Home Purchases and Debt Rise
Although there has been a steady in-

crease in nonfarm home purchases from
the low level of 100 million dollars in
the first quarter of 1945 to 600 million
in the first three months of this year,
these new purchases have not absorbed
a correspondingly greater amount of
income, since the greater part of the
purchases were financed from borrowed
funds. The first quarter increase in
debt on nonfarm homes was actually
greater than the total increase in 1945.

Ownership of Liquid Assets
A recent survey of liquid asset hold-

ings, spending, and savings by the Di-
vision of Program Surveys of the De-
partment of Agriculture for the Board of
Governors of the Federal Reserve Sys-
tem, provides considerable "information
regarding the concentration of liquid
asset ownership and the use that might
be made of these assets. Some of the
more important statistical findings of
this survey are summarized in tables 5,
6 and 7.1 Table 5 shows the very great
concentration of Government bond and
deposit holdings in the hands of a rela-
tively small part of the population.
When the spending units2 are arranged
in descending order according to the
amount of liquid assets owned, it appears
that, at the one extreme, 10 percent of
the units owned 60 percent of total liquid
asets, and at the other extreme, 50 per-
cent of the spending units owned only 3
percent of the assets.

The survey results (table 6) show that
about one out of every four spending
units held no liquid assets at all. While
holdings of U. S. discount bonds are
somewhat less concentrated than are de-
posits, it is nevertheless striking that 37
percent of the spending units possessed
no Government bonds at all.

In other words, for the greater portion
of the community it is clear that their
spending must be dictated by current in-

1 Currency holdings are not included in
total liquid asset holdings. Attempts made
in the Survey to ascertain savings in cur-
rency were unsuccessful.

2 The spending unit is defined as all per-
sons in a household who depend on a com-
mon or pooled income for their major ex-
penses.

Table 4.—-Gross Savings of Individuals 1

[Billions of dollars]

Type of savings

Currency and bank deposits 2

Insurance and pension reserves:
Private
Government
Total insurance and pension reserves

Securities: 3
U. S. Savings bonds
Other U. S. Government _ .
Other
Total securities

Nonfarm dwellings:
Purchases . . . _'
Change in debt
Savings4

Automobiles and other durable consumer goods
Liquidation of other consumer debt

Total gross savings

1945

First
quarter

+5.2

+.9
+1.3
+2.2

+1.4
- . 1

A

+L0
+.1
- . 2
+.3

+1.7
+.2

+10.5

Second
quarter

+3.0

+.9
+1.5
+2.5

+3.0
+2.2
- . 7

+4.5

+.2
+.1
+.1

+1.9
- . 1

+ 11.9

Third
quarter

+7.0

+.8
+1.3
+2.1

+.9
o

+'3
+.9
+.3
+.1
+.2

+2.0
0

+ 12. 1

Fourth
quarter

+5.0

+1.0
+1.0
+2.0

+1.5
+ 1.7
- .4

+2.8

+.4
+.3
+.1

+2.4
- . 9

+ 11.5

1946

First
quarter

+1.7

+.8
+.8

+1.6

+.1
+.6
- . 6
+.1

+.6
+.4
+.1

+2.2
- . 2

1 Includes unincorporated business savings of the types specified. All data are preliminary. Figures are rounded
and detail will not necessarily add to total.

2 Includes savings of individuals in savings and loan associations amounting to +0.2 billion dollars in the first quarters
of 1945 and 1946 and +0.3 billion dollars in each of the remaining quarters.

3 Does not include net purchases by brokers and dealers or by other individuals financed by bank loans.
< Equals purchases plus reduction in debt or minus increase in debt.

Source: Securities and Exchange Commission.
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Table 5.—Concentration of Personal
Liquid Asset Holdings, February 1946

Spending units
ranked accord-
ing to their hold-

ings

Top 10 percent---
Top 20 percent-_.
Top 30 percent-..
Top 40 percent-__
Top 50 percent---
Top 60 percent-._
Top 70 percent.—

Percentage of total held

U. S,
discount
bonds

62
80
90
95
99

100
100

Savings
accounts

71
90
98

100
100
100
100

Check-
ing

accounts

79
94
99

100
100
100
100

Total
liquid
assets 1

60
77
87
93
97
99

100

i Includes all kinds of U. S. Government bonds and
savings and checking accounts.

Source: U. S. Department of Agriculture.

come or credit standing. At the same
time it is apparent that the bulk of
liquid savings is in the hands of people
who regularly save and may be disin-
clined to part with their liquid assets.

Distribution by Income Classes
Before any conclusion can be deduced

as to the role of these liquid assets in
the postwar spending plans of the public,
it is important to know the income
classes of the various holders, since it
may be presumed that lower income re-
cipients are more likely to supplement
their current income with purchases
from accumulated assets than are in-
dividuals in the upper income brackets.
The percentage distribution of liquid
assets holdings by income classes and
the median holdings3 in each of these
groups are shown in Table 7. As might
be expected, liquid asset holdings are
not as concentrated when spending units
are ranked according to income, as in
table 7, as when the units are ranked
according to the size of their holdings
as in table 5.4

Persons receiving $2,000 or less a year,
who made up almost 50 percent of the
spending units, had about one-fifth of

3 See footnote 2 to table 7 for the definition
of the median.

4 Some of the low income people who own
considerable amounts of liquid assets are
retired people whose former incomes were
very high, and some are farmers whose
present money income is not indicative of
their real income.

the total assets. Slightly over half of
the total liquid assets was in the hands
of units with incomes of less than $4,000.
While the degree of concentration of
liquid holdings is also apparent in the
fact that the very small proportion (3
percent) of persons with the largest in-
comes owned almost one-quarter of total
liquid assets, it seems clear from the table
that the low and medium income classes
possess a sizable dollar amount of accu-
mulated savings which are potentially
available for spending on current con-
sumption.

This conclusion is supported by the
data in table 7 showing the median hold-
ings of the spending units by income
brackets. As was noted above, it should
be borne in mind that these holdings
do not include currency. The amount
of liquid assets held by the middle spend-
ing unit of the lowest income group
amounted to only $20. This very low
sum is to be explained by the fact that
almost one-half of the units in
this group have no liquid assets and the
median holder is therefore the possessor
of only a negligible amount of assets.
The median holdings of the $l,000-$2,000
income class amounts to the quite sub-
stantial sum of $230.

While these median holdings are
probably more representative of the
typical spending unit in each income
bracket, it is worthy of note that if the
total holdings in each bracket are
divided by the number of units in that
group (to obtain the arithmetic mean),
the size of the average holdings is in-
creased to about 600 dollars in the low-
est group and to 900 dollars in the
$l,000-$2,000 bracket.

Although the distribution of liquid
asset holdings by income classes sug-
gests a substantial reservoir of accumu-
lated funds in the hands of low and
medium income receivers who may be
more disposed to use these savings, the
over-all interpretation still seems to be
that a very large and probably prepon-
derant share of accumulated assets are
in the hands of groups who are nor-
mally large net savers, and who may

Type of Asset

V. S. Savings bonds ! ._ _ _
Other U. S. Government bonds
Savings accounts
Checking accounts

Total liquid assets 3

Percentage of spending units holding—

None

37
97
61
66

24

Less than
$500

37

16
18

29

$500-$l,999

20
1

16
14

29

6
2
7
2

18

Total

100
100
100
100

100

therefore not be inclined to part with
their wartime accumulations.

This conclusion appears to augur fav-
orably for the immediate period ahead
when inflation rather than deflation ap-
pears to be the most serious threat.
But it suggests that for the longer range
problem of maintaining high incomes
after the pent-up demands have been
filled, the backlog of accumulated liquid
savings is negligible or very small for
over half the community, most of whom
are in lower-income groups having the
greatest propensity to spend.

Owners Inclined to Keep Assets
The survey of the Department of Agri-

culture also sought to discover the extent
to which holders of liquid assets intended
to use these funds to purchase consumer
goods and services. In general, it was
found that "the majority of the holders
of each type of liquid asset intend not to
draw upon these assets in 1946," barring
unforeseen emergencies.

While this finding suggests that use of
accumulated funds may not be expected
to add greatly to the inflationary poten-
tial in the period ahead, this interpreta-
tion must be used with caution. The sur-
vey was conducted at a time when price
controls were still highly effective. While
many spending units sampled expected to
pay somewhat higher prices for goods in
1946, the expectation of substantial price
increases such as might follow a general
relaxation of price control was probably
not uppermost in people's thinking.

Inflation May Force Use of Assets
Should prices turn sharply upward in

the remainder of the year, it is quite con-
ceivable that many individuals otherwise
disposed to hold their assets may be in-
clined or even forced to part with their
assets to meet current living expenses or

(Continued on p. 22)

Table 7.—Liquid Asset Holdings by
Income Classes, February 1946

Table 6.—Size Distribution of Personal Liquid Asset Holdings, February 1946 —-

Money income of spend-
ing units l (dollars)

Less than 1,000
1,000-1,999
2,000-2,999
3,000-3,999
4,000-4,999
5,000-7,499
7,500 and over.

Total.._. 430

1 Includes Series A-F savings bonds at their purchase price. Series G bonds are included with other U. S. Govern-
ment bonds.

2 Less than one percent.
3 Includes Government bonds and bank deposits. Does not include currency holdings.

Source: IT. S. Department of Agriculture.

1 Income distribution is based on 1945 income before
income taxes.

2 The median holding in any income class is defined
as the amount of assets held by the middle spending unit
when these units are arranged in order of size of holdings.
The arithmetic mean—the more commonly used aver-
age—would show a substantially higher total in each in-
come class but it was felt that because of the wide range
of holdings the median would be more typical of the
income groups.

Source: U. S. Department of Agriculture.
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THE BUSINESS SITUATION
By the Office of Business Economics

AS THE ECONOMY winds up its first
postwar year, output is increasing in

practically all lines where capacity per-
mits, and civilian employment, though
already at a peacetime high, is still gain-
ing. In general, economic activity is
currently being limited more by difficul-
ties inherent in the task of organizing
industry for larger peacetime output
than by actual and prospective demand.

Accompanying the advances in pro-
duction and employment have been fur-
ther increases in the volume of income
payments to individuals. It is expected
that the July estimate of income pay-
ments will show a sizable gain over the
June figure, which was fractionally be-
low the total for the preceding month
because of reductions in farm income
and military pay and because of the re-
duced importance of retroactive wage in-
creases. Total income payments after
seasonal adjustment were equivalent to
an annual rate of 161 billion dollars in
June, as compared with the wartime
peak rate of 165 billion dollars in Feb-
ruary 1945.

Consumer and Business Buying Heavy

Sales at retail are continuing in heavy
volume. Department store sales, after
adjustment for seasonal factors, appear
to be holding close to the record scored
in June. Total retail sales in June
showed somewhat less strength than sales
at department stores because of a de-
cline in apparel store sales from the high
volume in the first quarter of the year,
and because of the failure of some other
classes of stores—food stores, eating and
drinking establishments, and filling sta-
tions—to exceed earlier volume. Nev-
ertheless, total retail dollar volume in
June was one-fourth higher than a year
ago.

The strength of retail buying con-
tinues to be bolstered by heavy demands
of businesses for inventories—which
have been low relative to sales volume
for several years—and for plant and
equipment. Both types of business out-
lays have become increasingly important
since the end of the war.

The Month in Review
Economic activity in July re-

flected further recovery after the
retardation resulting from indus-
trial disputes, and developments
connected with the 25-day lapse of
price controls. Industrial produc-
tion, with due allowance for sea-
sonal factors, moved higher, the
increase being paced by automo-
biles and steel. Judging by the
preliminary evidence currently
available, employment rose along
with production.

A clear picture is not yet avail-
able of the trend of distribution
during the month, as affected by
the changes on the price front.
Consumer buying at department
stores appears to have followed
the usual seasonal pattern. On
the other hand, dollar sales of food
stores undoubtedly rose because of
sharp price advances and larger
supplies.

Railroad freight traffic, after the
holiday week, followed a rising
weekly trend with all classes except
less-than-carload-lot freight par-
ticipating. The larger movement
of grains was seasonal, but the in-
creased flow of livestock was in re-
sponse to the lapse of price con-
trols.

Coincident with the increase in
commodity prices while controls
were off and the rise in industrial
output, stock prices declined.
Bond prices also declined some-
what, chiefly in response to indi-
cations of slightly higher short-
term interest rates.

The recent price developments, which
seem to assure higher prices in the pe-
riod immediately ahead, are likely to
spur the already large inventory de-
mands of business, but the effect on con-
sumer buying is more uncertain. Con-
sumer resistance to higher food prices
was somewhat in evidence in the weeks

immediately following the lapse of OPA
controls. There is no telling when fur-
ther price advances will have the effect
of hastening the day when demand
rather than productive capacity will
again assume the governing role in the
economy.

Interim Without Price Controls
There were substantial price increases

following the temporary lifting of price
controls after June 30. The wholesale
price index, which covers the prices of
almost 900 commodities, rose 10 percent
during the 4 weeks of July and the aver-
age increase in prices paid by consumers
was 5V2 percent, on the basis of prelimi-
nary reports for July 15. In each case,
the rise in the index partly reflected the
elimination of subsidy payments.

The response of basic commodity
prices to the lapse of OPA controls at
the end of June is indicated in chart 1,
which shows the Bureau of Labor Statis-
tics daily index of spot market prices of
28 commodities (including 12 food-
stuffs and 16 raw industrial materials)
for June and July. This index is a more
sensitive barometer of changes in mar-
ket conditions than the broader whole-
sale price index, since the latter includes
many fabricated and semi-frabricated
goods whose prices generally fluctuate
less frequently and within narrower
margins than the prices of raw materials
and foodstuffs. It appears that most
manufacturers observed former ceiling
prices during the interim of ceiling-free
trading.

Rise Sharper Than After World War I
The index of 28 basic commodities

reached a peak of 250 (August 1939=
100) on July 23 and remained very close
to that level during the balance of the
month. This compares with 199 at the
time OPA controls lapsed and with 184
last August. The latest spurt raised
the index more than one-third above
the VJ-day level. During the first post-
World War I year, the index rose by only
one-fourth.

The removal of subsidy payments was
only a minor factor in the July rise in
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Chart 1.—Spot Market Prices of 28
Basic Commodities x

INDEX, AUG. 1939=100
2601 —

1 Market quotations for days omitted are
not available.

Source of data: U. S. Department of Labor.

the index. In the President's message
accompanying his signature of the new
price control law on July 25, it is esti-
mated that subsidies accounted for only
about 4 points in the basic commodity
index.

A subsequent section of this review
analyzes the behavior of wholesale prices
following the lapse of OPA controls.

The absence of any extensive price
decline in the latter part of July, despite
the revival of OPA controls, reflects the
fact that the prices of most commodities
that advanced rapidly while the price
lid was off were not brought immediately
under control by the new law. Whether
the commodities that were decontrolled
will be restored to price control either
at the old ceilings or above depends
upon the action of the newly created
Price Decontrol Board. (Provisions of
the new law are reviewed in a later
section.)

Record Livestock Receipts

The meat packing industry was one
of the few industries to feel effects of
the removal of price controls almost im-
mediately. (See chart 2.) The some-
what reduced volume of livestock slaugh-
tered at federally inspected plants dur-
ing the first 5 months of this year as
compared with 1945 was largely a re-
flection of increased diversion of animals
to noninspected slaughterers. The ex-
tremely low volume in June, however,
was due to sharply reduced receipts at
livestock markets as producers awaited
the outcome of the price control legis-
lation.

As soon as ceilings were lifted, sellers
rushed shipments to the market and ac-
tivity at meat packing plants rose to rec-
ord volume for that season of the year.
At the end of the month hogs were sell-
ing at approximately $22 per hundred-
weight at Chicago, as compared with the
former ceiling of $14.85, and the price
of steers had risen from $17 to $20 per
hundredweight. The increased prices
were quickly reflected in wholesale and
retail markets. There is evidence that
the initial high prices met with some
consumer resistance and that this fac-
tor, plus the heavy volume of meat pro-
duction, may have resulted in some price
reductions at wholesale and retail out-
lets by the end of the month. These
reductions, however, were not carried
back to primary markets.

A sobering fact for the consumer is
that livestock slaughter cannot be sus-
tained at the July rate for very long.
Marketings were bunched in July be-
cause of the hold-back in June and be-
cause of the rush of producers to sell
while prices remain uncontrolled. It
was particularly true in the case of
hogs, where the supply of matured ani-
mals is rather limited, that part of the
July volume was at the expense of re-
duced marketings in later months.

Scrap Steel Receipts Dry Up

Lifting of price ceilings had an alto-
gether different effect in the steel indus-
try where offers of scrap steel at a higher
price were generally resisted during
July. The net result was a drying up of
scrap receipts, which normally account
for about two-fifths of the raw ma-
terials entering into new steel. Ordi-
narily, at this season of the year the
industry would be stockpiling scrap for
the months to come.

With OPA controls revived, scrap re-
ceipts are expected to rise. In order to
minimize the effect of the scrap short-
age on current operations, the Civilian
Production Administration has taken
emergency steps to speed the flow of
scrap from shipyards and other sources
to the mills.

New Allocation Plan for Pig Iron

Output of steel ingots in July bettered
the postwar peak of 6.5 million tons reg-
istered in March. However, failure of
the weekly operating rate to exceed 90
percent of rated capacity has spurred
action to bring additional plants into
operation. In most cases, the facilities
which have remained shut down are
Government-owned plants whose finish-
ing capacity is not readily adaptable to
rolling the steel shapes in greatest de-
mand at present.

Chart 2.—Meat Production
BILLIONS OF POUNDS
2.0
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1 Represents dressed carcass weight (in-
cluding carcass fat rendered into lard) of
livestock slaughtered under Federal inspec-
tion. Figure for July 1946 is a preliminary
estimate for the month, based upon weekly
data through July 27, 1946.

Source of data: U. S. Department of Agri-
culture, except estimates for July 1946.

A partial allocation plan for merchant
pig iron is being put into operation as
a complementary plan to the "voluntary
certification" scheme for steel initiated
on July 1. The new plan is designed to
assure an adequate supply of pig iron
for foundries producing gray and mal-
leable castings needed for the produc-
tion of specified types of farm machinery
and building materials. Some new
building materials have been added to
the original list of critical items to be
given preference for production and
delivery.

Freight Movement Picks Up

The heavy volume of rail-freight
movement in June and July testifies to
the stepped-up rate of industrial output
and to the increased movement of agri-
cultural commodities. The seasonally
adjusted index of total freight carload-
ings rose to a postwar high in July and
was about the same as a year ago, just
prior to the end of the war. (See chart
3.) Shipments of grain and grain prod-
ucts, coal, and perishables have been at
near record amounts in recent weeks.

Miscellaneous carloadings — w h i c h
largely reflect the movement of manu-
factured goods—have also increased but
are still below last year.

Length of Haul Reduced

Due to the disappearance of some
long-haul freight movement which was
important during the war, the index of
railroad ton-miles has not held up as
well as the carloadings index. On the
basis of figures for April, the reductionDigitized for FRASER 
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in the average length of haul was more
than 10 percent. In contrast, the aver-
age number of tons per carload has not
changed much since the end of the war,
with the exception of the period when
the coal strike was in effect.

The preliminary index of railroad ton-
miles for July is 14 percent below a year
ago, even though the carloadings index
was about the same in the two periods.
In June, the decline from a year ago was
approximately 20 percent.

A much different picture is shown in
the lower right panel of chart 3 which
illustrates the index of ton-miles for non-
rail commodity movement. The fact
that this index is higher than in the com-
parable period of 1945 reflects the in-
crease in waterborne traffic. Truck
movement fell off after the end of the
war, but the decline was less than the
drop in railroad ton-miles. Truck trans-
portation in recent months has been al-
most as heavy as last year's volume.

The ton-mile index for all commodity
movement combined—rail, truck, water-
borne, air, and pipe line—is estimated
for June at about 13 percent below the
index for June 1945. The year-to-year
comparison for July should show a
smaller decline.

Freight Car Supply Tight

The rising demand for freight cars has
resulted in a tight car supply situation,
even though the seasonal peak in freight
movement is still a few months away.
The supply is particularly tight for box,
stock, hopper, and refrigerator cars. To
speed up the return of empty cars, an
increase in demurrage charges was re-
cently put into effect.

There were about 35,000 fewer service-
able cars available on July 1, 1946, than
on the same date last year. This decline
reflects an increase in the number of
bad-order cars and a reduction in the
total number of cars owned.

Because of the large crops anticipated
this year, the Interstate Commerce
Commission has requested the railroads
to give grain-producing areas first call
on the supply of good grade box cars.
The demand for coal cars has been un-
usually heavy due to the need for re-
placing the coal stocks drawn down dur-
ing April and May. Similarly, refrig-
erator cars have been in great demand
because of the large volume of perishable
commodities being shipped.

Fractional Drop in June Payments

Total income payments to individuals
declined fractionally between May and
June, after adjustment for seasonal fac-
tors. Although wage and salary pay-
ments increased, agricultural income
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was lower and there was continued con-
traction of military payments. Retro-
active wage increases paid to railroad
employees, an important factor in the
sharp rise in May income payments,
were of little importance during June.

As shown in chart 4, total income
payments in May and June were within
3 percent of the peak wartime rates
during the first half of 1945. On the
other hand, the total, exclusive of pay
to the armed forces, has been appre-
ciably higher since March 1946 than
during the war period. The dynamic
factors in the behavior of income
payments since the end of the war were
reviewed in last month's SURVEY.

An important factor contributing to
the increase this year has been the se-
ries of boosts in basic wage rates over
major sectors of industry. Despite
intra-industry downgrading and shifts
from higher- to lower-paying industries,
average straight-time hourly earnings
in manufacturing in May of this year
were 8 percent above July 1945. Hence,
the 10-percent reduction in hours of
work in manufacturing industries re-
sulted in only about a 7-percent decline
in average weekly earnings.

Manufacturers' Shipments at 1942 Rate

The dollar value of manufacturers'
shipments during the first half of 1946
are estimated, on the basis of reports
to the Department's Industry Survey, at
more than 56 billion dollars, a rate about
equal to that of 1942 and 8 percent below
the last half of 1945. Inventories have
increased by 850 million dollars from the
year-end—with over 300 million dollars
added to the value of shipping stocks.
For most of the period, also, the value
of new orders has exceeded shipments.
There is undoubtedly some duplication
of orders in the total but, on the other
hand, many companies have refused to
book advance orders in the past few
months because of production and price
difficulties.

Shipments of durable goods industries
have been climbing steadily upward
since February of this year. In con-
trast, shipments of nondurable goods
industries were unchanged between
April and May and were down slightly
in June. (See chart 5.) A year-to-year
comparison shows shipments of durable
goods industries two-fifths below the
amount in June 1945, while shipments

Chart 3.—Commodity Transportation: Freight Carloadings and Ton-miles a
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1 All data for July 1946 and also ton-miles for June 1946 are preliminary estimates.
2 "Miscellaneous" freight carloadings represent total carloadings less coal, coke, forest prod-

ucts, grains and grain products., livestock, merchandise in less than carload lots, and ore.
3 Includes the following types of commodity transportation: intercity motor truck for hire;

air; oil and gas pipe lines; and domestic waterborne.

Sources of data: Freight carloadings except July 1946, Board of Governors of the Federal
Reserve System; all other data, U. S. Department of Commerce.
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of nondurable goods industries were
practically unchanged between the two
periods.

In the face of the uncertainties con-
cerning price controls after June 30, the
total value of shipments by manufac-
turers—at 9.7 billion dollars in June—
increased slightly from the May figure,
after adjustment for the number of
working days, and the over-all inventory
increase was not large. Total inventor-
ies of manufacturers at the end of June
were 17.2 billion dollars, an increase of
just over 200 million dollars for the
month.

Manufacturers' Inventories Rise Slowly

The value of inventories in nondur-
able goods industries was over one-tenth
higher at the end of June than in mid-
1945. Practically all of this gain oc-
curred during the second half of last
year, as there have been only minor
changes during 1946.

Inventories in durable goods indus-
tries have not quite recovered the level
of last June, since the liquidation of
materials and supplies which had been
procured for war production exceeded
the accumulation of civilian-type stocks
over this period. The net inventory re-
duction incident to contract termination
is estimated at close to 5 billion dollars.
The bulk of this liquidation was in the
durable goods industries and ocurred in
the latter part of 1945. Inventories in
durable goods industries have been in-
creasing slowly but steadily this year.

Divergence in May—June Changes

There was considerable divergence in
the pattern of the May-to-June changes
in inventories and shipments as between
industries. This arises out of the fact
that there were two separate forces
shaping the trend of manufacturing
activity. In the durable industries as
a group, the renewal of steel production
and shipments and the settlement of
several important strikes resulted in
gains in both shipments and inventories.
While price uncertainties were less im-
portant than in the nondurable indus-
tries, every major durable group added
to stocks. In the nondurable category,
however, shipments declined and aggre-
gate inventories were slightly under
those of the previous month end.

The largest increases in shipments
came in the machinery industry, includ-
ing electrical, and in the nonferrous
metal group, where a combined rise of
over 10 percent for the one month was
experienced. The improvement occurred
predominantly in the electrical equip-
ment companies and in the copper re-
fineries where the ending of major

Chart 4.—Income Payments to In-
dividuals, Seasonally Adjusted
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Source of data: U. S. Department of
Commerce.

strikes buoyed activity, particularly in
the output of consumer durable lines.

Shipments in the iron and steel indus-
try also made a small increase, although
not nearly so much as might be sug-
gested by the sharp rise in steel ingot out-
put because of the necessary lag between
output of ingots and shipments of fin-
ished steel products. However, the
marked rise in the value of product of all
three above-mentioned industries is fur-
ther reflected in the additipns to inven-
tories. Two-thirds of the aggregate in-
crease in durable inventories occurred in
these three fields.

Effects of Price Uncertainties

The month's price uncertainties were
reflected most directly in the lumber and
other building material industries and
furniture products. Shipments of this
group declined 3.5 percent in spite of
higher output and employment and in
the face of an insistent and large de-
mand. As a consequence of lower ship-
ments, inventories increased. The re-
sulting rise was not so large in dollar
terms since book figures for stocks cover
only actual costs and not the selling ex-
penses and gross margins included in
delivery prices.

The value of shipments by the trans-
portation equipment group, including
automobiles, also declined, with the de-
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crease being confined largely to aircraft
companies. Deliveries of new automo-
biles were down in line with lower fin-
ished assemblies. The rise in employ-
ment and production, other than in air-
craft, shows up in the higher inventory
figures, and indicates, for the most part,
a converting of raw materials into semi-
finished products and goods-in-process
inventories which results in a larger dol-
lar value for total inventories. Ship-
ping stocks were virtually unchanged
over the month.

Gains in Finished Goods Inventories

In the nondurable industries the price
situation was undoubtedly a factor in the
drop in aggregate shipments which co-
incided with a rise in finished goods in-
ventories. The decline in total inven-
tories was accounted for entirely by the
food and tobacco group and came from
a decrease of stocks of raw materials
and goods in process. This reflected the
price control debates as they related to
the future prices of farm products and
foods. Thus, through June 30, farmers
and other marketers of primary prod-
ucts held goods off the market, as was
typified by the widely publicized pictures
of empty stock pens and meat markets
before the lapse of OP A and record runs
to markets immediately after July 1.
That the marketing delays were not en-
tirely in the primary market, however,
is suggested by the rise in finished-goods
inventories of food and tobacco products.

In the textile, apparel, and leather in-
dustries, the value of shipments by man-
ufacturers declined by 6 percent from
May to June despite an increase in em-
ployment, which in the case of apparel
trades was contra-seasonal. Against
this drop in deliveries was a 3-percent
rise in total inventories for the group.
Larger stocks of finished products con-
tributed about half the total increase.

The chemical industry, including
drugs, soaps, and cosmetics, as well as
industrial chemicals, was another in-
stance of declining shipments, although
the amount was not significantly large
and there were net additions to stocks.

The heavy seasonal demand for pe-
troleum products brought an increase in
both shipments and inventories of this
industry. In paper and paper products
there was a slight rise in shipments, al-
though here, too, additions were made
to total stocks. In neither case, however,
was the addition large.

New Orders Exceed Shipments

The index of new orders showed a
slight rise from May to June. The in-
crease was confined to the durable cate-
gory, led by the machinery and nonfer-Digitized for FRASER 

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

August 1946



August 1946

rous metal industries. New orders for
nondurable goods were at about the May
level although a marked increase was
made in the textile industry. On the
whole, except in those industries where
advance orders have not been accepted,
commitments in June were in excess of
shipments even where some drop from
May was experienced.

Billion Dollar Construction Rate

Continuing the trend which began
early in 1945, the monthly value of con-
struction put in place increased again in
July to a total of almost one billion
dollars. The July figure of 992 million
dollars compares with 916 million dollars
in the previous month and is twice as
large as the value reported in July 1945.

The monthly rate of increase in con-
struction activity has slackened in com-
parison with the very rapid gains made
earlier in the year. This is most marked
in the private segment. The increase of
approximately 7 percent in private con-
struction activity between June and July
was only one-half the percentage gain
recorded for public construction, al-
though the dollar magnitude of the in-
crease in the former was twice as great.

Almost Y2 Million Residential Starts

The Housing Expediter has released
figures showing that residential starts
through June 30 numbered 495,000, of
which 319,000 are conventional units and
150,000 are conversions and temporary
accommodations. About 225,000 units
were completed in the half-year period.
The greatest contribution to the new
housing supply was made by private
builders erecting conventional units at
the site. Factory fabricated units ac-
counted for only a very small part of the
total

The delays in achieving production of
prefabricated houses have necessitated
a reshuffling of housing goals. While
the total number of units to be started
this year remains unchanged, the part
played by conventionally built units and
by other types has been increased to make
up for the slow performance of pre-
fabricated construction. The following
table shows the number of dwelling units
of different types scheduled for 1946 un-
der the new and original programs:

SURVEY OF CURRENT BUSINESS

Emphasizing the need for low-priced
rental accommodations, the NHA in
June issued new instructions to its re-
gional offices regarding the processing
of priorities applications for new home
building after July 1. Under the new
rule the monthly authorization quotas
which are assigned to each office will be
met by granting first preference to ren-
tal housing priced at or below the local
"dividing lines" (which are based on the
cost of a 2-bedroom house meeting
minimum construction standards).
Successively lower orders of preference
will be granted to housing for sale priced
below the "dividing line" and to rental
and sales housing priced above the line.

Since authorizations to the top pref-
erence classes may be increased by cut-
ting the number of authorizations to
lower classes when the number of appli-
cations for low-cost dwelling units war-
rants, the chances of getting a larger
number of authorizations for low-priced
units (with rental units preferred) are
considerably enhanced.

Conventional.
Conversions . . .
Temporary re-use
Trailers
Prefabricated _ .

Total

New pro-
gram

738,000
87,000

225,000
50, 000

100, 000

1, 200, 000

Original
program

650,000
50,000

200,000
50,000

250,000

1, 200,000

Chart 5.—Manufacturers' Ship-
ments and Inventories

INDEX, AVG. MO. 1939=100
4 0 0

3 0 0

2 0 0

IOO

O

r

-

" \ DURABLE GOODS

^ INDUSTRIES

\

\ ^ SHIPMENTS - ^

INVENTORIES \ f
( ENO OF MONTH )

—

, , I 1 . . , 1 - 1 1 1 1 I 1 1 1 1 1 1

3 0 0

2 0 0

!OO

NONDURABLE GOODS
INDUSTRIES

SHIPMENTS,:

INVENTORIES
( END OF MONTH )

| | | | [ I I I I I I I I 1 I I 1 I I I I I

-1945- -1946-

1 Adjusted to a 25-working-day month.
Source of data: TJ. S. Department of

Commerce.

British Loan Approved

A significant recent event in interna-
tional economic relations was the final
approval of the loan agreement with the
United Kingdom providing a line of
credit of 3,750 million dollars. The loan
itself will be of immediate help to Great
Britain in her effort to rebuild and mod-
ernize her economy and will contribute
toward the long-run goal of .a more
liberal world-trade policy.

From the effective date of the loan,
sterling accounts of United States resi-
dents accruing from current operations
become freely convertible into dollars,
and within a year all sterling arising
from current transactions is to be made
freely convertible into any other cur-
rency. In addition, Great Britain is to
begin negotiations to settle the large
blocked sterling accounts which have
accumulated in London during the war.
The loan agreement also provides that
neither the United States nor Britain
shall discriminate against each other's
products, subject to certain exceptions,
chief of which is the eventuality that the
dollar is declared a scarce currency by
the International Monetary Fund.

Spur to International Economic Programs

Aside from the provisions of the loan
which directly eliminate discriminatory
trade restrictions, the approval of the
loan touches off a series of important
international developments pointing to-
ward freer multi-lateral trade. Thus,
the Bretton Woods institutions had been
organized and had called for original
subscriptions but delayed actual func-
tioning until the participation of Britain
could be assured, which, in turn, depend-
ed upon the loan approval. Similarly,
the "Proposals for Expansion of World
Trade and Employment" published by
the United States Government and
agreed to in principle by the United
Kingdom can now be considered by the
Preparatory Committee of the Economic
and Social Council at the meeting
scheduled in October as a preparation for
a conference to be held in the spring of
1947.

At the proposed meeting in the spring
of 1947, actual negotiations for trade
barrier reductions will be undertaken.
The United States will not issue any
formal announcement of its intention
to negotiate under the Trade Agreements
Act until after the October meeting of
the Preparatory Committee.

U. K. Balance of Payments Improved

The line of credit by the U. S. has been
supplemented by a similar credit of 1,250
million dollars granted to the United
Kingdom by Canada. The deficit in the
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British balance of payments was esti-
mated in the fall of 1945, when the Amer-
ican loan agreement was negotiated, to
be about 3 billion dollars in 1946 and an-
other 2 billion dollars over the several
years that Great Britain would be build-
ing up her export trade sufficiently to
pay for all import needs.

By restricting domestic consumption
through limited imports and by reserv-
ing a large percentage of domestic pro-
duction for export, Great Britain has
been able to reduce her import surplus
from an annual rate of 1,690 million dol-
lars in the last quarter of 1945 to 1,310
million in the first quarter of 1946 and
to 1,240 million dollars in April and May
1946, which is considerably less than the
originally estimated deficit. Because of
the income on foreign investments and
shipping, the deficit in the entire balance
of payments will be less than the trade
deficit.

The availability of the loan may in-
duce the British government to relax
slightly the restrictions on domestic con-
sumption, but according to reports the
loan will be used primarily to import raw
materials and equipment for moderniza-
tion of British industry. Even though
imports can be expected to rise, there-
fore, and exports may not continue to

increase at the same rate as during the
first half of 1946, the Un%d Kingdom
may reach the equilibrium in her balance
of payments earlier and with a smaller
total deficit than originally estimated.

Loan to France

In addition to the British line of credit,
the United States made available during
the first 6 months of 1946 lines of credit
to other foreign countries amounting to
more than 1.5 billion dollars, of which
over 1 billion dollars represent new loan
authorizations by the Export-Import
Bank and the remainder primarily credits
granted for the purchase of surplus
goods. The largest part of the new loan
authorizations consists of the loan agree-
ment with France, signed on May 28,
1946, which provided for an Export-Im-
port Bank credit of 650 million dollars,
and an additional credit of 300 million
dollars to finance surplus property pur-
chases.

Canada and Sweden Revalue Currencies

The uncertainty about price develop-
ments in the United States after the ex-
piration of the price control act on June
30, 1946 led many countries to examine
the need for measures to protect them-

selves from possible repercussions of a
sharp rise of United States prices. This
consideration was a factor in the decision
of Canada and Sweden to raise the value
of their currencies in terms of United
States dollars.

By this method these countries are at-
tempting to reduce the possibility of
goods being drained out of their countries
to the United States as a result of higher
prices obtainable here. At the same time
they are seeking to avoid a decline of im-
ports, by increasing the value of their
currency in world markets. Canadian
and Swedish importers are thus enabled
to pay more in terms of dollars and other
foreign exchange without raising prices
within these countries.

Raising the exchange value of a cur-
rency, therefore, has the same external
effect as domestic price rises, but, for
the time being at least, avoids the inter-
nal dislocations. Neither Canada nor
Sweden, in the present sellers' market,
have to fear that they will lose export
opportunities. The rise of the external
value of these currencies only means
that the United States and other coun-
tries will have to pay more for Swedish
and Canadian products and will experi-
ence a further upward pressure on some
of their own prices.

Price Control Extension Act of 1946

The new price control law signed by
the President on July 25, 1946, extends
the life of the Office of Price Administra-
tion until June 30, 1947, but modifies the
agency's authority in important respects.
In general, the new law reimposes price
ceilings on the major portion of goods
and services produced but continues, at
least temporarily, free market pricing on
most agricultural commodities and on
petroleum.

The major departures in the new law
from the price control system in effect
during the war and up until June 30 are
the shift in emphasis from general price
control to speedy price decontrol, the
liberalization of pricing formulae, the
transfer of control of agricultural prices
to the Secretary of Agriculture, and the
creation of a Price Decontrol Board.
This Board has review powers and is
also responsible for deciding whether
any of the decontrolled commodities
should be placed under ceilings and what
action should be taken on subsidy pay-
ments.

The new price control law repre-
sents a shift in emphasis from
general price control to orderly de-
control. Price ceilings have been
restored on most goods and serv-
ices, but some important cost-of-
living items are without ceilings,
at least until August 21.

The test of the new price-con-
trol law will be its effectiveness in
preventing price and cost increases
from cumulating in spiral fashion
and its ability to minimize price
uncertainties which interfere with
the flow of goods to businesses and
consumers.

Some Prices Continue Uncontrolled

Uncontrolled market pricing, which
became general with the lapse of OPA
controls at the end of June, has been
continued until August 21, 1946, for poul-

try, eggs, tobacco, grains, livestock, milk,
cottonseed, soybeans, and petroleum.
With the exception of foods processed
from grains, products made in whole or
substantial part from the above-men-
tioned commodities also remain free of
controls during this period. Thus, for
example, prices of feeds, meats, butter
and cheese, and soy bean flour continue
to be freely priced. On the other hand,
wheat flour is immediately restored to
price ceilings.

Two different procedures are stipu-
lated in determining whether price ceil-
ings shall be reimposed on the decon-
trolled commodities. On the one hand,
grains, livestock, milk, cottonseed, soy
beans and products will automatically
revert to price control on August 21, un-
less the Board specifically finds no con-
trols are required. On the other hand,
free pricing of poultry, eggs, tobacco, and
petroleum will continue after August 20
unless the Decontrol Board finds their
controls necessary to prevent inflation-
ary trends.
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Cotton and rye are also exempted from
price controls under the act by the pro-
vision that no ceilings shall be imposed
on goods not under price control on
April 1, 1946.

Criteria for Recontrol

The criteria for deciding whether price
ceilings should be restored on any of the
decontrolled items are set forth in the
act as follows:

(1) that the price has risen unreason-
ably above the maximum price on June
30, 1946, plus subsidies payable as of
June 29;

(2) that the commodity is in short
supply with regulation practicable and
enforceable; and

(3) that the public interest will be
served by maintaining ceilings.

These criteria apparently allow price
control authorities considerable discre-
tion in recontroliing prices which are left
free until August 21 and in rolling back
prices which have risen above ceilings
plus subsidy.

Nonessentials To Be Decontrolled

The present law also provides for the
decontrol of all items "not important in
relation to business costs or living costs."
Although this policy was already being
pursued by the Pricing Authority under
the old law, the new act stipulates that
all nonessentials must be decontrolled
not later than December 31, 1946. The
Secretary of Agriculture is given the
authority to determine what agricultural
products should be decontrolled under
this provision.

Finally, decontrol is ordered whenever
supply equals or exceeds demand, in-
cluding inventory requirements. This
also was part of former OPA policy.
Supposedly, the price at which demand
and supply are measured would be the
ceiling then in effect. Either interested
industries or industry advisory commit-
tees appointed by the Price Administra-
tor may petition the price control author-
ities for the elimination or modification
of price ceilings. In passing on petitions
for decontrol, the control authorities
must be guided by the above consider-
ations.

Restoration of June 30 Ceilings

Price ceilings in effect on June 30, 1946,
were immediately restored on all goods
and services not explicitly decontrolled
in the act. Thus, residential rents,
about 40 percent of the foods, clothing,
housefurnishings and many miscellane-

ous consumer items were put back under
the old ceilings.

For many commodities, however, res-
toration of former ceilings was short-
lived, since a number of price ceiling
adjustments had accumulated during the
hiatus in OPA controls and these changes
were announced soon after the new law
was signed. Prices of textile products,
shoes, and fuel were among the items
affected by the many ceiling boosts at the
end of July.

Manufacturers' Ceilings
In determining the maximum price al-

lowed manufacturers, the following pro-
visions are particularly significant:

(1) Ceilings at the producer level must
allow the industry's over-all dollar profit
margin earned in 1940 on any major item
of production, except for situations
where there may be temporary abnor-
malities in costs. To the extent that this
formula is used, it will result in some-
what higher prices than previously au-
thorized by OPA, not only because of the
change in the base period from the 1936-
39 average to 1940, but also because for-
mer OPA ceilings were generally based
on a profit-net worth formula and were
not on an individual product basis.

(2) Control authorities are permitted
latitude in maintaining present ceilings
if higher ceilings would not increase out-
put. The existing ceilings must, how-
ever, cover costs and provide a "reason-
able profit".

(3) A special provision covers ceilings
on cotton and wool products. These
ceilings must allow for costs plus the
1939-41 average profit on each major
item. Costs must include current prices
paid for basic raw materials (but not less
than the parity price) and average mill
conversion costs.

(4) The Maximum Average Price plan
is prohibited. This plan was adopted
by OPA under the previous law in order
to redirect the flow of materials to low-
end clothing items in short supply be-
cause of the incentive to shift production
to more profitable lines.

In the case of agricultural commodi-
ties at the producer level, the Secretary
of Agriculture may raise prices when it
appears to him that production is being
impeded by existing ceilings.

Peacetime Mark-Ups for Distributors

With respect to reconversion goods
(such as automobiles and other durable
consumer goods) the law provides that
distributors in wholesale and retail
industries shall be permitted ceiling

prices which allow peacetime mark-ups,
so long as sales for any 6-month period
remain under average sales from 1939
to 1941. The general provision which
applies to all distributors allows a
percentage mark-up equal to that which
was in effect on March 31, 1946. These
two provisions have the effect of pre-
venting compulsory cost absorption by
distributors such as was done when re-
tail price ceilings were earlier established
on new automobiles.

Ceilings on Imports

The law contains a special provision
with respect to prices on imported goods
which requires upward adjustments in
cases where the existing ceiling is be-
low the world price and, as a result, im-
ports are substantially curtailed or do-
mestic trade in products containing the
imported material is substantially re-
stricted. While this adjustability in im-
port prices will make it possible for im-
porters to pay the world market price,
it may prove difficult to maintain exist-
ing ceilings on similar products produced
domestically even though the law does
not require these ceilings to be adjusted
upwards as import prices are raised.

Flexibility in Restaurant Prices

The new act contains several other
less important provisions for upward
ceiling adjustments. For example, eat-
ing and drinking establishments are per-
mitted to raise their charges to the ex-
tent that their costs are increased be-
cause of higher prices paid for commodi-
ties no longer under price control.

Provision for Subsidy Payments

The new law provides 1 billion dollars
for subsidy payments. Although this to-
tal represents a reduction from previous
authorizations, the major portion, 869
million dollars, is available for spending
over a shorter period, since most subsi-
dies must taper off and be terminated by
April 1, 1947. Hence, the amount of the
authorization need not of itself imme-
diately reduce the rate of subsidy pay-
ments.

Extension of subsidy payments to new
commodities and increases over pre-
vious subsidy rates are prohibited.
Furthermore, no subsidies may be paid
on commodities while they are decon-
trolled. Thus, subsidy payments cannot
be resumed on meats, milk, butter,
cheese, and other decontrolled commo-
dities unless these products are restored
to price control.
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Wage Stabilization Continued

Wage stabilization controls remain
possible under the Price Control Exten-
sion Act since unauthorized wage in-
creases need not be considered in deter-
mining ceiling adjustments. In most of
the large industries wage rate increases
in line with the national wage pattern
were granted during the early months of
this year. In some other industries, how-
ever, wage rates have not risen to the
permitted extent.

General vs. Partial Controls
A major factor in the success of price

control during the war was the inclusive
nature of the controls. Virtually no
major living costs or production costs

were left to the operation of market
forces. Within such a framework of
controls it was possible to clamp a rela-
tively tight price lid on the economy.

The new Act departs from the wartime
system of general price control by per-
mitting important cost-of-living items
to remain uncontrolled, at least for a
temporary period. This change will re-
quire a more flexible control system if
the proper balance among related prices
and between prices and costs is to be
maintained in the period ahead.

Problem of Cost-Price Balance
It appears that the modified price

control system can provide this flexibil-
ity since it embodies more liberal pric-
ing formulae. In effect, this means that

cost-price balance will be obtained at
the expense of further price increases.
Although the improvement in the supply
situation since the end of the war has
taken the edge off the inflationary pres-
sures in some areas of the economy, it
is difficult at present to single out many
important commodity markets where
the demand-supply situation is not
heavily weighted on the side of demand.

The test of the new price control
set-up will be its effectiveness in pre-
venting price and cost increases from
cumulating in spiral fashion and its
ability to minimize price uncertainties
which interfere with the flow of goods
tc businesses and consumers.

Recent Changes in the Price Structure
Recent weeks have brought major

changes in the price structure. Prices
of raw materials have increased more
than the prices of semifinished and fin-
ished goods. Prices in primary and
wholesale markets have risen more rap-
idly than prices at retail.

The pattern of recent price changes
has been extremely varied because prices
are not equally sensitive to changes in
market conditions and because the new
price control law has left some prices
uncontrolled, at least until August 21.
But regardless of the action taken on
the decontrolled prices, the price struc-
ture will continue to be adjusted in the
period ahead not only because of the
provisions of the new price law but also
because many of the price changes that
have already taken place have not yet
had their full effect.

Recent Price Changes in Perspective
In view of the major price changes

Prices rose markedly following
temporary ending of OPA controls
on June 30th. The general index
of wholesale prices increased 10
percent during the 4 weeks of
July—largest advances were regis-
tered in agricultural and food
prices. In contrast, the prices of
many industrial products remained
at former ceilings. In terms of
the BLS consumers' price index,
the price rise in the month ending
July 15 averaged 5y2 percent, on
the basis of preliminary reports.

Actual prices for some agricul-
tural commodities in July exceeded
the peaks reached in the inflation-
ary period after World War I.

which occurred during July, it is of con-
siderable interest to relate these changes
to the price experience during the re-

cent war and to the experience during
and after World War I. (See chart 6.)

The BLS index of wholesale prices at
the start of the present war in Septem-
ber 1939 was substantially higher than
at the beginning of World War I. After
a period of roughly a year and a half of
relative stability which characterized the
price situation in the early phases of
both wars, prices began to move sharply
upward, with World War I prices shoot-
ing forward at a much more rapid pace.

Up to the time the United States en-
tered into the war in April 1917, whole-
sale prices had advanced 60 percent
carrying the general level of prices to a
point almost 45 percent above the level
prevailing just prior to World War II.
The larger percentage rise in the 1914-17
period than during 1939-41 is shown in
the bar chart inserted in the left panel
of chart 6.

Table 1.—Wholesale Prices of Major Commodity Groups: Selected Dates of War and

Commodity group

Combined index _

Economic classes:
Manufactured products
Raw materials
Semimanufactured articles

Farm products
Commodities other than farm products
Foods
Commodities other than farm products and foods

Building materials __
Chemical and allied products __.,
Fuel and lighting materials _
Hides and leather products
Housefurnishing goods
Metals and metal products _
Textile products
Miscellaneous

Index, 1926=100

August
1939

75.0

79.1
66.5
74.5

61.0
77.9
67.2
801
89.6
74.2
72.6
92.7
85.6
93.2
67.8
73.3

Average for month of—

Decem-
ber 1941

93.6

94.6
92.3
90.1

94.7
93.3
90.5
93.7

107.8
90.4
78.4

114.8
101.1
103.3
91.8
87.6

March
1943

104.1

100.7
114.0
93.0

125. 7
99.2

110.5
96.7

110.5
94.8
80.8

117.8
102.7
103. 8
97.4
91.9

July
1945

105.9

101.8
117.5
95.3

129.0
100.7
106.9
99.7

117.5
95.3
84.3

118.0
104.5
104.7
99.6
94.8

June
1946

112.9

107.3
126.3
105.7

140.1
106.7
112.9
105. 6
129.9
96.4
87.8

122.4
110.4
112.2
109.2
98.5

Week ended—

June 29,
1946

112.7

107.8
126. 7
104.4

140.3
106.6
113.4
105.4
130.3
96.9
87.5

123. 8
110.7
111.6
108.5
97.9

July 27,
1946

124.1

119.3
140.2
109.0

157.3
116.8
140.7
108.6
132.6
100.3
90.2

144.0
112.5
113.3
109.5
101.7

Postwar Periods

Percent increase from—

August
1939 to
Mav
1943

38.8

27.3
71.4
24.8

106.1
27.3
64.4
20.7
23.3

127.8
11.3
27.1
20.0
11.4
43.7
25.4

August
1939 to
June
1946

50.5

35.7
89 9
41.9

129.7
37.0
68.0
31.8
45.0
29.9
20.9
32.0
29.0
20.4
61 1
34.4

May
1943 to
June
1946

8.5

6.6
10.8
13.7

11.5
7.6
2.2
9.2

17.6
1.7
8.7
3.9
7.5
8.1

12.1
7.2

July
1945 to
June
1946

6.6

5.4
7.5

10.9

8.6
6.0
5.6
5.9

10.6
1.2
4.2
3.7
5.6
7.2
9.6
3.9

June 29,
to July
27, 1946

10.1

10.7
10 7
4.4

12.1
9.6

24.1
3.1
1.8
3.5
3.1

16.3
1.6
1.5
.9

3.9

Source: U. S. Department of Labor.
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Chart 6.—Wholesale Prices in Two War and Postwar Periods
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1 Figure for July 1946 is a preliminary estimate for the month, based upon weekly data through July 27, 1946.

Source of data: U. S. Department of Labor, except estimate for July 1946.

During our participation in World War
I prices continued an irregular but
strongly upward movement and by the
end of the war, 18 months later, whole-
sale prices had advanced another 27 per-
cent, to a level double that of July 1914.

It should be noted that the system of
price control put in operation during the
first World War was of the selective type
and quite unlike the General Maximum
Price Regulation promulgated in 1942.
The War Industries Board and other
agencies succeeded in holding close to
600 prices in check, mainly those basic
prices which had risen most rapidly in
the prewar period. Large segments of
the price structure remained free to rise,
and they did so, to the extent of rising
about one-fourth during the year and a
half of price control.

The contrast with the behavior of
wholesale prices during World War II is
striking. As may be seen in the middle
panel, and in table 1, wholesale prices
remained relatively stable over the
greater part of the three and three-
quarter years of our participation. Al-
though prices continued upward at a
moderate rate from Pearl Harbor to May
1943, shortly after the President's "hold-

702057—46 2

the-line" order was put into effect, in
the succeeding 28 months of warfare the
total increase in the index of wholesale
prices amounted to about 2 percent.

This record of wholesale price stability
was achieved despite the fact that at the
height of the war effort roughly one-
half of the gross national product went
for war purposes, in contrast to the sit-
uation in World War I when war produc-
tion was a considerably smaller part of
the total.

Inflationary Pressures Stored Up

The very success of the wartime price
regulations, as supplemented by rationing
and priority controls, was a major factor
in building up the inflationary potential
for the current transition period while
industry is reconverting to peacetime
production. The accumulated wartime
shortages of such items as durable con-
sumer goods, the low level of inventories
relative to sales, the substantial replace-
ment needs in many lines of capital
equipment, and the requirements for re-
lief and rehabilitation abroad—all add
up to the highest demand for goods and
services by business and consumers on
record. Moreover, the business and con-
suming public has the purchasing power
required to make these purchases.

Inflationary factors were also present
after the first World War. After a short
recession in the early winter of 1918-19,
the pressure of demand for goods sent
the economy into a severe inflationary
cycle which reached its peak in May 1920
after wholesale prices dropped 44 per-
cent in the succeeding 13 months.

The movement of prices in the two
postwar periods is traced in the right-
hand panel of the chart. During the 10-
month period from VJ-day to June 1946,
the advance in wholesale prices amounted
to 7 percent. Ten months after World
War I, prices at wholesale were but 4
percent higher than at the war's end.
However, prices had turned downward
in the first 3 months after the First World
War, so that the monthly rate of in-
crease after the upswing got under way
was higher than 4 percent and was
sharper than the rise from VJ-day to
June of this year.

Basic Commodity Prices Rise Rapidly

The price increases which occurred
after the lapse of OPA controls on June
30 completely overshadowed the changes
in the preceding period. Actual spot
prices of 28 basic commodities traded on
organized exchanges are shown in table
2 together with their percent changes
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between June 28 and July 31, 1946.
Prices of all but 10 of these products
rose substantially after the lapse of OPA
controls at the end of June, with the
average for all increasing 25 percent over
the month. The recent behavior of the
index of basic commodity prices has al-
ready been described. (See chart 1 on
page 2.)

On July 31, prices of corn, hogs, and
steers were higher than the peaks
reached in the post-World-War-I infla-
tion. Butter also had sold at prices ex-
ceeding the 1920 high, but at the end of
the month the price had receded to a
point approximately equalling the post-
World-War-I high.

It will be noted from the table that
prices on July 31 of 10 commodities in
this group were the same as on June 28.
Quotations on 3 of these—rosin, lead,
and zinc—reverted to June levels with
the recent reimposition of price controls
on these goods, after being higher dur-
ing the ceiling-free interim,

The prices of tin, rubber, burlap, and
sugar remained at June ceilings through-
out the last month, as these prices con-
tinued, in effect, to be set by govern-
mental action. Trading activity for the
remaining commodities—steel scrap and
copper—was at a virtual standstill in
July due to the many uncertainties in
the market situation.

About a third of the 28 commodities
listed in the table remained uncontrolled

Table 2.—Spot Market Trices of 28 Basic
Commodities

Chart 7.—Weekly Wholesale Prices

INDEX, 1926= 100

Commodity
June 28,

1946

Agricultural commodities:
Wheat bushel-_
Corn do
Barley do
Hogs 100 lbs._
Steers_-_ do
Butter pound-_
Lard do
Cotton do
Cottonseed oil l do
Tallow do
Rosin 100 lbs_-

Domestic nqnagricultural
commodities:

Steel scrap:
Chicago ton. _
Philadelphia do

Copper pound-.
Lead do
Zinc do
Print cloth yard-.

Import commodities:
Sugar pound-_
CofTee do
Cocoa beans do
Tin do
Rubber do
Shellac do
Hides do
Wool tops i do
Flaxseed bushel-.
Silk 2 pound..
Burlap do_

Prices (dollars)

July 31.
1946

1.878
1.448
1.440

14. 850
17.000

.560

.140

.310

.143

.086
6.760

18. 750
18.750

.142

.082

.087

.114

.042

.158

.090

.520

.225

.365

.155
1.330
3.350
3.080
.118

Percent
increase

1.988
2.115
1.615
23.125
20. 250

.685

.325

.337

.178

.129
6. 760

18. 750
18. 750

.142

.082

.087

.135

.042

.220

.160

.520

.225

.650

.260
1.440
3.800
7.460
.118

6.4
46. 1
12.2
55. 7
19.1
22.3
32.1
8.7

24.5
50.0
0

0
0
0
0
0

18.4

0
39.2
77.8
0
0

78.1
67.7
8.3

13.4
142.2

0

1 Nominal price quoted in market.
2 Limited trading. July quotation represents average

price paid for a particular grade of silk involved in a large
sale from Government stocks.

Source: U. S. Department of Labor.
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at the end of July but will be returned to
control after August 20, unless action to
the contrary is taken by the Decontrol
Board.

. 10 Percent Rise at Wholesale in July
In terms of the broad index of whole-

sale prices, the rise during the 4 weeks
of July was 10 percent. (See table 3.)
Relative to the level prevailing on VJ-
day, prices were about 18 percent higher.
This rate of increase not only far sur-
passed the change in the first 11 months
after the Armistice in World War I, but
was also greater than the rate of increase
from the lower level of wholesale prices
prevailing in February 1919.

Food Prices Rise One-fourth

Increases in the prices of food and
farm products have been greatest among
the recent price changes. (See chart 7.)
The increase in the food component of
the wholesale price index for the 4 weeks
of July was 24 percent. Meat prices were
up 66 percent, cereal products 21 per-
cent, and dairy products 14 percent. Of
the foods, only fruits and vegetables reg-
istered a decline—a seasonal movement
due to the large supplies flowing to the

markets at this time of the year. De-
tailed price changes are shown in table 3.

The termination of subsidy payments
on major food items contributed to the
price rise in July. It is estimated that
subsidy payments represented no more
than 10 percent of the former retail food
price ceilings, though they were a larger
percentage of wholesale prices. It ap-
pears that the increase in wholesale
prices has exceeded the amount of the
subsidy in all cases, with the possible ex-
ception of butter.

Farm Products Prices Up 12 Percent

Wholesale prices of farm products in
the latter part of July were 12 percent
higher than in the last week of June.
Increases in grain prices were particu-
larly prominent in this group, with ad-
vances averaging 16 percent in the 4
weeks of July. The price of corn rose
higher than the peak reached after World
War I. At $2,115 a bushel at the end of
the month, corn was selling for more
than wheat. The easing of some grain
prices toward the end of July, plus the
fact that prices on futures, particularly
corn futures, were far below current spot
quotations, undoubtedly reflected the
bumper harvest forecast in the latest
crop reports.

Industrial Prices Held to 3 Percent Rise

Industrial prices (shown as "commodi-
ties other than farm products and foods"
in chart 7) underwent far less spectacu-
lar changes than did farm products and
foods, rising only 3 percent during the
free market period. In view of the fact
that some price ceiling adjustments al-
ready set in motion prior to June 30 are
reflected in the July advance, it is evi-

(Continued on p. 23)

Table 3.—Changes in Wholesale Prices,
by Selected Commodity Groups, Week
Ended June 29 to Week Ended July 27,
1946

I

Commodity
group

Per-
j cen t-
I age
| in-
crease i

Meats
Hides and skins___
Cerealrproducts-_ _
Livestock and poul-

try
Grains
Dairy products. .
Oils and fats
Shoes
Paint and paint

materials
Fertilizer materials-
Leather
Furniture
Metals nonferrous.
Drugs
Iron and steel
Cotton goods
Paper and pulp._.

65.7
63.4
21.1

18.6
16.1
14.1
14.1
7.9

7.8
7.1
6.9
3.1
3.1
2.5
2.2
2.1
1.9

Commodity
L L i group

Cement
Brick and tile
Chemicals
Clothing
Hosiery and un-

derwear
House furnishings
Petroleum prod-

ucts
Rayon
Woolen and wor-

sted goods
Automobile tires

and tubes
Lumber
Plumbing and heat-

ing equipment . .
Fruits and vege-

tables

Per-
cent-

crease *

1.4
1.6
1.0

.6

.3

0

0

0

- . 1

- . 2

- 3 . 9
i A minus sign denotes a decrease.

Source: U .S . Department of Labor.
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Business Situation
(Continued from p. 10)

dent that in the case of a large number
of industrial products prices were main-
tained by producers and distributors at
or near ceiling levels.

However, there were a few substantial
advances in this group. The prices of
hides and skins, for example, were 63

percent higher in the fourth week of July
than at the end of June.

Retail Prices Advance Sharply

In some cases, the sharp price in-
creases in primary and wholesale mar-
kets were almost immediately reflected
at the retail or consumer level. Pre-
liminary figures released by the Bureau
of Labor Statistics indicate about a 30

New or Revised Series
Employment and Pay Rolls in the Telegraph Industry: Revised Series for Pages S—11

and S-13 1

(1939=100)

Year Janu-
ary

Employment:
1937
1938
1939
1940
1941
1942
1943

Pay rolls:
1937
1938
1939
1940
1941-.
1942
1943

114. 6
106. 3
99.2
99.4

103.0
113.0
119.8

105.3
98.1
95.7
98.6

106.3
122.0
145.4

Feb-
ruary

114.2
102.4
97.6
97.5

102.7
111.4
119.9

109.7
96.7
96.2
97.1

107.0
121.1
147.9

March

114.4
99.7
98.3
97.8

104.0
111.0
121.1

109.2
96.2
97.1

100.5
107.6
119.7
150.6

April

114.8
99.4
98.8
98.8

105.1
111.2
122.6

110.5
100. 6
97.9
99.6

115.1
127.2
156.1

M a y

115.4
100.3
99.3

100.3
107.0
111.9
124.2

111.1
98.5

101.0
105.4
117.6
129.4
156. 4

June July Au-
gust

116.6
100.5
100.8
102.2
109.8
113.9
126.4

114.8
99.9

102.3
104.3
L19.0
135.0
158.2

117.1
100.4
101.7
103.0
112. 5
115.9
128.2

113.4
97.3
99.9

106.0
122.8
136.3
164.8

116.0
100.3
101.5
102.6
114.1
116.3
129.2

108.9
98.0

100.9
106.1
122.0
135.9
164.5

Sep-
tem-
ber

114.1
100.2
101.6
101.9
114.4
115.9
128.2

110.4
100. 3
103.9
102.7
123.2
139.0
164.3

Octo-
ber

112.6
100.3
100.9
101. 4
113.6
115.4
126.9

106.0
96.4
98.3

103.9
121. 0
137.6
165.2

No-
vem-
ber

111.2
100.3
99.9

100.8
111.8
116.7
125.9

106.0
97.8
99.5

105.3
116. 2
135.4
167.5

De-
cem-
ber

109.1
100.6
100.4
102.2
111.9
118.0
124.0

111.0
106.5
107.2
114.0
133.1
150.9
170.8

Month-
ly aver-

114.2
100.9
100.0
100.7
109.2
114.2
124.7

109.7
98.9

100.0
103.6
117.6
132.5
159.3

1 Compiled by the U. S. Department of Labor, Bureau of Labor Statistics. Employment and pay-roll data for the tele-
graph industry were formerly combined with the telephone industry and separate figures are available only beginning
1937. Indexes (on a 1929 base) back to 1929 for the two industries combined are on pp. 46 and 52 of the 1942 Supplement
to the Survey. Data exclude messengers and approximately 6,000 employees of general and divisional headquarters
and of cable companies. For data beginning January 1944 see pp. S-ll and S-12 of the March 1945 SURVEY and later
issues.

percent increase in the retail cost of
meat during the 30 days to July 15 and
about a 20 percent rise in the prices of
dairy products. For all foods combined,
the price rise was 13 percent in the one-
month period.

Retail prices of living essentials other
than food products rose about 1 percent,
according to the preliminary figures.
Rents were not surveyed in July.

Cost of Living Up 5J4 Percent

The June-July increase in the over-all
consumers' price index is tentatively
placed at 5̂ 2 percent. This is probably
the largest monthly rise since the Bureau
of Labor Statistics began collecting cost-
of-living data in 1913. It may be noted,
however, that the full amount of the
recent increase may not have repre-
sented a net addition to the prices paid
by some consumers, since trading at
higher-than-ceiling prices was not gen-
erally reflected in the cost-of-living in-
dex for previous months.

Whether general retail prices will con-
tinue to reflect the substantial price in-
creases in primary markets in July will
depend in large part on the actions of
the Decontrol Board and other control
authorities with respect to the reim-
position of ceilings on uncontrolled com-
modities.

Cotton and Rayon Woven Goods Finished, Production: New Series for Page S-39 1

[Thousands of linear yards]

Year and quarter

COTTON GOODS
1939:

Total
Quarterly average

1941:
Total
Quarterly average

3943:
J anu a ry- M arch. _ _ _ _
April-June
July-September-. _...
October-December

Total
Bleached
and white
finished

Total
Quarterly average

1944:
January-March
A pril-J ane
Jul y-September... _
October-December

Total
Quarterly average

1945:
January-March
A p r il-Ju ne
July-September
October-December

Total -
Quarterly average .

050,065
262, 516

519, 520
629,880

960,655
906, 228
784,187
752, 038

, 403,108
, 850, 777

764,805
734, 637
573, 765
656, 394

729, 601
682,400

730,355
733,131
428, 370
555,090

446, 946
611, 737

2,174, 352
543, 588

3,054, 821
763, 705

990,078
959, 968
875, 857
855, 701

3, 681, 604
920,401

825,004
817,843
752, 537
789, 062

3,184, 446
796,112

825,860
822, 022
723, 360
778,405

3,149, 647
787,412

Plain dyed
and

finished

Printed
and

finished

1,431,938
357,985

2,112,435
528,109

638,628 I
634,659 j
(iO.5,804
600,325

2, 479, 416
619,854

628, 707
014, 995
561, 522
582,113

2, 387, 337
596,834

595, 262
617.322 |
458,746 "
456, 642

2,127, 972
531, 993

1, 443, 775
360, 944

1, 352, 264
338, 066

331, 949
311,601
302, 526
296, 012

1, 242,088
310,522

311,094
301,799
259,706
285, 219

1,157,818
289,455

309,233
293, 787
246,264
320,043

1,169. 327
292, 332

Year and quarter

RAYON GOODS
1939:

Total
Quarterly average

1943:
January-March
April-June
Jul y-September
October-December

Total
Quarterly average

1944:
January-March
April-June
J nly-September
October-December- - -

Total
Quarterly average--.

1945:
J ami ary-M arch
April-June
July-September
O ctober-D ecember..

Total
Quarterly average-. .

Total

1,252,710
313,178

434, 662
410, 785
378, 985
406,892

1,631,324
407,831

424, 210
406, 390
370,462
408, 504

1, 609, 566
402, 392

412, 459
397,045
350,609
380,194

1, 540, 307
385,077

Bleached Plain dyed
and white and

finished finished

(2) j 2 972,956
(2; ! 2 243,239

39. 792
54,413
57, 287
67, 287

218, 779
54., 695

60.212
47, 837
37, 782
42, 245

188,076
47, 019

50,533
54,547 i
48, 699
43, 541

197, 320
49, 330

297, 204
266, 815
242. 405
247, 570

1,053,994
263, 499

261, 262
264, 550
252.073
269, 405

1,047,290
261,823

274,757
263,466
232,870
259, 718

1,030,811
257,703

Printed
and

finished

279, 7M
09, 93H

97, fi(w".
89, 557
79, 29::

358, 551
89, 638

102, 736
94,003
80,607
96, H.r»4

374, 200
93, 55V

87,169
79,032
69,040
76, 93.5

312,17f.
78,044

1 Compiled by the U. S. Department of Commerce, Bureau of the Census. Data for 1939
are from the Census of Manufactures for that year; later data are compiled from reports
to the Civilian Production Administration (formerly the War Production Board). For
1941, only establishments which were primarily processors of cotton goods were canvassed;
therefore complete data for rayon goods are not available for that year. Beginning 1943,
data are reported by finishers who account for practically the entire output of the indus-
try. Estimates are included for a few producers whose reports are not received regularly.

Rayon fabrics are defined as fabrics containing 51 percent or more rayon by weight.
Rayon means synthetic yarns made by the viscose, cup ramnionium, and cellulose acetate
processes; for the purpose of this report, fabrics made from nylon and other synthetic
fibers are included. Fabrics containing 25 percent or more wool are not included in the
cotton goods series. The quarterly data cover 13-week periods.

2 Bleached and white finished fabrics included with dyed and finished; data not
collected separately.
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THE BUSINESS SITUATION
By the Office of Business Economics

BUSINESS DEVELOPMENTS during
the summer months have generally

reflected the continuing pressure of de-
mands, as evidenced clearly by the sub-
stantial rise in prices both during the
lapse in OP A controls and after the re-
imposition of ceilings. These rising
prices have been accompanied by a con-
tinued advance in industrial output, but
the distribution data give a much less
clear indication of expansion in con-
sumption.

Certainly, there was in July, when
prices were rising largely under the free
play of market forces, an evident tend-
ency for inventories to increase at a rate
well beyond the growth of the preceding
months. Rising prices of themselves
contribute to the increase in the dollar
volume of inventories, although the di-
rect influence of advancing prices can-
not account for more than a fraction of
the actual increase. It is true, of course,
that in some instances the upward price
movement impeded the smooth flow of
goods through distributive channels,
especially as there was considerable un-
certainty as to the price quotations that
would prevail if and when controls were
restored, as they eventually were in
modified form. It is true, likewise, that
inventories are not at present excessive
in terms of the current level of sales.

The price rise has been an important
factor in the sharp advance in the flow
of income payments to individuals, par-
ticularly through its influence upon the
income of the farm population. How-
ever, nonagricultural income has also
been increasing.

Questions of Balance Raised

During any broad forward movement
of the economy, it is inevitable that ques-
tions of balance arise. These are espe-
cially hard to answer at a time like this
not only because of our imperfect knowl-
edge and measurements of what is hap-
pening, but also because of the difficulty
of determining what constitutes balance
at a given time among dynamic factors.
Thus, during the second half of the cur-

The Month in Review

The broad trends in business activ-
ity continued upward during the
summer months, with incomes, pro-
duction, and employment increasing,
but with consumption trends ob-
scured by the difficulty of allowing for
the influence of price advances.

Notwithstanding these generally
rising tendencies, the economic spot-
light was directed on developments
which may have significance for the
future course of production and dis-
tribution: (1) the accelerated inven-
tory accumulation in July which fo-
cused attention on this factor of
temporary strength on the demand
side, even though inventories are still
low in relation to current sales; (2)
the tendency of recent retail sales in-
creases to no more than match the
increases in commodity prices; and
(3) the declining stock market trend
which, by early September, had wiped
out the full gain made during the pre-
ceding year.

Both wholesale and retail prices
advanced further in August, due to
upward ceiling adjustments and the
continuance of free-market pricing
for many agricultural commodities.
As a result of a series of decontrol ac-
tions, approximately half the con-
sumer's food budget has been freed
of price ceilings.

Partly because of the influence of
rising prices on farm income and the
further rise in wages and salaries, in-
come payments to individuals rose
markedly in July to a seasonally ad-
justed annual rate of 169 billion dol-
lars. The previous high month was
February 1945, when a rate of 165 bil-
lion dollars was reached.

* * * * *

Most of the statistical series used
in this review of the business situa-
tion will be found in the statistical
section at the back (pp. S-l to S-40).

rent year, it is generally expected that
more units of consumer goods will reach
the market; but it is obvious that unit
prices of most such goods will be higher.
Hence, it must be equally obvious that
in order for balance to be preserved be-
tween production and consumption, con-
sumer expenditures must rise by an
amount large enough to cover both the
price and volume increases.

If consumer expenditures do not rise
to that extent, then a portion of the
consumer goods produced during the pe-
riod will accumulate in unwanted busi-
ness inventories. The rise in business in-
ventories that has been under way since
VJ-day at varying rates of accumulation
should be weighed against such a back-
ground. It is clear that the rate of ac-
cumulation rose during July, even though
the difficulty of making a precise allow-
ance for the upward valuation caused by

price increases obviates any attempt to
measure the exact extent of the rise.
Furthermore, at this season of the year,
it is usual for businessmen to accumulate
stocks of certain types of goods and this
seasonal element must also be allowed
for.

Nevertheless, it is well to keep in mind
the fact that any accumulation of busi-
ness inventories in physical units means
that production is exceeding final prod-
uct consumption and puts the community
on notice that sooner or later inventories
will reach the level which business men
will regard as adequate. Beyond that
point there must be an offsetting rise in
consumption if there is not to be a de-
cline in production or prices, or both.

Stock Prices Decline

A feature of recent weeks attracting
widespread comment in the business
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press, was the continuation of the de-
cline in stock prices that began in June
and has now extended without serious
interruption over a period of three
months. Stock price averages in early
September were not much above the
levels that prevailed at the end of the
war and represented a decline of ap-
proximately one-fifth from their early
June peak. It is as usual difficult to
interpret the significance of this de-
cline. However, unless and until a re-
versal in stock price movements occurs,
it must be recognized that a decline of
the magnitude experienced may react
on business plans and consumer atti-
tudes and have some influence upon the
shape of future tendencies.

Current and impending business de-
velopments will best be understood if it
is kept in mind that the American econ-
omy is now going through one of the
most dynamic periods in time of peace.
Many factors and relationships are, so
to speak, in an unusually fluid condi-
tion. Hence, striking changes are to be
expected as aftermath-of-war influences
wane and supply and demand are
brought into closer balance. At pres-
ent, the forces making for expansion are
in the ascendency, but some of these
forces are temporary in character and
not all of the present movements are in
the direction of balancing economic rela-
tionships. Some are quite the reverse.

Decontrol Board's Decision

In accordance with the provisions of
the Price Control Extension Act of 1946,
on August 21 the newly created Decon-
trol Board ordered restoration of price
ceilings on livestock, soybeans, cotton-
seed, flaxseed, and their products, but
decided that grains and dairy products
should continue free of price control.

In its findings on livestock and meats,
the Board concluded that the rise in the
prices of these products above previous
ceilings plus subsidies was "unreason-
able," that meat supplies would continue
for some time to be short in relation to
demand at "reasonable prices," and that
enforcement of their price ceilings was
practicable and feasible. On the average,
the new retail ceiling prices on meats
are about 14 percent above June 30 prices
and about 15 to 25 percent below the
July-August highs. Actually, the roll-
back is relatively larger at retail and
wholesale than at the farm level because
of the resumption of subsidy payments
to livestock slaughterers.

Additional Foods Decontrolled

The Price Control Extension Act also
provided for monthly determination by
the Department of Agriculture of farm
products which are "in short supply" and

Chart 1.—Weekly Wholesale Prices
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Source of data: U. S. Department of Labor.

for the automatic decontrol of products
not certified to be "in short supply." The
first such list was issued at the end of
August and omitted all fresh fruits and
vegetables, with only minor exceptions.
A number of processed fruits and vege-
tables were also freed from price control
by this action.

As a result of the decisions of the De-
control Board and the Department of
Agriculture, approximately half of the
consumer's food budget remains free of
price ceilings.

Wholesale Price Rise
The response of the official price in-

dices, to the various developments on the
price front is illustrated in table 1 and
chart 1. In the 5 weeks ending August
31 the wholesale index rose 3.3 percent,
bringing the total increase to 14 percent
since June 29, and 22 percent since VJ-
day. Consumer prices also extended
their July rise into August, resulting in.
a total increase in the index of 8 percent
since June.

Food prices continued to pace the
. over-all advance. The August wholesale

price rise of 7 percent, although only
about one-fourth as large as the pre-
vious month's increase, was substantially

in excess of any monthly advance in the
preceding period of control. Meat prices,
which had featured the July upsurge,
advanced another 14 percent at whole-
sale during August. Part of the increase
since June, of course, was accounted for
by the elimination of subsidy payments.
A further reduction in the prices of
fruits partially offset the rise in other
food prices.

Wholesale prices of farm products for
the week ending August 31 were virtually
unchanged from late July quotations,
with somewhat higher livestock and
poultry prices offsetting lower grain
prices. The latter were primarily af-
fected by the encouraging supply situa-
tion in grains, which helped reduce
prices well below the highs reached after
the OPA controls were lifted. Signifi-
cantly, futures prices did not experience
the same degree of movement as cash
prices, being more influenced by crop
prospects.

Industrial Prices Higher

Industrial prices remained steady in
late August, after rising earlier in the
month. As may be seen in the chart,
prices of goods other than farm prod-
ucts and foods rose 2 percent from July
to August and on August 31 were 5 per-
cent over the June 29 average. Diver-
gent price movements were most pro-
nounced within this group.

Leather products prices continued to
advance sharply with prices for the
week ending August 31 about 13 percent
above late July quotations and 21 per-
cent higher than in June. August in-
creases in leather prices largely reflected
higher July prices for hides and skins.
With the return to price controls, the
latter declined sharply in August, but
were still one-fourth above late June
levels. Of the other increases those
in textile and petroleum products were
the most prominent.

Largely offsetting these major price
advances were the price reductions made
possible by the return of many items to
ceiling prices on July 26. The drop in

Table 1.—Wholesale and Consumer Prices
[July 1945=100]

Year and month

1945:
July
December.

1946:
January...
February.
March
April
May
June
July_.
August

Wholesale
price index

100.0
101.1

101.1
101.7
102.8
104.1
104.8
106.6
117.4
122.9

Consumers'
price index

100.0
100.4

100.4
100.2
100.6
101.3
101.8
103.0
109.0
111.1

Source: U. S. Department of Labor indexes recom-
puted to July 1945 base.
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the prices of hides and skins has already
been noted. Other significantly lower
prices in August included inedible oils
and fats, down 12 percent; drugs, down
4 percent; and paint materials down 3
percent.

Consumer Durables Ceilings Raised

Upward ceiling adjustments were wide-
spread in August, largely to conform to
the provisions of the new price control
law. Important increases were granted
to meet the basic requirement that
dealers and distributors in reconversion
industries be allowed peacetime margins
as long as sales remained substantially
below prewar levels. For example, an in-
crease of 7 percent in retail automobile
prices was granted August 12 under this
provision. Other increases to restore
earlier distributor margins were made on
August 15 when OPA announced upward
ceiling adjustments for 20 other types of
consumer durables, ranging from 3 per-
cent for small electric appliances to 9
percent for electric kitchen stoves.

Cotton Textile Prices Up

The new price law requires that ceil-
ings on cotton textiles reflect changes in
the price of raw cotton. The OPA an-
nounced further substantial advances in
textile ceilings in August, bringing the
total increase this year to 30 percent.
At the same time it was announced that
further adjustments would be made as
often as once a month, depending on the
changes in the price of raw cotton.

It is still too early, of course, to deter-
mine the effects of the provision in the
new law forbidding the use of the maxi-
mum average price plan on the supply
of lower cost clothing. At present, the
Civilian Production Administration and
OPA are contining to cooperate in their
efforts to stimulate, through priority
ratings and incentive pricing, an in-
creased supply of textile materials for
lower cost garments.

Move Toward Input-Output Balance
Evidences are increasing that the out-

put of finished goods is moving toward
a balance with the input of the factors
of production—manpower and mate-
rials. Such a shift tends to be concealed
in the usual production and shipments
indices, but it is proceeding even though
the mid-summer rise in inventories was
very marked. Much less time and en-
ergy are now being consumed in organ-
izing the reconverted industries for
peacetime production.

Perhaps the new phase of the transi-
tion is best typified by the attainment of
a 4-million-car-a-year rate in the auto-
mobile industry and by the posting of
"immediate delivery" signs in stores sell-

ing some of the less complex types of
durable consumer goods. There are
other portents of the change: Passenger
car tires again may be seen on dealers'
shelves, reflecting an output rate of 60
million per annum so far this year; chil-
dren's wheel goods are no longer being
grabbed up as soon as they are put on
display; and nylon lines are disappear-
ing.

There is still considerable distance to
go in balancing the input-output rela-
tionship, since the mass production in-
dustries are not yet operating at full
speed. Moreover, some supply lines have
yet to be filled, even though the over-all
addition to inventories of raw materials
and goods in process, has already been
large. In a few cases, final assembly is
being delayed because of shortages of
particular materials or parts.

Consumer Goods Supplies Increasing

The production curve of finished goods
from the reconverted consumer durable
goods industries has been rather con-
sistently upward, although in some of

the nondurable goods lines output has
tended to level off and in a few instances
moderate declines from peak levels oc-
curred (see table 2). To some extent the
decreases in these industries were due
to seasonal factors and to holidays. On
balance, however, consumer supplies
have been increasing and, in some in-
stances, are at levels considerably in ex-
cess of the prewar volume.

The base period indicated in the table
represents on the whole a year of rela-
tively high production by prewar stand-
ards. Its purpose as used here is in-
tended to serve simply as a measure of
gaging production during the transi-
tional period, not as an indication of pro-
duction goals which are generally much
higher.

The progress in the manufacture of
household appliances can be noted in
the generally rising trend of shipments
since the first of the year. With the
exception of refrigerators and sewing:
machines, current production is well
above the base period for the items for
which base period data are available.

Table 2.—Shipments or Production of Selected Consumer Goods *

Consumer durable goods (exclud-
ing automotive):

Refrigerators, mechanical-.
Washing machines and ironers
Vacuum cleaners
Radios .
Sewing machines ._
Electric irons
Electric ranges .
Domestic cooking stoves and

ranges, except electric ranges.
Domestic small electric cooking

appliances:
Broilers
Coffee makers and urns (glass

and metal).
Hot plates
Automatic toasters
Nonautomatic toasters

Heating pads and blankets
Domestic heating stoves, all

types.
Electric fans
Air heaters, convector and radi-

ant type.
Automotive and related products:

Passpnger automobiles 3

Passenger car tires .
Automotive replacement batter-

ies.
Motor gasoline, excluding avia-

tion.3

Apparel and footwear:
Men's and youth's suits, sum-

mer and winter weight.
Women's hosiery, total

Silk
Nylon
Rayon and other

Boots and shoes, other than rub-
ber.

Miscellaneous:
Cigarettes 6

Unit

Thousands..
do
do
do
do
do
do
do.

. . . . do
do.

do
do
do.
do
do

— . do
do

. . do
Millions.

. . . do

Mil. bbls. . . .

Millions

Mil. prs
do
do
do

. do

Billions

Base period

Year

1940-41
1940-41
1940-41
1940-41

1941
1940

1940-41

C2)

(2)
(2)

1940
1940
1940

1940

1939

1940
1940
1940
1940
1940

1940

Monthly
average

309
158
156

1,100
67

380
47

-

4 308
4.2
1.2

50.1

2.1

57.5
43.5
3.0

11.1
33.7

15.1

ary

123
171
120
564

14
314
29

352

107
81

147
29
55

293
319

85
242

59
4.7
1.8

59.6

1.9

50.3

26.6
23.7
41.2

27.5

ruary

67
97

128
705
13

340
21

249

96
60

160
67

108
190
231

112
168

48
4.6
1.7

53.8

1.7

47.3
0

27.3
20 0
43.7

25.4

March

107
129
162
919
28

454
25

294

97
72

179
73

133
208
263

185
175

90
5.3
1.7

59.8

2.1

50.5
0

30.3
20.2
48.0

28.8

April

143
184
174

1,076
28

473
31

373

71
66

181
72

159
288
305

219
213

150
5.5
1.7

59.3

2.1

50.4
1

29.7
20.6
49.4

28.8

May

196
193
166

1 017
31

430
31

291

63
91

135
53

150
285
234

252
148

153
5.7
1.6

63.0

2.0

53.4
6

31.4
21.4
49.3

33.0

June

210
212
180

1,306
27

559
46

294

80
122

178
106
199
283
286

261
138

142
4.9
1.4

62.0

2.0

49.6
8

29.0
19.8
44.9

28.8

July

220
205
197

1,276
35

502
57

300

(3)

<*>

/ j \

293

220
4.8
1.2

64.5-

<*>

44. T
1.1

26.4
17.2
40.0

27.9

1 Data represent shipments for consumer durable goods, and production for all other items except cigarettes which are-
withdrawals for consumption. Data shown in the table are the latest available, except for passenger automobiles and.
motor gasoline (see footnote 3 for August data for these items).

2 Not available.
s August figures: Passenger automobiles, 245,000; motor gasoline, excluding aviation, 66,000,000 barrels.
* Represents factory sales.
s Negligible.
6 Represents large and small cigarettes and includes tax-paid and tax-free withdrawals for consumption.
Sources of data: U. S. Department of Commerce based upon data from various governmental and private agencies..
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Chart 2.—Business Indicators
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The volume of small electrical appliances
for June, the latest month for which
figures are available, was on the whole
close to or above the early months of
the year. Production of domestic cook-
ing and heating stoves continued high,
but below the peak month.

Passenger Car Production Gaining
Assemblies of passenger cars have

been increasing rather steadily since the
settlement of the work stoppage at the
General Motors plants last February, ris-
ing from 48,000 in the latter month to
245,000 in August. Despite the large
gain, output in the latest month was
still considerably below the prewar
volume.

Output of replacement batteries in
recent months has been declining due
chiefly to the tight lead supply situa-
tion. Temporary work stoppages in July
reduced the output of passenger car
tires.
Men's Apparel Continues in Short Supply

Despite the shortages which have pre-
vailed in men's suits, there has been no
apparent increase in recent months in
new supplies. Output has remained rel-
atively unchanged since last March and
April when just over 2 million garments
were cut. Monthly production this year
has averaged approximately 2 million
suits, or at an annual rate of 24 million.
This compares with actual production of
24.7 million in 1939, on the basis of Cen-
sus of Manufactures data. The CPA in-
centive program, designed to step up the
output of low-end types of clothing
through the allocation of fabric and
through price adjustments, will con-
tinue in effect throughout the present
quarter.

The sharp drop in shoe production in
July was the result of workers* vacations
and of the finished leather situation.
Shipments Fall Off in July

Over-all manufacturing output in-
creased in July, but as pointed out above
a part of the output was held in manu-
facturers' hands. Manufacturers' ship-
ments were down 1 percent from June on
a daily average basis. The decline cen-
tered in the nondurable goods industries
and may be attributed in part to price
uncertainties. In the case of textiles
and apparel, however, the decrease was
partly due to seasonal factors. The to-
bacco and meat-packing industries were
the only groups in nondurable manufac-
turing to register gains in July.

Total shipments in the durable goods
industries in July continued the rise
which began in February, but decreases
were reported for lumber and transpor-
tation equipment (other than automo-
biles).

September 1946

Inventory Replenishment

Although goods are still flowing into
business inventories at a high rate, these
inventories are not excessive at the pres-
ent time in relation to the volume of
business being handled—rather there is
still some distance to go before they
would be classed as adequate on the basis
of past relationships, or in terms of the
convenience of the manufacturer or
processor and the consumer. Neverthe-
less, it is well to keep in mind the magni-
tude of the current flow of production
into inventories, and what will happen
to total demand when there is no
longer a requirement for filling the busi-
ness pipelines.

Inventory Change

The actual magnitude of the inventory
factor is not measured by the net figures
which are published each month (see
table 3). Over the entire period since
the end of the war there have been much
larger changes in the gross figures. This
is a temporary, unusual condition asso-
ciated with the liquidation of war goods
inventories transferred by the manu-
facturers to the Government. The size
and character of these transactions will
be analyzed in an article which will ap-
pear in the next issue of the SURVEY.

It is sufficient here to point out that
the addition to manufacturers' invento-
ries since VJ-day up to August had been
about 7 billion dollars. This 7 billion
dollars was reflected in an increase of
nearly 2 billion dollars in the net amount
of inventories by reason of the subtrac-
tion of about 5 billion dollars of goods
turned over to the Government. During
this same period wholesalers and retail-
ers added 1.7 billion dollars to the value
of their inventories. Part of this in-
crease, of course, reflects rising prices.
Inventories Low in Relation to Sales

By July, the value of manufacturers'
inventories were about in line with the
prewar relationship to the value of sales;
inventories in distributors' hands were
still low on this same comparative basis.
But in both instances there was room for
further increase, because manufactur-
ers' sales were in a rising phase with in-
creasing production.

In July, the expansion in inventories
was much larger than in the average
month since VJ-day. The increase was
general. Distributors' stocks increased
by about 500 million dollars, of which
350 million dollars was in retail trade.

Manufacturers' inventories rose more
than 800 million dollars. Since July was
an unusual month, by reason of the fact
that most price controls were temporarily
lifted, it is necessary to examine carefully
the nature of this rise in order to ap-
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praise the significance of this large in-
crement.
Redistribution of Inventory Increase

First, looking at the distribution of the
inventory increase as between the non-
durable and durable goods manufactur-
ing industries, we find that more than
three-fifths of the increase was in the
nondurables. More than a third was in
food lines, and only about half of this
could be attributable to seasonal in-
creases. The remainder was spread
pretty generally throughout the other
industries. In the durable goods field,
there was no significant bunching of the
increase; as in the case of nondurables,
aside from food, it was rather generally
distributed.

Second, viewing the holdings accord-
ingly as they are distributed among raw
materials, goods-in-process, and fin-
ished manufactures, we find that half of
the total increase in manufacturers' in-
ventories was in raw materials. The
other half was about equally divided be-
tween the in-process materials and fin-
ished goods.

Under conditions of advancing prices
such as prevailed in July, it is reasonable
to expect that the dollar inventory totals
were affected directly by changes in val-
uation of newly acquired stocks, and by
some irregularity of movement of goods
through business channels.
Prices a Factor

It is not possible, of course, to assess
the influence of rising prices on the in-
ventory figures reported. The usual in-
dexes do not provide the answer, because
of the lag in costs of currently held in-
ventories. But even a generous allow-
ance for this price factor would not alter
materially the picture of considerable
accumulation in this month. That the
second factor—i. e., irregularity of move-
ment—was operative is evidenced by the
increase in manufacturers' inventories of
finished goods. These inventories nor-
mally do not change much from month-
to-month since manufacturers generally
send these goods into distributive chan-
nels promptly. The July increase in
stocks of finished goods was by a con-
siderable margin the largest monthly
rise on record. In the valuation of these
goods one would not expect the price
advances of the month to be a factor by
reason of the common method of valuing
such inventories and, importantly, by
the length of the production process.
Total Business Inventories

Total book value of inventories held
by business at the end of July aggregated
30.2 billion dollars, compared with 26.7
billion dollars at the end of August 1945.
Of this July total, manufacturers held 18
billion dollars. As pointed out above,

these inventories in the aggregate are
low in relation to the volume of business
rather than the contrary, with the major
deficiencies in distributors' stocks. Fur-
thermore, while manufacturers' inven-
tories are about in line with sales, the
latter are rising in important segments,
and manufacturers' inventories still lack
much in the way of balance.
Income Payments Spurt

Total income payments to individuals
scored one of the largest monthly gains
on record in July. The unusual size of
the July rise may be seen in the third
panel of chart 2. The seasonally ad-
justed annual rate of payments for the
month was approximately 169 billion
dollars, which compares with a rate of
162 billion dollars in the preceding
month and a rate of 165 billion dollars
in February 1845, the previous high
month.

Practically all of the major com-
ponents registered increases in July,
after adjustments for seasonal factors.
By far the largest gain was in agricul-
tural income payments—due to the very
heavy marketings and the important
price increases during the month. In-
creases in basic wage rates effective on
July 1 boosted military and civilian
Government pay rolls substantially,
even though the size of the armed forces
and the number of civilian Government
employees continued to decline. There
were further -increases in pay rolls in
manufacturing, mining, and construc-
tion industries.

The only important decline during the
month was in mustering-out payments
to discharged military personnel.
Retail Sales Rise With Prices

An interesting and, perhaps, signifi-
cant current economic development is
that consumer purchases of goods as re-
flected in retail sales, while continuing
high, have shown but little change on a
seasonally adjusted basis since Febru-
ary. This leveling off in total sales of
retail stores is evident in table 4 showing
the unadjusted and seasonally adjusted
indexes through July.

Preliminary data for August indicate
that daily average sales were 4 percent
larger in dollar terms than in June. On
a seasonally adjusted basis, this repre-
sents an 8 percent advance over June.
The latter percentage rise approximates
the increase in retail prices.

The table also clearly points to the fact
that the leveling off has taken place in
purchases at nondurable goods stores.
Following the sharp rise of almost 20
percent from VJ-day to January of this
year, seasonally adjusted sales of these
stores in July did not move above the
January dollar total, notwithstanding
higher prices and the increased avail-

Chart 3,—Business Indicators
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Chart 4.—Labor Force
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ability of some goods. Sales of durable
goods stores, on the other hand, con-
tinued to gain as additional supplies of
consumer durables became available.

An analysis of recent trends in sales by
lines of business will be presented in an
article in the October issue of the SUR-
VEY, which will also discuss the areas in
which expansion and contraction are
likely to occur. With further increases
in the output of consumer durable goods
and of those nondurable goods where
production is still restricted by the same
fundamental factors, it will be necessary
for total retail sales to rise markedly, if
the sales of other goods are to be main-
tained.

As a prelude to next month's detailed
analysis, it might be stated that during
the first seven months of this year, con-
sumer spending (or saving) has borne
the same relation to income as in pre-
war experience, but the pattern of
spending has been quite different from
prewar. A relatively larger amount of
the income is being spent on nondurable
goods and luxuries and a smaller amount
on durable goods. Part of this pattern
has been the result of the return of vet-
erans who now purchase through retail
channels and who have had to replenish
their civilian supplies and, in many
cases, establish new households.

Uptrend Continues in Construction

Construction activity, representing a
major part of current capital formation,
continued to increase through August.
The total estimated value of new con-

struction work put in place in the latter
month was 1,039 million dollars, an in-
crease of 6 percent over July and almost
two and one-half times the figure for
August 1945. All of the major types of
construction have been sharing in the
uptrend.

Under the impetus of the Veterans'
Emergency Housing Program, the em-
phasis continues to be on residential
construction, which has been for many
months a steadily increasing proportion
of the total. From 9 percent of total
new construction in March 1945, resi-
dential construction has increased to 37
percent in August 1946. As with all new
construction, however, both the absolute
and the relative rates of increase in resi-
dential construction are lower now than
in the spring.

Despite restrictions on nonresidential
building in effect since March 26, ex-
penditures for this type of construction
continued to rise in August. This in-
crease is due in part to the large back-
log of work started before the March
deadline and in part to the big volume
authorized by the Civilian Production
Administration up to the end of May.
Even allowing for these factors, and for

the possibility of cost increases between
the authorization of a project and the
award of the construction contract, the
volume of contract awards for nonresi-
dential building and the value of this
type of work put in place have remained
surprisingly high.

Commercial Construction Declines

Commercial construction has felt the
influence of the construction limita-
tions earlier than industrial construction
and other types of nonresidential con-
struction and has actually begun to de-
cline. Expenditures for private com-
mercial construction reached 120 mil-
lion dollars in June and 119 million
dollars in July, but declined to 111 million
dollars in August.

Construction other than nonfarm
building construction has increased
about as rapidly as residential construc-
tion in the last 6 months. The princi-
pal increases in construction of these
types have been in highway and farm
construction, types of work where the
rapid increases since the early part of
this year represent the combination of
a customary big seasonal increase with
the underlying postwar recovery.

Table 3.—Book Value of Business Inventories
[Millions of dollarsl

End of month

1945:
August—
December

1946:
January—
February.
March
April
May
June
July i

Total

26,713
26, 388

26, 601
27, 073
27, 746
28, 021
28. 374
28,819
30,162

Retailers

6,653
5,825

5,974
6,229
6,542
6,771
6,982
7,114
7,479

Wholesalers

3,759
4,275

4,258
4,254
4,377
4,412
4,458
4,498
4,642

Manufacturers

Total

16,301
16,288

16, 369
16. 590
16,829
16,837
16,934
17, 207
18,041

Raw mate-
rials

7,660
7,940

7,975
8,043
8,073
8,107
8,003
8,017
8,464

Goods in
process

4,017
3,550

3,583
3,648
3,852
3,904
4,013
4,149
4,322

Finished
goods

4,624
4,798
4,811
4,899
4,904
4,826
4,918
5,041
5,255

i July figures preliminary.

Source: U. S. Department of Commerce.

Table 4.—Retail Sales, All Stores
[Indexes, 1935-39=10011

Year and month

1945:
August.. _
December

1946:
January, _
February.
March
April
May
June
July

Without seasonal adjustment

Total

190
260

206
215
226
240
242
242
235

Durable
goods
stores

113
168
138
143
157
179
200
200
200

Nondura-
able goods

stores

216
290

229
239
248
260
256
256
246

Seasonally adjusted

Total

196
217

238
243
242
236
237
239
247

Durable
goods
stores

115
141

166
172
174
180
187
190
201

Nondura-
ble goods

stores

223
242

261
267
2C4
254
253
255
262

i Indexes are on a daily average basis.

Source: U. S. Department of Commerce.Digitized for FRASER 
http://fraser.stlouisfed.org/ 
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Moratorium on Federal Construction
On August 6, a moratorium was put

into effect on new federally financed con-
struction. Through September, Federal
agencies are not allowed to award any-
new construction contracts, except for
veterans' housing and hospitals and a
few special programs. For 6 months
thereafter, a careful screening of new
Federal projects is to be made so that
only those projects which cannot be de-
ferred will be permitted to start during
this period. The effect of the mora-
torium on the value of construction put in
place will, of course, be very slight during
1946.

1946 Goals Imply Further Increases

The volume of new permanent hous-
ing placed under construction remains
on the rough plateau reached in April
and May, after the extraordinarily rapid
increases of the early months of the
year. According to the Bureau of Labor
Statistics, a total of 64,400 new perma-
nent family units were started in July,
slightly more than in June, but still some
5 percent below the number begun in
the peak month of May. For the first
seven months of the year, a total of 401,-
000 new permanent units were started,
of which 398,000 were privately financed.
To reach the goals of the Veterans'
Emergency Housing Program for 1946,
an average of over 87,000 new permanent
units will need to be started per month
from August to December, 36 percent
more than were started in July.1

Steady Gain in Industrial Outlays
Notwithstanding the difficulties in ex-

panding business investments in plant
and equipment, in part due to compet-
ing claims of the housing program for
materials and labor, planned capital
expenditures for the period ahead con-
tinue to rise. Planned expenditures on
new plant and equipment by nonagri-
cultural business aggregate 3.2 billion
dollars for the third quarter of 1946, ac-
cording to the quarterly survey con-
ducted jointly by the Department of
Commerce and the Securities and Ex-

1 The present distribution of the total
housing goal for 1946 differs somewhat from
that shown in the August Survey; the re-
vised program for units to be started in 1946
is as follows:

New permanent dwelling units__ 838, 000
Conventional units-_ 738,000
Prefabricated units._ 100, 000

Conversion units 100,000
T e m p o r a r y r e u s e (quota

units*) 212,000
Trailers 50,000

Total 1, 200, 000
*A quota unit consists of one family

dwelling unit or of two dormitory units.

change Commission. This compares
with planned outlays of 2.9 billion dollars
in the second quarter of 1946, actual
outlays of 2.2 billion dollars in the first
quarter of the year, and average quar-
terly outlays of 1.6 billion dollars dur-
ing 1945 (see table 5).

If third quarter plans eventuate, new
investment in plant and equipment
would be at an annual rate 50 percent
higher in dollar total than in the peak
year 1941.

Comparison of the outlay plans for the
second and third quarters shows that
railroads, utilities, and commercial and
miscellaneous companies all anticipated
relatively larger increases than the man-
ufacturing and mining companies.

Export-Import Gap Widens

Foreign demands for goods and serv-
ices, though below the peak of the Lease-
lend period, still constitute a strong
source of demand in the domestic mar-
kets. Part of this demand is for relief
purposes and is financed through special
arrangements. As shown in the bottom
panel of chart 2, the gap between exports
and imports has generally been widening
since the low reached in exports in Oc-
tober 1945.

In May, June, and July, the value of
goods sent outside this country exceeded
the value of our purchases by about 450
million dollars a month. Part of the
excess was financed by UNRRA contri-
butions, but more important were Gov-
ernment loans and reductions in foreign
holdings of gold and dollar balances.

Rise in Civilian Employment

Employment in civilian industries con-
tinued to move upward through July and
was virtually unchanged in August.
Chart 4 indicates that the rise since last

Table 5.—Expenditures on New Plant and
Equipmentl

[Millions of dollars]

Chart 5.—Federal Cash Receipts
From and Payments to the Public1

BILLIONS OF DOLLARS

Industry-

Manufacturing and
mining.

Railroad
Electric and gas utili-

ties --
Commercial and mis-

cellaneous 2

Total

1941

4,090

560

800

2.840

8,290

1945

3,650

550

520

1,810

6, 530

1946

Jan . -
Mar.

1,210

100

150

720

2,180

Apr . -
June

1,670

150

210

860

2,890

July-
Sept.

1,700

210

250

980

3,200

1 All industries except agriculture. These figures do not
agree precisely with the totals included in the gross
national product series. Data for April-June and July-
September 1946 are based on the quarterly survey of
anticipated capital expenditures of business.

2 Includes trade, service, finance, communication, and
transportation other than railroad. Figures for 1945 and
1946 are revised estimates.

Source: U. S. Department of Commerce and Securities
Exchange Commission, except estimates for 1941, which
were made by the Board of Governors of the Federal
Reserve System.
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winter has more than offset the continu-
ing reductions in the armed forces, so
that military plus civilian has also in-
creased.

Month to month increases in the civil-
ian labor force have roughly paralleled
the rise in employment. About half the
expansion of 2 million in the 2 months
ending early in July was accounted for
by veterans entering the labor force, in-
cluding those attending school who be-
came available for vacation jobs. The
remainder of the increases was primarily
due to the usual seasonal employment of
school-age boys and girls during the
summer. Between July and August the
labor force contracted seasonally, en-
tirely as the result of curtailed employ-
ment and labor force participation in
agriculture.

Construction activity and both durable
and nondurable manufacturing indus-
tries have contributed to the recent in-
creases in nonagricultural employment,
more than offsetting some contraction in
government employment. Despite recent
employment gains in iron and steel and
automobile concerns, however, produc-
tion workers in the durable goods indus-
tries as a group in July numbered more
than a million less than a year ago, ac-
cording to the most recent Labor De-
partment estimates.

Although the labor market has tight-
ened somewhat, the Bureau of the Cen-
sus monthly report for August reports
over 2 million unemployed. There were,
in addition about 1 million veterans ex-
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pected to reenter the labor market
shortly. It should be noted that the esti-
mate of total employment includes over
3 million workers with jobs but not at
work during the August census week for
various reasons such as illness, vacation,
temporary layoff, or definite instructions
to report to a new job. Part of this group
represents temporary unemployment due
to change-over between jobs.

Record Number of Business Entries

The year since the end of the war has
been characterized by a sharp expansion
in the number of new businesses open-
ing (see bottom panel of chart 3).
This is the usual response in a period
such as the present, when business earn-
ings are high and the demand for goods
is heavy. However, there is still con-
siderable "catching-up" after the years
of restriction during the war to handle
the greatly enlarged volume of business
and to meet the needs of new communi-
ties. The monthly average of new in-
corporations for the four States included
in the series shown in the chart was
approximately 40 percent higher in the
first 7 months of 1946 than during 1929—
the highest previous year on record.

First quarter preliminary data for all
business firms indicate that approxi-
mately 152,000 enterprises opened for
business during this quarter as compared
with 422,000 for the entire year of 1945.
Largely as a result of the high rate of
entry, the total number of firms in the
business population on March 31, 1946,
was within 51,000 of the prewar high
and more than half a million above the
wartime low in 1943. The increase has
been particularly marked in construc-
tion, where, in spite of current material
shortages, prospective businessmen are
entering in increasing numbers.

Business Discontinuances Remain Low

Symptomatic of the favorable market
conditions under which business men are
now operating, the number of business

discontinuances continues at an ex-
tremely low level. During the first three
months of 1946, for example, only 40,000
firms closed their doors. This is a small
number, especially in view of the high
mortality characteristic of concerns in
their first few years of life. As the busi-
ness population continues to expand,
however, it is not reasonable to expect
that this very favorable experience can
continue, especially as we may expect
competitive forces to be stronger when
production is fully reoriented to a peace-
time market.

Dwindling Cash Deficit of Government

The effects of the fiscal program of
the Federal Government on the economy
are gradually changing because of the
substantial narrowing of the gap be-
tween cash income and outgo since the
end of the war. The cash deficit declined
from 21 billion dollars in the first half
of 1945 to 16 billion in the second half
and 2 billion in the first 6 months of
1946. Moreover, if private spending con-
tinues to grow and current tax rates are
maintained, the deficit will give way to
a sizable cash surplus in the near future.

"Cash Surplus" Despite "Budget Deficit"

The revised budget estimates for the
fiscal year 1947 indicate a cash surplus,
despite a budget deficit, of about 2 bil-
lion dollars. The difference between the
cash and budget accounts largely re-
volves about the treatment of trust funds
and of noncash budget expenditures such
as the interest accrual on savings bonds
and the issuance of terminal-leave bonds
(which represent a budget expenditure
when they are originally issued, but do
not require a cash payment until they
are redeemed). The immediate impact
of Federal financing on the economy is
best measured by the actual flow of cash
into and out of the Government, as
shown in chart 5. A cash surplus, when
it occurs, will tend to reduce the cash
resources of private individuals and busi-

nesses and will thus tend to be of itself
a deflationary or counterinflationary
factor.

Summary: Temporary Sustaining Factors

In summary, conditions which are the
direct aftermath of the war played an
important role in the expansion in eco-
nomic activity during the summer of
1946. These included inventory buying,
deferred demands of business for plant
and equipment, deferred demands of
consumers for housing and for durable
goods, foreign requirements, and con-
tinued heavy Government expenditures.
Changes in dynamic factors which are
supporting the high level of economic ac-
tivity at the present time will determine
future trends in over-all production and
employment.

The behavior of prices, however, can-
not be considered apart from these in-
fluences. The course of prices is im-
portant in shaping the current and pro-
spective course of consumer and business
buying. With every rise in prices, some
potential buyers are faced with immedi-
ate or subsequent exclusion from the
market. Price stability and economic
stability are closely interrelated.

The current business situation is still
characterized by a demand-supply situa-
tion which, from an over-all standpoint,
remains heavily weighted on the side of
demand. No further proof of this is
needed than the rising curve of prices.
However, the upswing in production and
the progress made in filling inventory
pipelines indicate that this basic unbal-
ance, arising fundamentally from the
time required to reconvert the economy
to a peace-time basis, is gradually being
corrected, with the pressure of demand
somewhat reduced and the supply situa-
tion much improved. On the other hand,
as indicated above, marked price move-
ments introduce elements of instability
at the same time that they may tend to
redress some inequities in the price
structure.

Corporate Profits for the First Half of 1946
There has been a substantial improve-

ment in corporate earnings since the
first quarter reports were reviewed in the
June issue. With the settlement of ma-
jor industrial disputes, further progress
in the transition to full peacetime out-
put, and rising prices, aggregate net
profits after taxes were considerably

larger in the April-June quarter than
in the preceding 3 months.

For the 555 companies included in the
profits data in chart 7 (shown on page
24), representing mainly large manufac-
turing firms, reported profits after taxes
more than doubled between the two
quarters. An important factor in this

profit rise was the 12 percent increase in
the value of manufacturers* shipments
over this period.

As was to be expected, the bulk of the
second quarter increase was accounted
for by the sharp recovery in profits in
the durable goods industries, which
turned a small net deficit in the first
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Corporate earnings after taxes
improved substantially from the
first to the second quarters of the
year. Even though many com-
panies in the reconversion indus-
tries were still experiencing low
earnings, estimated net profits
after taxes for all corporations in
the second quarter of 1946 regained
the war peak.

The bulk of the second quarter
increase in the profits of manufac-
turing companies was accounted
for by the sharp recovery in the
durable goods industries from the
low first quarter. The further gain
in earnings in the nondurable
goods group constituted a new rec-
ord for these companies. Trade
earnings continued unusually
large.

quarter into a sizable net profit in the
second. The further gain in the non-
durables group in the second quarter
constituted a new high for these com-
panies.

Using the 1940 quarterly average as a
base, the profits indexes for these large
corporations in both the durable and
nondurable classifications moved rea-
sonably close together through 1942
(chart 7). Beyond that date, the non-
durable goods industries, which for the
most part produced civilian goods
throughout the war period, moved sub-
stantially higher, while the durable
goods industries, which were largely en-
gaged in war production, showed rela-
tively stable after-tax earnings. The
data for the most recent quarter show
profits in the former industries about
80 percent above the 1940 average and
profits in durable goods manufacturing
about 10 percent below the base period
earnings.

The results of 1946 in comparison with
the war years are, of course, favorably
influenced by the large reduction in
corporate income taxes which has meant
that a considerably larger portion of the
profits before taxes has been retained.

Over-All Corporate Profits
The published reports on which the

preceding discussion is based cannot be
interpreted as a representative sample
of all corporate earnings because of the
uneven industry coverage and the pre-
dominance of large companies. It is
possible, however, to make approximate
adjustments for the inadequacy of the
sample by reweighting the published re-
ports by industry and by size of firm.
On this basis, aggregate profits of all
corporations after taxes appear to have

709410—46 2

been as high in the second quarter of
1946 as the war peak. The ratio of
after-tax profits to sales was not so'
high as in some of the good prewar
years. This equaling of the war profits
was noteworthy in view of the fact that
important sectors of industry were still
operating inflow gear during the period
in question.

Wide Variation in Earnings Experience

While the divergence of performance
in the second quarter was not so great
as in the first quarter of 1946, the ef-
fects of reconversion and goods short-
ages still caused wide variations among
the different industries. The unusual
variation is indicated in chart 6. The

basic data used are from the published
reports to stockholders, with the ex-
ception of the railroad, electric power,
and telephone industries whose profits
are reported by Federal agencies. No
attempt has been made to adjust the
reported figures to obtain uniformity of
treatment of reserves, tax credits, and
similar items. Likewise no attempt has
been made to weight the reported totals
to secure over-all averages.

It will be seen that of the 27 major
industry groups represented in the chart,
16 reported net profits higher in the first
6 months of 1946 than in the first half of
last year and 11 reported lower profits,

(Continued on p. 21$)

Chart 6.—Percentage Change in Reported Profits After Taxes for 1,114
Corporations, by Selected Industry Groups, First Half 1946 From First
Half 1945
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IRON a STEEL (62)

NONFERROUS METALS (17)

RAILWAY EQUIPMENT (10)

INDUSTRIAL MACHINERY (60)

MOTOR-VEHICLE PARTS a ACCESSORIES (23)

ELECTRICAL MACHINERY (26)

AIR TRANSPORTATION (5 )

MOTOR VEHICLES (13)

RAILROAD TRANSPORTATION ( !33)

46-612

Sources of data: U. S. Department of Commerce, based upon data compiled from Moody's Investors
Service, for all industry groups except electric power and light, telephone and telegraph, and rail-
road transportation ; data for the latter three are from the Federal Power Commission, Federal Com-
munications Commission, and Interstate Commerce Commission, respectively.
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incomes and expenditures remain at rel-
atively high levels, at least some of the
economies achieved under the abnormal
conditions of wartime may be carried
over into the postwar years.

Thus, while the basic factors respon-
sible for the general upward trend of
retail expense ratios will probably con-
tinue to operate in the postwar years,
changes in retail service policies may
lower the level at which the trend ap-
pears. Faced with a shortage of experi-
enced salespeople during the war, many
department and specialty stores adopted
limited clerk-service policies. Should
self-selection and self-service policies be
retained in those stores that adopted
them during the war, and spread to other
stores and departments now offering full
service, the long-run tendencies toward
higher expense ratios may be retarded.
But innovations of this type are not
likely to make expenses more flexible;
nor, if past records of retail innovations
are a guide, will they remove in their
entirety the forces which tend to push
expenses upward.

At the same time a force for higher
expense ratios is beginning to be felt.
During the war, comparatively few new
stores of the types studied were estab-
lished. Consequently, few buildings
were erected or modernized at the high
levels of construction costs. But the
expansion of existing store facilities and
the construction of new ones at present
levels of building costs are introducing
high fixed costs which, in subsequent
years of possibly lower sales volume,
could result in extremely high rates of
occupancy expense.

Chart 7.—Net Profits of Manufac-
turing Corporations by Quarters x

INDEX, Quarterly Av. i940 = !00
200

The Business Situation
(Continued from p. 9)

including 3 industries reporting deficits.
Of the industries registering gains, 7 re-
ported increases of well over 50 percent,
ranging up to the very large increase
reported for retail and wholesale trade.
The increase in the latter is a reflection
of the effects of sharply increased sales
volumes upon a relatively fixed plant
structure.

Among the nonmanufacturing indus-
tries, a very large gain was reported also
for the entertainment group, due both to
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1 Net profits refer to income after all charges
and taxes, but before dividends.

Sources : Basic data, Board of Governors of
the Federal Reserve System ; indexes computed
by U. S. Department of Commerce.

the favorable trend of receipts and to the
removal of the excess profits tax. In
this group and in the trade classification,
the majority of the reporting companies
showed increases of over 100 percent and
there were no cases of earnings lower
than in the first 6 months of 1945.

Deficits In Transportation Industries

Both air and railroad transportation
incurred operating losses for the first
half year. In the case of air-transpor-
tation companies the loss reflected ex-
ceptionally heavy expenses associated
with a rapid expansion of their opera-
tions.

The 6-month deficit for class I rail-
roads amounted to approximately 30
million dollars. This is in striking con-
trast with the comparable period of last
year when profits after taxes totaled 326
million dollars. The drastic decline was
due chiefly to lower freight and passen-
ger revenues and to higher wage and
other operating costs. Railroad earn-
ings are likely to improve in the second

half of this year as carloadings normally
reach their peak in the fall months.
Revenues will be bolstered by a 6 V2 -per-
cent increase in freight rates which went
into effect on July 1. The Interstate
Commerce Commission has under con-
sideration the request of the railroads
for a further increase in freight rates.

Large Declines in Reconversion Area

Although a large number of com-
panies in durable goods manufacturing
showed decreases in net income for
the first half of this year as compared
with 1945, the bulk of the declines was
due to the greatly reduced profits or
deficits incurred when output was very
low during the first quarter of the year.
With expanding operations earnings re-
bounded sharply and most companies
were able to add to their earnings or to
reduce or eliminate their first quarter
losses entirely. In varying degree, the
earnings position of many companies
was improved by the utilization of tax
credits, representing partial refunds of
the heavy taxes paid during the war,
to offset operating losses.

In contrast to the heavy goods pro-
ducers, more than three-fourths of the
companies producing soft goods re-
ported gains for the 6-month period. On
the whole, profits, production, and sales
in these industries have been at record
volume this year.

Public and Private Debt
in the United States

(Continued from p. 17)
mercial and industrial loans (Comptroller of
the Currency) and percentages in each year
for the proportion of noncorporate to total
loans. The proportion was set at 26.3 per-
cent as of June 30, 1939 (see article in the
September 1945 SURVEY) . Annual variations
since 1939 were determined by movements in
the ratios of noncorporate to total demand
deposits from estimates published in the
February 1946 Federal Reserve Bulletin, "Dis-
tribution of Liquid Assets." The revisions
explained above were carried back to 1939,
and the former series, 1916-38, for "owed to
banks" was adjusted to the new 1939 level.

Short-term consumer loans are estimated
currently by the Board of Governors of the
Federal Reserve System and reported in the
Federal Reserve Bulletin. Several compo-
nents of the consumer credit series have
been revised recently, as explained in the
April 1946 Bulletin. Data for 1929-37 were
not affected.
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THE BUSINESS SITUATION
By the Office of Business Economics

BUSINESS ACTIVITY in September
continued in an expending phase.

Production edged upward and supplies
improved in many lines, with inventories
still playing an important role, though
the rate of accumulation has been re-
duced from the very high July rate.

Despite small declines in some of the
basic indicators, it was still apparent that
the economy was being bolstered in Sep-
tember by the same fundamental demand
pressures which have been operating
throughout the first postwar year. A
comparison of the summer rise in retail
trade with the changes in commodity
prices suggests that the sales advance
was largely a response to higher prices,
with some evidence that rising prices
coupled with the increasing flow of dur-
able goods is taking some of the keen
edge off the demand for nondurable
goods.

In contrast to the buoyant trends in
production and sales and the favorable
current earnings reports, prices of com-
mon stocks continued to decline rapidly
during the first 3 weeks of September
and then moved within a narrower range
slightly above the month's low and about
one-fifth below the postwar peak in June.
Bond prices also declined over this period.
Short-term interest rates, on the other
hand, showed little change in September,
after some firming in the preceding
month.

The major immediate effect of these
security market developments was a
sharp falling off in new security flota-
tions. Notwithstanding these evidences
of a somewhat firmer money market, the
volume of commercial, industrial, and
agricultural bank loans rose steadily
throughout the month.

Some Declines, But No Basic Change

The pattern of business developments
during September differed somewhat
from that of preceding months in that
some scattered declines occurred. These
were not, however, symptomatic of any
reversal in basic trends but could be

713188—46 1

The Month in Review
The postwar expansion in eco-

nomic activity made further head-
way in September. The declines
noted in a few business indicators
were largely attributable to partic-

! ular local conditions rather than to
any changes in the fundamental
pressures which have bolstered
production, sales, and income
since the end of the war.

Although the broad price aver-
ages were lower in September be-
cause of the roll-back in meat and
livestock prices and in a few other
products, prices of other than
these commodities rose further

I during the month.
* * * * *

Most of the statistical series
used in this review of the busi-
ness situation will be found in the
statistical section at the back (pp.
S~l to S-40).

ascribed to special circumstances not
directly related to the over-all economic
situation.

Department store sales rose somewhat
less than 20 percent in September, as
compared with a 25 percent gain ex-
pected on the basis of seasonal factors.
As a result, the seasonally adjusted in-
dex declined to about the level in June
and July. This less-than-seasonal rise
was partly due to the curtailment of
sales in New York City, influenced by the
truck tie-up and the temporary stoppage
of parcel deliveries, and in Pittsburgh,
where a labor-management dispute
halted power production during the lat-
ter part of the month. Outside these
areas, department store sales showed
closer to the usual seasonal advance.

Another deviation from earlier trends
was noted in the weekly index of whole-
sale prices, which declined during the
first 2 weeks of the month. Despite the
rise in the succeeding period, the index
for the last week of September was still

3 percent below the figure for the last
week of August. The over-all price de-
cline did not reflect any abatement of
the market forces pushing up prices, but
was entirely due to the Decontrol Board's
decision to reimpose ceilings on livestock,
meats, and a few other products. When
livestock and meat prices are excluded,
the wholesale price index shows a gain
of approximately 3 percent for the 4
weeks ending September 28.

Finally, both total and miscellaneous
freight carloadings rose less than sea-
sonally in September, resulting in a dip
in the adjusted indexes. This interrup-
tion in the uptrend which characterized
freight movement during the preceding
3 months reflected the effects of the mari-
time strike which tied up a large number
of freight cars at the water front.

With the notable exception of meat
production, which declined sharply as
the new ceilings became effective in the
early part of the month, the broad trend
in output was upward in September as
in the preceding months. The weekly
output of steel ingots at the end of the
month was at a postwar high. In addi-
tion to the reconversion industries, where
the trend has been upward for many
months, August production reports
showed rising trends in building mate-
rials, textiles, and rubber products, as
well as in many other lines.

Inventory Rise Continues

Changes in business inventories are
still among the more dynamic factors in
the current situation, even though the
rate of increase slowed considerably in
August following the very large increase
in July. The importance of this factor
of temporary strength in the market is
analyzed in the article, "Postwar Role of
Business Inventories," appearing in this
issue and need not be reviewed at this
point.

The trend of manufacturers' ship-
ments in the durable and nondurable
goods industries is illustrated in chart 1.
It will be noted that part of the large
July rise in manufacturers' inventories
reflected a delay in shipments in the
nondurable goods industries because of
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price uncertainties. The further ac-
cumulation in August, on the other
hand, was associated with large in-
creases in shipments throughout man-
ufacturing.

On a daily average basis, the July-
August rise in the dollar value of man-
ufacturers' shipments amounted to 8
percent. The August figure exceeded
the February low by more than one-
fifth. In the durable goods industries,
however, the value of shipments was
more than 50 percent higher than in
February.

Summer Spurt in Income Payments

Consumer spending has been buoyed in
recent months by the heavy volume of
income payments flowing to individuals.
The bulk of the rise occurred between
June and July, when the seasonally ad-
justed annual rate of payments was lifted
from 162 to 168 billion dollars. There
was a further increase in August which
raised the rate to almost 170 billion dol-
lars. It will be remembered that at the
peak of the war—February 1945—the rate
was 165 billion dollars and the full-year
rate for 1945 was 161 billion dollars.

Moreover, lower individual income tax
rates in effect this year have reduced
the leakage between actual and retained
earnings. Thus, disposable income—the
amount available to consumers to spend
or to save—has shown a larger gain
relative to wartime levels than is indi-
cated by the income totals.

The exceptionally large advance since
June was centered in two components
of income payments, wages and salaries
and net income of agricultural proprie-
tors. In dollar terms, the increase in
wage and salary payments outweighed
the advance in farm income, although,
percentagewise, the latter gain was far
more striking.

The circumstances surrounding the
rise in the net income of farm operators
are well known. Income from livestock
marketings was the dominant factor, as
the run of cattle and hogs to the Nation's
slaughterhouses was exceedingly heavy
following the lifting of price ceilings on
June 30. However, substantially higher
prices were the rule throughout agri-
cultural commodity markets and helped
to raise the value of all classes of farm
products sold during this period.

The effects of the restoration of price
ceilings on livestock and meats in early
September are described in a subsequent
section of this review. It may be noted
here that, although cash income from
farm marketings declined in September
(on a seasonally adjusted basis), it was
still as high as income a year ago. The
higher prices this year offset the lower
physical volume of marketings.

Chart 1.—Manufacturers' Ship-
ments *

INDEX, AVG MO. !939 - 100
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i Adjusted for the number of working days in month.

Source of data: U. S. Department of Commerce-

Increases in Wages and Salaries

The recent gains in wage and salary
payments are wholly attributable to pri-
vate industry, but it is noteworthy that
the Government pay roll has remained
above the June level on a seasonally ad-
justed basis, despite further reductions
in the armed forces and in other classes
of Federal workers. Higher Federal pay
rates went into effect on July 1 for both
military and civilian personnel.

Wages and salaries in manufacturing
industries have been increasing both be-
cause of rising employment and because
of higher rates of pay. Average weekly
earnings of production workers rose
from $41.30 in January-March of this
year to just under $43 during the April-
June period and to $44.60 in August.
Weekly earnings in the latter month were
still less than the average wartime pay
envelope in manufacturing, since the re-
duction in the workweek from 45 to 40
hours and the shift to lower-paying in-
dustries more than offset the boosts in
wage rates.

Income Gain Goes for Consumption

The uptrend in income payments was
not so rapid as the increase in consumer
spending at the higher prices prevailing
and savings of individuals were thereby
reduced. As already noted, the trend of
retail sales during the summer months
closely followed the index of retail prices.
Since more units of durable goods were
being sold as compared to earlier in the
year, the over-all sales data suggest a
falling off in the physical volume of sales
at nondurable goods stores.

The pattern of retail buying during
the first half of 1946 is analyzed in the
article, "Retail Sales and Consumer In-
come Since VJ-day," appearing in this
issue. The article demonstrates that the
post-VJ-day rise in consumer spending
was sufficient to restore the prewar re-
lationship between total retail sales and
disposable income—during the war pe-
riod, of course, sales were considerably
below the line of relationship. It is also
demonstrated, however, that the different
classes of retail sales showed marked de-
viations from the long-term sales-income
relationships. In general, sales at non-
durable goods stores were exceptionally
high relative to the level of income dur-
ing the first half of 1946 and sales at
durable goods stores were exceptionally
low by this same standard.

jf

"Distortions" in Sales Pattern Persist

On the whole, the July and August
sales data reveal some slight tendencies
toward correcting these "distortions" in
the pattern of sales for the different lines
of merchandise. In the case of sales
at durable goods stores, the gap between
actual sales and the volume indicated by
the level of disposable income was some-
what narrowed during July and August,
although a substantial gap still remained
to be closed as durable goods become
more generally available. Sales at non-
durable goods stores continued to rise
despite their already high level relative
to consumer income. Evidently, the
higher cost of day-to-day necessaries was
the dominant influence during these
months.

Among the imponderables in the out-
look for consumer spending is whether
the current rate of savings provides a
sufficient cushion for increased spending
as purchases of durable goods continue
to expand, as they are bound to do in the
period ahead. Any extensive use of liquid
asset holdings and of consumer credit to
finance purchases of durables will result
in a marked reduction in the rate of
current savings.

Labor Market Tightens

As a result of the continued heavy
pressure of demand for goods, the volume
of nonfarm employment has moved
steadily upward, after allowance for sea-
sonal influences, at a pace which has out-
distanced the additions to the civilian
labor force resulting from the return of
veterans and, to a smaller extent, the
backflow of former war workers. The
volume of unemployment was cut to
about 2 million in August and Septem-
ber and the number of veterans awaiting
reentry into the labor force has been re-
duced. In the 13 months since VJ-day,
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there has been a net gain of more than
4 million persons in civilian nonagricul-
tural employment.

The summer gains in nonf arm employ-
ment were centered in manufacturing in-
dustries—almost all industry groups
within manufacturing shared in the in-
creases—and in construction. The gains
in construction employment, however,
were considerably below the monthly in-
creases earlier this year. The uptrend
in employment in the trade and service
industries also has markedly slowed down
in comparison with the increases a few
months ago.

Low Lay-Off Rate; High Quit Rate

Further evidence of less slack in the
labor market can be found in the de-
clining lay-off rate and the rising quit
rate. However, neither lay-offs nor quits
were back to the rates which prevailed
during the 1943-44 period when war pro-
duction was in full swing.

The July quit rate of 45 per 1,000 was
more than 5 times that of prewar years.
Moreover, quits constituted three-fourths
of all separations. In the prewar period,
the number of quits per 1,000 workers
typically was far below the number of
lay-offs.

Leeway for Further Expansion
Despite the evidences of a tighter job

market, there is room for further expan-
sion. In the first place, veterans and
others are still entering the labor force
and the number unemployed can be
reduced further. Secondly, the estimates
of employment include many workers
with part-time jobs as well as a large
number of workers with jobs but not ac-
tually at work during the census week
for various reasons such as temporary
lay-offs, definite instructions to report to
a new job, and vacations, as well as ill-
ness. Thirdly, the size of the labor force
is flexible and could expand should any
large number of attractive job openings
remain unfilled for an extended period
of time.

There is leeway for further gains in
production, even without an expansion in
employment, since maladjustments typi-
cal of a rapid change-over in production,
though gradually clearing, are still in
evidence. Manufacturers' inventories
lack much in the way of balance and sup-
ply and materials bottlenecks prevent
uninterrupted full-scale operations in
some industries. As the Nation's fac-
tories approach their peacetime poten-
tial, one would expect that over-all effi-
ciency would increase, just as was the
case after the war production machine
shifted into high gear in late 1943.
Work stoppages could, of course, impede
the attainment of this improvement.

Construction Up One-fourth in Quarter
September marked the third succes-

sive month that the dollar value of new
construction activity exceeded a billion
dollars. As a result, construction out-
lays were about 25 percent higher in the
third quarter of the year than in the sec-
ond quarter. All classes of construction
shared in the rise.

The value of new construction put in
place in September is estimated at $1,060
million, slightly less than in August for
which the revised estimate is $1,074 mil-
lion. The slight reduction in September
volume indicates that the seasonal peak
may have been reached. Normally, Oc-
tober produces approximately the same
volume as September, and November
marks the first month in which a large
decline due to seasonal factors is noted.
Because of the large volume of construc-
tion under way at the present time, it is
expected that both October and Novem-
ber volume will be unusually well sus-
tained. Recently reported increases in
the supply of lumber and other major
building materials may make this coun-
terseasonal expectation a reality.

The Housing Expediter has reported
that 708,000 dwelling units had been
started under the Veterans' Emergency
Housing Program as of August 31, 1946.
These included almost 465,000 permanent
dwellings and 160,000 dwellings desig-
nated temporary reuse construction, with
the balance consisting of conversions of
existing facilities and house trailers.

Of greater current importance to
home seekers is the fact that 350,000
dwelling units have been completed in
the first 8 months of this year and made
available for occupancy. The comple-
tions include 236,000 permanent dwell-
ing units, either conventional or factory
built. As a reflection of the longer pe-
riods of time necessary to complete con-

Table 1.—Wholesale and Consumers*
Prices

[Indexes, July 1945 = 1001

Year and
month

1945:
July
Dec .-

1946:
Jan_
Feb
Mar
Apr
May
June _
July
Aug
Sept

Wholesale prices

All
com-
modi-

ties

100.0
101.1

101.1
101.7
102.8
104.1
104.8
106. 6
117.4
121.9
116.9

Farm
prod-
ucts

100.0
101.9

100.7
101. 4
103.4
105.0
106. 6
108.6
121.7
124. 8
119.1

Foods

100.0
101.6

100. 4
100.8
102. 3
103. 6
104.3
105. 6
131. 2
139.4
123.4

All
other

100.0
100.8

101.1
101. 6
102.5
103.6
104.2
105.9
109.1
111.9
112.3

Con-
sum-
ers'

prices

100.0
100.4

100.4
100.2
100.6
101.3
101.8
103.0
109.0
111.1
0)

i Not yet available.

Source: U. S. Department of Labor.

struction jobs under way, somewhat less
than half of these permanent units were
started this year. Completions of all
types of units reported for the month of
August amounted to 63,000 units.

Pressure on Prices Continues Strong

Recent price developments have given
no indication of a relaxation of the up-
ward pressures on commodity prices.
Prices have declined only in isolated
cases—with the exception of the roll-
backs.

As may be seen from table 1, the over-
all average of wholesale prices declined
4 percent in September due to the effects
of the rollbacks. Wholesale meat prices
were reduced by about 40 percent, al-
though in late September these prices
were almost 20 percent higher than in
June 1946. The largest increases for,
broad commodity groups were in the
prices of textiles, cereals, and dairy prod-
ucts.

Further upward adjustments were
made in ceilings, but the number of
changes was far below that of the pre-
ceding month. Featuring the upward
revisions were a further rise in cotton
goods ceilings to offset higher wages in;
some mills and also higher raw cotton:
prices; and a 20 cent per hundredweight
rise in flour ceilings—an adjustment also
required by higher operating costs. In
addition, one of the large automobile
manufacturers was given a 6 percent
increase to compensate for retarded
output. :

Cost of Meat Substitutes Rises

Toward the end of the month food
prices began to reflect the effects of the
decline in the supply of meat in retail
stores. Poultry prices, for example, in-
creased more than one-third during the
4 weeks ending September 28 and fish.,
prices also rose substantially.

There were no major changes in the
extent of the decontrolled area of prices,
although the short-supply list published
by the Department of Agriculture at the
end of September resulted in the de-:

control of a few additional processed
foods. The Decontrol Board met to re-
view its earlier findings with respect to
dairy product prices, but its new deci-
sion continued the free pricing of these.
products on the ground that the price
increases which had occurred were not
"unreasonable'* under the terms of the
price control renewal act.
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Agricultural Prices and Production
In recent months the lifting of con-

trols from most farm products and the
subsequent restoration of ceilings on
some commodities have been accompa-
nied by large fluctuations in farm prices.
After the sharp summer rise, the index
of wholesale prices of farm products de-
clined in early September, due to the
price roll-back in livestock and fats and
oils, but then advanced so that by the
end of the month the index was within
4 percent of the August high.

Changes in the index of prices received
by farmers during and after the two
world wars are compared in chart 2. It is
noteworthy that the index was higher in
mid-September than the top reached
after World War I, despite the decline
from August because of the roll-backs.

The index of prices received was at
approximately the same level at the be-
ginning of the two wars. During the
first year of each war, farm prices re-
mained remarkably stable (see the left
panel of chart 2); then, in both periods
the index began to advance. Although
for several months this advance in prices
was more rapid in the second World War
than in the first, the total rise during
the period before this country's entry
was not so large in World War II.

When we entered World War II, there-
fore, farm prices were lower than when
we entered World War I (see center
panel). During the first 15 months fol-
lowing Pearl Harbor, however, farm
prices rose more rapidly than in the
similar period in World War I, and in
March 1943 were nearly as high as in the
corresponding month (July 1918) in the
earlier period. However, during the few
remaining months of World War I, prices
rose an additional 8 percent, whereas in
World War II prices were approximately
•stabilized for nearly 2 years.

A further advance was registered dur-
ing the last quarter of 1944 and in the
early months of 1945, so that at the end
of World War II, farm prices were nearly
as high as in November 1918. During the
period between VJ-day and June 1946,
the index rose at a slightly more rapid
rate than in the corresponding period
following the Armistice. Then, as price
controls lapsed, farm prices jumped 14
percent in two months reaching a point
in mid-August 6 percent higher than the
post-World War I peak in May 1920. The
September decline from the August peak
averaged 2 percent. In relation to the
general price level, farm prices have led
the advance since VJ-day, whereas after
World War I, farm prices rose less rapidly
than other prices.

Prices received by farmers on
September 15 were 2 percent lower
than a month earlier, reflecting
the price roll-backs in livestock
and fats and oils, but they re-
mained above the post-World War
I high in 1920.

On the food production front,
meat has been the focal point of
interest due to the sharp reduc-
tion in animal slaughter coin-
cident with the reimposition of
ceilings on livestock and meat.
The wide variations in livestock
marketings, which were low in
June, very high in July and Au-
gust, and extremely low again in
September, have d o m i n a t e d
monthly changes in farm income.

Effects of Changes in Subsidies

The changes in subsidy payments
since June have had a different effect
upon prices received by farmers than
upon wholesale and retail food prices.
Except for the dairy production pay-
ments, which have been discontinued,
the principal food subsidies were paid
to processors in order to roll back or to
prevent rises in wholesale and retail food
prices. During the time these payments
were being made, there was a less than
normal spread between prices received
by farmers and retail prices. Conse-
quently, the removal of these subsidies
on June 30 resulted in immediate ad-
vances in wholesale and retail prices;
their restoration at a later date brought
a decline. This was only one of the fac-
tors, of course, operating during the
period when price controls lapsed.

Corn Higher Despite Bumper Crop

After the broad advance in agricul-
tural prices in July and August, the
prices of some products, notably live-
stock and fats and oils, were reduced in
September by the restoration of price
ceilings. On the other hand, increases
occurred in uncontrolled items, including
food grains, dairy products, and poultry,
and eggs.

The price received for wheat was 5
cents per bushel higher on September 15
than on June 15, and a further rise oc-
curred in the latter part of the month.
The peak price of wheat was reached in
July following a series of advances in the
price of wheat which took place coinci-
dent with the heavy shipment of relief
supplies abroad.

Before the lapse of price control, a
bumper wheat crop in the United States
was being harvested and crops larger
than a year ago were in prospect in
Europe and in Canada, Australia, and
Argentina. Furthermore, government
procurement of wheat for export dropped
in June, and the report on stocks of
wheat on June 30 showed them to be
higher than previously estimated. Con-
sequently, the situation had eased suf-
ficiently so that wheat prices advanced
only moderately after June—less than
the amount of the bonus paid for wheat
delivered for export in May.

A much larger advance took place in
corn prices. Although a record corn
crop also was in prospect, stocks of old-
crop corn were very low. Strong demand
from corn processors and feed mixers
bid prices up well above $2 per bushel in
Chicago—in mid-July cash corn prices
were higher than wheat prices for the
first time since 1940—but prices dipped

Table 2.—Volume of Agricultural Production
[1935-39=100]

Type of product

Total agricultural production *

Total food production
Total food crops3 ___

Food grains _
Truck crops
Fruits and tree nuts
Vegetables (excluding truck crops).
Sugar crops

Total food livestock
Meat animals
Poultry and poultry products
Dairy products

1940

110

111
109
110
111
110
101
104

112
118
109
105

1941

113

115
116
131
116
113
100
97

115
118
116
110

1 Estimated from prospects for agricultural production in September.
2 Data for crops are on a crop-year basis; data for livestock relate to i

1942

124

125
124
139
129
117
104
110

126
132
131
114

1943

128

133
116
116
124
108
125
81

138
150
152
113

1944

136

138
129
148
137
123
106
81

141
155
153
115

1945

132

136
130
156
143
112
111

139
145
155
120

19461

131

134
140
159
156
130
118
107

132
138
143
116

; for agricultural production in September
* uaia ror crops are on a crop-year basis; data for livestock relate to calendar years. Total agricultural production

includes nonfood crops.
3 Includes peanuts in addition to the other crops.
Source: U. S. Department of Agriculture.
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moderately in August. Corn ceilings
were not restored by the Decontrol
Board and restrictions on the use of feed
grains were relaxed. During September
corn prices again reached $2 per bushel,
which was more than 50 cents higher
than the June ceiling.

The rapid movement in corn was not
so much a reflection of the prospective
future supply-demand position as of the
fact that immediately available supplies
from the carry-over were very low. By
contrast, feed grain supplies for the next
year are estimated to be the largest on
record, and the number of animals to be
fed is less than in recent years.

Compared with the jump in cash corn
from $1.44 to around $2 a bushel, the
January futures closed on September 30
at $1.34, as against $1.46 on June 29.

Wide Changes in Wholesale Meat Prices

Prices received by farmers for all meat
animals were sharply lower in September
following the record advance of 28 per-
cent in July and August, but they were
still 8 percent higher than in June. The
changes in prices at the farm level were
less, however, than those at wholesale
and retail. The differences were partly
attributable to the lapse and the restora-

tion of subsidies. Between the last week
in June and the last week in August the
BLS index of wholesale meat prices rose
88 percent but by mid-September, when
the index included the new ceilings, it
was only 18 percent higher.

Dairy Prices Advance

In contrast with livestock and meat
prices, the rise in the prices of dairy prod-
ucts by the end of August was about in
line with the amount of the subsidy pre-
viously paid. However, a further ad-
vance in September raised prices 31 per-
cent above June, although some of the
rise was due to seasonal factors.

Wholesale prices of 8 domestic fats
and oils averaged about 50 percent higher
in August than in June. Taking into ac-
count the fact that supplies are expected
to remain below normal for at least a
year, the Decontrol Board restored June
30 ceilings on most fats and oils except
butter. Increases recommended by the
Secretary of Agriculture were granted
by the OPA in September.

Cotton Carry-Over Reduced

A number of factors contributed to a
sharp advance in cotton prices which

brought prices received by farmers in
September 36 percent higher than in
June and 63 percent higher than a year
ago.

The rise in cotton prices is only in-
directly related to the lapse of controls,
since the price of raw cotton had not
been controlled. However, the new price
control legislation requires that ceilings
on cotton goods reflect the market price
or the parity price of raw cotton, which-
ever is higher, while the legislation pre-
viously in force simply required that
ceilings reflect the parity price. Thus
cotton prices are free to rise and have
risen very considerably above the parity
level.

World carry-over of cotton, which
rose nearly 3J/2 million bales during the
war, has in the year since the war ended
fallen about 4 million bales and a fur-
ther decline is in prospect in the year
ahead. Furthermore, the proportion of
American cotton in the carry-over has
been reduced and a small crop is esti-
mated for 1946.

Food Output at High Level

The sharp changes in farm prices have
affected the outlook for food production
during the year very little, although price

Chart 2.—Prices Received by Farmers in Two War and Postwar Periods 1

300

o
- 200

150

. 100

50

BEFORE U. S. ENTRY

WORLD WAR I

0 ' i ; ! i

1918 I9I8 J 1919——

AFTER U.S. ENTRY

"T-nrn~rTTTT

—1920 f 192!- *
M A M J J A S 0 U D| J F M A M J J A S O N D

rri i i i i rrrTi i i i i i mrm 300

POSTWAR

......

\
WORLD WAR n

WORLD WAR I

250

200 i

150 o

100 £
o

50

A S O N D J F M A W . J J A S O N D J F M A M J J A S 0 N

(939*- 1940 -I 1941
J A S O N D] J F M A M J J A S O N D j r M A M J J A S O N D | J F M A M J J A S

-1943 -I- 1944 4—1945 1945-i 1946

Data are as of the 15th of each month.

Source of data: U. S. Department of Agriculture.

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

October 1946



6 SUKVEY OF CUKEENT BUSINESS October 1946

Chart 3.—Local Market Price
Ratios

RATIO

HOG-GORN y

1925-44 AV.

1 Number of bushels of corn equal in value to 100
pounds of hog, live weight.

2 Number of pounds of feed equal in value to 1 pound
of wholesale milk. Includes payments allowed under
the Government dairy-production program which was
in operation for the period October 1943 through June
1946.

s Number of pounds of poultry feed equal in value to 1
dozen eggs.

Source of data: U. S. Department of Agriculture.

swings have influenced the rate of live-
stock marketings. The latest estimates
of food production for 1948, shown in
table 2, reflect some downward revision
in livestock output from earlier ones but
these estimates are very tentative, as the
livestock situation is not yet clarified.

Pood-crop production for 1946 was lit-
tle affected by the price adjustments,
since most plantings had already been
made in the first half of the year. Excel-
lent weather during the summer brought
upward revisions in the estimate of total
food-crop output which is now expected
to be 8 percent above last year with sev-
eral record crops forecast.

Pood-livestock output for 1946 is now
estimated to be 5 percent below produc-
tion last year with some reduction in

each major group. Part of the decrease
in output occurred during the first half
of the year, but additional changes are
expected as a result of the shifts in price
relationships which have occurred dur-
ing recent months. These are discussed
below.

Feeding Less Profitable

Any effect that the lapse of price con-
trol may have had on farm production
will be registered in livestock output.
Immediately after June 30, the prices of
livestock and livestock products as well
as the prices of feed for livestock spurted
sharply. Changes which took place in
the ratio of the prices of principal live-
stock products to the prices of feed are
shown in chart 3.

In all cases, a drop in the ratio indi-
cates that feeding is less profitable
whereas a rise means that feeding is
more profitable. Curiously enough, the
principal feeding ratios all became less
favorable in July, and, although some-
what higher in August, they were still
less favorable than a year earlier and
lower than the long-time average. In
September with price ceilings restored for
livestock but not for feed, the hog-corn
ratio again became unfavorable. In re-
lation to the futures prices of corn pre-
vailing in September, the hog ceiling
prices provide a feeding ratio which is
about the same as the long-time average.

The actual response of farmers to these
price developments is not yet clear. If
dairymen have altered feeding operations
or changed the number of cows kept for
milk production the effect of this will not
be apparent for several months.

Livestock Marketings

The marketing of all classes of live-
stock was sharply affected by the antici-
pated and actual price changes. Antici-
pating higher prices, farmers reduced
marketing of livestock in the latter part
of June and then rushed stock to market
during July and August when price con-
trols were off.

The heavy slaughter of hogs continued
throughout August, but receipts dropped
off sharply in September and remained
at a fraction of normal volume through-
out the month (see lower part of chart
4). The heavy marketings reduced the
number of mature hogs on farms, which
already was 10 percent below the pre-
vious year on June 1, before the large
marketings began. However, there was
little liquidation of young pigs, which
were farrowed this spring and which will
be ready for market beginning in Octo-
ber. These pigs received less corn than
usual and hence made less than usual
growth during the summer when corn
was scarce and expensive.

Hog marketings next spring and sum-
mer may also be reduced as a result of
the unfavorable hog-corn ratio which
prevailed this spring and early summer
when sows were being bred for fall far-
rowing. In past years, unfavorable hog-
corn ratios in these months have been
associated with reduced fall pig crops.
Next spring's pig crop may be larger
than in 1946, however, if the record corn
harvest now in prospect restores a favor-
able feeding ratio.

In contrast with hog marketings, the
movement of cattle to slaughter tapered
off during the latter part of August and
was lower for the month than a year ago
(see upper panel of chart 4>. Also, the
number slaughtered for the three-month
period, June, July and August, was lower
than in the same period—although non-
inspected slaughter in June may have
been higher than a year ago.

A liquidation of fed cattle did take
place, however, partly because of the
high cost of corn but primarily because
of the high price of even partly finished
cattle. The number of cattle on feed
lots in the corn belt on August 1 was 45
percent lower than a year earlier.

The number of grass-fed cattle as well
as of all beef cattle on farms is at a

Char t 4.—Livestock Slaughter ,
Federally Inspected

MILLIONS OF ANIMAL
2.0

1.0 -

ft, 1 I 1 ! 1 I I I 1 I

Sources of data: U. S. Department of Agriculture
except data for September 1948, which are estimates
of the U. S. Department of Commerce.
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near record level and far above the pre-
war average. Developments on the price
front will have an important effect on
the rate of movement of cattle to slaugh-
ter.

Gain in Farm Income

Although the prospects for farm pro-
duction during this year have been little
affected by the sharp price changes and
the shifts in marketing schedules, these
changes have had an important effect

upon the amount and the distribution of
cash farm income. Farm income fell off
in June of this year, as farmers reduced
marketings of both crops and livestock
awaiting the outcome of price control
legislation.

In July, the advancing prices brought
heavier crop marketings and particu-
larly heavy runs of animals for slaugh-
ter. As a result of both of these in-
fluences, cash income from farm mar-
ketings (seasonally adjusted) rose 23

percent in July, but declined 6 percent in
August, at which point it was 20 percent
higher than a year earlier. Preliminary
estimates show September income to be
about the same as a year ago.

Income for the full year 1946 will be
about 10 percent higher than in 1945,
according to recent Department of Agri-
culture estimates, but income in the final
half of this year as compared with the
last 6 months of 1945 may be as much
as 20 percent higher.

International Transactions: Second Quarter of 1946

The value of goods and services trans-
ferred to foreign countries totaled al-
most 4.2 billion dollars in the second
quarter of 1946, an increase of 800 mil-
lion dollars over the preceding quarter.
This rise was the net result of an expan-
sion of 1 billion dollars in the value of
goods transferred to other nations and a
200 million dollar decline in services.
The increase in the commodity account
was due not only to larger shipments of
goods from the United States, but also
to a sharp rise in sales of United States
owned property abroad, primarily goods
declared surplus since the end of the war.

Goods and services obtained from
abroad declined from 1.7 to 1.6 billion
dollars from the first to the second quar-
ter of the year. The reduction in pay-
ments for services rendered to our armed
forces more than offset slightly higher
imports of merchandise.

The 2.6 billion dollar excess of goods
and services transferred over goods and
services received was financed in the
following manner (in billions of dollars):
Unilateral transfers (UNRRA contri-

butions and other gifts) 0.8
Net long-term loans 1. 0
Net flow of gold and short-term

capital . 5
Payments, not specified .3

The above tabulation indicates that
unilateral transfers and increased lend-
ing operations were not sufficient to meet
the larger gap between receipts and pay-
ments and that foreign gold and dollar
balances underwent a further sizable de-
pletion in the second quarter. However,
the pressure on foreign reserves may be
expected to ease as a result of the passage
of the British loan and the extension of
new Export-Import Bank credits.

Merchandise Transfers Rise

Improvements in the domestic supply
situation of many manufactured goods,

The United States balance of
international payments during
the second quarter of 1946 was
characterized by a very sharp in-
crease in Government loans to
foreign countries and a smaller,
yet substantial, increase in the
liquidation of foreign gold and
dollar holdings.

The accompanying section is
the second of a series of quarterly
presentations of the balance of
international payments of the
United States. The first of the
series was published in the July
issue.

large shipments of foodstuffs, particu-
larly of wheat, to European countries,
and to a lesser extent price rises brought
exports during the second quarter 1946
to an annual rate of nearly $10 billion.
Total sales and other transfers of goods
to foreign countries, including transfers
cf lend-lease material, surplus goods,
and civilian supplies by the armed
forces, rose to an annual rate of $13.8
billion. This figure was higher than
transfers in 1945, and only $3 billion less
than the wartime peak of commodity
transfers to foreign countries reached
during 1944.

Transfers Through Government Channels

When hostilities ended, the govern-
ment of the United States, particularly
the Armed Forces, had in foreign coun-
tries huge supplies of material with
considerable civilian use value. Up to
June 30, 1946, surplus goods having an
original cost of $3.6 billion had been dis-
posed of for about $1 billion, or 28 per-
cent of cost.

The rise in surplus property disposals

from the first to the second quarter of
1946 (see table 3) was accounted for
chiefly by the bulk sale of surplus goods
to the Government of Prance for $300
million negotiated as a part of the over-
all war settlement with that country.
On the basis of preliminary data it ap-
pears that realizations from surplus
property disposals during the third quar-
ter will approximately equal the second
quarter figure, but are likely to decline
sharply thereafter.

Transfers of merchandise procured
through lend-lease channels also con-
tinued at a relativey high rate in the
second quarter. At the conclusion of
the war the value of goods in the lend-
lease "pipe-line" amounted to roughly
$1.2 billion. Of this total about $0.9
billion was transferred by the end of
June. The marked rise in transfers
under credit lend-lease from the first to
the second quarter was due to a rise of
transfers as reflected in financial records
and does not represent the actual move-
ment of exports.

Transfers of commodities through
UNRRA were about 20 percent higher
than in the first quarter. The rise may
continue during the following few
months but decline sharply thereafter,
especially since the UNRRA program is
to be completed by the early part of 1947.
Transfers of civilian supplies by the
armed forces in former enemy countries
may possibly decline, particularly in
Europe, because of better harvests in
that area.

On balance, therefore, total transfers
of merchandise through government
channels are likely to show a decline
during the third quarter of 1946 since
the backlog of lend-lease transfers is
rapidly being extinguished. A further
decline in the fourth quarter may be
expected as the stock of undisposed
surplus goods is reduced.
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Rise of Private Exports To Continue

Private exports, which showed a gain
of $350 million or 24 percent over the
preceding quarter, are likely to continue
an upward trend as both private and
government controls are relaxed and the
long waiting period between the placing
of orders and the resulting deliveries is
shortened. If private exports continue
to increase at the rate exhibited since
VJ-day, it is likely that they would
more than offset the decline in Govern-
ment-procured exports.

Uptrend in Imports

Imports for consumption from foreign
countries rose from the first to the second
quarter of 1946 by about $70 million, or
6.5 percent, to an annual rate of $4.6
billion. The small setbacks in May and
June were followed by a sharp rise of

Table 3.-—Goods Transferred to Foreign
Countries

[Millions of dollars]

Through Government channels:
UNRRA
"Straight" lend-lease
Reimbursable and credit lend-

lease . _
Surplus property sales . . .
Sales and transfers by the armed

forces including civilian sup-
plies

Other sales by U. S. Govern-
ment corporations and agencies- _

Total through Government
channels

Merchandise sold by private ex-
porters

Total transfers of goods to
foreign countries _

1946

First
quarter 1

303
48

138
170

157

156

972

1,449

2,421

Second
quarter

365
46

445
528

151

132

1,667

1,796

3,463

i The data for the first quarter are revisions of the es-
timates published on p. 17 in the SURVEY for July 1946.

Table 4.—Service Transactions in the
United States Balance of Payments

[Millions of dollars]

Receipts:
Transportation- _ . _ .
Travel
Miscellaneous services:

U. S. Government
Private. . ~-

Total

Payments:
Transportation
Travel
Miscellaneous services:

U. S. Government
Private

Total

1946

First
quarter 1

495
41

174
83

793

134
65

331
24

554

Second
quarter

421
51

7
84

563

138
82

107
23

350

imports during July to the annual rate
of almost $5.2 billion.

The rise during the second quarter
was most pronounced in semimanufac-
tured and manufactured goods, the two
categories which in the first quarter were
farthest from the prewar relationship
to the national income.1 With continued
reconstruction and increased production
abroad and with rising prices in this
country, imports should show a faster
rise in the near future than during the
first half of the year—assuming unin-
terrupted shipping services.

Export Surplus of 2.6 Billion Dollars

As already noted, the excess of goods
and services transferred to foreign coun-
tries over those received amounted to
about 2.6 billion dollars during the sec-
ond quarter. This excess was larger than
in any quarter since the beginning of
1945, but it was less than during 1943 and
1944. However, part of the second quar-
ter export surplus (as recorded for bal-
ance of payments purposes) does not
represent currently produced goods and
services. More than $500 million of our
transfers consisted of surplus goods lo-
cated abroad and perhaps as much as
$200 million included under lend-lease
transfers represented bookkeeping en-
tries for transfers actually made some
months earlier.

Financing the Export Surplus

The method of financing the second
quarter export surplus has already been
indicated. Compared to the first quarter
of 1946 the major change was in the out-
flow of long-term capital. The increase
in foreign loans was due entirely to larger
government loans, most of which merely
reflected the government transfer of
goods previously discussed. This applies
particularly to lend-lease and surplus
property credits, shown in table 6. Of the
total government loans authorized or an-
ticipated, amounting to nearly $10 bil-
lion, excluding our investments in the
Monetary Fund and the International
Bank, about $2.5 billion had been dis-
bursed by June 30. At the rate at which
these loans were utilized during the sec-
ond quarter of 1946, the total volume of
government credit authorized or antici-
pated would be exhausted before the
middle of 1948.

Foreign Reserves Reduced

Because long-term capital movements
and contributions did not suffice to
finance the export balance, foreign coun-
tries had to sell gold and draw upon their
dollar holdings to the extent of nearly

Table 5.—International Transactions of
the United States

[In millions of dollars]

i

1

Receipts:
Goods and services:

Goods.
Income on investments
Other services

Total goods and services

Unilateral transfers.
Long-term capital:

Movements of U. S. capital in-
vested abroad

Movements of foreign capital
invested in U. S

Total long-term capital

Total receipts _.

Payments:
Goods and services:

Goods
Income on investments
Other services

Total goods and services

Unilateral transfers
Long-term capital:

Movements of U. S. capital in-
vested abroad

Movements of foreign capital
invested in U. S'_

Total long-term capital

Total pavments

Excess of receipts (+) or payments

Goods and services
Unilateral transfers

Goods and services and uni-
lateral transfers ._

Long-term capital . . . . .

All transactions

Net flow of funds on gold and
short-term capital account:

Net gold movement . . _ _ _ . -
Net movement of U. S. short-

term capital abroad
Net movement of foreign short-

term capital in U. S

Net inflow (+) or outflow (—)..

Errors and omissions ...

1946

First
quarter *

2,421
144
793

3, 358

62

137

137

3, 557

1,135
36

554

1,725

780

490

154

644

3,149

+1,633
-718

+915
-507

! +408

-269

: +102

: - H I

! —278

-130

Second
quarter

3,462
141
563

4,167

13

154

40

194

4,374

1,202
38

350

1, 590

786

1,182

],18&

3,565

+2. 577
-773

+ 1 , 804
-995

| +806

q~

- 5 6

I - 4 3 6

- 5 3 9

- 2 7 0

1 The data for the first quarter are revisions of the
estimates published on p. 20 in the SURVEY for July 1946. *See SURVEY, July 1946, chart 2, p. 19.

i The data estimates for the first quarter are revisions of
estimates published on p. 17 of the SURVEY for July 1946.

$500 million during the quarter. A large
part of the liquidation consisted of
British and French holdings.

Foreign short-term balances in the
United States at the end of June still
amounted to about $6.4 billion. In view
of the need for gold and dollar balances
by foreign countries as legal reserves and
working capital, the liquidation of these
assets could not continue at an annual
rate of nearly $2 billion without forcing
these countries into retrenchment of ex-
penditures in the United States.

It appears, however, that reductions of
foreign dollar balances may have been
unusually high during the first 6 months
of the year. The need for imports from
the United States was very urgent and
certain lines of credit were not yet avail-
able. With the passage of the British
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loan in July, the conclusion of the Ex-
port-Import Bank loan to Prance in May,
and the increased deliveries of goods
financed through other Export-Import
Bank loans, the pressure on gold and
dollar reserves may be eased for at least
the near future.

Comparison With 1919

The international transactions of the
United States during the first 6 months
of 1946 demonstrate the extent to which
the United States is aiding in the relief
and reconstruction of war-damaged
countries, and the extent to which our
export trade is made possible without
current and, in some cases, ultimate re-
payment. In chart 5, the 1946 trans-
actions are compared with those after
World War I. The excess of goods and
services transferred to foreign countries
is shown to be almost twice as high as
after the first World War. This reflects
the more extensive destruction and dis-
location brought about by the recent war,
the greater capacity of this country to
make available to foreign nations the
commodities and services they need, and
the degree to which we have been willing
to render assistance in relief and reha-
bilitation.

Table 6.—Foreign Long Term Loans by
United States Government

[Millions of dollars]

Disbursements by the Export-
Import Bank

Lend-lease credits
Surplus property credits

Total, new loans...
Less repayment of loans..

Total, net loans.

1946

First
quarter l

387

Second
quarter

137
133
135

405
18

333
362
401

1,096
17

1,079

Chart 5.—Financing the United States Export Surplus of Goods and
Services

BILLIONS OF DOLLARS
10

BILLIONS OF DOLLARS
10

MEANS OF FINANCING

1919-^ 1946
1st HALF>

AT ANNUAL RATE

1 The data for the first quarter are revisions of the esti-
mates published on p. 21 in the SURVEY for July 1946.

i Total for 1919 includes $164,000,000 for net exports of gold.
Source of data: U. S. Department of Commerce.

Of the net exports of commodities and
services, 35 percent were made available
in 1946 through public and private gifts
and contributions which do not require
repayment, as against 21 percent in 1919.
41so in contrast to 1919, a substantial
part of the 1946 export surplus was
financed through the liquidation of gold
and other liquid assets which foreign
countries held at the end of the war.

On the other hand, loans which mort-
gage the future of the borrowing coun-
tries—and which, if they are used for the
purchase of relief supplies, do not in-

1919 1946
1st HALF,

AT ANNUAL RATE

46-672

crease the borrowers' productivity as
compared to the prewar period—are now
used to a relatively smaller extent than
in 1919 to finance foreign import needs.
Nevertheless, foreign indebtedness to
the United States Government is in-
creasing at a rapid rate and may be
expected to total as much or more than
the debt incurred during and after World
War I. In contrast to the last war, how-
ever, a large portion of the present loans
are used to increase the productiveness
of foreign industries.

713188-46 2
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THE BUSINESS SITUATION
By the Office of Business Economics

THE ACCELERATION of the Govern-
ment's price decontrol program was

among the chief economic developments
during October. Price indexes moved
higher, not only by reason of the rise in
the decontrolled commodities but also of
the rise in others where higher prices
represented allowances for increased
costs of materials in accordance with the
pricing formulae.

A further expansion occurred in pro-
duction, particularly in the reconversion
area where improvement in the flow of
parts and subassemblies aided in step-
ping up the rate of flow of finished com-
modities. Rising tendencies were less
marked in the field of distribution.
Though sales of durable goods moved up-
ward with the increased flow of supplies
to retailers, sales of nondurable goods
have not been so strong. In September,
the latter sales increased dollar-wise but
by less than the seasonal amount.

More Selective Purchasing

The stepped-up flow of finished goods
from the Nation's factories made only a
small dent in the backlog of unfilled or-
ders, but recent data on the flow of new
orders give some evidence of more selec-
tivity of purchasing. Merchants are pur-
chasing less freely than a year ago and
are giving more attention to the com-
position of both their inventories and
commitments, partly because of the ris-
ing flow of merchandise of improved
quality which may be expected to influ-
ence consumer buying of some alterna-
tive goods which have enjoyed a ready
sale in the initial reconversion year.

Stock prices at the end of October were
about the same as at the beginning of
the month, but there were relatively wide
fluctuations during the interim period.
Thus the market average remained about
20 percent below the high reached last
May. Whether the decline has had any
direct influence upon the expansion
plans of business is difficulty to answer.
Business spending for both plant and
facilities and for inventory rebuilding
continued to increase throughout the
third quarter. However, fourth quarter
plans for business expenditures for plant

The Month in Review

Price developments were again
in the forefront during October, (
with prices moving upward over a |
broad front as a result of the
accelerated decontrol program in-
itiated in the middle of the month.

Production continued to expand.
Retail sales continued high, but
recent trends have not been uni-
form, with durable goods sales ris-
ing and nondurable goods sales
lagging as consumers give evidence
of more selectivity in purchasing.
Inventory buying continues as a
major source of business demand.

Business outlays for plant and
equipment anticipated for the
fourth quarter show a tendency to
level off, but it is not possible to tell
from the data whether this reflects
other than Government restric-
tions and supply difficulties.

Income payments to individuals
were lower in September than in
July and August, reflecting the
fluctuations in agricultural in-
comes. At an annual rate of 168
billion dollars for the third quarter,
they were 7 billion dollars above the
rate in the previous quarter and
were also above the war peak.

* * * * *
Most of the statistical series used

in this review of the business situa-
tion will be found in the statistical
section at the back (pp. S-l to
S-40).

and equipment show a tendency for such
outlays to level off, according to the
quarterly survey of the Securities and
Exchange Commission and the Depart-
ment of Commerce. It is not possible
to tell to what extent Government re-
strictions on commercial projects or an-
ticipated difficulties in actual construc-
tion may have influenced the aggregate
of these fourth quarter plans.

Advance in Wholesale Prices

The latest spurt in the wholesale price
index—during the 4 weeks ending Octo-
ber 26 the index advanced 9 percent,
bringing the total rise since the end of
June to 21 percent—did not indicate an
intensification of the pressure on prices;
rather the rise was a response to the
accelerated price decontrol program an-
nounced by the President on October 14.
Immediate removal of ceilings on meats
and livestock followed—which action led
to the speedy resumption of meat pro-
duction in heavy volume. Subsequently,
controls were lifted on a whole series of
other commodities. The magnitude of
the price rise following decontrol was
indicative of the degree of restraint pre-
viously exercised, although former ceil-
ings were not always representative of
actual prices paid by buyers.

Among the consumers' goods, price
ceilings were removed during the latter
half of October from practically all foods,
tobacco products, alcoholic beverages,
shoes, small home appliances, and many
house wares. Price controls were still ap-
plicable to household rents, most cloth-
ing, many durable consumer goods, and
a variety of miscellaneous items, but a
further shrinkage in the area of controls
was in prospect for the near future. In
the aggregate, the shrinking controlled
area of prices in early November ac-
counted for about two-fifths of total
consumer purchases, compared with
four-fifths in early 1946.

The distinction between controlled
and uncontrolled prices has never been
a distinction between fixed and flexible
prices, nor is it likely to be such in the
period ahead. Thus, the prices of all
commodities in the wholesale price index
under price control both on June 29 and
on October 26 rose 7 percent, or about
one-third as much as the rise in the total
index. On the other hand, the prices of
commodities which were uncontrolled on
August 13 and were still uncontrolled on
October 26 were 33 percent higher on the
latter date as compared with end-of-
June quotations. In general, however,
the prices in the uncontrolled group are
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Chart 1.—Weekly Wholesale
Prices

1945 -"+- 1946 - - -

Source of data: U .S . Department of Labor.

of the type which fluctuate most widely—
farm products, for example.

Comparison With 1920 Peak

As of the week ending October 26—
which was 2 weeks after the decontrol
program had been accelerated—the food
component of the wholesale price index
was substantially above the high estab-
lished after World War I, and the farm
products component was about as high
as the 1920 peak.

The index of commodities other than
farm products and foods, on the other
hand, ended the month considerably
below the 1920 peak. As shown in chart
1, the slow but steady uptrend in the lat-
ter group of prices—most of which are
still under ceilings or have only recently
been decontrolled—stands in sharp con-
trast both with respect to the level of,
and movement of, prices of farm prod-
ucts and foods.

The breakdown given in table 1 shows
that the 7-percent increase in the whole-
sale prices of commodities other than
farm products and foods since the end
of June compares with increases of 50
percent and 21 percent for foods and
farm products, respectively. The non-
farm, nonfood classes showing the larg-
est gains for the 4-month period were
textile products and hides and leather,
but in some cases, notably building mate-
rials, large increases had occurred prior

to the end of June. Immediately after
the lifting of price controls on hides and
skins on the last day of October, the
prices of these commodities rose very
sharply.

Some Price Declines, Notably in Cotton

A few commodity prices have moved
against the general trend. Prices of
feed grains, particularly corn, moved
lower, as the bumper harvest got under
way. A few foods such as poultry and
eggs, which had been in heavy demand
because of the scarcity of meat a few
weeks earlier, also were selling for sub-
stantially less at the end of the month.

By far the most spectacular price re-
versal during the month occurred in cot-
ton prices. Cash cotton in New York
rose to a high of almost 40 cents per
pound on October 2, about 70 percent
higher than the price a year ago. Later
in the month the market broke sharply,
dropping the permissible limit of 2 cents
a pound on several successive days and
forcing the Nation's cotton exchanges to
close on 3 separate occasions. A low
point slightly under 30 cents was reached
on October 29, after which date the cot-
ton market staged a mild recovery which
extended into early November.

The downward adjustment in raw cot-
ton prices had a stimulating effect on
trading in textiles, since it stimulated

selling of goods which were being priced
under the escalator clause of the Price
Control Extension Act. With this in-
centive to delay shipments eliminated,,
selling became more active and contracts
for future delivery, which are widely
used in the industry, were being offered
more generally, according to trade
reports.

Retail Buying Undergoing Adjustment

Total retail sales have continued to
increase in dollar volume. However, the
increase from August to September was
less than seasonal, notwithstanding some
further increase in prices. Department-
store sales reports point to a lagging
tendency in October, but data are not yet
available for other groups.

As shown in chart 2, whatever lag is
implied in these sales results is wholly
attributable to sales of nondurable goods.
There has been no interruption of the
rise at durable-goods stores where sales
have been sharply upward in physical
volume as well as in dollar totals. Shifts
of this nature were suggested by the
analysis of retail sales presented in the
October issue.

Certain qualifications should be noted
regarding the significance of these de-
velopments. In the first place, the Sep-
tember and October sales figures were
held back by the poor showing in New

Chart 2.—Sales of Retail Stores l

INDEX, 1935-33- IOO
350

ALL RETAIL
STORES

DURABLE GOODS
STORES

300

250 -

200 -

150 -

too

INDEX, 1935-39 = 100
350

- 300

- 250

NONDURABLE
GOODS STORES

ADJUSTED FOR SEASONAL VARIATION UNADJUSTED

~ 200

S945 1946 1945

i Indexes are based upon daily average sales.

Source of data: U. S. Department of Commerce.

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

November 1946



November 1946 SURVEY OF CURRENT BUSINESS

York City and Pittsburgh, where shop-
ping was impeded by strikes.

Secondly, any hesitancy suggested by
the trade figures is associated with less-
than-seasonal gains rather than with ac-
tual declines, and is likely to be sub-
merged in the holiday season ahead. In
view of the current high income pay-
ments, there is no reason to revise the
general expectation that pre-Christmas
buying will be the heaviest on record.

Nevertheless, the recent trends con-
firm last month's statement that some of
the keen edge has been taken off the de-
mand for goods at nondurable goods
stores, Sales at the latter stores during
the third quarter of the year exceeded
the average for the first 6 months by
only 4 percent, after allowance for sea-
sonal factors, as compared with a con-
siderably larger percentage increase in
retail prices of nondurable goods.

Contrast With Sales Rise in Late 1945

Two distinct phases can now be distin-
guished in the flow of goods to consumers
since the end of the war. In the first
phase, which began almost immediately
after VJ-day and extended into early
1946, consumer supplies increased, prin-
cipally through the diversion to civilians
of goods formerly purchased by the mili-
tary, and the larger supplies generally
were absorbed by heavier consumer pur-
chasing. Some reduction actually oc-
curred in the inventories held by retail-
ers by the end of 1945.

In the second phase, increased supplies
of consumers' goods resulted from rising
production, but part of the increase went
into business inventories. The increase
in durable goods output was large both
in absolute and in relative terms, but the
increase in nondurables was large only
in individual instances, and not in the
aggregate. As previously indicated, sales
at nondurable goods stores, after adjust-

Table 1.—Wholesale Commodity Prices
[Indexes, 192o=100]

Chart 3.—Income Payments to
Individuals, by Selected Com-
ponents

Commodity group

Combined index (all com-
modities)

Foods
Farm products
All commodities other than

farm products and foods.
Textile products
Hides and leather prod-

ucts
Miscellaneous products-._
Fuel and lighting prod-

ucts
House furnishing goods
Building materials
Chemicals and allied prod-

ucts
Metals and metal products.

Week
ended

June 29
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113.4
140.3

105.4
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87.5
110.7
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I
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1 Includes items not shown separately in chart.
2 Includes Government's contribution to family allow-

ances paid to dependents of enlisted personnel.
^Represents mustering-out payments, redemption of

adjusted service bonds (bonus to World War I veterans),
and veterans' pensions, compensation, and readjustment
allowances.

4 Data represent pay rolls and net income of proprie-
tors.

8 Includes net income of farm operators (adjusted for
change in inventories of crops and livestock), farm wages,
net rents, and dividend and interest payments.

Source of data: U. S. Department of Commerce.

ment for seasonal factors and for price
changes, were somewhat lower in the
third quarter than earlier in the year.

No Change in Rate of Inventory Buying

Last month's analysis of the inventory
situation pointed out that inventories
were not high in relation to sales, that
they were unbalanced, and that further
accumulation could be expected this year.
Not only does the adequacy of stocks on
hand vary widely among different lines,
but price increases and upgrading have
been important factors in raising the dol-
lar value of inventories. It was likewise
noted in the article that the rate of ac-

cumulation had been large and had re-
cently accelerated.

September reports show that inventory
buying in that month continued at ap-
proximately the same rate as in August.
The reported increase in inventories was
about 1 billion dollars for the month,
with almost three-fifths of the rise going
to wholesalers and retailers. The latest
addition to business inventories brings
the total accumulation for the third
quarter of the year to S1/̂  billion dol-
lars'—from 28.8 billion dollars at the end
of June to 32.3 billion at the close of
September. Thus, inventory rebuilding
continues as an important segment of
current demand.

Income Payments Above Wartime Peak

Throughout the third quarter of 1946
total income payments to individuals
were running at a rate in excess of the
wartime peak, after allowance for sea-
sonal factors. The annual rate of pay-
ments for the third quarter was ap-
proximately 168 billion dollars, as com-
pared with 161 billion dollars in the sec-
ond quarter of 1946 and 164 billion dol-
lars in the first quarter of last year.

It is apparent from chart 3 that the
recent movement of total income pay-
ments mirrors to a large extent the
fluctuations in agricultural income. ITie [
unusual volatility of the latter compon-
ent has been due chiefly to the varying
policies with respect to livestock ceilings
(see bottom panel of the chart). Live-
stock marketings were heavy during
July and most of August, while ceilings
were suspended, and exceedingly light
during the succeeding month and a half
when ceilings were reimposed.

There have been steady increases in
other types of income payments which
have had a bolstering influence on the
total. Thus, agricultural income pay-
ments in September were back to the
June figure, after seasonal adjustment,
but total income payments remained
substantially higher than in June, al-
though down from July and August. As
shown in the chart, wages in both dur-
able and nondurable goods manufactur-
ing have been moving upwards since
February—under the stimulus of higher
wage rates and larger employment
totals—and payments by trade estab-
lishments have also risen substantially.

Among the components of income pay-
ments on the downtrend in the recent
period have been pay of the armed forces
and payments to veterans—see middle
panel of the chart—but these declines
have lately been of small magnitude.
Unemployment compensation payments
also were lower in September, as the re-
sult of fewer unemployed workers filing
claims.
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Planned Investment Outlays Level Off

The quarterly survey of planned ex-
penditures on new plant and equipment
conducted jointly by the Department of
Commerce and the Securities and Ex-
change Commission indicates only a
small increase in planned outlays be-
tween the third and fourth quarters of
the year. The latest results, which are
summarized in table 2, are quite differ-
ent than ithe results in earlier surveys
which showed large quarter-to-quarter
increases. The fourth quarter total of
3.4 billion dollars compares with planned
expenditures of 3.3 billion dollars in the
third quarter and actual outlays of 2.2
billion and 2.8 billion in the first and
second quarters, respectively.

The manufacturing and mining group,
which accounts for more than half of
all capital outlays of nonagricultural
businesses, anticipated a small reduction
in investment outlays in the final quar-
ter of the year, but the drop is centered
in the mining and smaller manufactur-
ing companies. The very large manu-
facturing concerns, as well as railroads,
utilities, and commercial and miscel-
laneous companies, all anticipated fur-

Table 2.—Expenditures On New Plant and Equipment *
[Millions of dollars]

Industry

ATanufacturi^is and ininin01"
Railroads _. - --. - - _..
Electric and pns utilities
Commercial and miscellaneous2

Total

1945

3 650
550
630

1, 820

6, 650

Total

6,380
620

1,000
3,720

11,720

1946

Actual

January-
March

1,210
100
180
720

2,210

April-
June

1,530
130
230
920

2,810

Anticipated

July- | October-
Septem- j Decem-

ber | ber

1,850
180
280
990

1,790
210
310

1,090

3,300 | 3,400
1

1 All industries except agriculture. Figures for 1945 and the first three quarters of 1946 are revised data.
2 Includes trade, service, finance, communication, and transportation other than railroad.
Source: U. S. Department of Commerce and Securities and Exchange Commission.

ther increases in investment expendi-
tures. The increases, however, were the
smallest recorded for any quarter of
1946.

Marked Contrast in Production Trends

The contrast between postwar trends
in the production of finished durable
and non-durable goods has, of course,
been very marked. This is evident from
a comparison of the production series

INDEX, FISCAL YEAR 1940-41
200

Chart 4.—Output of Consumers' Durable Goods *
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i Data represent production for batteries, tires, and automobiles and shipments for all other products, except that
base period data for automobiles represent factory sales. The base period data represent monthly averages for the fiscal
year 1940-41, except for electric irons and sewing machines for which the base periods are the calendar years 1940 and
1941, respectively.

* Data for October 1945 are not available.
Sources: Basic data, TJ. S. Department of Commerce and Civilian Production Administration, except data for bat-

teries and tires, which are from Association of American Battery Manufacturers, Inc., and Rubber Manufacturers
Association, Inc., respectively. Indexes were computed by U. S. Department of Commerce.

shown in charts 4 and 5, which in most
cases cover the 12 months ending in Sep-
tember. With only few exceptions, the
output of consumer durable goods has
moved sharply upward since the end of
the war when the large-scale shift from
war to peacetime production was begun.
Production of nondurable goods, on the
other hand, has not conformed to any
general pattern, although most series
are about as high as a year ago or are
moderately higher.

The current levels of durable goods
and nondurable goods output also pro-
vide a sharp contrast, since the compari-
son with a prewar base period is much
more favorable in the case of nondurable
goods. The base period is the fiscal year
1940-41 for most of the durable con-
sumer goods and the calendar year 1940
for the nondurables.

Many Durables Exceed Prewar Volume

Turning, first, to the durable consumer
goods illustrated in chart 4, it is appar-
ent that prewar production was exceed-
ed earliest in the case of washing ma-
chines and ironers, where January 1946
output was already above the base period
line shown in the chart. However, out-
put fell off sharply in the succeeding
month due to work stoppages in the in-
dustry. By March of this year—7
months after full-scale reconversion got
under way—production of electric irons
and vacuum cleaners also was higher
than in the base period. Radios and
electric ranges exceeded base period pro-
duction a few months later. In view of
this production performance and the ex-
pected high rate of output in the period
ahead, the prices of radios and many
home appliances were decontrolled by
the OPA at the end of October.

Passenger automobiles, mechanical re-
frigerators, and sewing machines are the
outstanding examples among the dur-
ables where output still is low by prewar
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Chart 5.—Output of Selected Nondurable Goods x
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standards. Despite periodic temporary
shutdowns in some of the principal
automobile manufacturing plants, daily
average production of passenger cars has
been rising steadily from 7,100 units in
June to 12,400 units in October. Pro-
duction of 285,000 cars in the latter
month compares with an average month-
ly rate of about 340,000 during 1940-41.

By way of comparison, truck produc-
tion (not shown in the chart) has made
a much better showing since the end of
the war. The prewar rate of produc-
tion was exceeded as early as April 1946,
while average monthly output since June
has been more than one-fourth above
the 1940-41 level. Assemblies of ap-
proximately 110,000 units in October rep-
resented a new all-time high.

Production of automotive replacement
batteries and passenger car tires was al-
ready at a high rate when the war ended.
Since then, tire production has risen
substantially and, at 5.9 million in Sep-
tember, was probably at an all-time high.
Automobile replacement batteries have
shown an opposite trend, due to the tight
lead supply situation, and no marked im-
provement is in prospect for the near
future.

Decline in Shoe Production
Among the significant developments in

the nondurable goods sector is the decline
in shoe output to about 40 million pairs

in September as compared with a month-
ly average of 46 million pairs during the
first half of the year. The decline is
traceable to the difficulty in procuring
leather. Price uncertainties and the low
volume of cattle slaughter in June and
again in September and the first half of
October curtailed tanning operations.

The supply of women's hosiery has re-
mained below prewar volume. Over 50
million pairs were manufactured dur-
ing September, as compared with a
monthly average of 57.5 million in 1940.
Nylons accounted for almost three-fifths
of the September total. So far this
year, monthly production of nylons has
averaged about 29 million pairs, as com-
pared with a production objective for
1946 of 30 million pairs a month. A cut
in deliveries of nylon yarn, effective in
September, forecasts somewhat lower
production of nylon hose during the re-
mainder of the year.

With raw silk again becoming avail-
able, output of silk stockings rose to
slightly more than 3 million pairs in
September, or about 6 percent of total
hosiery production for the month. An
average of 43 Y2 million pairs of silk hose
a month was manufactured during 1940.

Building Materials Score Gains

In spite of continued increases in the
production of major building materials
throughout the summer months, the
supply situation in the industry is still
tight. August lumber production was
almost 3.5 billion feet and was the fourth
successive month in which production

Table 3.—New Security Issues
[Millions of dollars]

Year and month

1945:
Total
Monthly average.

1946:
January
February
March
April
May
June
July
August
September

Total, 9 m o n t h s -
Monthly average.

Gross
pro-

ceeds,
all

offer-
ings

54,712
4,559

1,585
1,180
1, 305
1,937
1,788
1,542
1,859
1,300
1,088

13, 643
1,516

Corporate

Gross
pro-

ceeds,
total

6,011
501

253
297
417
682
844
663
672
497
267

4,592
510

Net proceeds by proposed uses

Total
net
pro-

ceeds

5,902

245
291
405
666
825
643
655
488
261

4,479
498

New money by use

Total
new

money

90

111
37
99
213
153
245
327
331
138

1,654
184

Plant
and

equip-
ment

638
53

63
17
55
148
91
169
198
126
101

966
107

Work-
ing

capi-
tal

442
37

49
20
44
65
62
77
129
206
37

76

Retirement of debt
and stock

Funded
debt

4,117
343

56
222
257
320
514
285
218
77
38

3,986
221

Other
debt

134
11

5
2
2

57
28
14
46
50
18

222
25

Pre-
ferred
stock

438
36

62
16
30
56
116
32
40
21
60

434
48

Other
pur-
poses

133
11

10
15
17
21
14
67
25
10
6

183
20

Noncorporate,
gross proceeds

Total

48,701
4,058

1,333

1, 255
943
879

1,186
863
821

9,051
1,006

U.S.
Gov't,
direct
and

guar-
anteed

47,353
3,946

1,261
803
805
967
793
755

1,053
778
742

7,959

NOTE: More complete details for 1946 are given on p. S-18.

Source: Securities and Exchange Commission,
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exceeded 3.0 billion feet. Thus, the pro-
duction goal of 35 billion feet for 1946
seems more likely of attainment than it
did earlier in the year.

All of the 16 materials included in the
Department of Commerce index of pro-
duction for selected construction mater-

ials registered gains in August compared
with July. Only the cast iron radiation
component was below its 1939 index in
August and only four materials (cast
iron radiation, lavatories, water closets
and rigid steel conduit and fittings)
were at a point below their 1941 index

levels. However, the rates of production
of many important building products, in-
cluding some not covered by this index,
are still below those required to meet
current demand and the situation is ag-
gravated by the lack of inventories at all
distributive levels.

New Capital Issues
Coincident with the declining trend of

security prices, the market for new cor-
porate issues has undergone consider-
able change. The rapid expansion in
the first half of 1946 has been followed
by a decline in offerings and some re-
visions of contemplated terms of sale.

All during the war the new corporate
financing undertaken was mainly for
refunding purposes, and the amount of
new capital secured through public is-
sues was small in relation to the volume
of economic activity. During this pe-
riod the Government financed most of
the required expansion since it was pri-
marily for either direct or indirect war
purposes. Even refunding issues were
very limited during the first two years
of the war when the Federal Govern-
ment requirements for war expenditures
grew tremendously.

Enlarged Volume of Refunding

By 1944, it was possible for the cor-
porations to enlarge refunding opera-
tions to take advantage of the declining
trend of interest rates. In 1945, this
situation still prevailed though, with
VJ-day, more capital was needed for the
enlargement of facilities and for carry-
ing the higher inventories required to
expand civilian production. The shift-
ing of the financing of industrial and
other facilities, and of working capital
requirements, from public to private
channels, resulted in a marked reacti-
vation of the new issue market.

Peak Flotations in May
During the early months of this year,

the capital market absorbed an increas-
ing quantity of new corporate issues.
The peak of this financing occurred in
May when total issues, including new
money and refunding issues, exceeded
$800 million. In that same month the
stock market averages made their peak.
Subsequently, the flotation of new issues
declined as difficulty developed in mar-
keting a variety of securities at the
offering prices. In a number of cases,
new issues went to a substantial price
discount in the market, once support of

The increased volume of new
corporate security issues floated
during the first half of 1946 re-
flected the favorable financing
terms then possible and, to a
smaller extent, the need for new
money to finance postwar expan-
sion. The sharp decline in new
corporate issues since the May
peak does not indicate a lack of
investment funds which are still
large in the aggregate, nor any
change in the upward trend of
profits. Rather, it can be ascribed
to a shift in buyers' expectations
which, as in the stock market, has
resulted in a reappraisal of offer-
ing prices.

the underwriters was withdrawn. Fre-
quently underwriters were forced to
carry large inventories of sticky offer-
ings in the hope that they could be dis-
tributed later in a more favorable
market.

That the causal factor in this was a
dearth of investment capital is hardly
a tenable assumption in view of the com-
paratively low volume of new capital se-
cured through the issues that have been
floated. Actually a high proportion of
the flotations was for the refunding of
outstanding bonds and preferred stock.
Only about 5 percent of the gross pro-
ceeds of all issues was used for retiring
debt other than funded obligations.

Table 3 shows the amount of corpo-
rate and noncorporate securities issued
so far during 1946 and the amount
floated in the full year 1945.

The noncorporate issues this year have
comprised 90 percent Federal Govern-
ment direct and guaranteed issues.
Since the Federal Government has been
retiring outstanding indebtedness, these
issues have not meant an increase in
funds utilized—rather the reverse. The
bulk of the debt retired came out of the
holdings of banks, and there has been

only a slight increase—about a half bil-
lion dollars—in the holdings of non-bank
investors since the end of 1945. The re-
mainder of the noncorporate issues so far
this year were mostly State and munici-
pal securities.

New Funds About a Third
Of the corporate total of $4.6 billion

raised during the first three quarters of
1946, only $1.7 billion, or 36 percent, rep-
resented nev/ money secured. This is
the new money slated for this purpose
and does not necessarily represent net
new additions to aggregate corporate
capital since there has been in 1946 a
large volume of retirements not covered
by the data in the accompanying table.

Of this new money raised, about two-
fifths went into working capital and the
remainder was for plant and equipment
expenditures. That only a small part of
the expansion of plant and equipment so
far during the reconversion period has
been financed by new issues is apparent
from a comparison of the estimates of
plant and equipment expenditures with
the funds raised through public issues
for this purpose.

While there obviously are lags in the
application of funds, and the results of
the comparison are not exact, the fol-
lowing table shows the small fraction of
the expenditures that was met by new
issues. The figures in the first column
are from the quarterly survey conducted
jointly by the Department of Commerce
and the Securities and Exchange Com-
mission, and those in the second are from
the SEC.

[In millions of dollai

1946:
First quarter
Second quarter
Third quarter ._

Plant and
equip-

ment ex-
pendi-
tures

2,210
2,810
3,300

•s]

Newcapi-
tal issues
for plant

and
equip-

ment ex-
pendi-
tures

135
408
434

Ratio
in per-

cent

6
15
13

(Continued on p. 14)

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

November 1946



THE BUSINESS SITUATION
By the Office of Business Economics

REMOVAL of virtually all price con-
trols in November represented

another major step toward freeing the
• domestic economy of the restraints
which were imposed to strengthen the
war economy and which were continued,
with major exceptions, into the recon-
version period to ease the transition to
peacetime operations. With this action,
prices again moved higher. The sharp
price advances recorded for many in-
dividual commodities, however, were
tempered by the relative stability of
other prices which typically respond
more slowly to changes in market con-
ditions or which had already advanced
because of earlier decontrol.

It is still too soon to appraise the ef-
fects of the return to free market pricing
on production and distribution, since the
readjustment of the price structure, both
in terms of its general level and its in-
ternal composition, is not yet completed.
Not only are further price advances to
be expected, but some declines may also
occur as newly established prices are
tested in the market. The tendency in
the aggregate is towards higher prices,
though in some cases price quotations
are now more fully representative of
prices actually paid than formerly when
there were some transactions at extra-
legal prices.

Coal Shut-down Cuts Steel Rate

The forward move in production,
which in October had raised output to
the highest point of the reconversion
period, was temporarily slowed by the
work stoppage at the bituminous coal
mines in the third week of November.
This event, however, had very little ef-
fect upon over-all production in that
month. Increases in output over broad
sectors of the economy more than
counterbalanced the turn of events pre-
cipitated by the coal stoppage. The
mine shut-down was ended on December
7, just as a drastic rail freight embargo
was being made effective and large-scale
lay-offs of workers were impending in
important industries.

The slashing of the steel ingot pro-
duction rate by 30 percent in the first
week of the soft coal stoppage threatened

723513—47 1

The Month in Review
Prices advanced during October

and November in response to suc-
cessive decontrol actions which
culminated in the President's an-
nouncement terminating virtually
all commodity price controls on
November 9. The average price
rise at wholesale was 11 percent
over the 2-month period. A con-
siderable realignment of prices is
now underway, with price dispari-
ties carried over from the long pe-
riod of general price control being
steadily corrected.

The coal shut-down in the third
week of the month reduced opera-
tions in the steel industry but had
little effect on over-all production
during November. Retail sales
moved toward the peak of the holi-
day buying season, after showing
the usual seasonal change in Oc-
tober.

Income payments to individuals
rebounded to an annual rate of 172
billion dollars in October, from 166
billion in the previous month.
Changes in farm income again
dominated the monthly movement.

* * * * *
Most of the statistical series

used in this review of the business
situation will be found in the sta-
tistical section at the back (pp. S-l
to S-40).

for a time to compel a recasting of out-
put expectations for durable goods. To
a considerable extent steel has been the
gauge of progress toward high peace-
time production in the heavy industries.
The steel rate is rising now that the 17-
day mine shut-down has been termi-
nated, but it will not be possible to re-
store practical capacity operations im-
mediately.

Contrasting Response to Decontrol

From the standpoint of the flow of
goods to the market, the pattern of re-
sponse to the lifting of price ceilings was
not uniform. There were scattered evi-

dences that raising the price lid pried
loose supplies of a few scarce items which
appeared in stores in larger volume but
with higher price tags. At the other
extreme, there were probably cases where
shipments were delayed pending a clari-
fication of the price situation.

Sales Respond to Holiday Buying

On the distribution front, consumer
buying moved into the swing of the holi-
day season. Retailers noted more cau-
tion than last year when heavy retail
buying was partly in the nature of a
spending spree associated with the end-
ing of the war. Yet, the crowded condi-
tions of the stores gave evidence of con-
tinued heavy buying and these signs
were confirmed by the statistical gains
reported in sales.

Business buying for inventory pur-
poses and for capital investment con-
tinued strong into the fourth quarter.
The monthly rate of increase in the dol-
lar value of manufacturers' inventories
was stepped up from somewhat over 400
million dollars in August and September
to almost 700 million dollars in October,
with part of the rise traceable to higher
prices. At the same time there was a
comparable stepping-up of inventory
buying by distributors. Business capi-
tal expenditures, however, are rising less
rapidly than earlier in the year, on the
basis of the quarterly surveys. The be-
havior of these expenditures is analyzed
in a special article in this issue.

Income Payments Resume Rise

Total income payments to individuals,
which declined in September under the
influence of unseasonally low market-
ings of agricultural products, rose to a
new record in October when higher farm
prices and increased marketings resulted
in a sharp recovery in farm income.
The annual rate of payments, seasonally
adjusted, was 172 billion dollars in Octo-
ber, which compares with the third
quarter average rate of 168 billion dol-
lars and the full-year total of 161 billion
dollars in 1945.

Commodity Price Control Ends

Developments leading to the practical
termination of the commodity price

l
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control program came in rapid succes-
sion during October and November.
The statutory requirement of removing
price ceilings from all items unimpor-
tant to living or business costs resulted
in the removal of many nonfood items
from control, while the decision to free
livestock, meat, and meat products from
price control in October was soon fol-
lowed by the lifting of practically all
ceilings on foods still under control. At
the end of that month controls were re-
moved from hides and leather products
in recognition of the disruptions which
had appeared in the flow of hides to

leather manufacturers. The effect of
these developments and of the further
steps toward decontrol in early Novem-
ber—just prior to the action decontrol-
ling commodity prices generally—was to
leave in the controlled area only about
two-fifths of the business economy and
one-third of the value of consumer pur-
chases (including rent costs).

The final development was acceptance
of the fact that the policy of selective
price control could not be effective after
so large a segment of goods had been
freed. The President thereupon an-
nounced on November 9 that " . . . the

Chart 1.—Wholesale Prices
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law of supply and demand operating in
the market place will, from now on,
serve the people better than would con-
tinued regulation of prices by the Gov-
ernment." Residential rents, rice, and
sugar were the only items continued
under price control.

Prices Undergoing Realignment

The movement of the wholesale price
index, and its three broad subgroups,
is shown in chart 1. Farm products and
foods have advanced most since the tem-
porary lapse of OPA controls last July,
with two rapid advances in July and Au-
gust and again after the October decon-
trol action. Wholesale prices of other
than farm products and foods again
started to move up after November 9 at
a rate approximating that of the mid-
summer period when controls were off.

The combined wholesale price index
rose 11 percent from the first week of
October to the final week of November
(the latest figures shown in the chart
are for the week ending November
23). At this point the index was 23
percent higher than at the end of June,
and 85 percent higher than at the be-
ginning of the war in September 1939.

With the general price structure free
to respond to market conditions for the
first time since the imposition of the
General Maximum Price Regulation in
May 1942, a new alignment among com-
modity prices is taking place and many
prices are undergoing major changes.
Various price changes can be cited to il-
lustrate the extent of the realignment
underway. (See chart 2.) For example,
wholesale prices of chemicals and allied
products, which had remained practically
unchanged, on the average, in the 4%
years prior to October, rose by approxi-
mately one-fourth as a result of the de-
control of fats and oils and the general
lifting of controls a few weeks later. A
comparison of the increases from May

Table 1.—Percentage Changes in "Whole-
sale Prices

Commodity group

All commodities
Farm products
Foods
All commodities other than farm

products and foods
Hides and leather
Textiles
Fuel and lighting
Metals and metal products
Building materials
Chemicals and allied products.
Hqusefurnishings
Miscellaneous

14.3
34.2
14.2

10.3
3.0

11.4
12.6
8.0

18.0
- . 1
7.3

8°!

19.6
18.3
43.3

9.6
28.2
20.0
8.2
2.5
7.4

13.7
6.1
7.2

oTco

3.2
2.6
.7

4.8
4.0
.4

1.2
15.2
3.1

12.3
.7

1.7

Source of data : U. S. Department of Labor. Source: U. S. Department of Labor.
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1942 to June 1946, from June 29 to No-
vember 9, and from the latter date to
November 30, is shown in table 1 for the
broad commodity groups in the wholesale
price index.

Sharp Advances in Nonferrous Metals

Sharp advances occurred in the prices
of nonferrous metals which had been
stable during the period of price control.
For example, the prices of copper, lead,
and tin advanced from 35 to 40 percent
shortly after the lifting of controls. Al-
though payment of subsidies to producers
of copper, lead, and zinc will continue
through the fiscal year, the rate of pay-
ments will be much lower, due to the re-
duced spreads between the computed
mine price and the current market price.

The increase of more than one-third
for copper was still not sufficient to bring
the domestic price into line with world
price plus the tariff. The Metals Reserve
Co., which had been importing copper for
resale to domestic users at ceiling prices,
ended its foreign purchase program in
November. Private importers of copper
now pay a duty of 4 cents per pound.
Since as much copper was imported as
was produced domestically in 1945 and
through the reported period of 1946,
demand pressure is being exerted to
raise the copper price closer to the
world price of 18 cents plus duty. A sim-
ilar adjustment of the domestic price of
lead to the world price plus duty occurred
upon the cessation of the Government
purchase program.

Table 2.—-Consumer Price Changes

Chart 2.—Weekly Wholesale Prices of Selected Commodities Other Than
Farm Products and Foods

Commodity groups and sub-
groups

All items
Food
Clothing
Rent i
Gas and electricity
Other fuels and ice
Housefurnishings
Miscellaneous

Major food items:
Cereals and bakery prod-

ucts
Meats2

Dairy products
Eggs
Fruits and vegetables
Beverages _..
Fats and oils
Sugar and sweets

148.4
180.0
167.0
108.8
91.6

136.5
167.6
130.8

138.5
190.7
202.4
214.6
176.5
166.5
147.9
167.5

Percent change,
October 1946

from—

15.1
29.2
12.5

.5
-3 .4

8.6
14.1
4.9

26.9
45.6
51.8
15.7
2.3

33.5
19.3
32.4

11.3
23.6
6.2
.3

- . 5
6.3
7.4
2.3

13.4
42.3
36.9
45.9

- 3 . 8
32.8
17.0
23.0

1.7
3.4
.7

-."I
0
1.2
.7

1.2
8.5

11.0
.1

2.8
- 2 . 3
18.4

1 Since rents are surveyed only at quarterly intervals,
the index shown in the first column is for September
1946, and the percent change over the year is taken from
September 1945.

2 Meat supplies were not large enough to obtain ade-
quate samples of prices in a number of cities in recent
months. In such instances, prices as of the most recent
month in which representative samples could be ob-
tained were carried forward unchanged in computing
the over-all meat price index.

Source: U. S. Department of Labor.
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Source of data : U. S. Department of Labor.

Consumers' Prices Mounting

Statistics are not at hand to indicate
the extent to which recent price increases
in primary and wholesale markets have
already been reflected in prices charged
consumers. The latest figures available
for the BLS consumers' price index are
for mid-October, when a large segment
of the consumer market was still under
price control. On that date the index was
at 148 (1935-39=100). This represented
an increase of almost 2 percent over the
preceding month and 11 percent over
June 1946, the last month of general
price control.

The consumers' price index in October
was less than 1 percent short of the top
reached in June 1920, at the height of
the post-World War I boom. Increases
in retail food and clothing prices which
have already been reported for November
are sufficient to raise the index to the
1920 peak. Thus, the earlier peak may
be expected to be exceeded when the full
effect of the latest increases in wholesale
markets is reflected in the retail index.

Foods Highlight Living Cost Rise

As shown in table 2, food prices con-
tinued to dominate price developments
at the consumer level in October. Led
by butter, poultry, egg, and sugar prices,
foods advanced more than 3 percent in
that month to about one-fourth above
June 1946 averages. Approximately 85
percent of the June to October increase
in the over-all cost of living index re-
flected higher food costs.

Because a number of the more import-
ant cuts of meat were in extremely short

BUILDING MATERIALS

INDEX, 1926 = 100— . ) 8 0
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140

120

FUEL AND
LIGHTING MATERIALS
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1946

supply at the time October prices were
collected, meat prices were continued at
August quotations; the same procedure
was followed for meats in the index for
the preceding month. The rise of 1.2
percent in the general meat price index
shown in the table for October is trace-
able to higher fish and poultry prices.

Some declines have been reported in
meat prices during November, but such
changes are essentially a reaction to the
price bulge which occurred in mid-
October, immediately after meat ceilings
were removed. Prevailing prices in.
wholesale markets in late November were,
on the average, more than 50 percent
above former meat ceilings, but a sub-
stantial part of the difference in prices
was represented by the elimination of
subsidy payments.

Disparity Among Price Groups

The wide disparity between the prices
of farm and industrial products will tend
to be narrowed now that controls have
been abandoned. As is illustrated in
chart 3, the spread between these two
groups of prices was larger in November
of this year than at any time since the
post-World War I period.

In the upper panel of the chart are
shown the wholesale price indexes
(1926=100) for all commodities, for farm
products, and for products other than
farm products and foods. In the lower
panel the indexes for the two major
groups of prices are expressed as per-
centages of the all-commodities index.
The chart illustrates that the amplitude
of fluctuation is typically much wider
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Chart 3.-—II elation ship of YTholesale Priee Groups to General Price Level
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Sources: Basic data, U. S. Department of Labor; calculation of ratios, U. S. Department of
Commerce.

for farm than nonfarm prices. In each
upswing of the general price level, prices
of farm products have risen more quickly
and to a higher point than prices of
industrial products, while in each down-
swing the farm group has shown a larger
relative decline.

Quick Turn-around in 1920
In terms of dispersion from the gen-

eral price level the widest variation prior
to the recent period occurred in the first
half of 1919 when farm prices were about
one-fifth above the all-commodities in-
dex and one-third higher than the index
for nonfarm prices. During the second
half of 1919 and in the early months of
1920, farm-product prices rose less than
industrial prices and the gap between
the two groups was rapidly closed. The
price deflation which began in mid-1920

hit farm products with greater force
than nonfarm products, so that there
was a complete reversal of the relative
positions of the two groups of prices by
the end of 1920.

Wide Spread at End of War

Under the impact of war, the prices of
farm products almost doubled between
1939 and 1945, while the prices of non-
farm products rose by about one-fifth.
In 1946, and especially since June, farm
prices have continued to rise as a con-
sequence of the removal of price ceil-
ings. Nonfarm prices, on the other
hand, moved very sluggishly until the
abandonment of controls in November,
with the exception of the interlude with-
out controls in July.

With prices again free to adjust to
market conditions, the relative position

of the two groups of prices is likely to
undergo a change. Because of acceler-
ated increases following November 9, in-
dustrial prices have already gained on
farm products.

Farm Prices Top Dispersion Array

Prices of farm products show the larg-
est deviation from the general price level
even when more detailed commodity
groups are studied. The major com-
ponents of the wholesale price index are
illustrated in chart 4 in the form of ar-
rays for key dates—generally cyclical
peaks and troughs—since the May 1920
turning point. In each case the group
indexes are expressed as percentages of
the "ail commodities" index. All indexes
are originally taken with 1926 equal to
100.

The chart illustrates that the degree
of price disparity was greater in Novem-
ber 1946 than at any of the other dates
shown, with the exception of January
1933 when the obverse of the present
pattern of dispersion existed. The rela-
tive positions of the different groups on
the price scale in November can be ex-
plained in terms of the more rapid rise
in farm products prices during the war,
as noted above, in terms of the charac-
teristically sluggish movement of some
prices, and in terms of the timing of the
decontrol actions taken since June. With
most of the nonfarm prices only re-
cently decontrolled, they have not had
sufficient opportunity to adjust to mar-
ket conditions, although there have al-
ready been substantial increases in this
area.

Farm Prices Vary With Demand

The fact that farm prices are relatively
sensitive to changes in demand reflects
the special conditions affecting farm out-
put and the demand for farm products
and the special circumstances under
which the prices of agricultural products
are determined.

The volume of agricultural production
as a whole is much less responsive to
changes in demand than is total indus-
trial output. While the effect of changes
in the level of demand for industrial
goods is to a considerable extent ab-
sorbed by changes in the same direction
in industrial output, similar adjustments
to shifts in demand do not take place in
farm production.

This is particularly true for adjust-
ments on the downward side. The
volume of agricultural production re-
sponds appreciably—although much less
than industrial output—to increased
demand, particularly if the higher de-
mand is sustained for several years, as
was the case during the war period. On
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the other hand, a decline in the demand
for farm products will bring but little
curtailment in farm production; the
major force of the adjustment to re-
duced demand is effected through the
price structure. As a consequence, the
extent of the adjustment in farm prices
is larger than in nonfarm prices.

Owing to the relative stability of farm
production from year to year, cash farm
income responds to variations in demand
in much the same pattern as agricul-
tural prices do. In chart 5 actual farm
income is compared with estimates of
farm income calculated en the basis of
changes in the two principal segments of
demand for farm products—disposable
income, which is taken as a measure of
domestic demand, and the value of agri-
cultural exports.1 The regression is
based upon the interwar period, 1922-40
inclusive, but is extrapolated to show the
calculated values for recent years.

Calculated farm income is close to
actual income received not only during
the prewar years but also during the
rapid expansion of the war period. The
largest discrepancy—and the only year
in which it exceeded one billion dollars—
was in 1943.

For the war period as a whole the de-
mand for farm products was affected by
special conditions not fully reflected in
either of the two variables used to calcu-
late farm income. The reason, then,
that the calculated value differs so little
from actual income received by farmers
during these years is that these special
factors tended to offset each other.
Thus, direct military purchases of farm
products were very large during the 3
years 1943-45. Counterbalancing this
influence, the demand for farm products
was somewhat restricted by price control,
rationing and war food limitation orders
which had their principal effect during
the same period.

By the first half of 1946, these two
offsetting influences were considerably
reduced, but the drop in military pur-
chases of food was less than proportion-
ate to the reduction in military personnel
because of increased relief feeding in oc-
cupied territories, purchases for which
are not recorded as exports. During the
same period most rationing and food lim-
itation orders were removed, although
most farm products remained under ceil-
ings until June 30. Military purchases
for relief feeding, though reduced from
the first half of the year, continued as a
special influence on the demand side dur-
ing the last 6 months of 1946. Decontrol

SURVEY OF CURRENT BUSINESS

of farm prices, however, eliminated a
major factor restricting farm prices and
farm income.

Discrepancy in Current Half-Year

Between the first half and second half
of this year, farm income calculated on
the basis of prewar relationships with
disposable income and exports advanced
6 percent, whereas actual farm income
adjusted for seasonal factors increased
approximately 20 percent. As a result,
cash farm income received from market-

1The regression equation is: Calculated
farm income equals —1.9 plus 0.1312Xi (dis-
posable income) plus 1.6143X2 (agricultural
exports). All figures in billions of dollars.

ing in the second half of 1946 exceeded
the calculated farm income derived from
demand factors by a larger margin than
in any year during the period for which
calculations are shown.

The rapid rise in farm income in 1046
was paralleled by an equally rapid ad-
vance in agricultural prices, as has al-
ready been noted. Some of the price
advance which followed decontrol is at-
tributable to the record disposable in-
come and to the extraordinary demand
for food exports to Europe and Asia.

Chart 4.—Ratios of Wholesale Price Groups to All Commodities Index
B L - BUILDING MATERIALS
C H - C H E M I C A L S AND ALLIED PRODUCTS

FP - FARM PRODUCTS

FD - FOOD
FU - F U E L AND LIGHTING MATERIALS

PERCENT

HI - HIDES AND LEATHER PRODUCTS
HF - HOUSEFURNISHINGS GOODS
M E - METALS AND METAL PRODUCTS
TX - TEXTILE PRODUCTS

PERCENT
-30 - 20 -10 + 10

1 1

MAY
1920

I
•

I

HI

TX

CH

•
•

BL

FU

ME

FD

HF

1 1

M

i t

•30 -20 -10
i i

JANUARY
1922

I
I I

0

:b
ME B E
CH QB
TX SfH

FU •

BL

Hi Fp

HBF D

+ 10
i

Hi

•
1

1

+ 20 +30
i

JULY
!929

FP

NOVEMBER 23
1946

46-802

Sources: Basic data, TJ. S. Department of Labor; calculation of ratios, U. S. Department of
Commerce.Digitized for FRASER 

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

December 1946



6 SURVEY OF CURRENT BUSINESS December 1946

Chart 5.—Cash Income From Farm Marketings
BILLIONS OF DOLLARS
30

25

20

15

10

5

0 1 1 1 I 1 1 I 1 ! 1 I t 1 1 I

J

"•V ACTUAL I

\^T CALCULATE*? U

1 I I 1 1 1 1 1 1 1 1 1 1 1 1 1 i J i
1913 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30 31 32 33 3435 36 37 38 39 40 41 42 43 444546?/

46-eit
1 Calculated values are derived from regression equation fitted for years 1922-40. See footnote 1

in text.2 Data are preliminary totals for 1st half and 2d half of year, seasonally adjusted, at annual rate.
Sources: Actual cash farm income, U. S. Department of Agriculture; other data, U. S. Department

of Commerce.

Demand Stimulated by Special Factors

Both the domestic and the foreign de-
mand are conditioned by special after-
math-of-war influences. Readers of the
SURVEY are familiar with the fact that
since the end of the war consumers
have reduced sharply the proportion of
disposable income going into savings,
and correspondingly increased the por-
tion spent for consumers goods. In ad-
dition, analyses of consumer expendi-
tures during 1946 have shown that con-
sumers are spending an unusually high
proportion of disposable income on non-
durable purchases including food and
clothing and an abnormally low pro-
portion of income on consumers durable
goods.2 The low expenditure for con-
sumer durables—the most important of
which is the automobile—is obviously
due to the fact that mass distribution
of these goods has not yet been reat-
tained. Once this stage is reached, the
large expenditures in relation to income
for food and clothing may be reduced.

The current high level of agricultural
exports is due to the near-starvation
situation prevailing in large areas of
Europe and Asia as the war ended. This
emergency need which corresponded
with bumper harvests in the United

2 For example, see "Retail Sales and Con-
sumer Income Since VJ-day," SURVEY,
October 1946.

States is being met by emergency re-
lief organizations, but these shipments
are scheduled to be curtailed by the end
of the current season.

Sensitivity to Export Demand

The importance of this impending re-
duction in exports upon the demand for
farm products is indicated by the prewar
relationship between farm exports and
cash farm income. Estimates have been
made which indicate that approximately
80 cents out of each dollar of agricul-
tural exports goes directly to farmers,
with the remainder going to pay trans-
portation and processing charges. How-
ever, a change of one dollar in agricul-
tural exports appears to effect an aver-
age change of approximately $1.60 in
cash farm income, on the basis of the
long-term relationships described above.
Part of the rise in income is attributable
to the higher prices received for the re-
duced quantity of products sold in the
domestic market. Since the domestic
demand for most farm products is rather
inelastic, a reduction in the available
supply, such as that which takes place
when exports expand, ordinarily results
in a more than proportional rise in price.
Similarly, any major decline in exports
is likewise important.

Just as in the past year the sharp rise
in demand for farm products has been
felt chiefly through adjustment in farm

prices, similarly, in the year ahead, any
important change in the demand for
farm products will exert its effect largely
on the prices received by farmers.

Futures Prices at Discount

While the dominant trend of prices at
the moment is upward, there are indica-
tions in some segments at least that cur-
rent levels are not expected to be main-
tained. Evidence of this is found in the
futures markets which, in general, are
confined to a relatively limited number
of staple commodities.

The evidence is clear that traders are
expecting a sizable downward adjust-
ment in prices of these commodities by
the middle of next year. For each of
the eight commodities shown in chart
6, late November quotations for July
1947 delivery were at a discount relative
to prices for December 1946 delivery.
The usual relationship allows for a
premium between the near and far posi-
tions at least equal to the cost of storage,
unless a change is expected in the sup-
ply and demand situation.

July wheat futures were being traded
on November 27 at a discount of 18 per-
cent from December 1946, while coffee,
wool-tops, oats, cotton, cocoa, and rye
were being discounted to the extent of
8 to 16 percent. The large spread exist-
ing in corn prior to the harvest has been
reduced to small proportions as the 1946
crop has moved into marketing channels.

Record Income Total

Chart 7 presents the major features of
the broad changes in income payments
for the first 10 months of 1946 as com-
pared with payments in the comparable
period in prior years. Total income pay-
ments through October of this year were
running fractionally ahead of payments
in 1945. Wages and salaries, which
characteristically account for about two-
thirds of the total, have been lower this
year than last because of the cut-backs
in military and Federal civilian pay rolls.
Private wage and salary payments were
5 percent higher than in 1945 due to
larger employment totals. Variations in
average hours and earnings during the
transition period are described in a later
section of this review.

Other distributive shares have shown
substantial gains from 1945. Thus, en-
trepreneurial income and net rent were
up 3.4 billion dollars or 14 percent; div-
idends and interest, up about 1 billion,
or 11 percent; and other income pay-
ments, up 3.4 billion, or 52 percent. The
sharp increase in the latter component
reflects primarily the growth of muster-
ing-out pay and other benefits under the
GI bill of rights. To a large extent, this
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Chart 6.—Discount in Futures Prices for Selected Commodities, Midyear
1947 From Nearest Futures Date x
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(NEW YORK)

CORN
(CHICAGO)

1 Basic data are for December 1946 and July 1947 except that prices quoted for corn and oats
are for January and May 1947, respectively. Prices for coffee and cocoa are nominal, and for wool
tops are bids. Quotations are as of November 27, 1946, except for coffee and cotton which are as
of November 26, 1946.

Sources : Basic data, The Wall Street Journal; computations, U. S. Department of Commerce.

represents spendable income closely an-
alogous to the flow of wages and salaries.

It is clear from the chart that, while
the aggregate volume of income in-
creased in 1945 and 1946, the rise has
been much reduced as compared with
very rapid expansion of the 1940-44 pe-
riod. Wage and salary payments and
entrepreneurial incomes maintained
their relative shares of the total during
the period of rapid expansion. On the
other hand, dividends and interest, while
rising over 50 percent from 1939 to 1946,
declined from 12 to 8 percent of the
total. The "other income" category ad-
vanced from 2.4 billion dollars in 1939 to
9.8 billion dollars in the first 10 months
of 1946, and in the latter period consti-
tuted 7 percent of total payments in con-
trast to 4 percent in 1939.

Largely explaining the reduced share
of dividends and interest during the war
years as compared with prewar are, of
course, the contractual nature of a major
portion of these payments, lower interest
rates, limitation of corporate profits by
the war excess profits taxes, and con-
servative disbursement of profits by cor-
porations.

Higher Incomes Support Sales

The trend of monthly income pay-
ments during 1946 has been consistently
upward, apart from the setback in Sep-
tember when recontrol of meats cur-

tailed livestock marketings. On a sea-
sonally adjusted basis, the annual rate
of payments in October was 172 billion
dollars—a gain of 9 percent from the
first quarter average. This rise has
helped to sustain the heavy volume of
retail sales this year.

The total dollar volume of retail sales
showed the usual seasonal movement in
October. Although the year-to-year gain
for nondurable goods stores was nar-
rowed to only 17 percent in that month,
this reduction resulted because the step-
ping-up of sales at these stores from
September to October 1945 was not dupli-
cated this year.

Divergent Changes in Sales Noted

The apparel and general merchandise
groups were the only groups among the
nondurables to register declines from
September after seasonal adjustment.
Total sales at durable goods stores were
unchanged in October, but one of the
smaller groups in this category—jewelry
stores—reported a sales decline of 8 per-
cent on a seasonally adjusted basis.
This drop placed the jewelry store index
at the lowest point for any month of the
year and narrowed the gain over October
1945 to 9 percent.

On the upward side in October were
sales at food stores, drug stores, filling
stations, and the automotive group.

Consumer Credit Controls Revised

The revision of consumer credit con-
trols announced by the Board of Gov-
ernors of the Federal Reserve System
during November will have only a lim-
ited effect on retail buying, since regula-
tions affecting the 12 major categories of
consumer durable goods are continued
with only a slight modification. The
major changes were the elimination of
restrictions on charge accounts and sin-
gle payment loans and the exemption of
less important durable goods from the

Chart 7.—Income Payments to
Individuals
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8
requirements as to down payments and
maturity.

Rent Takes Smaller Share of Income

While virtually all ceilings on commod-
ity prices have been eliminated, there
has been no general relaxation of the
controls on residential rents. However,
in the President's decontrol statement,
it was indicated that some adjustment
in rents may be required in view of the
problems raised by keeping rigid con-
trols in one sector while permitting free
pricing elsewhere.

Any relaxation of rent ceilings may
have an impact on retail sales since it
would tend to redistribute the flow of
consumer spending, diverting more to
rent and less to other consumption.
Rent expenditures constituted less than
6 percent of total consumer expenditures
in 1945, as compared with a range of 7
to 8 percent during the 1935-41 period.
These averages, however, considerably
understate the importance of rent costs
to families living in rented quarters; liv-
ing expenses of other families, of course,
do not include any rent payments. Rent
has a base period (1935-39) weight of 19
percent in the BLS consumers' price in-
dex. Due to the comparative stability of
rent in relation to other price changes,
its relative importance in the index had
been reduced to 14 percent by October
1946.

Since total consumer expenditures are
no longer low relative to income, as was
the case during the war, any increase
in rent payments may be reflected in
pressure on expenditures for nondur-
ables—where a bulge is indicated on the
basis of prewar sales-income relation-
ships—in much the same way as the in-
creased availability of durable goods has
already effected a levelling off in these
expenditures.

Shipments, Inventories Rise Concurrently

The value of shipments by manufac-
turers during October rose to the highest
point since June 1945; in the case of
nondurable goods industries, dollar vol-
ume of deliveries was the largest on
record. At the same time, the value of
inventories in all stages of fabrication
held by manufacturers rose for the
fourth consecutive month.

As shown in chart 8, the 73 percent
rise in shipments of durable goods indus-
tries since the February low has more
than matched the increase in stocks of
purchased materials and goods-in-proc-
ess. At the beginning of 1946, however,
working stocks in these industries were
high relative to shipments which were
being held down by reconversion diffi-

SURVEY OF CURRENT BUSINESS

culties and work stoppages. In the non-
durable goods industries, both shipments
and inventories of working stocks have
been sustained at high levels throughout
the year.

It is significant, however, in terms of
the shipments-inventory relationship, to
note that the demand for manufactured
goods has remained quite insistent. The
data in the chart indicate that there has
been little tendency for finished goods
inventories to pile up in the hands of
manufacturers during 1946. In part, of
course, this reflects the demand of dis-
tributors for inventories to replenish the
very depleted stocks which they had at
the end of the war.

Advances in Finished Goods Output

The fact that a significant portion of
the industrial output since VJ-day was
channelled into inventories of raw ma-
terials, parts, and subassemblies in order
to fill depleted pipe lines raises the ques-
tion as to the volume and trend of the
output of consumer finished goods over
the past year. Neither the industrial
production index, which applies to pro-
ductive activity in all stages of manu-
facture, or the shipments data, which

December 1946

reflect price changes, provide a reliable
indication of the rise in total physical
output of consumer finished goods.

In order to obtain some indication of
the magnitude of this rise during the
reconversion period, all of the available
information on finished goods output has
been combined into two major cate-
gories—consumer durable goods and con-
sumer nondurables. Based on the 1939
value of production for consumer use,
the coverage of these combined series is
about 50 and 60 percent, respectively.
The durables group includes passenger
cars, replacement tires and batteries,
radios, electrical household appliances,
cooking and heating equipment, wheel
goods, and glassware. The major groups
excluded are furniture and housefurnish-
ings, jewelry, books, toys, and sporting
goods. The items included in nondura-
bles are food, clothing, alcoholic bev-
erages, tobacco, household paper prod-
ucts, soap, fuel, and lighting supplies.
While it is not felt that the inclusion
of the missing nondurable goods (per-
sonal furnishings, dry goods and notions,
drugs, stationery, newspapers and peri-
odicals) would significantly affect the
trend of the total group, the inclusion

Chart 8.—Manufacturers' Shipments and Inventories
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of primarily "reconversion" items in the
durables group exaggerates the increase
in output since last year, while under-
stating the rise relative to the prewar
level.

The flow of finished durable goods in
September 1946 as measured by a
weighted aggregate of this type (ad-
justed for working days but not for sea-
sonal) is indicated to be about equal to
the 1941 average level and some four
times the October 1945 rate. With the
exception of February (a month of seri-
ous work stoppages), the rise has been
continuous since VJ-day. Among the
component items, the sharpest gains in
output from prewar rates were made by
radios, washing machines, vacuum clean-
ers, and passenger car tires. The out-
put of automobiles, refrigerators, and
sewing machines were still lagging be-
hind their 1941 rates.

Production of finished nondurable
goods as measured by this sample in
September was about 20 percent higher
than the 1941 average and some 5 per-
cent above the October 1945 output. All
major groups, except soap, contributed
to the rise in output above the 1941
level—food, clothing, paper products,
fuel, and lighting supplies were about 10
to 20 percent higher, while alcoholic bev-
erages and tobacco output were up by
almost 70 and 50 percent, respectively.

The Department of Commerce index
of production of selected building mate-
rials in October of this year was more
than one-fifth higher than the 1941 av-
erage. This index has advanced about
one-third since March 1946, which com-
pares with a doubling of production of
selected durable consumer goods over
this period and about a 10 percent rise
for nondurable goods.

Relative Stability Within Labor Force

Transitional influences are no longer
important in effecting changes in the
size of the Nation's work force or in the
volume of employment and unemploy-
ment. After rising at the rate of 1 mil-
lion persons a month during the first half
of 1946, the total civilian labor force sta-
bilized within a range of 59 to 60 million
during the 4 months ending in October.
The volume of civilian employment and
unemployment has shown comparable
stability since early summer. Total ci-
vilian employment after advancing at an
average monthly rate of close to 1 mil-
lion a month during January-July of
this year, declined from the July peak
of 58,1 million to 57.4 million in October
due to seasonal reductions in agricul-
tural employment more than offsetting
the small gains made in the nonagri-
cultural sector. The volume of unem-
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Chart 9.—Average Weekly Earnings of All Private Nonagricultural
Employees
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Table 3.—Average Hours and Earnings in Private Nonagricultural Industries

Item

Annual averages

1939

Quarterly averages

First
1941 j quarter

1945

ALL WAGE AND SALARY WORKERS I

Total private nonagricultural industry:
Average weekly wage-salary (dollars).
Average hours worked
Average hourly wage-salary (dollars) —

Nonmanufacturing:
Average weedy wage-salary (dollars).
Average hours worked
Average hourly wage-salary (dollars)._

Manufacturing:
Average weekly wage-salary (dollars).
Average hours worked
Average hourly wage-salary (dollars)-

PRODUCTION WORKERS ONLY 2

All manufacturing:
Average weekly earnings (dollars)..
Average hours worked
Average hourly earnings (dollars):

Gross
Straight-time
Adjusted straight-time

Durable-goods industries:
Average weekly earnings (dollars)..
Average hours worked
Average hourly earnings (dollars):

Gross
Straight-time
Adjusted straight-time

Nondurable-goods industries:
Average weekly earnings (dollars)..
Average hours worked
Average hourly earnings (dollars):

Gross
Straight-time
Adjusted straight-time

24. 52
40.3

23.60
41.7

. 565

26.21
37.7

.695

23. 86
37.7

. 633

.622

26. 50
38.0

.698

.685

21.78
37.4

.582

.572

28.28
41.4

.683

26. 08
41.9

.623

31. 79
40.6

.783

29.58
40.6

.729

.702

.700

34.04
42.1

.808

.770

.769

24.92
38.9

. 640

. 625

. 625

44. 27
44.0

1.007

37.86
42.8

.885

51. 95
45.4

1.144

47.42
45.4

1.044
.909
.920

53.35
46.8

1.141
1. 050
1.003

38.77
43.4

.893

.842

.830

Third
quarter

1946
(prel.)

Percentage change

1939 to
First

quarter
1945

45. 28
41.3
1.096

43.06
42.0 ;
1.025

48.78
40.1
1.216

44. 55
40.1

1.110
1.077
1.079

47.46
40.0

1.187
1.155
1.160

41.58
40.3

1. 032
.997
.991

80.5
9.2
65.6

60.4
2.6
56.6

98.2
20.4
64.6

98.7
20.4

64.9
55.8
47.9

101.3
23.2

63.5
53.3
46.4

78.0
16.0

53.4
47.2
45.1

First quar-
ter 1945
to third
quarter

1946

2.3
- 6 . 1

13.7
-1 .9
15.8

- 6 . 1
-11.7

6.3

- 6 . 1
-11.7

6.3
11.1
17.3

-11.0
-14.6

4.0
10.0
15.7

7.2
- 7 . 1

15.6
18.4
19.4

1 Source: U. S. Department of Commerce. Annual averages are based on revised wages and salaries and full- and
part-time employment series presented in the June 1945 and October 1946 issues of the Survey of Current Business.
Quarters of 1945 and 1946 were interpolated and extrapolated on basis of all available earnings data, chiefly Department
of Labor data. Average hours worked per week throughout represent a weighted average of all available data.

2 Source: U. S. Department of Labor. This series is based on a different set of data from the Commerce estimates.
Although the levels differ, the relative changes are comparable.
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ployment has remained in the neighbor-
hood of 2 million since August.

This relative stability within the labor
force is partly a consequence of the
petering out of separations from the
armed forces. At slightly over 2 mil-
lion in October, the size of the armed
forces was at the lowest point since De-
cember 1941. The 12.8 million service-
men who had returned to civilian life by
October 1946 were distributed as follows:
9.6 million in nonagricultural pursuits,
0.8 million in farm employment, 0.8 mil-
lion unemployed, and 1.6 million classi-
fied as students or outside the labor
force for personal or other reasons. Ap-
proximately 300,000 veterans w e r e
awaiting reentry into the civilian labor
force in October, but an additional num-
ber can be expected to enter the labor
force after the completion of the present
school term.

Shifts in employment in the different
industries in recent months have been
largely in response to seasonal factors.
Thus, employment in construction and
in canning factories declined between
September and October and employment
in trade increased. Total manufactur-
ing employment, however, has held up
better than seasonally owing to small
gains scattered over several industries.
Between September and October, the
largest of these gains occurred in the
machinery groups. Federal civilian em-
ployment registered a further decline in
October, bringing the total cut-back
since the end of the war to 1.4 million.

Weekly Earnings Reattain War Peak

Changes in average weekly earnings
during the postwar transition exhibit
certain divergent movements which
stand in contrast to the generally rising
trends which featured the war period.
For a large segment of workers the ris-
ing trend in weekly earnings during the
war persisted throughout the first post-
war year—indeed, in many cases the rate
of advance was accelerated. But earn-
ings in the durable goods manufactur-
ing industries, which experienced the
greatest increase during the war chiefly
because overtime was more prevalent in
this segmmt, are below the wartime
peaks.

For all wage and salary workers out-
side of Government and agriculture, the
gains in average weekly earnings from
the war peaks outweighed the declines
by the third quarter of 1946. Average
earnings are estimated at $45 a week for
that period, as compared with $44 in the
first quarter of 1945.

Wartime Earnings Differentials Narrowed

The major features of the war and
postwar trends in weekly earnings may

Chart 10.—Average Earnings of Production Workers
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be seen in chart 9 which contrasts
manufacturing with nonmanufacturing
industries and shows the positions of
these groups relative to the averages for
all private nonagricultural industries.
Although workers in manufacturing
plants still earn more—almost $6 a week
more, on the average—than workers
outside of manufacturing, the changes
during the reconversion period have nar-
rowed the differential relative to the war
years. The third quarter differential of
$6 a week compares with $14 in the first
quarter of 1945. The third quarter 1946
differential was larger in absolute terms
than the 1939 amount, which was less
than $3; in percentage terms, however,
the two differentials were about the
same.

The postwar narrowing of differen-
tials is also apparent when average earn-
ings in all 64 of the component industry
groups are considered. Most of the
narrowing of spread since 1945 has been
due to the fact that the largest declines
in average hours occurred in the higher

paying industries. Between 1939 and
1945, there is evidence that the spread
of wage rates in the various industries,
expressed on a percentage basis, also
narrowed significantly. This factor has
not been pronounced since the end of the
war, when the narrowing of average
weekly wage differentials was due chiefly
to changes in hours.

Table 3 presents estimates of weekly
and hourly earnings and average hours
worked for wage and salary workers in
manufacturing and nonmanufacturing
industries and for production workers
in durable and nondurable goods manu-
facturing industries. The estimates for
production workers in manufacturing,
including the break-down between du-
rable and nondurable goods industries,
are published regularly by the Bureau of
Labor Statistics, Department of Labor.
The over-all estimates for all private non-
agricultural industries and for all manu-
facturing and nonmanufacturing are de-
rived from the annual data published in
the SURVEY. (See footnote 1 in table 3.)
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Overtime Pay Drops Out
Average hourly earnings in the third

quarter of this year were above the high-
est points reached during the war in
both nonmanufacturing and manufac-
turing industries. The increase for non-
manufacturing was 16 percent and for
all manufacturing 6 percent, but be-
cause the shifting composition and the
overtime factor was more important in
the latter, reference to table 3 gives
other meaningful comparisons. For ex-
ample, it will be noted that the "ad-
justed" straight-time rate increase for
manufacturing was 17 percent.

As shown in chart 10, the changes were
quite different for durable and nondur-
able manufacturing industries. Elimi-
nation of overtime premiums in the
former group of industries resulted in a
decline in average hourly earnings in the
last half of 1945 which was not recovered
until the second quarter of 1946. There
was no similar temporary decline in av-
erage hourly earnings in nondurable
manufacturing where overtime pay was
much less important.

The chart also illustrates the trend in
straight-time hourly earnings and in "ad-
justed" straight-time earnings. The lat-
ter adjustment is a statistical correction
for the interindustry shifts which tended

to raise average straight-time hourly
earnings during the war and to lower the
average earnings figures after VJ-day
when workers returned to lower-paying
peacetime industries. After this type of
correction, straight-time earnings show a
steady upward movement since the end
of the war.

The advance has been similar in both
the durable and nondurable goods groups
and in nonmanufacturing industries as a
whole. This reflects the fact that wage
rate increases—including individual ad-
justments as well as across-the-board
raises—have been spread rather gen-
erally throughout industry since the end
of the war. However, average increases
in such industries as service and finance,
and in a few areas of manufacturing,
have been considerably less than in other
industries.

Effect of Price and Tax Changes

The preceding discussion has covered
the trend of money wages during the war
and reconversion periods but has not
considered the trend in "real" wages—
that is, in the equivalent value of money
wages in terms of actual goods and serv-
ices. During the war the purchasing
power of money earnings was influenced
by the marked advance in prices and by

the sharp increase in taxes^ needed to
finance Government expenditures. Nev-
ertheless, average "real" earnings of wage
and salary workers were higher in early
1945 than in the prewar period.

The price rise has accelerated since the
end of the war, but taxes were somewhat
lower this year than last, although still
well above 1941. The average nonagri-
cultural worker has had an increase in
his weekly pay since the end of the war,
while his hours of work have been re-
duced, but the rise in prices has been
such that his pay will not now purchase
as much as in early 1945 when price
controls extended broadly over the econ-
omy. On the other hand, approximate
adjustments for changes in prices and
taxes since 1941 indicate that average
earnings in nonagricultural employment
in the third quarter of 1946 could pur-
chase more goods and services than in
the earlier year. Workers in some indus-
tries have made out better than the av-
erage; in other industries—particularly
where the work week has been cut—the
comparison is less favorable. A larger
number are fully employed now than in
1941, not only by reason of the increase
in the labor force but also by reason of
the reduction in the number of unem-
ployed.

International Transactions: Third Quarter of 1946

The total volume of international
transactions of the United States in the
third quarter of 1946 registered a sig-
nificant decline from the postwar peak
reached in the second quarter of the year
(see table 4). Most of this decline was
attributable to a sharp reduction in the
transfer of goods from the United States
through Government channels. Coupled
with a slight rise in imports, this reduc-
tion made necessary a smaller outflow
of capital. For the first time since the
beginning of the year, foreign countries
as a whole did not have to draw upon
their gold and dollar balances to finance
their transactions with the United
States.

The decline in the volume of foreign
transactions at a time when domestic
business continued to expand does not
reflect a change in the long-term trend
in the share of foreign transactions in
total domestic business. As was pointed
out in the October issue, the large volume
of commodity transfers to foreign coun-
tries and the corresponding large amount
of long- and short-term capital outflow

Partly because of the shipping
tie-up and the gradual exhaustion
of the backlog of undelivered lend-
lease goods, total transfers of goods
and services to foreign countries
declined by over $400 million from
the second to the third quarter.
This was reflected in a correspond-
ing decline in new disbursements
on long-term loans and credits.
Increases in foreign sales of goods
and services to us, in unilateral
transfers from this country, and
in the outflow of United States
short-term capital reduced the liq-
uidation of foreign-owned United
States securities and gold and dol-
lar balances from about $500 mil-
lion during the second quarter to
less than $100 million during the
third.

made that period exceptional rather
than typical.1

The method of financing the transfer
of goods and services to other countries
is shown in table 5.

Approximately half of the total value
of goods and services transferred in the
third quarter was paid for with foreign
countries' own resources, the remainder
being financed either through gifts or
credits. This proportion was unchanged
from the second quarter; however, there
was a substantial rise in the proportion
financed through current earnings from
the sales of goods and services to the
United States and a corresponding de-
cline in the proportion financed by draw-
ing upon previously accumulated long-
term assets and liquid reserves.

Merchandise Transfers Decline

The $520 million decline of merchan-
dise transfers from the second quarter

during the second quarter were due to a
concentration of surplus property sales
and lend-lease transfers on credit which

1 Foreign countries concerned were given
the option, under section 3 (c) of the Lend-
Lease act, of receiving on a long-term credit
basis goods which were on order at VJ-day.
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can be attributed to the continued re-
duction of lend-lease, to reduced trans-
fers of civilian supplies by the armed
forces in occupied countries, and to the
effects of the shipping strike in Septem-
ber. (See table 6.)

Most of the $300 million reduction of
lend-lease transfers reflects changes in
bookkeeping entries, rather than in ac-
tual exports, which dropped by only $120
million to a low of $84 million. The
remaining lend-lease goods will prob-
ably be transferred by the end of the
year.

Table 4.—International Transactions of
the United States

[Millions of dollars]

Chart 11.—U. S. Ocean-Borne Trade Carried in Vessels Under United
States and Foreign Flags x

Receipts:
Goods and services:

Goods,
Income on investments.__
Other services

Total goods and services -

Unilateral transfers
Long-term capital:

Movements of United
States capital invested
abroad.- _

Movements of foreign
capital invested in
United States. . . _

Total long-term capital

Total receipts

Payments:
Goods and services:

Goods
Income on investments..__
Other services..

Total goods and services.

Unilateral transfers
Long-term capital:

Movements of United
States capital invested
abroad

Movements of foreign
capital invested in
United States

Total long-term capital.

Total payments

Excess of receipts (+) or pay-
ments (—):

Goods and services
Unilateral transfers

Goods and services and
unilateral transfers

Long-term capital

All transactions

Net flow of funds on gold and
short-term capital ac-
count:

Net gold movement
Net movement of United

States short-term capital
abroad

Net movement of foreign
short-term capital in
United States. _\

Net inflow (-}-) or out-
flow (—). . .

Errors and omissions .

First
quar-

ter

2,421
144
793

3, 358

62

137

137

3, 557

I 135
36

554

1, 725

780

490

154

644

~3, 149

+1,633
-718

+915
-507

+408

-269

+ 102

-111

— 278

- 1 3 0

1946

Second
quar-
ter i

3,573
146
600

4,319

31

185

1

186

4, 536

1 220
37

363

1, 620

880

1, 480

45

1, 525

4, 025

+2, 699
-849

+1, 850
-1,339

+511

- 4 7

- 1 0 6

- 2 4 6

- 4 5 9

- 5 2

Third
quar-
ter

3,049
140
703

3,892

39

195

195

4, 126

1 270
41

484

1,795

942

], 094

123

1. 217

3, 954

+ 2 . 097
- 9 0 3

+1,194
-1,022

+ 172

-94

-240

+ 100

- 2 3 4

+62

MILLIONS OF LONG TONS
60

MILLIONS OF LONG TONS

IMPORTS

40 r

20 -

I93S 37 38 39 40 4! 42 43 44
ANNUAL TOTAL

1 Excludes t rade in gold and silver.

1945 1946
QUARTERLY TOTAL,
AT ANNUAL RATE 46-801

Sources of data : U. S. Maritime Commission and War Shipping Administration through the 3d
quarter, 1945 ; thereafter, estimates of U. S. Department of Commerce.

1 The data for the second quarter are revisions of
estimates published on p. 8 of the SURVEY for October
1946,

Source: U. S. Department of Commerce.

Reduced sales and transfers of surplus
property, civilian supplies, and other
commodities from army supplies, all of
which do not appear in the export sta-
tistics, accounted for about $200 million
of the decline in merchandise transfers.
Surplus property transfers showed only
a relatively small reduction from the
high level attained during the second
quarter. Undisposed stocks abroad,
however, are greatly reduced and a sharp
curtailment of such transfers can be ex-
pected in the near future.

The shipping strike was responsible for
most of the decline of recorded exports
from $881 million in August to $643 mil-
lion in September. This decline was also
reflected in reduced UNRRA exports and
smaller sales by Government corpora-
tions. Most of the decline in the ac-
tivity of these agencies resulted from
reduced shipments of wheat and other
foodstuffs after the summer harvest in
Europe. Private exports rose by about
$200 million during the quarter despite
the strike and may continue to increase
in the fourth quarter.

Slow Rise of Imports
Goods purchased from foreign coun-

tries rose by $50 million or 4 percent over
the preceding quarter. This rise corre-
sponds roughly to the increase in prices
of imported goods. Largely because of
the shipping strike, September imports
were about $50 million below August.
With the elimination of price controls the
value of imports should rise faster during
the remainder of the year, because of
price increases and an increase in
volume.

Service Transactions Expand

Both services received and services ren-
dered increased during the quarter by
about $100 million. As shown in table 7,
the increased receipts from shipping ac-
counted for most of the rise in value of
services rendered. This was primarily
the result of a rise in the tonnage of total
exports and of exports carried in United
States vessels. United States vessels con-
tinued during the quarter to carry about
two-thirds of our exports and imports.
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(See chart 11.) It appears that the in-
crease in available shipping tonnage of
foreign countries was utilized primarily
in trade with countries other than the
United States and in the trade with this
country only in approximately the same
proportion as the total volume of United
States trade increased.

Disbursements by United States resi-
dents for foreign travel rose over 50 per-
cent as compared to the second quarter.
Most of the increase resulted from the
seasonal expansion in travel to Canada
to an all-time peak. Total travel ex-
penditures, however, remained far below
the level that could be expected on the
basis of their prewar relationship to na-
tional income. It will take several years
before transport facilities and accom-
modations abroad, particularly in Eu-
rope, will be sufficiently restored and
expanded to meet the demand by Ameri-
can travelers which could be expected
on the basis of prewar experience.

Miscellaneous service expenditures by
the government are estimated to have
increased by about $40 million. This
item includes foreign expenditures of
military personnel and various service
expenditures by the armed forces as such
and by the civilian agencies operating
abroad.

Smaller Export Surplus

Even though the export surplus of
goods and services declined from the pre-
ceding quarter by about $600 million to
$2,097 million, it was still higher than
during any quarter in 1945 or in the first
three months of 1946. With declining
sales and other transfers of goods and
services to other countries and increas-

Table 5.—Financing United States For-
eign Trade

Table 6.—Goods Transferred to Foreign
Countries

[Millions of dollars]

Total goods and services
transferred

METHOD OF FINANCING

Through goods and services
sold to us _ _

Through liquidation of long-
and short-term foreign as-
sets including gold

Through long- and short-
term credit . _._

Through unilateral transfers
(gifts of money or goods).._

Second
quarter

Bil-
lions

of
dol-
lars

4.3

1.6

2 1.3

.9

Per-
cent

100

37

12

31

20

Third
quarter

Bil-
lions

of
dol-
lars

3.9

1.8

.1

1.1

.9

Per-
cent

100

46

3

28

23

1 Excluding increase in short-term balances of the
Internationa] Bank resulting from payment of the
United States subscription.

2 Excluding United States subscription to the Inter-
national Bank of 158 million dollars.

Source: U. S. Department of Commerce.

Through Government chan-
nels:

"Straight" lend-lease
Reimbursable and credit

lend-lease
UNRRA
Civilian supplies for oc-

cupied countries
Surplus property
Other sales by U. S. Gov-

ernment corporations and
agencies

Total through Govern-
ment channels

Merchandise sold through
private exporters

Total transfers of goods
to foreign countries. .

1946

First
quarter

138
303

170

202

2,421

Second
quar-

462
365

204
528

33

Third
quarter

157
260

100
461

227

!

1, 906 1. 205

1, 667 1.844

3,573 3. 049

i The data for the second quarter are revisions of the
estimates published on p. 8 in the SURVEY for October
1946.

Source: U. S. Department of Commerce.

ing imports and tourist expenditures
the export surplus is likely to continue
its decline from the present annual rate
of $8.4 billion. Omitting transfers of
surplus goods and other material from
supplies located overseas as well as lend-
lease goods not actually shipped during
the period, goods and services exported
from current production and domestic
inventories actually exceeded total im-
ports of goods and services by $1,812
million in the second quarter and $1,513
million in the third. Perhaps $150 to
$200 million of this decline may be at-
tributed to the shipping strike.

An increased portion of the export
surplus of goods and services was
financed through unilateral transfers in
the third quarter—43 percent as com-
pared with 31.5 percent in the second
quarter. This was compensated almost
fully by a decline in the share of the
export surplus financed by the liquida-
tion of foreign assets (5 percent as com-
pared to 18.5 percent). In both quarters
outflow of United States capital pro-
vided about half of the financial re-
sources to meet the foreign trade and
service deficit with the United States.

Unilateral Transfers Rise

The increase in unilateral transfers
was due entirely to transfers of surplus
property as outright aid to the Philip-
pines and as settlement with that coun-
try and with China for various claims
arising out of the war. (See table 8.)
The contributions to the Philippines do
not yet include war damage payments or
aid in the restoration of public utilities

as provided under the Philippine Re-
habilitation Act of April 30, 1946.

Contributions through UNRRA were
approximately equal to those in the pre-
ceding quarter. The decline in the value
of merchandise exported was partly off-
set by an increase in freight costs (al-
though the value of UNRRA exports de-
clined the tonnage rose by almost 30 per-
cent) and by a cash contribution of $68
million. Up to the end of the third quar-
ter of 1946 contributions to UNRRA to-
taled approximately $1.8 billion. This
leaves $900 million of the $2.7 billion ap-
propriation for distribution during the
last three months of 1946 and the first
months of the following year.

Long-Term Loans Decline

Lend-lease and surplus property
credits, both of which financed the
transfer of goods either already produced
or on order at the end of the war, showed
an expected decline. (See table 9.)
Most of these credit sales will have been
completed before the end of the year.
Total surplus property credits may reach
$1 billion; up to the end of the third
quarter credit sales including so-called
bulk sales, amounted to about $760 mil-
lion. Lend-lease credits, which totaled
about $1.5 billion by the end of Septem-
ber, may rise by perhaps another $100-
$200 million. Most of the decline in
lend-lease and surplus property credits
of about $500 million was offset by draw-
ings of $400 million on the British credit.
Drawings against this credit are likely to
continue over the next 2 or 3 years, but
perhaps at a lower rate than during the
third quarter of 1946.

(Continued on p. 21)

Table 7.—Service Transactions With For-
eign Countries
[Millions of dollars]

Receipts:
Transportation
Travel
Miscellaneous services:

U. S. Government
Private

Total

Payments:
Transportation
Travel
Miscellaneous services:

U. S. Government
Private

Total

1946

First
quarter

495
41

174
83

793

134
65

331
24

554

Second
quar-
ter i

427
47

44
81

599

168
92

80
23

363

Third
quarter

516
59

49
79

703

199
149

118
18

484

1 The data for the second quarter are revisions of the
estimates published on p. 8 in the SURVEY for October
1946.

Source: U. S. Department of Commerce.
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THE BUSINESS SITUATION
By the Office of Business Economics

AS 1946 DREW to a close, all phases
. of business activity were at or close

to the high marks of the year. The
movement of the broad economic indi-
cators suggested that the basic expan-
sionary influences persisted without sig-
nificant modifications through the year
end.

Advances are still being made in dif-
ferent sectors of the economy, but apart
from seasonal changes such gains gen-
erally are of smaller magnitude than
those of a short time back. Exceptional
fluctuations have occurred in the coal
and steel industries as a result of the
work stoppage at the soft coal mines in
the latter part of November and early
December. Likewise, export trade re-
bounded after October, following the set-
tlement of the shipping strike which had
reduced the flow of commodities abroad.

Security prices staged a moderate re-
covery in early December and then lev-
eled off, with the result that the end-
of-the-month price average of stocks
on the New York exchange was the best
in almost four months. However, the
average was still about 20 percent below
the June high and about 10 percent be-
low prices a year earlier.

Fewer Inventory Gaps

The rise in inventories—a strong
source of demand throughout the year—
has continued at a high rate, although
below the 1.6 billion dollars increase that
occurred in October. Deficiencies car-
ried over from the war years had been
remedied in some areas but the aggre-
gate of business inventories was still
not up to what is adequate either for
the smooth flow of production or the
convenience of the consumer. The rate
of accumulation throughout the second
half of 1946, however, was such that the
gap between requirements and goods in

The Month in Review
Continuance of the basic ex,-*

pansionary forces through the year
end resulted in record dollar sales
and income totals for the fourth
quarter. The flow of income pay-
ments to individuals for the year
was lifted above 164 billion dol-
lars—higher than in any of the
war years. The advance in pro-
duction was sustained through the
final months of 1946,

Prices continued to move up-
ward along a broad front in De-
cember, although downward ad-
justments from earlier peaks were
noted in some cases. The recent
rapid rise in retail prices was im-
pairing the purchasing power of
major consumer segments. Busi-
ness expenditures continued high,
though the rate of inventory accu-
mulation was somewhat below the
peak October rate.

The larger department stores
have effected a considerable re-
alignment of their forward buying
position since the summer months,
but other data on unfilled orders
suggest that the contraction in
outstanding commitments has not
been widespread.

* * * * *
Most of the statistics used in this

review of the business situation
will be found in the statistical sec-
tion at the back (pp. S-l to S-40).

production and distribution pipe lines
was being rapidly closed.

In some merchandise lines, where im-
proved quality and better value were the
forerunners of the intensification of com-

petition which will be the next major
phase of the postwar business picture,
efforts were made to clear the shelves.
Such mark-downs as occurred at the year
end were, in general, limited to inferior
merchandise and odds-and-ends of
broken stocks, though some high-priced
luxury lines were undergoing a margin
squeeze. For the most part, however,
the consumer at the year end was paying
increased prices over the broad range of
his purchases.

Price-Income Disparities

The further upward adjustment of
prices has, of course, brought supply and
demand into closer balance. Price in-
creases of the magnitude experienced in
the second half of 1946 priced some buy-
ers out of the market, since the resulting
expansion of consumer income was not
commensurate with the higher prices,
nor did the income generated by the price
increases flow uniformly to all segments
of the population. In addition to those
consumers who are pinched and are
compelled to curtail their purchases,
there are others who have a margin of
spending above their day-to-day re-
quirements and thus have no necessity
to purchase the same quantity of goods
in the face of higher price tags.

Such disparities limit the price rises
and—given the relatively high level of
per capita consumption—prevent prices
from rising indefinitely. Such limita-
tions do not operate, of course, to halt
the rise at the point where relative price
stability might then ensue. In the past
the tendency has been for a rapid ad-
vance to carry prices beyond what could
be sustained for any length of time, thus
making a downward adjustment neces-
sary. In the recent rise individual prices
have overshot the mark at which the cur-

NOTICE TO SUBSCRIBERS
New subscription rate: $3.00 per year ($4.00 foreign)

Weekly service: Beginning this month, all subscribers will receive the Weekly Supplement,
presenting weekly business indicators and summary statistics for many monthly series prior
to publication in the statistical section of the Survey of Current Business. Distribution of the
Supplement is restricted to Survey subscribers.
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rent supply could be moved, and such
prices have come down from their highs.
That condition slowed the advance of the
general price sweep in December. While
prices were being marked up over a wide
range, the prices of farm products and
foods, which soared in the summer and
again in November, yielded some ground
in December and thus provided an offset
to the steady advances in industrial
prices.

The disparities arising among particu-
lar groups tend to be obscured in the
aggregate income and expenditure fig-
ures. The Quarterly data for 1946 show
that the tendency was for consumers to
step up their dollar expenditures in line
with their incomes which were increased
because wage and entrepreneurial in-
comes, as well as profits and dividends,
rose with the expansion in production
and distribution.

The volume of spending towards the
end of the year primarily reflected the
price increases and a holiday buying
spirit which, while not so exuberant as
a year ago, produced more free spending
than is likely to prevail as the effect of
the recent upward trend of prices has
its full impact upon consumers. Actu-
ally, the ratio of spending to incomes in
the final quarter of 1946 was higher than
in the second quarter—before price con-
trols were lifted over a wide area. The
major manifestation of changed atti-
tudes on the part of consumers was evi-
dent not so much in the totals as in the
increased discrimination of purchasing
which merchants noted even during the
Christmas period.

Some Retailers Scale Down Commitments

A constructive development of recent
months, in which the rapid rate of in-
ventory accumulation has aroused wide-
spread business interest, has been the
adjustment of the forward position of
some concerns. Data are not available

Table 1.—Consumer Expenditures for
Goods and Services

[Billions of dollars]

Item

Total consumer ex-
penditures

Goods
Durables
Nondurables

Services 2

1941

74.6
49.2

9.1
40 1
25.4

1943

91.3
61.6

6.6
55.1
29.7

1945

106.4
73.3

7.7
65.6
33.1

Preliminary
estimates

1946

127
91
14
77
36

4th
quar-

ter
19461

136
99
17
82
37

Note* Detail does not necessarily add to totals due to
rounding.

i Seasonally adjusted, at annual rates.
» Includes expenditures of military personnel abroad.
Source: U. S. Department of Commerce.

to indicate the extent of outstanding
orders in relation to sales for all busi-
nesses. From the regular monthly data
collected from manufacturers where
unfilled orders are significant, we know
that such backlogs are high. These are
mainly for durable goods with compara-
tively long production periods.

In the nondurable fields, and for retail
trade generally, we do not have the out-
standing commitments. Statistics are
available, however, for a group of de-
partment stores which are above average
in size, with resultant advantages both
in purchasing and in merchandising and
marketing research. These stores have
undertaken a considerable adjustment of
their forward buying position since last
summer.

Holiday Buying in Record Volume

Consumer buying at retail stores dur-
ing the closing months of 1946 raised
fourth quarter sales to about 23 percent
above dollar sales in the corresponding
period of a year ago. Due to the in-
creased availability of durable goods, the
largest year-to-year gains were made by
stores selling these goods.

The holiday buying appears to have
penetrated some retail areas much more
than others. Jewelry stores represent
the outstanding case where sales have
lagged behind the generally rising trend.
The seasonally adjusted index of sales at
these stores was lower in October and
November than in any previous month
in 1946. Jewelry sales, however, ran
ahead of the general trend during the
late war years and up until 1946.

Apparel stores provided a similar
though less extreme case. Despite a
more than seasonal increase between
October and November, sales at these
stores remained below dollar volume in
several earlier months of the year, with
the physical volume of apparel goods
sales making a much poorer showing
than the dollar comparisons. Trade re-
ports indicate that higher-priced lines
have borne the brunt of the apparel
sales lag. This fact was substantiated
by the concentration of the year-end
clearance sales in such lines as well as in
seasonal goods, although it was evident
that retailers were attempting to weed
out lower quality merchandise in view of
the shift in buying power.

With these exceptions, consumer buy-
ing continued in heavy volume through
the year end. This brought total retail
sales for 1946 to about 96 billion dollars,
on the basis of preliminary figures. The
sales total was 77 billion dollars in 1945.

Large Spending Rise in 1946

Preliminary estimates indicate that
consumers spent 127 billion dollars for

all goods and services in 1946—an in-
crease of 21 billion dollars, or one-fifth,
over 1945 expenditures. The 1946 esti-
mate is about 70 percent higher than in
1941 and more than double expenditures
in 1939.

As shown in table 1, the annual rate
of consumer spending in the fourth
quarter of 1946 was 136 billion dollars,
after seasonal adjustment, or 9 billion
dollars above the total for the year. All
the major spending categories were at a
higher rate in the fourth quarter than
for the year as a whole.

Durables Make Partial Comeback

Consumer purchases of hard goods rose
from 8 to 14 billion dollars between 1945
and 1946, but there was ample evidence
that a much larger increase would have
occurred if supplies of automobiles, re-
frigerators, and other durables had been
larger. Not ony were there large unsat-
isfied demands for consumer durable
goods at the end of the year, but ex-
penditures for durables were still low in
relation to the volume of consumer
income.

The service category represented
another area where 1946 expenditures
remained low relative to disposable in-
come, despite an increase from 32 to 36
billion dollars during the year. This
situation reflected the effects of rent
control and the housing shortage. The
combined deficiency of expenditures for
both durable goods and consumer serv-
ices relative to the rates of expenditures
indicated by prewar relationships to dis-
posable income was more than offset by
a bulge in consumer spending for non-
durable goods during 1946. Such ex-
penditures were high in relation to in-
come throughout the year.

New Spurt in Consumer Prices

Retail prices of consumer goods and
services spurted after the general re-
Table 2.—Percentage Changes in Whole-

sale Prices in 1946

All commodities *
Farm products
Foods - „
All commodities other than

farm products and foods.
Hidesand leather
Textiles.
Fuel and lighting
Metals and metal prod-

ucts i
Building materials
Chemicals and allied

products...
House furnishings.. _.
Miscellaneous

June
29-No-
vember

9

19.6
18.3
43 3

9.6
28.2
20.0
8.2

2.5
7.4

13.7
6.1
7.2

Novem-
ber 9-
Decem-
ber28

3.6
1.0

—2.]

7.3
7.9
2.4
2.4

17.0
10.4

14.4
2.6
2.7

Decem-
ber 28
from a

year ago

30.5
26.4
45.3

23.2
43.5
32.5
13.7

27.2
30.0

31.2
13.3
13.4

1 Motor vehicles were included in the index at current
prices beginning in the week ending November 30, 1946;
prior to that date, April 1942 motor vehicle prices were
carried forward in the computations.

Source: Basic data, XJ, S. Department of Labor.
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moval of price controls in early Novem-
ber, with the B. L. S. consumers' price
index advancing to 152 (1935-39=100)
by the middle of that month—a rise of
2.2 percent from mid-October. The fur-
ther upward adjustment from November
to December raised the index above 153,
on the basis of preliminary figures. At
the latter point the index topped the
previous record established in June 1920.

Although some increases were made in
the prices of clothing and house-fur-
nishings, the largest advance in Novem-
ber was a 4.3 percent rise in food prices.
The latter prices advanced again in De-
cember but at a somewhat slower rate.
Although the index of food prices at
wholesale registered a small decline in
December, the decline was from high
levels not fully reflected in the November
retail food index.

The preliminary estimates indicate
that the consumers' price index at the
year end was 18 percent higher than in
December 1945 and 15 percent higher
than in June 1946. The increases in re-
tail food prices were 34 percent and 30
percent, respectively, between the same
dates.

Sharper Price Rise at Wholesale

The BLS wholesale price index, which
covers the prices of almost 900 commodi-
ties, has moved up at a faster rate than
the retail or consumers' price index. The
year-to-year rise was about 31 percent
at wholesale as compared with 18 per-
cent at retail. The two price averages
vary as to coverage and weighting.

Wholesale price changes during De-
cember reflected the adjustments asso-
ciated with the successive decontrol ac-
tions during the preceding two months.
The broad movement of prices continued
to be upward, with the BLS index reach-
ing 140 (1926=100) in the week ending
December 28, as compared with 126 in
the week of October 12, just prior to the
decontrol of meats, and 113 in the final
week of June. The rapidity of the re-
cent advances is shown by contrasting
the rise of 24 percent during the second
half of 1946 with the increase of 21 per-
cent in wholesale prices during the 4 ^
years from Pearl Harbor to June 1946.

Since the termination of virtually all
commodity price controls, the primary
area of rising prices has shifted from the
earlier fast rising prices of farm prod-
ucts and foods to the prices of industrial
commodities. This shift is indicated by
the computations shown in table 2.

In the 7 weeks ending December 28,
the prices of commodities other than
farm products and foods rose 7.3 percent,
whereas the rise in farm products prices
was scaled down to only 1.0 percent and
food prices declined 2.1 percent. As a

Chart 1.—Income Payments to
Individuals

BILLIONS OF DOLLARS
200

160 -a

120

TOTAL INCOME INCOME PAYMENTS BY
PAYMENTS PRIVATE INDUSTRY

-1945
MONTHLY TOTAL, SEASONALLY ADJUSTED,

AT ANNUAL RATE 46-384

1 Represents pay of Federal, State, and local govern-
ment employees, pay of the armed forces in this coun-
try and abroad, Government interest payments, and
miscellaneous items.

2 Major items included are social-insurance benefits,
the Government's contribution to family allowances
paid to dependents of enlisted military personnel, muster-
ing-out payments to discharged servicemen, and vet-
erans' pensions, compensation, and readjustment allow-
ances.

3 Major items included are net income of farm and
nonfarm proprietors, rents and royalties, dividends, and
interest on nongovernment debt.

Source of data: U. S. Department of Commerce.

result, there has been some realignment
of prices in the direction suggested in
last month's analysis of price relation-
ships. The price increases from the end
of June to the end of December were as
follows: Farm products, 20 percent;
foods, 40 percent; and all other com-
modities, 18 percent.

Some Price Declines Recorded

While the final adjustment of many
prices to the lifting of controls has not
yet occurred, there are some areas where
prices have declined from the tops
reached in the swift rise following de-
control. For example, prices of hides
and skins which had soared almost 50
percent upon decontrol at the end of
October had receded 13 percent by the
final week in December. Similarly, live-
stock and meat prices have slid down
from peaks reached shortly after de-
control.

A few price areas have shown no no-
ticeable response to the general removal
of controls in November. Wholesale
prices of various building materials, sev-

eral textile products, fertilizer materials
and some other categories have been
practically stable over the last month or
two. Such behavior can be partly ex-
plained in terms of the extent of price
increases previously granted under price
control—as in the case of textiles and
building materials—or in terms of the
customary delay of some prices in re-
sponding to changing demand-supply
conditions.

Income Payments Continue to Climb

Income payments rose steadily after
February, with the exception of the tem-
porary setback in September. (See
chart 1.) During November, total in-
come payments (at seasonally adjusted
annual rates) advanced to 174 billion
dollars from 171 billion dollars in Octo-
ber. The major portion of the October
to November rise occurred in farm in-
come—as a result of higher prices and
larger-than-seasonal m a r k e t i n g s —
whose movements have tended to domi-
nate the changes in income payments
for the last 5 months. During this pe-
riod, however, aggregate salary and
wage payments in private industries
rose substantially.

Preliminary figures place the annual
total of income payments to individuals
in excess of 164 billion dollars for 1946.
The total was 161 billion dollars in 1945
and 157 billion in 1944.

Department Stores Cut Commitments

One of the few clear evidences of more
cautious buying operations is found in
the declining trend of outstanding or-
ders of department stores now con-
tinuous since July 1946. Whether this
situation is typical of other classes of
retail stores is not known. That de-
partment stores should be among the
first to shorten their outstanding com-
mitments can be explained in terms of
their above-average size and in terms of
their concentration in those soft goods
lines where the tendency of sales to lag
has been noticeable for several months.

While department store inventories in
recent months have been no larger rela-
tive to sales than they were in a prewar
year such as 1940, the position of out-
standing orders relative to sales has
been quite the reverse. In prewar years
outstanding orders were about 1 month's
sales, but during the first 9 months of
1946 these orders exceeded 3 months'
sales. The pertinent data are summa-
rized in table 3 for a sample of 296 de-
partment stores reporting to the Federal
Reserve banks.

The operations of these stores, which
are larger-than-average units whose ag-
gregate sales represent about one-third
of the sales of all department stores.
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show clearly the improvement in the
supply of goods in recent months. The
following table presents some interest-
ing comparisons of sales, receipts, and
inventories for the sample of 296 stores:

January-November:
1944
1945
1946

Compu-
ted new
orders as
percent
of sales

110
112
112

Receipts
of new

goods as
percent
of new
orders

95. 2
94. 5

102.0

Inventory
accumu-
lation as
percent
of sales

5
6

14

During the first eleven months of 1944,
1945, and 1946, department store man-
agements placed new orders for goods in
quanties which were closely related to
sales. The relative supply situation dur-
ing these periods is reflected in the per-
centage of goods actually received to new
orders placed. During 1946, producers
were able to deliver more, instead of less
goods than were newly ordered by buyers
who in the latter part of the year were
under instructions to shorten their com-
mitments.

Department stores made substantial
additions to inventories during 1946, just
as did businesses generally. This rise did
not result in an unusually high inven-
tory-sales ratio, since stocks were rela-
tively low after the end of the war and
sales continued to rise substantially
while inventories were being accumu-
lated. Nevertheless, the accumulation
was sufficiently large in a few lines to
result in a top-heavy inventory situa-
tion for the particular goods in question,

The value of stocks on hand continued
to rise during the latter months of 1946
despite the reduction in net new orders
placed each month. In the months fol-
lowing August, new orders remained be-
low 300 million dollars a month for the
stores covered in table 1, as contrasted
with a monthly average in excess of 350
million dollars during the first 8 months
of the year. The value of outstanding
orders was reduced from well over 1 bil-
lion dollars during the summer months
to under 700 million dollars in Novem-
ber. As a result, the stocks of these
stores plus their outstanding orders at
the end of November were lower in rela-
tion to sales than was the case in Novem-
ber 1945.

The fact that department stores began
to contract their outstanding orders at a
time when such commitments extended
over a long period and when over-all de-
mand was still in an expansionary phase
meant that the producers were able to
weather the contraction without any
noticeable effects on general business
activity. The impact of broad adjust-
ments of this character will not be fully
felt until this shortening becomes more
widespread, as it will once the inventory
situation clears. The more gradually it
can be effected the less severe will be
the impact.

Manufacturers' New Orders Remain High

The change in department store buy-
ing has, of course, affected the volume of
new orders reaching manufacturers.
Partly because of this factor, new order

Table 3.—Sales, Stocks, and Outstanding Orders of 296 Department Stores

[Millions of dollars]

Period

1940 monthlv averase
1Q41 monthlv average
1942 monthly average
1943 monthlv avera.ce
1Q44 monthlv averasre
1945 monthlv averase

1944:
November
Tamiarv November total

1945:
November _ _. __
January-November, total
December _

1946:
January
February - __
March
April - -
May
June
July
Aucrust
September
October _..
November - _ __ __ _
Tamiarv November total

Sales

136
156
179
204
227
255

300
2 337

334
2, 631

429

224
239
301
319
304
304
244
303
309
341
404

3 292

Stocks,
end of
month

353
419
599
508
534
564

580

602

462

491
533
582
644
674
699
735
806
828
879
919

Outstand-
ing orders,

end of
month

108
194
263
530
560
728

613

779

764

896
979
974
910
934

1,048
1,073
1,012

960
845
690

Receipts
(com-

puted)1

273
2,450

312
2,782

289

253
281
350
381
334
329
280
374
331
392
444

3,749

Net new
orders
(com-

puted) 2

309
2, 572

391
2,943

274

385
364
345
317
358
443
305
313
279
277
289

3, 675

Stocks
and out-
standing
orders,
end of
month

401
613
862

1,038
1,094
1,292

1,193

1,381

1,226

1,387
1,512
1, 556
1, 554
1, 608
1, 747
1,808
1,818
1,788
1,724
1, 609

Percent
stocks and

outstanding
orders are

of sales

339
393
482
509
4S2
507

398

413

286

619
633
517
487
529
575
741
600
579
560
398

* Receipts equal sales plus inventories at end of month less inventories at beginning of month.
2 Net new orders equal orders outstanding at end of month less orders outstanding at beginning of month plus receipts.
Sources: Basic data, Board of Governors of the Federal Reserve System; computations, U. S. Department

of Commerce.

volume in the apparel industry in Octo-
ber and November was below that in
earlier months, despite higher prices.

On the other hand, the new order data
available from manufacturers suggest
that the adjustments made by depart-
ment stores have not yet extended
widely. The Office of Business Econom-
ics index of new orders, which covers a
large segment of durable and nondura-
ble goods manufacturing, was higher in
November 1946 than at any time since
early 1945 when munitions procurement
was very heavy. There continue to be
instances—in the steel industry, for ex-
ample—where firms temporarily refuse
to accept additional orders because of
the heavy backlog of unfilled orders.

Manufacturers' Pipelines Filling Up

The rapid rise in the value of manu-
facturers' inventories during the last
half of 1946 was very pervasive. The
rise—which to some extent reflected the
advance in prices—applied almost
equally to stocks in all industries and in
all stages of fabrication. As shown in
chart 2, manufacturers' inventories con-
tinued to expand through November, but
with the notable exception of a decline
in finished goods held by nondurable
goods industries.

The aggregate book value of manu-
facturers' inventories was close to 20
billion dollars at the end of November.
The dollar addition to stocks during the
month amounted to approximately 335
million dollars, which was not so large
as the monthly increases for July
through October.

Relative to holdings as of January
1945, the rebuilding of manufacturers'
stocks has proceeded most rapidly in the
case of raw purchased materials. How-
ever, the value of goods in process had a
larger rise if the advance is measured
from the close of 1945 when the liquida-
tion of war goods was essentially com-
pleted. Combined inventories of fin-
ished goods have been advancing at a
rapid rate only since the spring of 1946,
although some of the additions to stocks
of finished goods before that date were
offset by the liquidation of war inven-
tories and, hence, do not show up in the
reported figures.

Shipments Approaching War Peak

The daily rate of manufacturers' ship-
ments—reflecting price increases as well
as production advances—rose 10 percent
from October to November, which is one
of the largest month-to-month increases
on record. The sharpest advance was
in food products—more specifically, in
meat-packing, which responded to the
price decontrol action in the preceding
month. The value of steel deliveries also
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Chart 2.—Manufacturers' Inven-
tories, by Stage of Fabrica-
tion 1

INDEX, JANUARY 1945 •= 100
130

120

110

70

120

110

1-00

80

130

120

110

100

90 -

ALL INDUSTRIES

RAW MATERIALS'

GOODS IN PROCESS

DURABLE GOODS
INDUSTRIES

RAW MATERIALS
AND GOODS IN
PROCESS

NONDURABLE GOODS
INDUSTRIES

1946

i Data are for the end of month. Figures for Novem-
ber 1946 are preliminary estimates.

Source of data: U. S. Department of Commerce.

increased, since the coal strike did not
cut into shipments until the month's end.
At 269 (1939=100), the index of the dol-
lar value of manufacturers' shipments in
November was only 6 percent below the
war peak.

All major industry groups shared in
the expansion of the dollar total of ship-
ments during the latter half of 1946.

This was in contrast to the first half of
the year when durable goods industries
took the lead in expanding shipments.
(See chart 3.) About half of the rise in
the nondurable goods industries since
July has been in the food group where
price increases have been most pro-
nounced.

Production Edges Higher

Not only did the rate of shipments ad-
vance in November, but the index of in-
dustrial production edged slightly higher
in that month, after allowance for sea-
sonal variations. Iron and steel and bi-
tuminous coal provided the only impor-
tant exceptions to the generally well
maintained or expanded volume of out-
put.

Coal output recovered rapidly after the
miners returned to the pits on December
9 and soon exceeded the prestrike rate.
Weekly steel operations rose from the
low of 60 percent of rated capacity in
early December to 84 percent in the pre-
Christmas week. The rate advanced to
88 percent by the turn of the year.

Significant among the November gains
in production were the advances in non-
ferrous metals, in lumber—where the
usual seasonal decline did not material-
ize—and in manufactured food products.
Small gains were also recorded for cot-
ton and rayon textiles, paperboard, rub-
ber products, industrial chemicals, and
stone, clay, and glass products.

Holidays Slow Automobile Output

Production of passenger cars and
trucks averaged about 95,000 a week
during the first 3 weeks of December.
Workers' holidays and year-end closings,
however, accounted for a drop in the
output rate in the latter part of the
month. As a result, the steady rise in
the daily average rate of passenger car
and truck output per month was inter-
rupted in December.

Employment Steady at 57 Million
November marked the third successive

month that total civilian employment
remained virtually unchanged at 57 mil-
lion. Likewise, the number of workers

Chart 3.—Manufacturers' Ship-
ments
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Source of data: U. S. Department of Commerce.

unemployed during the census week-
November 3-9—continued at about the
2 million level which has prevailed since
August. Some shifts in employment oc-
curred toward the end of November and
in early December because of the dis-
ruptions to production occasioned by the
17-day work stoppage at the bituminous
coal mines, but these shifts were not im-
portant in the over-all picture.

Although total civilian employment
was virtually unchanged between Octo-
ber and November, agricultural employ-
ment showed the customary seasonal
decline, which this year amounted to
about 700,000, and nonagricultural em-
ployment increased by the same /um-
ber, which was larger than the usual
seasonal gain. The latter increase was
associated with the gains in trade and
industrial production noted in the pre-
ceding sections.

Seasonal Decline in Construction

Construction activity fell off toward
the end of the year, entirely because of
seasonal influences. In terms of work
put in place, the drop between Novem-
ber and December was from 985 to 910
million dollars.

The Authorized Increase in Railway Freight Rates1

Substantial increases in freight rates
were granted by the recent decision of
the Interstate Commerce Commission

1 Prepared by the Transportation Division,
Office of Domestic Commerce.

authorizing the railroads to increase
rates by an estimated 17.6 percent, on
the average, over those in effect prior
to the interim increases of last July.
The amount of additional revenue which
will be derived by the carriers from this

increase is of course dependent upon the
volume of traffic which will materialize
during 1947. On the basis of current
traffic trends, it would appear that the
gross revenues of the carriers will be en-
larged by approximately 1 billion dollarsDigitized for FRASER 
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a year. A portion of the increased
charges will be passed on to consumers-
after being pyramided in many cases by
the application of distributors' mark-
lips on cost of goods sold—and the re-
nainder will be diffused throughout in-
dustry and absorbed by producers and
distributors generally.

Postwar Decline in Earnings

Railroads have experienced a sharp
decline in earnings since the end of the
war, as a result of a decline in the
volume of traffic and increased labor and
material costs. Wage rates were in-
creased in 1941, 1943 and 1946. At pres-
ent, the average straight time hourly
rate for labor is 51 percent higher than
in 1939. The railroads have experienced
increases in payroll taxes, vacation pay,
and retirement benefit payments. Fur-
thermore, costs for materials and sup-
plies have also increased markedly dur-
ing the past few years. In August 1946
the weighted average index for these
items was about 50 percent higher than
in 1939.

Rising wage rates and material costs
caused no financial difficulties for the
carriers during the war period, since
these increases were more than compen-
sated for by the huge wartime increases
in traffic and revenues. However, traffic
has since declined, especially sharply in
the case of passenger traffic which ex-
perienced about a fourfold increase
between 1940 and 1944.

Net income after taxes of Class I roads
amounted to 154 million dollars for the
first 10 months of 1946, as compared
with 490 million dollars in the com-
parable period of 1945. (See table 4.)
If tax credits under the carryback pro-
visions of the income tax law are de-
ducted, the 1946 figure is only 69 million,
dollars. Moreover, the roads operated
at a deficit during the first half of the
year, moving into the black only as a
Result of increased traffic during the
summer and the interim rate increases
which became effective in July. These
earnings results of the railroads provide
a sharp contrast with the year-to-year
gains in after-tax profits reported by a
large segment of industry in 1946.

As is illustrated in chart 4, the total
volume of revenue ton-miles in 1946 was
about one-seventh below the volume of
the previous year and about one-fifth be-
low the 1944 volume, which was the war
peak. Nevertheless, revenue ton-miles
were considerably higher than in any
year prior to 1942. The traffic decline
since the end of the war has been more
marked in the case of railway passenger
travel, which was cut about one-third
between 1944 and 1946. This declining
trend has not yet been arrested.

The recent decision by the In-
terstate Commerce Commission
authorized increases in railroad
freight rates averaging about 17.6
percent above the rate levels in ef-
fect a year ago and about 11 per-
cent above the levels in effect since
July 1946. This action will add
approximately 1 billion dollars to
railway operating revenues. The
rate increases were generally de-
signed to minimize any disruption
of existing marketing relationships.

Interim Increases Granted in June
In April 1946, the Class I railroads pe-

titioned the ICC for a 25 percent increase
in freight rates, with exceptions, on the
grounds that increases of this magni-
tude were necessary to permit profitable
operation in 1946 and 1947. The excep-
tions were in general designed either to
preserve the competitive relationship be-
tween suppliers of common markets or
to prevent diversion of traffic to other
forms of transportation. Since these
exceptions applied to many important
commodities and provided for increases
considerably less than 25 percent, the
actual average rate increase requested by
the carriers was about 19.6 percent.

On June 20 the ICC granted emer-
gency relief in the form of interim in-
creases, effective on July 1, 1946. These
emergency increases represented with
certain changes a rate increase previ-
ously authorized in March 1942 but sub-
sequently suspended when it became ap-
parent that the carriers would be pros-
perous during the war period. The
emergency increases amounted to 6 per-

Table 4.—Revenues, Expenses, and Net
Income of Class I Railways

[Millions of dollars]

Period

1939
1940
1941
1942
1943
1944
1945

January-
October:

1945
1946

Opera-
ting re-
venues

3. 995
4,296
5 346
7.465
9,054
9 436
8,902

7,624
6,332

Operat-
ing ex-
penses

2,918
3, 089
3 664
4, 601
5, 657
6,282
7,051

5, 538
5,272

Income
taxes

355
396
547

1,198
1,849
1, 846

823

1,106
483

Net
rai lway
operat-
ing in-
come l

588
682
998

1,484
1, 359
1 106

852

831
451

Net
income

93
188
499
901
873
667

*450

2 490
3 154

1 Operating revenues less operating expenses, taxes, and
rents (not shown separately).

2 During 1945 the carriers made large charges to oper-
ating expenses for amortization of defense projects. As
a result, net income was 160 million dollars less for the
full year 1945 and 53 million dollars less for January-
October 1945 than it would have been if only normal
depreciation had been chnrged to operating expenses.

3 Approximately 85 million dollars represents income
tax carry-backs. Without such credits net income
totaled about 69 million dollars.

Source: Interstate Commerce Commission.

cent on most commodities with smaller
increases on agricultural commodities
and on certain products of mines. An
additional 5-percent increase was au-
thorized in the Eastern or Official Terri-
tory. Specific increases were granted
on coal and iron ore and substantial rate
relief was accorded on certain minor
railroad services. According to an
I. C. C. press release, the average in-
crease for all commodities was about 7
percent in the East, 4.9 percent in the
South and West, and approximately 6.5
percent on a nation-wide basis.

New Increase Averages 17.6 Percent

The new scale of rates authorized by
the Commission supersedes the interim
rate increases in effect since July 1, 1946.
The Commission estimated that after
taking into account lower increases on
excepted articles the new rates author-
ized are approximately 17.6 percent
higher than those in effect before the
interim rate increase and about 11 per-
cent higher than the interim rates.

In general, the rate increases author-
ized are 20 percent on nonagricultural
commodities, subject, however, to nu-
merous exceptions covering commodities
of major importance such as coal, iron
ore, certain additional products of
mines, lumber, petroleum and petroleum
products, sugar, iron and steel products,
aluminum, canned foods, and building
materials. For the excepted commodi-
ties the Commission authorized either a
flat increase or a percentage increase
limited to a certain maximum in cents
per 100 pounds. The exceptions, which
reduce the increase below 20 percent on
excepted commodities, are designed to
keep low-rated traffic moving, to prevent
diversion, and to maintain competitive
market relationships.

On most agricultural commodities—
other than fruits where increases of 20
percent are authorized—a general rate
increase of 15 percent is authorized, with
exceptions on grain designed to main-
tain market relationships and with maxi-
mum limitations—similar in character to
those for nonagricultural commodities—
on cotton, citrus fruits, and other fruits
and vegetables. In Eastern or Official
Territory, rates on articles under the
commodity grouping of Manufactures
and Miscellaneous, class rates, and rates
on less-than-carload traffic and any-
quantity traffic may be increased by 25
percent, subject to certain exceptions.
On such traffic between Official Terri-
tory and other rate territories an in-
crease of 22.5 percent is authorized. In
other rate territories the authorized in-
crease on these items is 20 percent.

In addition to the major increases
enumerated above, rate increases wereDigitized for FRASER 
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Chart 4.—Railway Revenue Traffic, All Railways *
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authorized for virtually every type of
railroad service. The Commission also
made permanent the 10 percent increase
in passenger rates which had been in
effect since 1942 on a temporary basis.

Carriers Forecast Income for 1947
Attempts to measure the benefits which

the railroads will derive from the au-
thorized increases are difficult because
of uncertainties concerning the level of
traffic which may be expected to prevail
in 1947. The railroads estimated their
1947 traffic at 584 billion ton-miles and
48 billion revenue passenger miles. With
freight traffic at that level, the author-
ized increases would yield additional
gross revenues of approximately 970 mil-
lion dollars, assuming that all of them
are placed in effect by the carriers. On
each 10 billion ton-miles of freight traf-
fic the rate increases would produce an
estimated 16.6 million dollars in addi-
tional operating revenue.

If the carriers' estimates of operating
expenses and other deductions are ac-
cepted, the indicated net income for 1947
comes to about 340 million dollars before
income taxes, and about 200 million dol-
lars after income taxes. The carriers
had estimated net income after taxes of
252 million dollars on the basis of the full
increase requested. At the war peak
after-tax earnings exceeded 900 million
dollars. The average for the 1940-45

period was almost 600 million dollars a
year.

In making their forecast for 1947 the
railroads apparently allowed for some
decline in business activity from present
levels since the estimate of 584 billion
ton-miles is only four times the traffic of
the first three months of 1946—a period
marked by serious labor and reconver-
sion difficulties—and is substantially be-
low the traffic levels reached during
the summer. Traffic during the four
months, July through October 1946, was
at an annual rate of more than 650 bil-
lion revenue ton-miles and all demands
for cars were not satisfied. This period,
admittedly, covers the seasonal peak in
traffic but it might also be noted that
during this period a number of basic in-
dustries were still far from full-scale
production.

If the anticipated agricultural crops
are produced and if full-scale industrial
activity prevails in 1947, traffic might
reach a total of 620 billion revenue ton-
miles for the full year or 6 percent more
than estimated by the railroads. Such
an increase over the carriers' estimate
would mean approximately 400 million
dollars of additional operating revenue
and a substantial increase in net in-
come. Should industrial activity decline
sharply, however, not even the carriers'
estimate would be realized.

The carriers' forecast of operating ex-
penses might be compared with compu-
tations made by the Interstate Com-
merce Commission. In its report ap-
proving the rate increase the Commis-
sion projected the operating expenses
actually incurred during the third quar-
ter of 1946 for a constructive year, after
making appropriate allowance for sea-
sonal variations and additional payroll
taxes which will apply in 1947.1 Such a
projection assumes traffic of approxi-
mately 600 billion ton-miles and about
60 billion passenger-miles, which is
larger than the volume of traffic antici-
pated by the carriers. Nevertheless, the
Commission's constructive year estimate
of operating expenses is less than the
amount anticipated by the carriers for
1947. Neither computation allows for
further sharp rises in either material
costs or labor costs.

In its report on the rate increase the
Commission called attention to the fact
that the operating efficiency of the rail-
roads has been declining since 1942.
During the first six months of 1946, 14
percent more manhours were required
than in 1942 for each 1,000 gross ton-
miles in road service.2 If the railroads
in 1947 even approach the efficiency at
which they operated in 1942, the savings
in labor and pay-roll taxes alone would
amount to more than 250 million dollars.

Other Carriers Will Benefit

Other forms of transportation, chiefly
motor and water carriers, will also derive
revenue benefits from the rate increases
authorized by the Commission. Although
the rates of motor carriers, with the ex-
ception of joint rail-motor rates, are not
authorized to be increased by the deci-
sion, one major group of common car-
riers has already requested rate increases
comparable to those granted the rail-
roads and other motor carriers are ex-
pected to take similar action. Of par-
ticular significance to trucking are the
increases on commodities under the
grouping of Manufactures and Miscel-
laneous, on class rates, and on less-than-
carload rates. Less-than-carload traffic
is particularly susceptible to trucking
competition. The motor common car-
riers have experienced sharp increases
in costs during the war period. Accord-
ingly increases in the rates of their rail
competitors afford an opportunity for
motor carriers to ask for rate relief.

If motor carriers seek and obtain rate
increases designed to make their rates

1 Interstate Commerce Commission, In-
creased Railway Rates, Fares and Charges,
1942 and 1946, Ex parte Nos. 148 and 162,
December 5, 1946, Sheet 10.

2 Ibid., sheet 11.
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comparable with those of the railroads,
the rail rate increase will divert rela-
tively little traffic to the common car-
rier truckers. Some diversion will occur
on a short-run basis, however, particu-
larly in cases where motor rates have
heretofore exceeded the rail rates. Di-
version of traffic to contract and private
truckers is likely to be somewhat greater
than diversion to common carriers. The
railroads may be expected to seek to pre-
vent any serious diversion by increasing
their rates to less than the full extent
authorized in cases where the full in-
crease would shift any large volume of
traffic to the trucks.

In addition to revenue benefits on less-
than-carload traffic and on traffic in
high-rated materials and miscellaneous
commodities, the trucks may expect
either additional traffic or higher rates,
or both, on certain other classes of com-
modities. On fresh fruits and vegetables,
for example, short-haul trucking par-
ticipation is likely to increase, although
the maximum limitation of 13 cents per
100 pounds will preserve most of the
long-haul business for the railroads.
Greater trucking participation in the
hauling of livestock and of milk and
cream may also be expected although
once again most of the diversion which
might take place will be on relatively
short hauls. A similar situation prevails
with respect to canned foods and paper
and wood pulp.

The total diversion to motor carriers
on all types of traffic may amount to a
fairly substantial volume of tonnage, but
will not seriously reduce the revenue
ton-mileage of the rail carriers since
comparatively little long-haul-business
will be lost to the trucks as a result of
the decision.

The water carriers will derive fairly
substantial revenue benefits from the au-
thorized increases, although the decision
itself will not have the effect of divert-
ing much additional traffic to water
movement except possibly on a few bulk
commodities. Water rates in general
may be raised to the same extent and on
the same basis as are rail rates. Joint
water-rail rates may also be increased.
Water rates—including those not sub-
ject to ICC control, such as bulk coal
movements—probably will be raised in
proportion to the increases on competi-
tive rail rates. However, the average
rate increase derived by the water car-
riers will be substantially lower than
that afforded the railroads, since much
of the traffic susceptible to water move-
ment is subject to flat increases or to
limitations on the maximum increases.
The effective increase in water rates is
likely to range between 12 percent and

15 percent, as compared with an aver-
age of 17.6 percent for the railroads.

Barge operators on the inland water-
ways will derive particular benefits from
the increases on petroleum, coal, sul-
phur, sugar, grain, and iron and steel,
since these commodities normally move
in heavy volume on the rivers. Coast-
wise and intercoastal operators will ben-
efit from the increase on lumber, canned
foods, and iron and steel products. On
intercoastal port-to-port movements the
increase on lumber and iron and steel
will amount to about $2 a ton and on
canned foods to about $2.60. These in-
creases, however, appear insufficient to
reestablish private operations in the
coastal trades on a profitable basis. At
present virtually all shipping in the
coastal trades is operated by the Mari-
time Commission with heavy financial
losses to the Government. In the ab-
sence of further rate relief or a sharp
reduction in operating costs, the major
result in the coastal trades may simply
be to reduce the operating losses to the
Government.

Minimum Effect on Competitive Markets

Percentage increases on industrial and
agricultural products have the effect,
where they are applicable, of enhancing
the competitive position of industries
and farm producers located close to mar-
kets and to sources of raw materials. In
the recent rate increase authorization,
however, the Commission in a number of
instances sought to limit percentage in-
creases which would seriously disrupt ex-
isting competitive market relationships.
In the case of many important raw mate-
rials and agricultural commodities the
Commission either applied a flat increase
or limited the percentage increases to a
maximum amount.

Grain, for example, was given a 15 per-
cent increase but the increase was ac-
companied by a mandate to restore rate
relationships and market, gateway, and
port equalizations. Likewise, the 10
cents per 100 pound maximum limita-
tion on cotton was designed to prevent
disruption of existing market patterns
for that commodity. On citrus fruits
and fresh fruits and vegetables the
Commission limited the percentage in-
creases to a maximum of 13 cents per 100
pounds. The result is to preserve the
existing differentials between Florida,
Texas, and Pacific Coast products mar-
keted in the northeastern part of the
United States.

The Commission preserved the market
position of the western lumber suppliers
by limiting the percentage increase on
that commodity to 10 cents per 100
pounds, although southern producers

urged a percentage increase without
limitations. On sugar the percentage
increase was also limited to a 10 cents
per 100 pounds maximum, with the effect
of preserving existing relationships be-
tween southern cane and western beet
sugar suppliers. For iron and steel the
$2.00 a ton maximum authorized in-
crease protects existing producers who
normally supply distant markets. On
canned foods a maximum of 13 cents per
hundred pounds preserves the position
of the western canners just as the simi-
lar maximum on fresh fruits and vege-
tables preserves the position of the west-
ern growers.

In the case of coal, the entire system
of increases proposed by the carriers was
rejected, and a new series of graduated
increases was proposed by the Commis-
sion, with a view to maintaining insofar
as possible existing market relationships
in that commodity.

Except for a 5 percent differential on
certain traffic in Manufactures and Mis-
cellaneous, class rates, and less-than-
carload rates in Official Territory, the
Commission equalized the authorized
rate increases in all rate territories be-
cause of complaints that the additional
increases permitted in Official Territory
under the interim decision had disrupted
the existing competitive pattern.

Some attempts also were made to pro-
tect the relationships between different
products which compete with each other.
The outstanding example of this treat-
ment is the action taken with respect
to aluminum and steel. The Commis-
sion increased the rate on aluminum and
bauxite ore by 12 cents a ton and made
a similar increase of 12 cents a ton in
connection with iron ore shipments—
except for rates in the Lake Superior
area, which were admittedly profitable
and on which no increase was granted.
For pig iron a 20-percent increase sub-
ject to a maximum of 10 cents per 100
pounds was allowed and the identical
increase was applied to pig aluminum.
Only in finished products did the Com-
mission depart slightly from this iden-
tity of treatment by allowing 20 percent,
or a maximum of 10 cents per 100
pounds, on iron and steel, while the in-
crease permitted for aluminum sheet
was 20 percent, or a maximum of 12
cents per 100 pounds.

Similar action was taken in limiting
the increase on wool to a 20-cent maxi-
mum in order not to interfere with its
competitive position in relationship to
cotton. Likewise, identical increases
were allowed for both anthracite and
bituminous coal which, to some extent,
compete with each other. On packing
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THE BUSINESS SITUATION
By the Office of Business Economics

THE OPENING MONTHS of 1947 saw
further gains in production and in-

come, advances in commodity prices, and
a volume of employment which, for the
most part, moved under the influence of
seasonal factors. On the whole, there-
fore, the general pattern of economic
developments during the latter part of
1946 was extended into the new year,
although the trend of sales at retail
stores was less favorable than in previous
months and purchasing in wholesale
markets reflected considerable caution
and increasing insistence upon improved
quality.

Increased output of steel, coal and
other basic materials, coupled with fur-
ther improvement in the movement of
parts and better organization of produc-
tion throughout industry, resulted in an
upward trend of the flow of finished
goods into trade channels. This was par-
ticularly pronounced in the durable
goods lines. The absence of major in-
dustrial disputes was also a factor in the
general improvement of production per-
formance so far during 1947.

The expansion of inventories con-
tinued with large increases in the aggre-
gate, though some divergent movements
are beginning to show up among manu-
facturing concerns. Mercantile inven-
tories are again rising, after the less-
than-seasonal decline over the year-end.

Renewed Price Advance
During February, the broad upward

movement of prices was resumed after a
brief period of stability around the turn
of the year when declining prices for
farm products and foods largely offset
the continued upward price adjustments
for industrial products. (See table 1).

The price advance in February, while
at a slower rate than in the period fol-
lowing the elimination of general price
controls in late 1946, was more general,
reflecting the resumption of rising
prices for farm and food products, the
delayed reaction of some less sensitive
prices to the pressures in the seller's
market, and continued advances in other
prices. The broad sphere of price in-
creases is indicated by the fact that 42
of the 48 commodity groups priced by

The Month in Review
The rising trend of output con-

tinued into the early months of
1947. The volume of income pay-
ments to individuals has also
moved higher. Changes in em-
ployment and unemployment have
generally been confined to those of
a seasonal character.

There have been scattered evi-
dences of increased buyer resist-
ance, but these have not been suffi-
cient to hold back the upward
movement of prices. The broad
groups of farm products, foods, and
industrial products have partici-
pated in the recent price gains in
wholesale markets.

The dollar volume of sales at re-
tail stores has continued at peak
rates after seasonal adjustment.
For several months changes in
physical volume at retail have not
been commensurate with the
steady rise in output and busi-
nesses have been able to make fur-
ther progress in rebuilding stocks.

* * * * *
Most of the statistics used in

this review of the business situa-
tion will be found in the statistical
section at the back (pp. S-l to
S-40).

the Bureau of Labor Statistics at whole-
sale advanced in the first two months of
1947.

The renewed rise in farm and food
prices featured marked strength in
grains, livestock, and meats. Prices of
hogs, for example, turned sharply up-
ward to reach an all-time high. Among
the factors behind these price increases
were heavier Government purchases of
grains for export and reduced supplies
of major meat items.

The Hoover report on Germany and
other reports from Europe highlighted
the continued need for relief almost two
years after the end of the war in Europe.
They presaged added commitments for
food shipments to further alleviate dis-
tress on the Continent.

Further Rise in Industrial Prices

The rate of advance in prices of many
of the more important industrial prod-
ucts has tended to taper off. On the
other hand, some prices which did not
immediately react to decontrol were
pushed upward in 1947 at a rather rapid
pace. Included in this group of non-
farm-nonfood items were crude rubber,
plumbing and heating equipment, struc-
tural steel, and coke prices. Increases
for these items have ranged from 5 to
15 percent so far this year. Further
price advances in lumber, paints, iron
and steel, and miscellaneous leather
products during 1947 equalled or ex-
ceeded the considerable price increases
in the latter part of 1946.

The consumers' price index leveled off
in January but was scheduled for an-
other rise as a result of developments in
wholesale markets and some permitted
advances in rents.

Industrial Outpvit Gains

The rate of industrial production in
January and February was featured by
maintained high levels of operations in
those areas where capacity ceilings had
been approached and further gains in
sectors where final reconversion difficul-
ties were being surmounted. The Fed-
eral Reserve Board index scored a 4-per-
cent advance in January over December.
To a large extent, however, the change
reflected the sharp recovery of steel and
coal output following the reduced oper-
ations incident to the late November
work stoppage at the bituminous mines.
Raw cotton consumption also rebounded
from the December rate and some plants
found it necessary to add third shifts.
The advances in other industries were
small but. nevertheless, widespread.

Steel at 85-Million Ton Annual Rate

On an annual rate basis, recent opera-
tions were equivalent to about 85 million
net tons, as compared with approxi-
mately 90 million at the wartime high,
when specialized wartime needs per-
mitted the utilization of some capacity
not suitable for present requirements.

733486—47 1
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Chart 1.—Daily Average Produc-
tion of Coal and Steel
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1 Includes steel ingots and steel for castings.

Daily average was computed with no allowance
made for Sundays and holidays. Data for lat-
est month are preliminary.

Source of data: U. S. Department of the
Interior and American Iron and Steel Institute.

The production patterns for steel and
coal have been closely parallel in recent
months, as illustrated in chart 1. The
supply situation for steel remained tight
and it was necessary to continue alloca-
tions to more essential users.

Auto Output Improves
The automobile industry was another

case where the production picture showed
further improvement in the first two
months of 1947, as illustrated in chart 2.
Slowed by inventory taking and minor
model changes at the start of the year,
and still hampered by shortages of par-
ticular items, automobile assemblies
nonetheless reached a postwar peak on a
daily average basis in February, with as-
semblies in the latter part of the month
crossing the 100,000-a-week mark. Ex-
cluding Canadian production, the an-
nual rate of passenger car and truck
assemblies topped 5 million and was
somewhat above the total for the fiscal
year 1940-41, but still below the rate in
some of the peak months in the prewar
period. The full production potential in
this industry is still to be realized, how-
ever, and further gains in output may be
expected as the final kinks are ironed
out ahead of, and along, the assembly
lines.

Manufacturers' Sales Steady

The dollar value of shipments by man-
ufacturers in January was only slightly

below the December daily average rate.
This steadiness over a period when there
is usually a seasonal decline is in part
attributable to continued price advances
in many segments of manufacturing in-
dustry. The value of shipments in Janu-
ary is estimated at 13.2 billion dollars—
400 million dollars over the total for
December when there was one more
working day.

Contrasting movements in the daily
average rate of shipments characterized
the major groups. Increased shipments
in the iron and steel industries reflect in
part a rebound from the relatively low
December levels occasioned by the coal
strike. Advancing prices, as well as a
larger flow of materials, accounted for
the increased value of sales in the trans-
portation equipment (other than auto-
mobiles) and furniture industries. Off-
set by declines in shipments in the
automobile, machinery and nonferrous
metal industries, the rate of shipments
for the durable goods group as a whole,
rose only one percent.

On the other hand, the rate of dollar
shipments in the nondurable goods group
declined. All major segments other
than the paper and allied products and
the chemicals and allied products indus-
tries participated in the decline, but in
most cases the downward movement re-
flected the usual seasonal drop from
December to January.

Inventories Increase
The book value of manufacturers' in-

ventories rose to 20.7 billion dollars at
the end of January. The 385-million-
dollar increase for the month was about
the same as in the previous two months,
but was about two-thirds the average
monthly accumulation from June
through October last year.

The durable and the nondurable goods
industries contributed about equally to
the January increase in book-value in-
ventories. A further development in
January was the appearance of declines
in some major industries in both the
durable and the nondurable goods
groups.

Seasonal Lag in Construction

A somewhat different development has
been noted in construction activity which
in the first two months of 1947 totalec
iy2 billion dollars. This represented a
larger than seasonal decline from the
volume of the preceding months and was
somewhat below the amount which had
been anticipated for this period. In gen-
eral, private nonresidential construction
continues to fare somewhat better than
residential building from the standpoint
of the progress of work put in place.

Construction of nonresidential build-
ings still requires authorization from the
Civilian Production Administration in
the Office of Temporary Controls, but
liberalization of construction in these
categories was announced by that agency
early in January. After January 9, the
limit on authorizations was stepped up
from 35 to 50 million dollars per week.
The increase was necessitated in part by
the increased cost level and in part to
provide added facilities for vital com-
munity needs in areas with new housing
developments.

The Civilian Production Administra-
tion also liberalized its rules for approv-
als of future applications for foundations
and structural frames. However, the
basic provisions on essentiality of new
construction have not been abandoned.
This is evidenced by the fact that in the
first 4 weeks following relaxation of the
35 million dollar limit, approvals have
averaged only 40 million dollars a week,
even though applications have been in
excess of 50 million dollars a week.

Employment Stabilizes at High Level

Following the very sharp expansion
from the low reached soon after VJ-day,
the number of workers outside of agri-
culture has remained virtually stable
since last October at a level which ap-
proximates the war peak. The employ-
ment trend is illustrated in chart 3, after
adjustment for seasonal influences. In
the recent period of relative stability in
the employment total, added small gains
in manufacturing, trade, and miscellane-
ous industries have been partly offset

Chart 2.—Daily Average Produc-
tion of Motor Vehicles x
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1 Includes passenger cars, trucks, tractors,
jeeps, military ambulances, and wheel-drive
personnel carriers.

Sources : Civilian Production Administration,
except figure for February 1947 which is an
estimate of U. S. Department of Commerce.
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Chart 3.—Nonagricultural
Employment
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by reductions in construction and in the
number of Government employees. Al-
though the volume of unemployment
rose from 2.1 million in December to 2.4
million in January, this change largely
reflected seasonal influences.

Recent trends in labor force participa-
tion lend support to the conclusion that
the postwar readjustments in the civilian
work force have been largely completed.
The armed forces were reduced 200 thou-
sand between December and early Jan-
uary to a total strength of approximately
1.7 million, which is but slightly above
the anticipated strength for the months
ahead. Labor force participation of
veterans has also stabilized, although
this*is partly temporary, pending the
completion of schooling.

Incomes Continue to Rise
With the exception of but one month,

income payments to individuals have
risen steadily since February of last year,
after allowance for seasonal factors.
From December to January 1947 the sea-
sonally adjusted annual rate of payments
rose from 176 to 177 billion dollars. The
full-year total for 1946 was 165 billion
dollars.

The major increases in income in Jan-
uary were in wages and salaries paid to
workers in commodity producing indus-
tries. Government transfer payments
also rose, reflecting in the main the De-
cember-January rise in unemployment
compensation. Minor declines took
place in wages and salaries paid in the
distributive and service fields.

Retail Sales Index Gains

The dollar volume of spending, after
adjustment for seasonal influences, has

SURVEY OF CURRENT BUSINESS

moved so far this year largely in ac-
cordance with the seasonal pattern. The
index of sales at retail stores in January
was about 3 percent above the previous
month's seasonally adjusted index, with
consumer purchases of both durables and
nondurables s h o w i n g approximately
equal rates of increase.

Sales at apparel stores recovered some-
what from the fourth quarter rate.
Relatively large gains, after seasonal ad-
justment, also were recorded for eating
and drinking places, furniture and house-
furnishings stores, and building mate-
rials and hardware stores.

Recent trends in consumer buying
have also shown the effects of the large-
scale revival of postholiday clearance
sales. These sales testified to the
changed character of many retail mar-
kets, particularly in the ladies apparel
field. During the war and early post-
war period retailers rarely found it nec-
essary to offer price inducements to clear
shelves of stocks.

Price Rice Influences Sales Gain

Owing to the substantial price rise
since the middle of last year, the actual
volume of consumer takings has lagged
behind the rise in dollar sales volume.
This fact is clearly evident from chart
4, showing changes in department store
sales and in the appropriate price index.

Table 1.—Wholesale Prices

Chart 4.—Sales and Prices at De-
partment Stores

Period

Week ended—
1946:

November 9 ..
November 16
November 23
November 30
December 7 _ _
December 14
December 21
December 28

1947:
January 4
January 11
January 18
January 25
February 1 _ -
February 8
February 15
February 22
March 1

Four weeks ended:
December 7, 1946
January 4, 1947
February 1, 1947
March 1, 1947

All
com-
modi-
ties i

Farm
prod-
ucts

Foods All
other l

Index (1926=100)

134. 8
135. 8
137.3
139.1
139.1
139. 7
139.8
139.6

139.1
140.0
140.8
140. 3
140. 3
141.7
143.1
144.3
146.4

166.0
167.3
172.1
170.3
169.2
168.7
170.7
167. 7

166. 5
165.8
166.0
164. 2
164.8
165. 5
168. 9
171. 7
176.1

J62.5
164.1
165.0
163.6
161. 7
161. 3
159.5
159.1

156.1
158.1
157.8
155.9
154.1
156.7
160.9
162. 5
167. £

115.5
116.2
116.9
121. 1
121.6
122.9
123.4
123.9

124.1
125.0
126.6
127.0
127.5
128. 1
128.1
128. 3
128.7

Percent change

3.2
0
.9

4.3

1.9
- 1 . 8
- 0 . 8

6.9

- 0 . 5
- 3 . 3

1 g
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i Motor vehicles were included in the index at current
prices beginning in the week ending November 30, 1946;
prior to that date, April 1942 motor vehicle prices were
carried forward in the computations.

Source: U. S. Department of Labor.

1945 1946 1947 47-99
1 Data are adjusted for seasonal variation.

Sources of data: Prices, U. S. Department
of Commerce ; sales, Board of Governors of the
Federal Reserve System, recomputed to 1945
base by U. S. Department of Commerce.

Up till the middle of 1946, the rise in
sales was much sharper than in prices,
indicating substantial increases in the
volume of goods sold to individuals. The
spurt in sales in the third quarter of 1946
was, however, paralleled by large price
advances following the modification of
controls. In the succeeding period—
covering the final quarter of last year
and the first 2 months of 1947—dollar
sales value at department stores did not
register any new gains, after allowing
for seasonal influences, although prices
continued upward. Over these same
months, however, there was a steady im-
provement in supplies of goods for sale
at department stores.

The net effect of these developments
has been a sizable expansion in depart-
ment-store inventories and a more
cautious purchasing policy, as described
in the January issue. Outstanding or-
ders of department stores at the end of
January 1947 were about one-third be-
low a year ago, on the basis of the Fed-
eral Reserve sample. Although compa-
rable statistics are not available for
other classes of stores, it is probable that
specialty stores in soft-goods lines had
followed a similar policy with respect to
outstanding commitments.

In February, with a dollar increase of
only 8 percent over a year ago in depart-
ment-store sales, there was obviously an
indication that volume was off, since the
increase in prices over the past year was
more than this. While chart 4 shows
that the unusually sharp advance in sales
in February 1946 affects the year-to-year
comparison, it also reveals the leveling

(Continued on p. 16)
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Chart 1.
TRENDS IN RETAIL SALES9*
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Business Situation
By the

Office of Business Economics

HHHE RECONVERSION UPSWING in business activity,
X which has been underway since the postwar low

point in the first quarter of 1946, is now entering its second year.
Advances are still being made in some of the basic indicators of
production and distribution, but the rates of increase have slack-
ened appreciably and levelling tendencies are noticeable in im-
portant segments. In the aggregate, production is up and out-
put of final products continues to move towards a better balance.
This production pattern is reflected in increased availability of
preferred commodities, types, or price lines, with concomitant
pressures on those goods which have heretofore found ready sales
either as substitutes or because other goods were not competing
for the consumer's dollar.

Expansion of Output

The expanded flow of finished goods during recent months has
resulted from steadier operations, the improved raw materials
supplies—including a wide variety of basic steel products—and
more favorable organization of output than was possible in the
earlier phase of the shift back to peacetime goods.

A sizeable fraction of current production continues to go into
inventories, though this segment has accounted for proportionally
less of total output so far this year than was the case in the
closing months of 1946. As a result of the further rise in inven-
tories, both manufacturers and distributors have made progress in
rebuilding and rounding out their stocks.

In the field of employment, the over-all changes during the
past 6 months have shown only small deviations from the usual
seasonal pattern. The trend of both wage rates and earnings,
however, has been steadily upward, and this has been reflected
in the rising trend of aggregate salary and wage income. The
small reduction in the income flowing to farmers in February
interrupted the upward movement of total income payments to
individuals.

Prices Rise in Primary Markets

The broad movement of prices in wholesale markets was upward
through March, with major advances being noted in farm products
and food, and in the prices of such industrial commodities as
petroleum and lumber. At the same time, increasing attention
was being focused upon the impact of rising prices on the demand
for goods and reductions in prices were announced in a few
instances. This latter development is evidence of the importance
which attaches at the moment to the price structure and level in
relation to the future stability of business.

It is apparent from chart 2 that the further rise in farm and
food prices has again widened the spread between farm product
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Chart 2.—Weekly Wholesale Prices
INDEX, 1926=100

L COMMODITIES^.

Source of data: U.[S. Depar tment^ Labor.

and food prices and the general run of
industrial commodities, relative to the
prewar base. This spread had narrowed
subsequent to October by divergent
movements after the initial response to
the lifting of price controls.

Consumers Shifting Their Purchasing

The shifting composition of consumer
purchases, which has occurred with the
rising volume of output of consumer
goods and the change in the composition
of that output, as well as by reason of
price changes, is highlighted in chart 1.
This shows that in the early months of
this year sizeable year-to-year gains
were noted in some classes of retail
stores—food, liousefurnishings, and mo-
tor vehicles, among others—while dollar
sales were reported as below a year ago
in other stores—such as women's ap-
parel and jewelry. Preliminary indica-
tions suggest that this pattern of sales
also prevailed in March even though ap-
parel sales were bolstered by an early
Easter date this year. The contrasting
performance in different lines of retail
trade has permeated wholesale markets
and is beiner felt, at the producers' level.

Further Rise in Shipments Index

The dollar volume of manufacturers'
shipments rose 6 percent from January

to February, after adjustment for the
length of the work month. The in-
crease was only slightly less for the
nondurable than for the durable-goods
groups.

The results for March are expected to
show a further gain in production from
the February rate. The steel operating
rate, for example, rose to 97 percent of
rated capacity at the end of March. In
terms of the daily average rate of steel
production, the gain over February was
3 percent. Other weekly business indi-
cators, such as freight carloadings, have
also moved up and automobile assembly
lines are moving at a faster clip.

The Federal Reserve index of produc-
tion for February indicated scattered in-
creases among durable goods industries
and in crude petroleum which were off-
set by small declines in coal mining and
in manufactured food products. The

latter decline centered in processed
fruits and vegetables and in bakery
goods. Although cotton consumption
and rayon deliveries were virtually un-
changed between January and February,
after allowance for seasonal factors,
complete statistics are not yet available
to indicate the rate of activity in the ap-
parel industry. The faltering of ladies'
apparel sales has already been noted and
reports are current that this develop-
ment has been followed by curtailment
of operations in some sectors of the tex-
tile and apparel industries.

New Order Volume Levels Off

New orders give some clue to the for-
ward state of business, but under the
conditions prevalent since the end of the
war they pose difficulties of interpreta-
tion. This is so because of the unusual
bunching of demands by both business

Chart 3.—New Orders for Selected Commodities
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and consumers. Examination of the
available data suggests that ordering has
tended to level off, but the change in
relation to the current volume of ship-
ments has cut only moderately into the
backlogs held on manufacturers' books.

The recent trend, as indicated by fig-
ures on shipments and new orders of a
group of manufacturing firms reporting
to the Office of Business Economics in the
Monthly Industry Survey, has been as
follows:

SURVEY OF CURRENT BUSINESS 3

Chart 4.—Shipments and New and Unfilled Orders of Iron Castings and
Steel Forgings for Sale *

[Indexes, Average

1946:
January
February
March _ _ _
April
May _ . _
June
July _ .
August - _ .
September..
October. . _
November ..
December .

1947:
January. _
February _

Month 1939=100

Ship-
ments
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233
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New
orders

188
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203
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204
211
228
228
233
241

242
255

During the first half of 1946, the rising
dollar value of shipments kept pace with
the increasing volume of new business
placed with manufacturers.1 In July,
the relationship was reversed. Prom
then on, the dollar value of deliveries
rose more rapidly than did the value of
new orders. The increase shown in the
index for February is affected by a work-
ing day adjustment which is not consid-
ered to be of significance at this time.

To an indeterminate extent, the value
figures on new orders reflect changes in
prices as well as changes in physical
quantities. Series showing the physical
volume of new orders are available for a
small selection of products of varying
importance in the industrial process. A
dozen of these physical volume series are
illustrated in charts 3 and 4 covering the
period since January 1945.2

Inspection of the trends shown in
these charts indicates that order placing
continued at a high level through the
first month of 1947, but that there has
been a general tendency either to level
off at approximately the highs reached
in 1946 or to decline from the earlier
highs. The declines that are shown can

1 The shipments series shown in the above
text table differs from the regular Depart-
ment of Commerce series on manufacturers'
shipments because of the exclusion of indus-
tries not reporting new order volume.

2 In 6 of the 12 series shown, new orders
were derived from data on shipments and
unfilled orders; the other 6 are published
series.
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2 Data for 1945 are not available.
Source of data: U. S. Department of Commerce.

be attributed to the exceptional bunch-
ing of orders last year. In any case, it
is clear that the early rush to place busi-
ness is now over, and more orderly pur-
chasing is now the rule. The backlog of
orders on the books of manufacturers
nonetheless continues heavy.

Heavy Order Backlog

Chart 4 is of special interest since it
shows for three commodities the volume
of unfilled orders, as well as the trend of
new orders and shipments. It appears
that manufacturers of malleable iron
castings and of steel forgings have begun
to work off their order backlogs, but that
manufacturers of gray-iron castings had
not yet raised shipments above the new
order flow. (The latest month shown in
the chart is January 1947.) Although
the relationship of unfilled orders to the
current rate of shipments is striking in
all 3 cases—unfilled orders represented
6 months or more of shipments at the
January 1947 rate—the backlogs do not
guarantee continued high rates of opera-
tions. Cancellations and deferrals, as
well as an excess of shipments over new
orders, could cut down the order backlog.

Income Flow Remains at $177 Billion

The flow of income payments to indi-
viduals during February continued at
about the January rate of 177 billion dol-
lars on a seasonally adjusted annual
basis. Changes in the components were
for the most part of a minor nature, with
the exception of farm income which was
reduced by about 5 percent as a result of
marketings somewhat below seasonal ex-
pectations. This decline was almost en-
tirely offset by scattered gains in wages
and salaries in the production, distribu-
tion, and service industries. As indi-
cated in a subsequent section, recent
gains in wage and salary payments re-
flect a continued advance in average
hourly and weekly earnings.

Consumer Spending

The chart on the first page was de-
signed to illustrate the recent shifts in
the pattern of consumer spending. The
over-all dollar total of retail trade was
maintained at a high level during Janu-
ary and February—the annual rate on a
seasonally adjusted basis was 107 billion
dollars as compared with the full-year
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Chart 5.—Taxable Expenditures
Indicated by Federal Excise Tax
Collections l
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Source of data: U. S. Treasury Department.

total of 97 billion dollars in 1946. Al-
though total retail sales, after allowance
for seasonal factors, showed relative
stability in the post-holiday period,
sharply divergent trends in some of the
important components were in evidence.
This is made apparent by comparing the
trends in the upper section of the chart
with those in the bottom panels.

The year-to-year gains in January and
February were largest at these stores:
food, up 22 percent; home furnishings,
up 33 percent; motor vehicles, up 148
percent; and building materials and
hardware, up 19 percent. At the other
extreme, at least 2 classes of stores made
a relatively poor showing in the opening
months of 1947: jewelry, down 7 percent;
and women's apparel and accessories,
down 3 percent. These declines from a
year ago were forecast by the narrowing
of the year-to-year gains during the
latter part of 1946. A similar narrowing
has been discernible for eating and
drinking places and February 1947 sales
at these establishments were down from
last year's amount.

The reasons for the above pattern are
not difficult to determine. Because of
the necessitous character of food pur-
chases, consumer takings have been
maintained despite substantial rise in
prices, and sales have risen accordingly.
The other areas of rising dollar sales
comprise the various classes of durable
goods stores where supply shortages are

being steadily overcome and deferred de-
mands are being satisfied. Purchases of
hard goods are still running below the
volume commensurate with the current
income of consumers.

The areas where the rising sales trends
have been reversed are essentially those
areas which experienced exceptionally
large gains during the war and early
reconversion periods and were known to
be most vulnerable in the face of stiffen-
ing competition for the consumer's dol-
lar. Increasing resistance to current
price tags and the insistence on improved
quality are particularly noticeable in the
case of women's apparel and accessories
stores.

"Free Spending" on the Wane

The slackening in purchases at jewelry
stores appears to be typical of the trend
in many areas which may be regarded as
"luxury" trades. This can be illustrated
by referring to the amount of collections
under various Federal excise taxes in re-
cent months. For example, chart 5 illus-
trates the quarterly movement of taxable
expenditures for general admissions
(covering movies, theatres, concerts,
sports events, etc.) and for cabarets and
night clubs in 1945 and 1946. Taxable
expenditures were calculated from the
excise collections by dividing by the ap-
plicable tax rates. The quarterly sales
estimates assume a 2-month lag in tax
collections.

The chart suggests that cabarets and
night clubs were probably one of the first
areas to feel the decline in "free spend-
ing" last year. These establishments
enjoyed their peak business in the first
quarter of 1946. Declining trade during
the remainder of the year lowered the
estimate of taxable sales in the fourth
quarter to a point 11 percent below sales
in the same quarter of 1945. It is likely
that some cabarets and night clubs re-
sponded to the falling off of business by
eliminating "live" entertainment and
thereby placing their establishments in
the nontaxable class. By curtailing en-
tertainment during the dinner hour, for
example, customers could be saved the
20 percent tax on their meals. Sales re-
ports from eating and drinking places
do not show the slump indicated by the
tax collections although there is clear
evidence of a slowing down in business.

Calculated expenditures for general
admissions, in contrast, ran ahead of the
previous year's figures throughout 1946.
To some extent, the gain represented
higher charges rather than larger at-
tendance. Movies and related forms of
entertainment cater to a broad cross-
section of the population. Thus, gen-
eral-admissions receipts provide a less

sensitive barometer of "free spending"
than do night-club receipts.

Some Excises Decline; Others Gain

The excise tax data adjusted in the
manner described above indicate that
taxable sales of toilet articles in the

/Vcir Statistical Series

The following series have been
added to the statistical section
(pages S-l to S-40) beginning with
last month's issue:

Air freight and express ton-miles.
Aluminum fabricated products, ship-

ments by type of product.
Cash income from farm marketings,

crops, livestock, total dairy products,
meat animals, poultry and eggs: dollar
figures.

Cigarettes, tax-free withdrawals.
Closures (commercial) and crowns,

shipments.
Cotton cordage, rope and twine, pro-

duction.
Cotton yarn, production.
Domestic cooking stoves and ranges

(except electric), production.
Domestic heating stoves, production.
Electric appliances, domestic: wash-

ers, water heaters.
Expenditures for new plant and

equipment.
Fertilizer consumption in midwest-

ern States.
Hours per worker in selected non-

durable manufacturing industries.
Iron ore, production, shipments, and

stocks.
Lead, mine production.
Metal cans, shipments.
Passenger cars, trucks, and coaches,

factory sales.
Population 14 years of age and over,

total noninstitutional, and number
not in the labor force.

Prices paid by farmers and parity
price ratio.

Sewing machines, production.
Steel forgings, shipments and un-

filled orders.
Truck trailers, production.
Warm air furnaces, production by

type of fuel.
Water heaters and range boilers,

shipments.
Zinc, mine production.

Discontinued Statistical Series

The following series have been
dropped from the statistical sec-
tion:

Book paper, coated and uncoated,
orders, production and shipments.

Furniture, household appliance, and
jewelry stores, ratio of collections to
accounts receivable.

Indexes of cash income from dairy
products, meat animals, poultry and
eggs.

Postal savings, balance on deposit
in banks.

Redwood, California, orders, pro-
duction, shipments and stocks.

Transportation indexes.
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fourth quarter of last year were lower
than in the previous year. The tax data
also reflect a reduction in sales of play-
ing cards. Taxable sales of jewelry
stores, on the other hand, ran ahead of
1945 figures throughout 1946, but it has
already been observed that the actual
sales reports from jewelry stores show a
reversal of this position during the first
2 months of 1947. Collections under the
fur tax indicate small year-to-year gain
in the dollar volume of taxable sales
throughout 1946.

In summary, the excise tax informa-
tion provides several examples of the fact
that the "free spending" era is being
brought to a close. Because the busi-
nesses affected do not play a large role
in the national economy, the change has
had no important effect on business con-
ditions generally.

Wage Trends
Upward wage adjustments have con-

tinued as a feature of the general eco-
nomic situation. These are reflected in
a steady upward climb in the over-all
wage averages. Thus far in 1947, wage
rate increases have been granted in such
industries as rubber, textiles, apparel,
oil, meatpacking, and leather and shoes.
The increases to the workers involved
have most commonly been in the 10-to-
15-cents-an-hour range.

Attesting to the changed atmosphere
in which wage negotiations have been
developing this year in contrast to 1946
has been the virtual absence of any ma-
jor work stoppages. Man-days of idle-
ness resulting from industrial disputes
in January and February 1947 were at

SURVEY OF CURRENT BUSINESS

the lowest level since the late war period.
In two important industries—steel and
automobiles—where final agreement on
contract changes could not rapidly
be achieved, negotiating periods were
extended.

Widespread Wage Increases in 1946

The setting for the first major postwar
upward revision of wage rates in late
1945 and early 1946 was laid in the
changes incident to the conversion from
war to peace which saw the take-home
pay of many industrial workers reduced
through the shortening of the work week
and loss of overtime premiums. Con-
currently, there was considerable shift-
ing from high-paying war industries to
less remunerative jobs in peacetime pro-
duction.

The factors responsible for the dip in
earnings shown in chart 6 for all private
nonagricultural industries has been re-
viewed in an earlier issue of the SURVEY.

As is made clear from this chart, the im-
pact of these forces was felt primarily in
manufacturing. Moreover, chart 7, pre-
senting average hourly earnings for the
durable and nondurable groups of manu-
facturing, shows that the impact was
largely confined to the former group in
which there was a greater concentration
of war production requiring overtime
work. Earnings in nondurable manu-
factures and in nonmanufacturing were
not depressed during this early recon-
version period.

Trends in hourly and weekly earnings
since the early months of last year pri-
marily reflect the development of the
wage policy determined during the labor-

Chart 6.—Average Weekly Earnings of All Private Nonagricultural
Employees
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Chart 7.—Average Hourly Earnings
of Production Workers in Manu-
facturing Industries
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management negotiations at that time.
With a few exceptions, the wage policy
had a direct impact throughout industry.
Thus, average hourly earnings for all
wage and salary workers in private non-
agricultural employment in January 1947
were about 13 cents, or 12.5 percent,
above earnings a year earlier. The per-
centage gains for the manufacturing and
nonmanufacturing groups were approxi-
mately the same, but the monetary gains
were 14 and 11 cents an hour, respec-
tively. Weekly earnings were up by a
somewhat smaller percentage because of
a slightly shorter workweek; again, the
relative gains were of equal magnitude
in the manufacturing and nonmanufac-
turing segments.

Differences in Timing of Increases

The timing of the postwar wage in-
creases differed substantially among in-
dustrial groups. The broad differences
within manufacturing are emphasized by
the following summary of changes in
hourly earnings by 6-month intervals:

All manufactures —
Durable goods
Nondurable goods

Cents per hour increase

Feb.-Aug.
1946

11
12
8

Aug. 1946-
Feb. 1947

5
4
7

20

1947

Whereas the pace of wage increases in
soft-goods industries held about steady
throughout the period covered, the
gains for hard-goods workers in the later
period were only one-third of the in-
crease during February-August 1946. In
each of these groups the relative in-
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crease for the year ending in February
was about the same.

That the continued gains in earnings
have been the result of a spreading of
wage-rate increases over an extended
time interval is clear from an industry
analysis of the wage changes in manu-
facturing which shows that those indus-
tries with the greatest gains in the early
period were superseded by other indus-
tries in the more recent period. For ex-
ample, the tobacco industry, which
underwent the smallest wage gain of
major industries in the first half of 1946,
showed the largest rise later on. On the
other extreme, workers in the rubber
group received the largest increase in
early 1946 and showed only a small rise
in the latter part of the year.

Construction Activity

On the construction front, the latest
reports show that the value of work put-
in-place during the first quarter of 1947

SURVEY OF CUERENT BUSINESS

was almost 50 percent larger than in the
comparable quarter of last year—2.3 bil-
lion dollars as compared with 1.6 billion
dollars. The value of total construction
activity in March, however, was lower
than in January and was only 30 percent
higher than in March 1946. January
and February showed year-to-year gains
of 68 percent and 44 percent, respectively.

Factors in the Construction Outlook

In order to achieve the oft-mentioned
goal of 15 billion dollars of new construc-
tion in 1947, the first quarter margin of
50 percent over a year ago must be held
throughout the year. Current reports
on the behavior of contract awards and
dwelling unit permits indicate how diffi-
cult it will be to parallel the large month-
to-month increases which occurred dur-
ing the spring and summer months of
1946. The volume of contract awards
for construction in January and Febru-
ary was only moderately above last year's

April 1947

volume and the weekly number of per-
mits for authorized residential construc-
tion has been below the average of prior-
ity authorizations during 1946.

The peak number of residential units
authorized in any week this year was
18,000 in the week ending January 10.
Since then, weekly permits declined to
less than 10,000 in the week ending
March 7, and then rose to almost 13,000
in the week of March 21, the latest week
available at this writing. The weekly
average number of units authorized un-
der the HH priority system in effect dur-
ing 1946 was just under 19,000. It is not
known, however, how much residential
construction remains to be started under
authorizations issued last year, nor
whether unauthorized construction is
being undertaken on any large scale.

The following section reports on the
volume for construction outlays planned
by manufacturing and other industries
through the second quarter of this year.

Plant and Equipment Expenditures

Business needs for plant and equip-
ment have constituted an important
source of demand for goods during the
past year. Expenditures for this pur-
pose during 1946 were an important fac-
tor in the attainment of the high level
of national expenditures for all goods
and services.

Based on reported actual outlays by a
representative sample of business firms,
expenditures for new plant and equip-
ment in 1946 amounted to $12.1 billion
(exclusive of agriculture). This total
was almost double the $6.6 billion invest-
ment in 1945. Expenditures for new
plant and equipment increased in each
quarter of 1946. In the first half of the
year they were at an annual rate of $10
billion, this rate increasing to $14 billion
in the second half of the year.

Present indications from reports of
business firms on their anticipated ex-
penditures are that the annual rate of
$14 billions of outlays for new plant and
equipment will be maintained in the first
half of 1947. This anticipated rate of ex-
penditures by all business excluding ag-
riculture includes a prospective decrease
in planned outlays by the mining and
manufacturing group of industries which
Will be more than offset by continuing
gains in the new plant and equipment
expenditures to be made in the first half

of 1947 by other major business groups.
The quarterly data in chart 8 shows the
leveling effect upon the total of the an-
ticipated decline in mining and manu-
facturing.

The plant and equipment expenditures
of manufacturing industries had risen
sharply from an annual rate of about $2
billions in the first quarter of 1945 to an

Chart 8.—Expenditures for New
Plant and Equipment , All Pri-
vate Nonagricultural Businesses
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annual rate of approximately $7 billion
(about half the total for all business) at
the close of 1946.

It is significant that planned new cap-
ital expenditures by manufacturing in-
dustries which were first estimated last
October at $1.8 billions for the first quar-
ter of 1947 have been further revised
downward to an anticipation of $1.6 bil-
lions for the quarter. The first estimate
now presented for the second quarter of
1947 indicates that industrial new plant
and equipment expenditures will further
decline to about $1.5 billion.

Including the mining industry, which
discloses a trend similar to manufactur-
ing, combined expenditures for new plant
and equipment in the first half of 1947
will be $3.5 billions, based on present
anticipations, or nearly 6 percent less
than the $3.7 billions for the second half
of 1946, when these expenditures were
moving upward.

About three-fourths of new plant and
equipment expenditures by manufactur-
ing industries have comprised outlays
for machinery, with the balance for
plant. These two components rose to
peak levels in the last quarter of 1946
from which declines are anticipated in
the first quarter of 1947 followed by a
further decline in the succeeding 3
months.
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Second in importance only to manu-
facturing and mining, the commercial
and miscellaneous segments of business
(including trade, service, finance, com-
munications, and transportation other
than railroad) spent $1.3 billions in the
fourth quarter of 1946 on new plant and
equipment. It is expected that the cor-
responding annual rate of expenditure
of about $5.2 billions will be reduced
somewhat in the first half of 1947. To-
tal expenditures by these groups
amounted to $4 billions in 1946.

The railroads, which were relatively
slow in placing in effect their postwar
new plant and equipment expenditure
programs, anticipate some further ad-
vances in such outlays in the first half
of 1947. On the assumption that the
anticipated rate of expenditures for the
first half is maintained through the year,
the 1947 total for new railroad plant and
equipment will approximate $1 billion,
or about double the figure for 1946. Pre-
sumably, the largest share of this out-
lay will be for new rolling stock. In the
immediate prewar years the average an-
nual expenditure by railroads for new

Table 1.—Expenditures on New Plant and Equipment by U. S. Business ]

Manufacturing and min ing . . . . _ .
Railroad _ . .
Electric and gas utilities .__ __
Commercial and miscellaneous 3

Total

[Billions

1945*
total

3. 05
.55
.63

1.82

6. G5

of dollar si

J an . -
June

2.74
. 23
.*41

1.04

5.02

July-
Sept.

1.81
. 16
.28

1.07

3. 32

1946

Oct.-
Dec.

1.92
.18
.36

1.28

3.74

July-
Dec.

3.73
.34
.P4

2.35

7.06

Total

6.52
.57

1.04
3. f 9

12. 08

1947 2

Jan.-
Mar.

1.78
.21
.35

1.11

3.45

April-
June

1.68
.28
.42

1.20

3.58

1 Excluding agriculture.
2 Fiist and second quarters of 1947 are anticipations based on preliminary tabulations covering 1,500 companies report-

ing to the Securities and Exchange Commission and the Department of Commerce. Data for the two quarters of 1947
have been rounded to the nearest $100 million, and,, therefore, detail will not necessarily add to the totals shown.

3 Includes trade, service, finance, communication, and transportation other than railroad.

Source: Securities and Exchange Commission and U. S. Department of Commerce.

equipment and plant was about equal to
the outlay expected to be made in the
first six months of 1947.

Gas and electric utilities likewise plan
somewhat larger expenditures for the
first six months of 1947. Actual new
plant and equipment outlays by this
group were $360 millions in the last quar-
ter of 1946. A slight seasonal decline to
$350 millions is anticipated for the first

quarter of 1947, with the second quarter
new plant and equipment expenditures
rising to a new high of $420 millions.
Based on expectations for the first half,
an annual expenditure rate of about $1.5
billions for 1947 would be 50 percent
more than the 1946 total and more than
twice the 1939-41 average outlay for new
plant and equipment by the gas and
electric utilities.

Savings of Individuals

The amount of individual savings out
of current income has undergone a ma-
jor change since the end of the war. The
broad significance of this development
was described in the economic review
presented in the February issue. Addi-
tional data since made available provide
information on the changed composition
of individual savings during the recon-
version period and throw light upon the
likely course of savings in the period
ahead.

The estimates indicate that the sharp
reduction in the rate of savings last year
as compared with the rate in 1945 and in
the war years had its major impact on
the rate of accumulation of Government
securities, currency and bank deposits.
(See table 2.) Holdings of these assets
continued to increase during 1946 but at
a much slower pace than previously.
Holdings of U. S. savings bonds, for ex-
ample, rose by less than 1 billion dollars
as compared with increases of almost 7
billion dollars in 1945 and an annual
average exceeding 10 billion dollars in
the years 1942-44. Net purchases of
other Federal securities declined from
3.4 billion dollars in 1945 to 0.5 billion
dollars in 1946, and additions to cur-
rency and deposit holdings were reduced
from 19.4 billion to 12.2 billion dollars.

The impact of the savings cut also was
appreciable in the case of insurance sav-
ings which declined by more than 2 bil-
lion dollars in 1946. Finally, the lowered
rate of savings was reflected in an in-
crease of 2.4 billion dollars in the volume
of short-term consumer debt obligations
outstanding.

Relationship to Consumer Income

In normal periods, the volume of sav-
ings each year varies with the amount of
income (after payment of taxes) received
by individuals. As shown by the scatter
of points plotted in chart 9, changes in
income and savings conformed to a read-
ily definable pattern during the 1929-40
period. The savings figures shown in
the chart are the Office of Business Eco-
nomics estimates compiled in connection
with the national income computations,
and are not strictly comparable with the
Securities and Exchange Commission es-
timates shown in the table because of
differences in the definition of savings.

Consumer expenditure-savings pat-
terns were affected by wartime develop-
ments and the volume of savings rose far
above what might have been expected
on the basis of the prewar relationship.
After reaching a peak in the second quar-

ter of 1945 the savings rate declined pre-
cipitously. By the final quarter of 1946,
savings were almost back to the level in
the third quarter of 1941, though the vol-
ume of disposable income had risen by
about two-thirds over the 5-year inter-
val. Preliminary data suggest a further
decline in the first quarter of 1947.

The reasons for the wartime rise in
savings and the postwar decline are fa-
miliar to readers of the SURVEY. The un-
usual situation over most of last year
tvhen disposable income was rising and
consumer savings were declining rather
steadily reflected such factors as the
emergence of backlog demands, the in-
creased supplies of goods flowing to the
market, the sharp rise in consumer
prices, and the general restoration of
peacetime income-spending habits. It
Was to be expected under such circum-
stances that the forms of savings which
expanded most sharply during the war
Would bear the brunt of the postwar re-
ductions.

Savings Bond Purchases Cut Sharply

The volume of purchases of U. S. sav-
ings bonds was lower in 1946 than in any
year since 1941. (See chart 10.) Total
sales of series E, F, and G bonds was 7.4
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billion dollars, or 5.5 billion dollars below
the 1945 sales mark, while redemptions
were 6.0 billion dollars, making a net in-
crease during the year of 1.4 billion dol-
lars. During the first quarter of 1947,
the amount outstanding increased
another 500 million dollars, but this in-
crease reflected the renewal of bond pur-
chasing by persons who had exhausted
their legal limit during the preceding
year. Many such persons purchase the
legal maxima at the beginning of each
year.

Redemptions of E bonds, which yield a
higher return and are far more widely
held than the F and G series, outstripped
purchases in 1946, resulting in a net de-
cline of 500 million dollars in the amount
outstanding. This decline was approxi-
mately offset by the excess of E-bond
purchases during the first quarter of
1947 when limit buying was heavy and
redemptions were lower than in preced-
ing quarters.

Although current data for bonds out-
standing by denomination are not avail-
able, the percentage distribution of total
sales by denominations can be used to
indicate the trend of present holdings.
This distribution is shown in chart 11.
In February 1947, 16 percent of the value
of the E bonds purchased were of the
10- and 25-dollar denomination, com-
pared with 34 percent a year earlier and
the high mark of an average of 36 per-
cent during 1943 when the payroll sav-
ings plan was in widest use. Similarly,
E bond purchases of the 50-dollar de-
nomination have declined from the peak
percentage of 15 percent of the total in

Chart 9.—Net Savings of Individuals Related to Disposable Income of
Individuals
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1944 to 14 percent in February 1946 and
8 percent a year later. On the other
hand, E bonds of 500- and 1,000-dollar
denominations, which comprised about
one-third of all E bond purchases during

Table 2.—Savings of Individuals l

[Billions of dollars]

Type of savings

Currency and bank deposits
Savings and loan associations
Insurance and pension reserves:

Private., _ . .
Government

Total

Securities:2

U.S . Savings bonds
Other U. S. Government
State and local governments
Corporate and other

Total securities __ _

Nonfarm dwellings (1- to 4-family):
Purchases
Change in debt .

Savings s_

Liquidation of other consumer debt

Total savings

1940

3.0
.2

1.7
1.2

2.9

.9
- . 4
- . 1

- . 2

2.5
.9

1.7

- 1 . 1

6.5

1942

11.0
.3

2.5
2 4

4.9

8.0
1.9

2
.3

10.0

1.6
.1

1.5

2T9~

30.6

1944

16.7
.8

3.5
4.8

8.3

11.8
3.6

- . 2
—. 7

14.5

.8
- . 1

.9

- . 4

40.9

1945

19.4
1. 1

3.9
5.0

8.9

6.9
3.4

- . 3

9.3

to
o

. 7

- . 8

38.6

1946

12.2
1.1

3.2
3.5

6.7

.9

. 5
- . 3

0

1.1

3.6
2.9

. 7

- 2 . 4

19.4

1946

First
quarter

1.5
2

.8

1.5

.1

.3
0
2

.2

.6

.4

.1

2

3.4

Second
quarter

4. 7
.3

8
. 9

1.7

.2
— .6

.1

.3

0

li

O
O

 
C

O
 

||

. 1

- . 6

6.2

Third
quarter

3.5
.2

. 7

. 9

1.6

.3

.3
— .3
- . 3

.1

1.1
.9

.2

- . 5

5. 1

Fourth
quarter

2. 5
.3

.9

.9

1.9

.4

. 1

.2

.9

1.0
.8

.2

- 1 . 1

4.7

1 Excludes purchases of automobiles and other durable consumer goods included in the gross savings estimates of
S. E. C. Includes unincorporated business savings of the types specified.

2 Does not include net purchases by brokers and dealer? or by other individuals financed by bank loans. Does not
include armed forces leave bonas amounting to 600 million dollars in the last quarter of 1946.

3 Equals purchases of new one-to-four-family homes plus or minus change in debt.

NOTE: Figures are rounded and will not necessarily add to totals.

Source: Securities and Exchange Commission.

the war years had increased in February
1947 to three-fifths of all purchases.

The shift in bond purchases to higher
denominations suggests that low income
groups have become much less important
in the market for savings bonds than
during the war when payroll deductions
were a more significant factor in sales.
As was to be expected, the postwar pe-
riod has seen a shift towards a more
usual distribution by types of savings.

Higher Turn-over in Low Denominations

Although data on redemption rates by
denomination are available only through.
June 1946, these indicate that redemp-
tion rates of E bonds in the low denomi-
nation categories have been greater than
among the higher denominations.
Nearly half of the 25-dollar bond issues
purchased in 1945 had been redeemed by
June 30 of the following year, compared
with 36 percent for the 50-dollar issue,
20 percent for the 100-dollar issue and
11 percent for the 500- and 1,000-dollar
denominations.

The shifts in the denominational pat-
tern of sales and redemptions provide
evidence that some groups of investors
have been liquidating their holdings
while others have continued to accumu-
late savings bonds. On the other hand,
the fact that total redemptions in 1946
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were only moderately above the amount
in the previous year suggests that there
was no wide-scale cashing in of bonds
during the reconversion period. The
data in chart 11 indicate that redemp-
tions were heaviest in the first quarter
when unemployment was most common
and industrial disputes were at a high
point.

Cash Accumulates at Reduced Rate

Savings in the form of currency and
bank deposits continued to rise during
1946, although such savings were about
one-third below that of 1945. The
smaller relative decline in cash savings
than in bonds in part reflects the re-
moval of pressure on individuals to pur-
chase bonds and the reversion to tradi-
tional means of savings.

The purchase of 3.2 billion dollars of
private insurance last year was only mod-
erately below the 1945 volume and was
higher than in any year prior to 1944.
Current savings in the form of Govern-
ment insurance, however, experienced a
30-percent reduction, owing to decreased
participation in National Service Life
Insurance.

Consumer Credit Near 1941 Record

The appearance of many durable con-
sumer goods in greater volume in 1946

SURVEY OF CUERENT BUSINESS 9

Chart 11.—Percentage Distribution of Sales of U. S. Savings Bonds,
Series E, by Denomination

PERCENT PERCENT
IOO i—m—i—i—T~T—i—i [ i—i i i IOO

25

1941 42 43 44
• CALENDAR YEARS

1 Salejof $200 denomination bonds was authorized in December 1941.
2 Sale of $10 denomination bonds was authorized beginning June 1944 for sale to tke armed forces only.
Source of data: U. S. Treasury Department.

offered an outlet for spending which re-
duced the savings total because of both
cash and credit purchases. The increase

Chart 10.—Sales and Redemptions of U. S. Savings Bonds, Series E
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Source of data: U. S. Treasury Department.
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in short-term consumer credit amounted
to 2.4 billion dollars, which was larger
than the increase in any previous year.
The amount outstanding at the end of
1946 approximated the previous record
established in 1941. Charge accounts
and single payment loans were two com-
ponents of short-term credit whose vol-
ume far exceeded the 1941 mark.

The total of consumer credit, however,
remains far below what might be ex-
pected on the basis of prewar relation-
ships to income. This is partly attribu-
table to remaining credit restrictions, but
to a greater extent it reflects the inade-
quacy in the supply of consumer durable
goods in 1946. As these shortages are
overcome, a considerable rise in the
amount of consumer credit outstanding
may be expected. Installment financing,
particularly, is out of line with the pre-
war ratio to total short-term credit, rep-
resenting two-fifths of the total at the
end of 1946, as compared with three-
fifths of the total 5 years ago.

In addition to the spurt in short-term
consumer debt last year, there was a
marked rise in mortgage debt—amount-
ing to 2.9 billion dollars—associated with
the postwar revival of residential build-
ing. During the war years repayment of
mortgage debt was somewhat larger than
the incurrence of new debt.

{Continued on p. 16)
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Chart L - WHOLESALE PRICES
(INDEX, 1926 * 100)

THE OVER-ALL INDEX OF WEEKLY
WHOLESALE PRICES EDGED
DOWNWARD IN APRIL — BUT
REMAINED ONE - THIRD ABOVE
A YEAR AGO
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WITH FEW EXCEPTIONS, THE
DECLINE WAS LIMITED TO
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The
Business Situation

By the

Office of Business Economics

THE NATIONAL ECONOMY has steered an even
course in recent weeks with activity continuing

on a high level and with small upward and downward adjust-
ments in particular segments having roughly compensating
effects. Industrial production has moved on a plateau, after an
extended rise which was spurred by the gradual resumption of
large-scale operations in the reconversion industries.

In retail distribution, dollar sales have moved ahead sea-
sonally, though the trends by lines of business have lacked
uniformity. In some of the nondurables—and in some luxury
fields—volume is down, but the volume of durable goods moving
into consumers' hands continues to rise.

Business has added further to inventories, though at a slower
rate than in the latter part of 1946. A recent development has
been the extent of the rise in wholesalers' inventories, which
reflects both earlier price increases and the fact that retailers
are not ordering some commodities to the extent anticipated for
the spring and summer trade.

Employment Steady—Wages Advancing

In the labor market, employment has been steady—apart
from seasonal influences—since the late fall of last year.
Agreement on a new wage advance, reached in a number of
major manufacturing industries acting in quick succession,

I IN MOST OTHER AREAS, PRICES HELD STEADY OR CONTINUED TO ADVANCE.
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C h a r t 2 .—Consumers ' Pr ice Index

\

INDEX. I935-39«IOO
1 2 0 0

HOUSEFURNISHINGS

FUEL, ELECTRICITY
AND ICE

1 Data for all items except the total and food, which are monthly for all periods, are for end of quarter through
September 1941 and monthly thereafter.

2 Includes costs of transportation, medical and personal care,[recreation and household operation.

Source of data: Bureau of Labor Statistics.

featured economic developments in
April. These wage increases—approxi-
mating 15 cents an hour, including added
compensation for holidays and "fringe"
adjustments, in addition to an advance
in basic wage rates ranging from 11^2 to
12 % cents an hour—were agreed upon
after collective bargaining negotiations
in important segments of the steel, elec-
trical machinery, and automobile indus-
tries.

The effect of the wage advances on
pricing policies has not been uniform, al-
though the tendency has been to steer
away from across-the-board increases in
selling prices. Some manufacturers
making settlements have announced
price increases in lines where it was felt
that increased wage costs could not be
absorbed, and where no marketing prob-
lem would be created; other firms are
looking to increased economies and re-
duced margins to absorb the higher
costs.

Voluntary Price Cuts Urged

A second feature of the month was
the highlighting of the proposal for vol-
untary price reductions. There have
been scattered reports of retailers reduc-
ing their mark-ups—the most publicized
plan calls for a 10 percent price reduc-
tion—as a temporary measure in order

to test the efficacy of this approach to
the problem of stimulating sales volume.
Up to the end of April, the effect upon
the general price level has been negli-
gible. To be broadly effective, reduc-
tions will need to go beyond the retail-
ers—to manufacturers and distributors,
as well as to producers of farm and food
products which bulk so large in consum-
er expenditures and which have shown
some of the largest relative price
increases.

Wholesale Price Index Edges Downward

Although firmness was still the pre-
dominant characteristic on the price
front, the weekly index of wholesale
prices, covering almost 900 series, edged
downward during April as farm and food
prices receded somewhat from the highs
reached in March. (See chart on p. 1.)
For the week ending April 26 the index
was 147 (1926=100), as compared with
149 in the final week of March and 110
at the end of April 1946. Average whole-
sale prices paid for farm products and
foods declined 3 and 4 percent, respec-
tively, during the month.

Most Prices Hold Steady or Advance

Most of the individual commodity in-
dexes held at earlier highs, or scored new
advances during April. The combined

index of nonfarm nonfood prices con-
tinued to push ahead, although at a de-
cidedly slower pace. The rate of advance
averaged 2 percent a month during the
first quarter of 1947, but was less than
one-half of 1 percent during April.
Among the larger increases during the
4-week period ended April 26 were: paper
and pulp, up 5 percent; chemicals, up 4
percent; and household goods, up 2 per-
cent. On the downward side were hides
and skins, down 8 percent, and fats and
oils, down 12 percent.

Consumers' Prices at March Peak

The consumers' price index rose 2 per-
cent from February to March, with all
major categories sharing in the increase.
(See chart 2.) The renewed rise brought
the index to 156 (1935-39=100) which
exceeded the post-World War I peak by
5 percent and was 17 percent above the
price average for June 1946.

The first quarter advances, as well as
the increases since last June, are sum-
marized in the following table of per-
centage increases:

All items _ ... .__ . . __
Food
Clothing
Rent .-
Fuel, electricity, and ice_-
Housefurnishings —
Miscellaneous

June 1946-
March 1947

17.3
30.2
17.2

.5
6.4

16.8
8.1

December
1946-March

1947

2.0
1.9
4.4
.2

1.8
2.9
1.5

Source* Computed from Bureau of Labor Statistics
data.

Virtual Stability in Income Payments

Income payments to individuals have
remained virtually unchanged since the
start of the year, after allowing for nor-
mal seasonal influences. At an annual
rate of 177 billion dollars for the third
successive month, these payments in
March were about 20 billion dollars, or
13 percent, higher than payments a year
ago.

The major components of the income
flow are illustrated in chart 3. Farm
income, which in 1946 underwent one
of the largest relative gains of the ma-
jor components, was about 7 percent be-
low the year-end level by March 1947,
on a seasonally adjusted basis. Whereas
rising farm prices was the principal fac-
tor in the 1946 farm income rise, some-
what lower farm marketings of both
crops and livestock explain the fluctua-
tion in farm income so far in 1947. De-
spite the small reduction in the latest
months, farm income in March was more
than one-fourth above a year ago.

Nonagricultural income increased fur-
ther during the first quarter of 1947.
While small percentage-wise, these gains

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

May 1947



May 1947 SUEVEY OF CUEKENT BUSINESS

were almost sufficient to offset the lower
farm income. As shown in the chart,
chief buoyant factor has been the in-
creased pay in manufacturing industries.
Since recent employment trends have in
the main moved according to seasonal
patterns, and hours of work have shown
little variation, increased wage rates ac-
count for the recent increases in wage in-
come earned in both durable and non-
durable goods industries.

Gross National Product

The current position of the economy
can best be appraised within the frame-
work provided by the gross national
product computations. These computa-
tions relate to the aggregate value of
currently produced goods and services
flowing to consumers for final consump-
tion, to businesses for capital formation,
and to Federal, State, and local govern-

Char t 3.—Income Payments to
Individuals, by Selected Com-
ponents

BILLIONS OF DOLLARS

Table 1.—Gross National Product or Expenditures, National Income, and Income
Payments to Individuals *

[Seasonally adjusted quarterly totals at annual rates]

12.0

20

PAYMENTS BY TRADE 2/

I i

1 Includes items not shown separately in chart.
2 Includes Government's contribution to family allow-

ances paid to dependents of enlisted personnel.
3 Represents terminal leave pay, mustering-out pay-

ments, redemption of adjusted service bonds (bonus to
World War I veterans), and veterans' pensions, compen-
sation, and readjustment allowances.

* Data represent pay rolls and net income of proprietors.
5 Includes net income of farm operators (adjusted for

changes in inventories of crops and livestock), farm
wages, net rents, and dividend and interest payments.

Source of data: Office of Business Economics.

item

Gross national product or expenditure

Government expenditures for goods and services
Private gross cpaital formation
Consumers' expenditures.

National income

Total income payments to individuals

Wages and salaries.-- -
Entrepreneurial income
Interest and net rents
Dividends _
Transfer payments2

Miscellaneous income payments 3

1945

I

205.1

96.5
3.6

105. 0

167. 6

163.7

115.1
26.3
11.4
4.6
5.9
.6

1946

I

183.7

39.6
23.1
121.0

152.9

156.7

98.8
27.6
12.5
4.7
12.6
.5

II

190.2

36.7
31.4
122.1

158.5

160.6

103.0
28.0
12.7
4.9
11.4
.5

III

196.6

31.3
35.7
129.6

169.4

167.8

108.0
30.7
13.3
5.1
10.2
.5

IV

204.7

30.8
37.9
136.0

177.5

173.4

109.5
34.9
13.4
5.3
9.7
.6

1947

I

209.0

31.5
39.0
138.5

180.5

176.9

112.1
34.7
13.4
5.7
10.3
.6

i Detail will not necessarily add to total because of rounding.
* Includes social insurance payments, veterans' benefits, mustering out pay, Government contributions to depend-

ents of PIIlisted personnel.
3 Includes military retirement, private pensions, and compensation for injuries.

Source: Office of Business Economics.

ments for the performance of public
services. Summary estimates for gross
national product and also for national
income and income payments are pre-
sented in table 1.

War Peak Reattained in Dollar Value

Preliminary data, illustrated in chart
4, indicate that the first quarter 1947
gross national product, on a seasonally
adjusted annual rate basis, aggregated
209 billion dollars, reattaining the war-
time peak reached in the second quarter
of 1945. This represents a gain in the
dollar total as compared with the fourth
quarter of 1946, but prices were higher.

In real terms there was apparently
little increase in the volume of output,
though with the major characteristic of

, the economic situation so far during 1947
being the shifting composition of the
product, it is not possible to speak with
precision concerning the q u a r t e r l y
change in the aggregate volume of out-
put. We have had readjustments to
changed markets as consumers shifted
their views as to the most effective use
of available purchasing power and pro-
ducers shifted their output to the types
and qualities of goods preferred.

These readjustments have not been
confined to consumer purchasing. Evi-
dence that capital expenditures under
the prevailing cost structures have, at
least for a time, lost some of the urgency
which featured the reconversion period
is apparent in the current statistics.
This is reflected in the leveling off of
capital expenditures by business, as well
as the loss of momentum in the residen-
tial housing field, which has been the
subject of wide comment. Here again,
however, the picture is not uniform, for
in the public utility field and commercial

construction the trend is still upward,
and in the residential field the geo-
graphical picture reflects a varied
situation.

Slackening Gains in Capital Formation

In the year following VJ-day, the ex-
pansion in total private gross capital for-
mation and in consumer outlays was
about the same in amount, though in
percentage terms the former was much
larger. In contrast, during the last two
quarters, increased consumer outlays
have accounted for by far the larger part
of the expansion in the gross product
flow.

By the first quarter of 1947, private
gross capital formation showed signs of
leveling off, with net exports of goods
and services constituting the only major
area undergoing further expansion.

Changed Prospects for Construction
In the early reconversion period, the

construction component of capital for-
mation advanced sharply from war re-
stricted levels. This is illustrated in
chart 5. In the latter part of 1946, how-
ever, gains in total activity were limited
by low stocks of building materials. With
the steady improvement of supplies, it
had been expected that a sharp stepping-
up of building activity was in the offing
for 1947.

After the usual cold weather lull, 1947
building started to rise, but the rate of
advance has been slower than expected.
The value of new construction put in
place in April, estimated at 846 million
dollars, was only 20 percent above the
figure for April 1946. Thus, the steady
narrowing of year-to-year gains—from
69 percent in January to 46 percent in
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Chart 4.—Gross National Product, by Major Components 1
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February and 31 percent in March—has
continued. All types of private construc-
tion have advanced less than seasonally
so far this year, or have continued to
decline. Public construction, on the
other hand, has moved ahead at a good
pace.

On the basis of the rate of activity
in the first four months of the year, the
value of new construction in 1947 will,
it is now estimated, range between 12
and 13 billion dollars. This is a 20-30
percent increase over 1946 dollar volume
but is substantially less than estimates
based on the outlook in December of last
year. Expectations for new private resi-
dential building (excluding farm) have
been modified downward relatively more
than have those for private nonresiden-
tial construction.

Fewer Residential Starts Than in 1946

According to present estimates, 137,-
100 residential units, almost all privately
financed, were started during the first
quarter of 1947, as compared with a total
of 160,600 units started in the same pe-
riod last year, of which 139,000 were
privately financed. (See chart 6.) The
number of March starts this year was
28 percent higher than in February,
whereas recent past experience suggests
that the usual seasonal acceleration be-
tween these two dates runs at a much
higher rate.

The lack of momentum behind hous-
ing starts is a strong indication that the

objective of a million new permanent
homes to be started in 1947 is not likely
to be reached. While the number of
starts in the first 3 months of this year
was less than in the first quarter of
1946, it is still expected that between
700,000 and 800,000 new permanent units
will be started this year as compared
with approximately 670,000 in 1946.

Completions during the first quarter
were almost three times the volume of
completions in the similar period last
year. This is in part a reflection of the
large number of uncompleted structures
carried over from last year and in part
a result of the shortening of the time
period required for construction due
chiefly to the increased supplies of avail-
able materials. Between 720,000 and
770,000 permanent-type units are ex-
pected to be completed this year com-
pared to 454,000 units completed in 1946.

Prices a Deterrent

Reports are current that many build-
ers are reducing the scope of their plans
for home building operations in 1947 due
to high construction costs and to a slow-
down in sales of new houses now on the
market. Building materials prices are
up almost 30 percent since the removal of
OPA controls on November 9, 1946, and
labor costs have also risen.

Prices of existing houses have in many
cases stopped increasing or are decreas-
ing at a very slow rate. The results of a

survey of newspaper advertising in 100
metropolitan areas which was conducted
by the National Housing Administration
show that the median price for existing
1-family dwelling units in practically
every region of the United States are
currently (March) below the peak asking
price which was attained in September,
October, and November of last year.

It seems to be true, also, that new
houses offered for sale are not selling so
easily or so rapidly as they did last year.
Nevertheless, prices for new residences
continue firm and there is no evidence
that builders are carrying completed
houses for a period of 60 to 120 days as
was considered normal even in boom
times prior to 1946.

Some reductions in costs of newly con-
structed houses should now be possible as
a result of savings due to the enlarged
flow of materials and the increased oper-
ating efficiency on the job resulting for
this and other reasons, and through re-
duction of the contingency allowance
commonly included by contractors in
their estimates. Economies made possi-
ble by these means,^as well as the profits
margins available in the strong sellers'
market of recent years, are obviously be-
ing weighed now by prospective buyers
who have to be concerned with the long-
run value of their purchases.

Slowdown in Nonresidential Contracts

In the nonresidential field, contract
awards did not gain in comparison with
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Chart 6.—New Urban and Rural Nonfarm Family Dwelling Units Started,
by Source of Funds l
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the final quarter of last year and showed
a drop in comparison with the first 3
months of 1946. Contract awards for
nonresidential construction (including
public works and utilities) in 37 States
covered by the P. W. Dodge Corp. reports
indicate no change in the over-all total
and a slight drop in the private sector
compared to awards in the last 3
months of 1946 and decreases of 11 and
31 percent for the total and the private
sector, respectively, in comparison with
the first quarter of last year.

The comparison with the first quarter
a year ago is influenced by the sharp rise
prior to the application of Government
restrictions on nonresidential construc-
tion in March 1946. But the absence of
any increase over the fourth quarter is
more significant in view of the permitted
increase in authorized nonresidential
construction from 35 million dollars
weekly in the last quarter of 1946 to 50
million dollars in the first quarter of 1947
and of the substantial rise in indexes of
construction costs since price decontrol
early in November.

Other Business Outlays

Other important components of capital
formation—business expenditures for
equipment and inventories—are covered
in subsequent sections of this issue.
While these outlays are continuing as a
bolstering influence, the tempo in each
instance has altered so far in 1947.

Consumer Spending

With private capital formation show-
ing only a moderate increase since the
third quarter of 1946 and with compar-
able stability in the Government sector,
practically all of the rise in the gross na-
tional product is traceable to expanded
outlays by consumers. Total consumer
spending in the first quarter of 1947 was
at a seasonally adjusted annual rate of
about 138 billion dollars. The rate was
130 billion in the third quarter of last
year and 121 billion in the first quarter
a year ago. Higher prices, of course,
have been a factor in the increase in the
dollar totals.

Retail Sale Volume Unchanged

The dollar volume of retail trade
showed very small month-to-month
changes within the quarter just ended,
after allowance for seasonal changes, al-
though prices were somewhat higher at
the close of the quarter and retailers
were offering more complete lines of mer-
chandise.

For several months it has been ap-
parent that the so-called luxury lines
have been adversely affected by the
higher cost of basic living necessities.
"Eating out" and jewelry sales have been
running below comparable periods of last
year. Women's apparel sales afforded
another example of lower sales volume.
When adjustment is made for the earlier
date of Easter this year, the index of

total apparel sales was not up to the
March level a year ago, though dollar
totals were up 5 percent.

Although sales at food stores still lead
the nondurables group in gains over the
previous year, March sales were not
much changed from January and Feb-
ruary, after seasonal correction. Retail
food prices advanced 3 percent during
the January-March period.

March marked the first time in well
over a year that sales at durable goods
stores did not better the usual seasonal
performance. This resulted largely from
a decline from February to March in the
building materials and hardware group.

Manufacturing Activity

The total value of manufacturers'
shipments for March reached 13.9 billion
dollars, 1 billion dollars over the Feb-
ruary volume. However, the rise was
due entirely to the difference in the num-
ber of working days in the 2 months.
On a daily-average basis the value of
shipments was slightly lower.

The small decline was centered in the
nondurable goods industries, with the re-
duction scattered throughout the group.
The value of inventories in these indus-
tries remain substantially unchanged
over the month.

The durable goods industries bettered
the February rate of shipments. At the
same time, the book value of inventories
held by this group increased 300 million
dollars, bringing the inventory rise for
the quarter to almost 900 million dollars.

Chart 7.—Construction Contracts
Awarded for Nonresidential
Building, by Source of Funds 1
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Chart 8.—Output of Consumers' Durable Goods
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This represented an increased rate of
accumulation for the heavy goods indus-
tries than during the second half of last
year. In contrast, the rate of inventory
accumulation in nondurable goods man-
ufacturing has been much lower this
year.

Some Durables Still Below Prewar Rate
The flow of output from the recon-

verted consumer durable goods indus-
tries continued upward in the first
quarter of 1947. In some household ap-
pliance lines the monthly gains were

less pronounced than in the previous
quarter and in a few cases moderate de-
clines from peak levels occurred. Supply
difficulties were still being encountered.

The trends are illustrated in chart 8
which also gives a comparison with the
prewar rate of output for 12 important
consumer products. It will be seen that
4 of the commodities shown—passenger
automobiles, refrigerators, sewing ma-
chines, and cooking stoves—did not
reach the prewar rate in the quarter just
ended. Seven of the commodities ev-
perienced an uninterrupted production
rise since early 1946 while in the other 5
the trend has been somewhat uneven.

As a result of a change in the reporting
source, the monthly production totals
for refrigerators, washing machines,
vacuum cleaners, electric ranges and ra-
dios differ from the totals previously
used in charts and tables presented in
the SURVEY. The data in the chart are
collected by the various trade associa-
tions concerned and are now used in the
place of series formerly made available
by the Civilian Production Administra-
tion and the Bureau of the Census. The
latter series were discontinued after Sep-
tember 1946. The coverage of the series
shown for the above products is sub-
stantially complete for washing machines
and vacuum cleaners but not complete,
and at times not entirely consistent, for
refrigerators, electric ranges and radios.
Despite the deficiencies in the latter
cases, the series are believed to be truly
representative of production trends.

The prewar output rates shown in the
chart are generally comparable with the
recent data and represent on the whole
a year of relatively high production by
prewar standards.

Manufacturers' output of washing ma-
chines, vacuum cleaners, cooking stoves
and water heaters moved forward to rec-
ord levels this year while the reconver-
sion uptrend of production of refrigera-
tors, radios and heating stoves was inter-
rupted in the first quarter of 1947, the
reduction in stoves largely reflecting sea-
sonal factors. Although the total num-
ber of radios declined in the latest quar-
terly period, output of console models
rose by one-fourth and the number of
television receivers manufactured was
doubled.

Passenger Cars Top '41 Rate in April

Assemblies of passenger cars continued
the upward postwar trend but the rate
of increase for the latest quarter was
the lowest since production was resumed
in 1945. Model changes for a few makes
of cars, general plant closings for in-
ventory purposes in January, and con-
tinued supply difficulties held down pro-
duction to a monthly average of 273,000
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in the first quarter of 1947, as compared
with a monthly average of 270,000 units
in the preceding 3 months. Output of
303,000 cars in March, however, was only
3 percent below the 1941 volume and, on
the basis of preliminary information,
output in April exceeded that prewar
level for the first time since peacetime
production was resumed. It should also
be noted that truck production has been
exceeding prewar rates by a wide margin
for many months.

Output of passenger car tires in the
first quarter of 1947 was at an annual
rate of 80 million tires, an all-time high
and about 60 percent above the prewar
rate. As a result many tire dealers have
instituted sales promotions. An improve-
ment in the supply of lead resulted in a
sizable production gain in automotive re-
placement batteries in the January-
March period.

Table 2.—Sales of Retail Stores
{Seasonally adjusted indexes, 1935-39=100]

Kind of business

All retail stores _
Durable goods stores
Nondurable goods stores

Durable goods stores:
Automotive group
Building materials and hardware
Housefurnishings group _
Jewelry stores

Nondurable goods stores:
Apparel group
Drug stores
Eating and drinking places _.
Food group _.
Filling stations—.
General merchandise group
Other retail stores

1946

First
quarter

240.8
170.5
263.8

88.6
255.8
257.9
412.1

309.3
242.2
411.9
247.7
161.6
222.3
294. 5

Second
quarter

237.3
185.7
254.1

119.8
238.3
273.4
415.2

281.3
248.2
390.3
244.5
141.0
225. 8
271.9

Third
quarter

255.1
212.4
269.0

148.8
256.7
310.9
416.4

307.5
241.6
388. 4
262.0
144 9
242.8
296.9

Fourth
quarter

267. 8
228.8
280.5

170.8
262.2
334.3
387.2

289.8
258.1
408.4
289.9
162.3
237.6
307.1

1947

First
quarter

278.2
245.6
288.8

180.9
303.0
339.1
389.8

306.9
255.4
406.4
300.8
167.6
243.1
321.0

Percent change

First
quarter

1946-
first

quarter
1947

15.5
44.0

9.5

104.2
18.5
31.5

- 5 . 4

- . 8
5.5

- 1 . 3
2 1 4
3.7
9.4
9.0

Fourth
quarter

1946-
flrst

quarter
1947

3.9
7.3
3.0

5.9
15.6
1.4
.7

5.9
- 1 . 1

- . 5
3.8
3.3
2.3
4.5

Source: Office of Business Economics.

Trends in Production of Footwear
The shoe industry constitutes one of

the few segments in manufacturing
where output has declined from peak
postwar levels. A somewhat similar de-
velopment in ladies' apparel manufac-
turing is discussed in a special article
in this issue.

Approximately 144 million pairs of
shoes were manufactured during the
second quarter of 1946. By the first
quarter of 1947, output had declined to
about 120 million pairs—a reduction of
17 percent.

To some extent, however, it is mis-
leading to measure the decline in terms
of numbers of pairs without any allow-
ance for the types of shoes manufac-
tured. The total number of leather
shoes produced in the initial quarter of
1947 was practically the same as in the
second quarter of last year. Thus, the
decline was centered in nonleather
types—in fabric and part-fabric shoes
and in slippers and moccasins. In gen-
eral, these types of footwear have less
utility than the standard leather types
and are simpler to manufacture. As
noted at a later point, there has not
been a corresponding decline in em-
ployment in the boot and shoe industry.

Factors in Downtrend

Leather shoe production was lower in
the second half of last year than in the
first half due to inadequate supplies of
leather. It will be recalled that price
ceilings on meats and livestock and,

subsequently, uncertainty over price
control disrupted the flow of hides and
skins to tanners, with the result that
shoe manufacturers curtailed their oper-
ations. These difficulties were overcome
in late 1946, permitting a recovery in
leather shoe output.

Production of about 16 million pairs
of nonleather types in the first quarter
was less than one-half as large as in the
second quarter of last year and about
two-fifths as large as in the third of
1945, when leather shoe production was

Char t 9.—Production of Leather
and Leather Shoes
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at a low. This reduction in nonleather
footwear output reflects the shift to
leather types, now that they are more
generally available, as well as an ap-
parent lag in consumer buying of non-
leather types. It is significant that the
dollar value of retail sales of shoe stores,
after adjustment for seasonal variation,
has been running consistently below the
peak reached in the first quarter of 1946,
notwithstanding the substantial rise in
selling prices. The need to rebuild inven-
tories, however, was a bolstering influ-
ence on production over the past year.

Improvement in Leather Supply

The end of the war brought an imme-
diate increase in the supply of leather
available for civilian use. The total
leather supply, on the other hand, was
lower in 1946 than at any time since 1940.
There has been a marked improvement
so far this year, although the rate of
production continues below 1941 and
1942 when imported hides were much
more important in sustaining total
leather output. Following the removal
of price ceilings on hides and skins last
October, imports expanded markedly.
Monthly imports of hides and skins were
twice as large in the final quarter of 1946
as in the first 9 months of the year.

The contrasting trends in leather out-
put and in the production of leather
shoes, including all military-type and
civilian-type shoes with leather uppers,
since 1939 are strikingly illustrated in
chart 9. The two production indices are
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plotted so as to highlight the wide spread
in the war years and the rapid closing of
the gap since VJ-day.

The wartime divergence between
leather tanning and shoe production re-
flects the considerably higher unit con-
sumption of leather in military shoes
than in civilian shoes. It is estimated
that the actual leather consumed in the
production of military shoes which num-
bered close to 150 million pairs in the
last 3 years of the war was sufficient for
the manufacture of almost 450 million
civilian pairs. By reason of the virtual
termination of military shoe production,
the prewar relationship of tanning to
leather shoe production was restored in
1946.

Restoration of Prewar Pattern

The wartime divergencies in shoe pro-
duction trends were quickly reversed
after VJ-day. These trends are illus-
trated in chart 10 which separates total
footwear production into civilian-type
leather shoes, military-type leather
shoes, and all other types. Output of
leather shoes for civilians expanded rap-
idly after the military cut-backs became
effective. At the same time there was a
marked contraction in nonleather foot-
wear which for the most part was ration-
free during the war and, therefore,
gained wide use as substitutes for ra-
tioned types.

As a result of these postwar adjust-
ments, the proportion of leather shoes to
total footwear increased from a wartime
low of about 60 to 86 percent in the first
quarter of this year. The ratio was 83
percent in 1941.

The trend in total footwear production
after VJ-day was upward through the
second quarter of 1946. As already

Chart 10.—Production of Footwear Other Than Rubber1
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noted, the sharp curtailment in non-
leather types reversed the trend in total
footwear output in the succeeding quar-
terly periods, the decline between the
fourth and the first quarters being a
counter-seasonal movement. Neverthe-
less, the first quarter 1947 rate of output
for all types was about as high as the
prewar peak in 1941.

Larger Employment in Shoe Plants

Employment has increased in the boot
and shoe industry since the end of the

war. From a low of 168,000 in the third
quarter of 1945, the number of produc-
tion workers rose rather steadily to about
196,000 in March of this year, a rise of
about 17 percent. Because of a short-
ened workweek, the gain in man-hours
was only 15 percent. Although total
footwear production increased by a
smaller amount between these same
dates, the marked shift to leather shoes
has required additional manpower.
Most of the lower grades making up the
nonleather types utilize less manpower
per unit of output.

Plant and Equipment Survey
Nearly 14 billion dollars will be spent

for new plant and equipment by Ameri-
can business, exclusive of agriculture,
during 1947, according to the latest sur-
vey. If these anticipated expenditures
eventuate, the annual total will be 15
percent above similar outlays by indus-
try in 1946, when expenditures for new
plant and machinery reached 12 billion
dollars, and more than double the
amount spent in 1945. The planned ex-
penditures for 1947 are about 70 percent
more than the amount actually expended
in 1941, the immediate prewar peak.
Adjustments for price increases would
tend to narrow this large gain from 1941

and perhaps reduce the anticipated vol-
ume for 1947 to somewhat less than the
1946 figure.

The data summarized in table 3 were
collected during the first quarter of 1947.
This was the first time since the quar-
terly survey of plant and equipment out-
lays was undertaken by the Department
of Commerce and the Securities and Ex-
change Commission, that reports were
obtained showing anticipated expendi-
tures for the full calendar year as well
as for the coming quarterly period.

It is estimated that machinery and
equipment of all kinds represented about
two-thirds of the 12-billion-dollar plant

and equipment total for 1946 and about
the same relative proportion is indicated
at least through the first half of 1947. An
additional expenditure, roughly esti-
mated at about 1.5 billion dollars, was
made by industry in acquisition of used
plant and equipment in 1946. Indica-
tions are that purchases of used indus-
trial plant and equipment will be sharply
reduced this year.

Planned Outlays Level Off

Although a steady increase in expendi-
tures on new plant and equipment has
been noted since early 1945, a peak seems

(Continued on p. 21)
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Chart 1. EMPLOYMENT TRENDS
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The
Business Situation

By the

Office of Business Economics

B'BUSINESS ACTIVITY remained relatively steady
and on a high plane during May. This situation

typified most branches of production and distribution, though,
to some extent, the over-all stability was derived from the com-
pensating nature of the shifts among particular industries. It
is apparent that important heavy goods industries are carrying
large backlogs of unfilled orders at the same time that some soft
goods lines are undergoing adjustments. The latter adjust-
ments—traceable to the mixed conditions in retail distribution
as a result of the trend toward more competitive market condi-
tions—have been both limited in extent and selective in their
impact.

The export market stands out in sharp contrast to the easing
tendencies evident in some of the domestic markets. Foreign
shipments were at an annual rate of 15 billion dollars during
the first 4 months of 1947, as compared with a rate of about 10
billion dollars during the last half of 1946. While these ship-
ments are an outstanding element of strength in the demand
picture at the present time, the rate at which foreign countries
are drawing upon their resources to meet the current volume
of payments to this country highlights the temporary nature of
a substantial part of this trade.

Continued inventory accumulation also represents a sustain-
ing influence in the current situation, though this has not been
moving upward this year as is the case in the export trade.
The accumulation in April was below the first quarter rate, tak-
ing into account the aggregate book value of inventories re-
ported by the manufacturers, wholesalers, and retailers, with
the inventory slowdown centered in retail stores.

Flow of Income

The current flow of income from nonagricultural sources
has been maintained at a rather even pace, with the fluctuation
in agricultural income accounting for most of the recent
month-to-month variation between 176 and 178 billion dol-
lars in the seasonally adjusted annual rates of total income
payments. Such fluctuation is hardly significant from the gen-
eral business standpoint since farm income continues at a very
high level through the movement of comparatively large volumes
at near-record prices.

Although nonagricultural income has been bolstered by the
large number of wage accords providing for higher rates of pay
which have become effective in the recent period, offsetting in-
fluences occurred in April in the form of a somewhat shorter
work week, small cutbacks in employment, and an increase in
industrial disputes. (Chart 2). Such factors were of less im-
portance during May when employment increased. The recent
reduction in the amount of premium overtime is not an unex-
pected development for, with reconversion problems mostly
behind, the normal tendency would be for more effective organ-
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Chart 2.—Industrial Disputes—
Man-days Idle
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ization of production, with fewer bottle-
necks and with less of a premium upon
quick deliveries.

Employment Rose in May

The employment picture shown in the
chart on the first page, which covers the
data through April, can now be extended
one more month. Total employment
rose by IVz million in May, about 1 mil-
lion being accounted for by the seasonal
upswing in farm work and the remainder
being attributable to increases elsewhere,
part of the latter gain also being sea-
sonal in nature. At the same time, the
number unemployed was cut back to 2
million.

Shortages of some commodities are
still influencing the composition of out-
put, but the number of such items is
very much diminished. Probably the
most important at the present time are
some final steel products which determine
the rate of production of such consumer
durable goods as automobiles. In the
nondurable goods field practically all
goods are now freely available, with some
not moving readily at prevailing prices.
Prices, on the whole, have nonetheless
remained firm at the higher levels
reached in the first quarter.

There have not been any significant
changes in the rate of consumer buying
during the recent period. The mixed
pattern by lines of trade has persisted
and the dollar totals have held relatively
steady, apart from seasonal influences.
The seasonally adjusted retail sales in-
dex fluctuated between 274 and 281 dur-
ing the first 4 months of the year. De-
partment stores in May bettered the

previous month's performance, on the
basis of preliminary data.

Wholesale Prices Virtually Stable

The BLS Wholesale Price Index, cov-
ering almost 900 commodities, has been
virtually stable since mid-April. For 7
successive weeks ending May 31, the in-
dex deviated from 147 (1926=100) by not
more than .4 index points. The postwar
peak for the index was 149, reached at
the end of March.

In general, price increases have re-
cently been more common, but at the
same time more moderate, than price
decreases. Furthermore, the principal
area of price softening has been in in-
dustrial raw materials.

Wholesale prices of grains and meats
at the end of May were about 5 percent
above late April quotations. As a result
of partially offsetting price declines for
various other farm and food products,
the over-all indexes for these groups
showed only small advances over the pe-
riod. Other small increases occurred in
the price indexes for textile products,
housef urnishing, nonf errous metals, vari-
ous metal products, and paper and pulp.

On the other hand, there were a few
sizable price declines such as in the case
of leather, fats and oils for industrial
use, steel scrap, and crude rubber. Prices
for the latter commodity fell below last
year's ceilings, but in the other cases the
most recent quotations are considerably
above controlled levels.

Chart 3.—Contribution! "of Comr
ponent Series to Increase in
Consumers' Price Index
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Retail Prices Firm in April

A small decline in retail food prices
from March to April was practically off-
set by higher costs for other consumer
goods, so that the BLS Consumers' Price
Index remained at 156 (1935-39=100).
As shown in chart 3 and in the table
which follows, the price increase of 19
percent since April 1946 was traceable in
large part to higher food costs. In chart
3, which takes into account both the per-
centage increase in food prices and the
weight assigned to the food component,
it is shown that 13 percentage points out
of the 19-percent total represented the
food price rise. In other words, almost 70-
percent of the rise in the Consumers'
Price Index since April 1946 can be at-
tributed to food. The next largest con-
tribution—about 14 percent of the rise in
the index—was made by clothing prices.

The comparison of the differences in
percentage changes from a year ago is
less striking, however. While food prices
rose 33 percent, clothing and housefur-
nishings prices each rose about 20 per-
cent. These increases also are summa-
rized in the table below:

iIncludes costs of transportation, medical and personal
care, recreation, and household operation.

Sources: Basic data, U. S. Department of Labor; com-
putations, Office of Business Economics.

Commodity group

Food
Clothing . .
Fuel, electricity, and ice
Housefurnishings
Rents . _
Miscellaneous

Total index

Percent
increase,

April
1946 to

April 1947

33
19
7

20
1

10

19

Percent
distri-
bution

of
increase

69
14
2
3
1

11

100
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Stock Market Decline

The stock market has continued to de-
cline notwithstanding the high level of
business activity and the upward trend
of profits over the past year. At the end
of May 1946, the composite index of 402
stocks (Standard & Poor's) was at 159
(1935-39=100)—the peak of the 1942-46
rise. One year later the index stood at
116, a decline of about 30 percent and
the lowest level in almost 2 years.

The market pattern over the past year
has not been one of steady retreat. As
shown in chart 4, there have been pe-
riodic rallies, at times persisting for as
long as 2 or 3 months. Nevertheless, the
declines have extended over each of the
broad groups, though a characteristic of
the market likewise has been the com-
parative strength and weakness of
stocks of particular industries and com-
panies. Industrials and utilities have
had about two-fifths of their 1942-46 ad-
vance erased, and rails about two-thirds.

Building Controls Relaxed

On the construction front more rapid
progress continues to be made in the pro-
duction of building materials than in ac-
tual construction activity. As a result,
at the end of May the Housing Expediter
announced the termination of the hous-
ing permit system, the raising of the
space limitation for homes from 1,500
to 2,000 square feet, the lifting of the
restriction on bathrooms, and the rais-
ing of the limit on unauthorized repair
work from $400 to $1,000 for dwellings
and from $1,000 to $2,500 for commercial
and small industrial buildings.

In effect, this action removes virtually
the last important restraints on the op-
erations of housebuilders and restores
the freedom of action which, except for
the brief interval between October 1945
and March 1946, has been at least par-
tially abridged since the imposition of war
controls on all construction in April 1942.
Preference must still be given to vet-
erans when new units are offered for sale
or rent and the restrictions on average
rents in new apartments, as well as those
on nonresidential construction, still re-
main in effect.

In terms of value put in place, con-
struction made an 11-percent gain from
April to May. The year-to-year increase,
however, narrowed to 15 percent and the
proportion of private construction to the
total declined to 74 percent. On the
whole, the advances since March have
been less than seasonal in the private
sector of the industry, although public
construction has followed the expected
seasonal pattern.

SURVEY OF CURRENT BUSINESS

"Starts" Increase, But Stay Below 1946

The number of new permanent-type
dwelling units started in April is esti-
mated at 63,500, about 10,100 more than
in the previous month and 2,600 less than
in April 1946. Preliminary indications
suggest that May starts will not show any
substantial improvement, but a larger
number probably will be started in June
in consequence of the abandonment of
the permit system. Applications pend-
ing in May no longer require approval.

Chart 5.—Nonagricultural Em-
ployment in Selected Industrial
Groups *
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1 Includes all full-time and part-time workers in non-
agricultural establishments who were employed during
the pay period ending nearest the fifteenth of the month.
Proprietors and self-employed persons are not included.

2 Includes Government-operated navy yards and
manufacturing arsenals.

3 Represents Federal, State, and local government,
including Federal force-account construction. Gov-
ernment-operated navy yards and manufacturing
arsenals are excluded.

4 Represents contract construction only.

Sources of data: U. S. Department of Labor.

Steel Output Tops Prewar by One-third
Reflecting the high rate of steel ingot

operations, which have averaged close to
95 percent of capacity since the first of
the year, the volume of finished steel
products moving into consuming chan-
nels has been at record levels for peace-
time. Approximately 15 million net
tons—an annual rate of 60 net million
tons—were shipped in the first quarter of
1947, the highest volume of deliveries
since the second quarter of 1945 when the

industry was producing largely for war.
On an annual basis, the rate of ship-
ments was more than 20 percent above
last year's total, only 5 percent below the
wartime peak in 1944, and 30 percent
above production in 1940, the record pre-
war year.

Because of the continuance of near
capacity operations in ingot and finish-
ing mills, there has been a decided easing
of supply in the case of most types of
steel. The supply of light gage sheet and
strip steel, however, remains consider-
ably below requirements, although pro-
duction has continued at practical capac-
ity. This results from the concentrated
demand by manufacturers of such con-
sumer durable goods as automobiles and
refrigerators which consume large quan-
tities of the basic material. The net
effect has been that these consumers have
encountered difficulties in meeting pro-
jected production schedules and have at
times been forced to curtail operations.

Temporary Shutdowns at Auto Plants

This has been strikingly pointed up by
the experience of the automobile indus-
try—generally ranked as the largest con-
sumer of steel—where the flow of sheet
steel has become more and more of a
limiting factor in maintaining or ex-
panding production. Temporary shut-
downs in several important plants be-
cause of lack of sheet steel reduced as-
semblies of cars and trucks from 430,000
in April to 370,000 in May, a reduction of
14 percent. Passenger car output was
lower than in March or April while truck
production fell to the lowest volume since
June 1946.

Mixed Production Trends

Small declines were reported among
durable and nondurable manufacturing
industries in April, after allowing for
seasonal factors. In addition, mining
output was lower, owing to work stop-
pages in the bituminous coal industry in
the early part of the month.

Among the durables, lower output was
reported at plants producing communi-
cation equipment, where a work stoppage
was in effect, and in building materials
and nonferrous metals and products.
Among the nondurables the largest re-
duction occurred in the output of tex-
tiles, but there also were small declines
in foods and rubber products.

Employment and Earnings

The labor market continues to reflect
the heavy postwar demand for goods and
services. This has resulted in unusual
stability in employment, unemployment,
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and over-all labor force participation
apart from the usual seasonal influences.
This situation is illustrated in the follow-
ing table showing changes by 6-month
intervals, as reported by the Bureau of
the Census in its monthly labor force
surveys:

Nov. 1946
to

May 1947

Civilian labor force
Employment, total

Agricultural
Nonagricultural

Unemployment

Nov. 1945
to

May 1946

+4.0
+3.4
+.5

+2.9
+.6

Mav 1946
to

Nov. 1946

+1.8
+2.2
-1 .0
+3.2

- . 4

+1.3
+1.3
+1.1
+.2

Fewer Women in Farm Work

As illustrated in chart 1 and in the
foregoing table, the expansion in postwar
job opportunities has been confined to
the nonf arm sector. The wartime down-
trend in farm employment has not been
reversed in the postwar period, as the
contraction of war-induced farm em-
ployment of women has been offset by
the refilling of the depleted ranks of male
farm workers. Significantly, the num-
ber of male farm workers rose by less
than 700,000, or about 10 percent, in the
2-year period ending in May, as con-
trasted with a rise of 6.8 million, or al-
most 25 percent, in male employment in
nonagriculture.

The continued high level of employ-
ment opportunities has encouraged vet-
erans and other job seekers to seek posi-
tions in generally more remunerative
nonf arm occupations. This year's pros-
pects for food production suggest that
the net withdrawal of workers from the
farms has not prevented continuing high
farm output.

Scattered Layoffs Reported

Department of Labor estimates for
April show that nondurable manufactur-
ing employment was reduced by almost
100,000 from March, the drop centering
in the textile, apparel, and tobacco indus-
tries. While the decline may reflect, in
part, the restoration of the prewar sea-
sonal pattern in some manufacturing
lines, this fact is significant in itself.
Previously, seasonal movements had
tended to be obliterated by the steady
pressure of unsatisfied demands.

Even in some durable goods indus-
tries—lighting equipment, radios, furni-
ture, aluminum, and aircraft—there were
reports of production cutbacks which
dictated a reconsideration of employ-
ment requirements. The most common
explanation of these actions was in terms
of uncertainties as to the price and de-
mand outlook. Many other industries,
of course, were faced with heavy order

Char t 6.—Average Weekly Earnings in .Manufacturing Industr ies
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backlogs and their employment schedules
called for further hiring.

The scattered cutbacks had small in-
fluence on the employment total. An
offsetting move in April was provided by
employment in construction which ad-
vanced by slightly more than 100,000,
approximately counterbalancing the de-
cline in nondurable manufacturing em-
ployment. The rise in construction was
somewhat above the usual seasonal in-
crease for this monthly period. On the
other hand, the advance from the em-
ployment level in construction at the
end of 1948 has been below the expected
seasonal gain.

Trade and Services Show Little Change

Employment in both trade and services
has likewise shown a leveling-off tend-
ency (see chart 5). Lagging sales are
undoubtedly factors in the hesitancy
shown in hiring of workers in trade es-
tablishments, while in such service occu-
pations as domestic service, employment
continues to be restricted by the high
level of activitiy maintained in more
remunerative fields.

Unemployment Cut Back to 2 Million

Although unemployment during the
first 4 months of the year held close to
21/2 million—about as large as a year
earlier when the economy was in the
midst of reconversion—the number out
of work and actively seeking jobs was re-
duced to 2 million in May. With working

1946 1947

staffs filled out in an increasing number
of industries, employers are reported to
have become more selective in hiring and
are giving increasing attention to the re-
placement of less efficient workers and to
a general tightening up on labor utiliza-
tion. At the same time, the reduction in
new openings becoming available has
tended to reduce the amount of job shift-
ing .

Since the end of the war, there has
been a substantial increase in the dura-
tion of unemployment. In April 1945, 4
out of 5 of the persons unemployed were
out of work for one month or less. A year
later, in the midst of reconversion diffi-
culties, approximately one-half of the
2.3 million unemployed were without
work for two months or over. The pro-
portion in this latter category was about
the same in April 1947. Short-term un-
employment and persons without jobs
for 4 or more months have not shown
any significant changes over the past
year.

Shorter Work Week

In recent months, there has been a
tendency for the number of hours worked
per week to be reduced. According to
Census data covering all nonf arm work-
ers, the average in April was about 42
hours per week—more than a full hour
below the average for last year. The re-
cent reductions in the average work
week are attributable to the lower num-
ber of persons working over 40 hours a
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week, rather than to any increase in per-
sons working less than full time.

Preliminary Department of Labor es-
timates of the April working time in
manufacturing industries indicate a drop
of .4 of an hour from March and a drop
of almost one hour from the year-end
level. The reduction in the work week
was largely concentrated in nondurable
manufactures where the number of
hours worked dropped below 40 for the
first time since mid-1942. In the ap-
parel, textiles, and leather-goods in-
dustries, the reduction in working time
appears in line with other evidence sug-
gesting a falling off in output. It is not
clear, however, that demand factors were
of major importance in all cases where
the number of hours worked was lowered,
since seasonal change-overs by some
clothing firms were also being made in
early April.

Hourly Earnings Up

Hourly earnings maintained their up-
ward trend in April, reflecting the grant-
ing of wage-rate increases in several im-
portant industries, although the effect

of the new pay scales agreed on in some
other industries during April will not be
reflected in earnings data until the fol-
lowing month. It will be recalled that
these negotiated agreements called for
hourly wage increases of from 12 to 15
cents, which represented approximately
a 10-13 percent increase in wage rates,
including the assortment of "fringe" ad-
justments.

In analyzing hourly earnings in manu-
facturing, it will be noted that the trend
has been upward without interruption
for well over a year. This is brought out
in the following table, showing the per-
cent change in earnings over 3-month
periods:

Percent increase in average
hourly earnings

3 months ending:
April 1946
July 1946
October 1946
January 1947
April 1947

In the period immediately ahead the
wage increases recently granted in the
durables branch will result in another
bulge similar in character, though not in
size, to that of a year ago.

Weekly Earnings Off in April

Average weekly earnings, which are af-
fected not only by the pay scale but by
the number of hours worked, have been
leveling off in manufacturing since the
start of the year largely because of the
offsetting movements of hours worked
and hourly pay. For all manufacturing,
weekly earnings are estimated at $47.44
for April, as compared with $47.72 in
March and $46.96 in December. With
hours relatively stable in durable goods
industries, the trend in earnings has fol-
lowed closely the increases in hourly pay.
In the soft goods, however, the cut in
the April work week was sufficiently large
to bring weekly earnings down to the
level prevailing at the end of 1946. (See
chart 6.) Weekly earnings in some non-
manufacturing industries have also re-
flected a shortening of the work-week.

International Transactions During the First Quarter of 1947

A noteworthy development in the in-
ternational transactions of the United
States during the first quarter of 1947
was the large rise of exports, particu-
larly during March. Recorded exports
during the three months reached an an-
nual rate of 14.4 billion dollars—the an-
nual rate in March was nearly 16 billion
dollars. The March dollar total has been
exceeded only once—in May 1944—im-
mediately preceding the landing of our
troops in Normandy, when lend-lease ex-
ports reached their peak. Since that
time, however, prices of export goods
have risen by about 30 percent, so that
the volume of exports is actually con-
siderably below the wartime peak.

The rapid rise in exports in recent
months, however, reflects an improve-
ment in the domestic supply situation
as well as price increases, and has re-
sulted in a rapid rate of utilization of
the dollar resources of foreign countries.
From now on, at least until productive
facilities abroad are restored, exports
will to an increasing extent be limited
chiefly by the supply of dollar exchange
available to foreign countries.

Exports Aid Reconstruction

During the first quarter of this year,
total transfers of goods to foreign coun-

tries (including transfers of surplus
property and civilian supplies for the oc-
cupied areas) amounted to over 4 billion
dollars—about 1 billion dollars more
than during the preceding quarter.
Surplus transfers from overseas stocks
declined to 89 million dollars, as undis-
posed stocks of saleable goods became
increasingly depleted.

Offsetting this development, however,
were increased sales of surplus merchant
vessels, which amounted to nearly 250
million dollars, including approximately
75 million not shown in the recorded ex-
port data. Shipments of civilian supplies
to occupied countries were increased by
100 million dollars, primarily to alleviate
the food shortages in Germany.

The composition of March exports and
of the increase over the monthly average
during 1946 is indicated in table 7. It
appears that exports of durable equip-
ment and essential consumer's goods such
as grains, cotton, and cotton goods in-
creased much more than exports in other
categories. Exports of other foodstuffs,
among them meats and dairy products,
actually showed a decline.

Export prices in March were about 14
percent higher than the average for 1946.
Discounting this price increase, the vol-
ume of exports rose by 44 percent. This
increase was possible because of the rise

of domestic production and the apparent
satisfaction of the most urgent part of
domestic demand. Because of the con-
tinued need abroad for industrial equip-
ment and raw materials and the rela-
tively high proportion of these goods in
our exports, it can be expected that ex-
ports in the near future will remain at a
relatively high level, even if controls are
imposed by foreign countries on imports
of less necessary consumer's goods.

Imports Still Lagging

Goods obtained from foreign countries
did not rise in value over the last quarter
of 1946, in spite of the improved shipping
situation. Furthermore, the stability in
the value of imports for the quarter was
due to relatively high imports in Jan-
uary; the February-March average of 440
million dollars was about 95 million less
than imports in December or January,
and only 29 million above the average for
the whole year of 1946.

Imports of crude foodstuffs, however,
increased compared to the last quarter of
1946, almost all of the rise being in coffee.
This was offset by a decline in purchases
of finished manufactures. The import
values of crude materials, semimanufac-
tures, and manufactured foodstuffs did
not change substantially. Even in theseDigitized for FRASER 
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economic classes there was a decline in
volume of imports, prices being higher
than in the preceding quarter. Imports
in all economic classes remained well be-
low the level that would be expected on
the basis of the prewar relationship be-
tween imports and national income and
after allowances for certain long-term
trends. The extent of this deficiency is
indicated by the computations summa-
rized in table 8.

There can be no question that the lag
in imports is partly due to lack of sup-
plies in foreign countries, particularly
in Europe and Asia, and that this factor
has been strengthened rather than re-
duced in recent months by the severe
winter in the former area. There are
also indications, however, that imports of
certain commodities, notably certain
foodstuffs and raw materials, have been
retarded, pending an expected reduction
of prices. In both cases it can be as-
sumed that the imports will increase dur-
ing the ensuing months. The slow re-

covery of imports should, therefore, not
yet be interpreted as a structural decline
of the relation between our demand for
foreign products and our national in-
come or production.

Income From Shipping Higher

Except for transportation, the service
accounts showed little change compared
to the previous period (see table 3). In-
creased shipping receipts were due to in-
creased exports, the lower level in the
preceding quarter having been partly due
to the shipping strikes. American ships
carried about 63 percent of our ocean-
borne exports and 61 percent of our im-
ports as compared to 72 and 75 percent,
respectively, during the first quarter of
1946. (Compare chart 11, Survey of Cur-
sent Business, December 1946, p. 12.)

Unilateral Transfers Remain High

Imports of goods and services provided
foreign countries with 1.9 billion of dol-
lar exchange, which covered about two-

Table 1.—International Transactions of the United States in the First Quarter of 1947
and the Four Preceding Quarters

[Millions of dollars]

Receipts:
Goods and services:

Goods
Income on investments
Other services _* --

Total goods and services ______ - _ -

Unilateral transfers _ _

Long-term capital:
Movements of United States capital invested abroad
Movements of foreign capital invested in United States. _ _

Total long-term capital __ _ __ ___

Total receipts. _

Payments:
Goods and services:

Goods . _ _ _ ____
Income on investments_. _ __ __ ___
Other services, __ . . .

Total goods and services _

Unilateral transfers . . . __

Long-term capital:
Movements of United States capital invested abroad _
Movements of foreign capital invested in United States

Total long-term capital

Total payments

Excess of receipts (+) or payments (—):
Goods and services
Unilateral transfers -

Goods and services and unilateral transfers _ _ _
Long-term capital

All transactions-

NTet flow of funds on gold and short-term capital account:
Net increase (—) or decrease (+) in gold stock
Net movement of United States short-term capital abroad
Net movement of foreign short-term capital in United States .

Net inflow (+) or outflow (—) of funds __ __

Errors and omissions

1946

First
quarter

2,727
113
750

3, 590

73

222

222

3,885

1,231
37

543

1,811

952

720
154

874

3,637

+1 , 779
-879

+900
-652

+248

-227
+108

- 6

-125

-123

Second
quarter

3,344
169
576

4,089

52

246
1

247

4,388

1, 245
40

336

1,621

939

1,305
30

1,335

3,895

+2, 468
-887

+ 1,581
-1,088

+493

- 3 1
-161
-332

-524

+31

Third
quarter

3,001
103
654

3,758

44

289

289

4,091

1,311
44

432

1,787

827

1,037
137

1,174

3,788

+1,971
-783

+ 1,188
-885

+303

- 7 7
-169
-134

-380

+77

Fourth
quarter

3,068
226
533

3,827

50

233

233

4,110

1,477
52

383

1,912

611

930
20

950

3,473

+1,915
-561

+1, 354
-717

+637

-288
- 7 1

-411

-770

+ 133

1947

First
quarter

4,045
135
698

4,878

128

99
6

105

5,111

1,468
45

398

1,911

793

3,994
4

3,998

6,702

+2, 967
-665

+2, 302
- 3 , 893

-1,591

+82
-244

+1,651

+1,489

+102

fifths of the value of goods and serv-
ices obtained here (see tables 2 and 5).
Another 700 million, 14 percent of total
exports, was provided through unilateral
transfers, including 274 million (of which
nearly 40 million dollars were in cash)
to UNRRA and 225 million for occupied
countries. A payment to Italy of 50 mil-
lion dollars to compensate for certain
expenditures of the United States Army
in that country was offset by a receipt
of the same amount from South Africa
as the first installment on the settlement
of the lend-lease account with that coun-
try. Both transactions were included in
unilateral transfers.

Largely because of increased UNRRA
contributions and civilian supply ship-
ments to occupied countries, net unilat-
eral transfers were about 100 million
dollars higher than in the preceding
quarter. This increase was apparently
due to seasonal factors and to the need
for making up for the reduced shipments
during the shipping strike. The recent
passage by Congress of the law providing
for 350 million dollars of aid to specified
foreign countries, the continued need for
foodstuffs and other essential supplies
for the occupied areas, the enactment of
the 400-million-dollar aid program for
Greece and Turkey, and the prospective
start of disbursements under the Philip-
pine Rehabilitation Act, indicate that
unilateral transfers will remain at a rela-
tively high level in the near future, even
after UNRRA ceases its activity.

Table la.—International Transactions of
the United States During the First
Quarter of 1947, Adjusted for Trans-
actions With the Monetary Fund and
the International Bank

[Millions of dollars]

Excess of receipts (+) or
payments (—):

Goods, services, and uni-
lateral transfers _ ___ _

Long-term capital ___ _

All transactions

Net flow of funds on gold
and short-term capital
account:

Net increase (—) or de-
crease (+) in gold stock.

Net movement of U. S.
short-term c a p i t a l
abroad __

Net movement of foreign
short-term capital in
the United States _.

Net inflow (+) or out-
flow(—)of funds

Errors and omissions_

Total
trans-

actions

+2, 302
-3,893

-1,591

+82

-244

+1, 651

+1, 489

+102

Less:
Trans-
actions
with

Mone-
tary

Fund
and

Inter-
national

Bank

-2,904

- 2 , 904

+688

+2, 216

+2, 904

Equals:
Trans-
actions
with

foreign
coun-

tries as
such

+2, 302
-989

+1,313

-606

-244

-565

-1,415

+102
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Rapid Disbursement of Government Loans

Deducting unilateral transfers from
the export surplus of goods and services
leaves an obligation of about 2.3 billion
dollars which foreign countries had to
meet by drawing upon their lines of
credit, through other American loans and
investments, or by reducing their gold
and dollar reserves. The extent to which
each of these sources was utilized to
finance the deficit is somewhat obscured
in table 1 because of the payment of our
subscriptions to the Monetary Fund and
the International Bank. In table la to-
tal transactions are adjusted to eliminate
the payments to these international or-
ganizations and the resulting increase
in their assets in the United States; the
difference reflects our capital movements
with foreign countries as such. As
shown in this table, long-term capital
movements to foreign countries during
the first three months of 1947 amounted
to nearly 1 billion dollars, compared to
about 560 million during the last quarter
of 1946. Movements of foreign long-
term capital invested in the United
States were negligible in both quarters
(see table 1).

Total outflow of American long- and
short-term capital to foreign countries
amounted to 1.2 billion dollars, about 600
million more than during the preceding
three months (see table 2). About half
of the increase was accounted for by an
apparent reversal of private capital
movements, both short- and long-term,
from a net inflow of about 90 million
dollars to a net outflow of about 270 mil-
lion, with most of the increased outflow
on short-term account. It may be too
early to draw definite conclusions, but
there seem to be indications, including
the successful flotation of several foreign
bond issues 'during the past few months,
that private investors consider oppor-
tunities abroad sufficiently improved to
risk a renewed outflow of capital.

The increase in the outflow of United
States Government capital was due to
more rapid drawings on the British
credit. Total Government loan disburse-
ments amounted to nearly 1 billion dol-
lars. At this rate the present lending
capacity of Government agencies would
be exhausted in the first half of 1948 (see
chart 7). This includes about 800 mil-
lion dollars which at the end of the first
quarter were still available for new loans
by the Export-Import Bank, including
the 500 million dollars earmarked for
China. Disbursements on Government
loans during the second quarter of 1947
seem to have been greater than in the
first quarter, so that the point of exhaus-
tion of presently available credits may
come even earlier. It seems that further

Table 2.—Financing United States Foreign

Total goods and services transferred

METHOD OF FINANCING

Through goods and services sold to us
Through liquidation of long- and short-term foreign

assets including gold l

Through long- and short-term credit2

Through unilateral transfers (in kind or money)

First
quarter

Bil-
lions

of
dol-
lars

3.6

1.8

.4

.4

.9

Per-
cent

100

50

11
11
25

1946

Second
quarter

Bil-
lions

of
dol-
lars

4.1

1.6

LI
.9

Per-
cent

100

39

12
27
22

Trade

Third
quarter

Bil-
lions

of
dol-
lars

3.8

1.8

.3

.9

.8

Per-
cent

100

47

8
24
21

Fourth
quarter

Bil-
lions

of
dol-
lars

3.8

1.9

.9

.6

.6

Per-
cent

100

50

24
16
16

1947

First
quarter

Bil-
lions

of
dol-
lars

4.9

1.9

1.2
1.2
.7

Per-
cent

100

39

24
24
11

1 Excluding the increase in short-term balances and gold holdings of the International Bank and the Monetary Fund
resulting from payments of United States subscriptions.2 Excluding the United States subscriptions to the International Bank and the Monetary Fund.

NOTE.—Figures will not necessarily add to total because of rounding and "Errors and omissions."

Table 3.—Merchandise Transactions With Foreign Countries
[Millions of dollars]

Transfers to foreign countries:
Recorded exports including reexports:

Private
Government _

Total recorded exports
Additions:

Private, miscellaneous adjustments _ _ _ . _ .
Government:

Surplus property including unrecorded ship sales
Civilian supplies for occupied countries __. _.
Miscellaneous adjustments.. __ __ _ _

Total transfers to foreign countries

Transfers from foreign countries:
Recorded general imports:

Private
Government . _ _._

Total recorded imports.
Additions:

Private, miscellaneous adjustments--
Government:

Military purchases abroad ..
Miscellaneous adjustments._ . . . .

Total transfers from foreign countries _

1946

First
quarter

1,436
848

2,284

9

273
107

54

2,727

937
159

1,096

43

81
11

1, 231

Second
quarter

1, 665
820

2,485

19

574
207

59

3,344

1,033
157

1,190

42

35
— 22

1,245

Third
quarter

1,737
614

2,351

23

494
115

18

3,001

1,077
157

1,234

45

40
- 8

1,311

Fourth
quarter

2,199
420

2,619

38

253
125
33

3,068

1,198
218

1,416

36

40
- 1 5

1,477

1947

First
quarter

3,061
535

3,596

42

164
225

18

4,045

1,263
149

1,412

58

25
- 2 7

1,468

Table 4.—Service Transactions With Foreign Countries
[Millions of dollars]

Receipts:
Transportation
Travel
Miscellaneous services:

United States Government
Private..

Total.

Payments:
Transportation
Travel
Miscellaneous services:

United States Government .
Private..

Total.

1946

First
quarter

541
43

83
83

750

166
71

282
24

543

Second
quarter

415
55

25
81

576

160
95

58
23

336

Third
quarter

481
66

28
79

654

192
170

41
29

432

Fourth
quarter

378
54

25
76

533

181
93

79
30

383

1947

First
quarter

539
46

17
96

698

201
89

66
42

398
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credits to complete foreign reconstruc-
tion will depend mostly upon the Inter-
national Bank, which started its lending
operations in May with a 250 million
dollar loan to France.

Foreign Balances Shrink

Liquidation of foreign gold and dollar
balances amounted to nearly 1.2 billion

dollars and financed about half of the
cash deficit of foreign countries arising
from their current transactions with the
United States (see table 2). Foreign
countries thus dipped into their cash
balances more heavily than during any
three-month period in recent years, not
excluding the early war years before
lend-lease began to function. The need

Chart 7.—Postwar Government Loans Outstanding and Total Lending
Authorized or Anticipated, End of First Quarter of 1947

BILLIONS OF DOLLARS

iO -

OTHER LOANS

LOAN TO UNITED KINGDOM

EXPORT- IMPORT BANK LOANS - ^

| CREDITS ON SURPLUS-PROPERTY AND SHIP SALES

I LEND-LEASE CREDITS 2/

AMOUNT OUTSTANDING, END OF QUARTER

1 Includes advances by private banks guaranteed by Export-Import Bank.
2 Includes credits only on goods delivered after the end of hostilities.
Sources: Office of Business Economics, from data of various Governmental agencies.

Table 5.—Gifts and Other Unilateral Transfers
[Millions of dollars]

TOTAL LENDING
AUTHORIZED OR

ANTICIPATED
47-254

To foreign countries:
Straight lend-lease
UNKRA -
Civilian supplies for occupied countries

Other Government transfers
Personal and institutional remittances

Total

From foreign countries:
Government
Private

Total .

First
quarter

109
532
107
20

184

952

52
21

73

1946

Second
quarter

46
414
207
69

203

939

24
28

52

Third
quarter

6
382
115
133
191

827

8
36

44

Fourth
quarter

194
125
72

220

011

10
40

50

1917

First
quarter

274
225
65

229

793

91
37

128

for drawing down reserves arose, how-
ever, not because of an absolute decline
of other means of financing purchases
here, but rather because of the increased
supply of goods available in this country
for export. A large part of the additional
gold and dollar balances spent was ap-
parently, as has already been indicated,
used for the purchase of equipment and
raw materials needed for industrial and
agricultural reconstruction and develop-
ment abroad.

Effect of Higher Prices

The question inevitably arises as to
how long foreign countries as a group will
be able or willing to draw on their re-
serves to the same extent as during the
first three months of 1947, and when, in
the absence of new loans and grants or a
rapid increase in imports or both, our ex-
ports will begin to decline. As is indi-
cated in chart 8, foreign countries had at
the end of March approximately 20 bil-
lion dollars of monetary gold and official
and private short-term dollar assets (not
counting gold and dollars transferred by
us to the Monetary Fund and the Inter-
national Bank). This represents a de-
cline of over 2.2 billion dollars from the
peak at the end of 1945, but an increase
of almost 7 billion dollars from the end of
1937. Large as this increase may seem, it
is actually relatively smaller than the rise
of prices of goods entering world trade, as
indicated by our own export and import
prices.

Balances Serve Dual Role

Gold and dollar balances serve foreign
countries in a dual role: as reserves for
domestic currency and bank deposits and
as working capital for a large share of
international transactions. Rising prices
as well as rising business activity increase
requirements for both of these purposes.
It seems, therefore, that foreign liquid
reserves are by no means very ample even
if all foreign countries are viewed as a
group. Moreover, the total is unevenly
distributed by countries; many nations
most in need of dollar exchange have
relatively low reserves.

If world prices in terms of gold or dol-
lars do not decline substantially, the need
of foreign countries for monetary gold
(or dollar) reserves can be reduced only
by (1) reducing or abolishing legal re-
quirements for reserves against domestic
money and credit, (2) relying increas-
ingly on exchange controls or barter, or
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Chart 8.—Foreign Gold Reserves, Dollar Assets, and Prices
BILLIONS OF
DOLLARS
30

INDEX,
DEC. 1937=100

BILLIONS OF
DOLLARS

INDEX,
DEC. 1937 = 100

- 200
GOLD ANO DOLLARS
PAID BY U. S. TO
MONETARY FUND AND
INTERNATIONAL BANK

U. S. IMPORT PRICES
(RIGHT SCALE)

U. S. EXPORT
PRICES

(RIGHT SCALE)
SHORT-TERM DOLLAR ASSETS

(LEFT SCALE)Z

GOLD RESERVES-^
(LEFT SCALE)

- 100

01 H H MM 10 0
1937 1941 1945

END OF YEAR END OF QUARTER
1 Includes holdings by foreign governments and central banks, excluding the USSR.

J o

47-262

Sources: Gold and dollar assets, Office of Business Economics, from data of various Governmental agencies; prices,
indexes of Office of International Trade recomputed to December 1937 base by Office of Business Economics.

Table 6.—Movements of United States Long-Term Capital

[Millions of doll

Outflow:
Government:

Lend-lease credits
Credits on sales of surplus property and surplus vessels
Export-Import Bank
International Bank and Monetary Fund
British loan
Other

Total
Private

Total out flow

Inflow"
Government
Private

Total inflow

ars]

First
quarter

271
135
137

543
177

720

22
200

222

1946

Second
quarter

173
414
333
159

1, 079
226

1,305

19
227

246

Third
quarter

78
110
231

400
17

836
201

1, 037

18
271

289

Fourth
quarter

24
201
270
164
200

2

861
69

930

20
213

233

1947

First
quarter

180
280

2 P04
500
26

3, 890
104

3, 994

36
63

99

Table 7.—Exports of Domestic Mer-
chandise in March 1947 Compared to
the Monthly Average in 1946

Iron and steel products in-
cluding machinery and
transport equipment,
but excluding passenger
cars

Cotton and textile prod-
ucts

Wheat, corn, and flour
Other food stuffs _
Other crude and semi-

manufactured materials
Other finished manufac-

tures

Total

Monthly
1 average
| 1946
I „_!__

' Millions of
j
I .

200

85 !
.! 53 i
J 128 :

.! 128

i 198 |

792

.

dollars

409

105
10(5
111

197

317

"77305"

Increase
or

decrease

(per-
cent)

104

94
100

- 1 3

54

00

Table 8.—Actual and Computed Imports
for Consumption for the First Quarter
1947

(.Millions of dollars in current prices]

Crude materials
Crude foodstuffs
Manufactured foodstuffs _
Semi-manufactures
Finished manufactures

Total

Actual
imports

463
289
132
280
231

1,395

Com-
puted

imports

532
356
388
472
511

2. 259

Defi-
ciency

69
67

256
192
280

864

(3) resorting to restrictive measures with
respect to domestic business activity and
imports.

In view of the urgent needs for food-
stuffs and industrial equipment abroad,
it may be anticipated that most foreign
countries would rather draw on their
credit allowances and liquid assets (if
they are able to procure the desired com-
modities) than to postpone rehabilitation
or expansion of productive facilities, even
though at present prices they are getting
actually less for the money spent than
they would be able to get if some pur-
chases could be deferred. At the same
time they may, however, restrict imports
of less essential commodities as has al-
ready been done by Sweden and Brazil.

Corporate Profits in 1946

Corporate profits before taxes for 1946
are estimated at 21.1 billion dollars on
the basis of corporate returns now avail-
able. The 1946 level represented an in-
crease of almost a billion dollars over

the 1945 total, although it was still al-
most three and a half billion dollars be-
low the war peak of 1943. Profits after
taxes, however, reached the record high
of 12.5 billion dollars, compared with the

previous peak of 10.5 billion dollars in
1943. The larger gain in profits after
taxes as compared with profits before
taxes was due to the elimination of the
excess profits tax and reduction in the in-
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10 SURVEY OF CURRENT BUSINESS June 1941

Table 9.—Corporate Profits Before and After Taxes l

[Millions of dollarsl

All industries, total2

Mining _
Manufacturing .

Metal industries 3

Other manufacturing
Wholesale and retail trade
Finance, insurance, and real estate__.
Transportation
Communications and public utilities.
All other industries 4

All industries, total 2

Mining -
Manufacturing

Metal industries 3

Other manufacturing
Wholesale and retail trade
Finance, insurance, and real e s t a t e -
Transportation
Communications and public utilities
All other industries 4

1942 1943 1944

1945

First
quarter

Second
quarter

Third
quarter

Fourth
quarter Total

1946

First
quarter

Second
quarter

Third
quarter

Fourth
quarter Total

CORPORATE PROFITS BEFORE TAXES

21,098

616
12, 695
6,520
6,175
2,624
871

2,092
1,370
830

24,516

527
14,309
7,168
7,141
3,132
1,138
2,864
1,519
1,027

23, 841

519
13,741
6,670
7, 071
3,361
1,386
2,435
1,471
928

6

3
1
1

039

139
577
765
812
807
357
511
436
212

6,

3,
1,
1

246

137
664
804
860
857
354
619
381
234

4,

2,

1,

503

122
097
613
484
866
360
451
353
254

3,

1,

1,

434

77
306
44
262
997
364
134
296
260

20, 222

475
10, 644
4,226
6,418
3,527
1,435
1,715
1,466
960

3,

1,

1,

724

118
416
191
607
987
382
127
429
265

4,876

127
2, 523
474

2,049
1,077
400
86
343
320

5,743

151
3,004
853

2,151
1,195
419
312
305
357

6,797

168
3,915
1,183
2,732
1,363
436
215
334
366

21,140

564
10,858
2,319
8,539
4,622
1,637
740

1,411
1,308

CORPORATE PROFITS AFTER TAXES

9,433

405
5,209
2,335
2,874
1,160
458

1,095
701
405

10, 363

353
5,605
2, 534
3, 071
1, 293
654

1,244
739
475

9,928

363
5,373
2,420
2, 953
1,337
791
954
671
439

2,752

100
1,614
806
808
321
207
216
197
97

2, 828

97
1,652
823
829
340
204
258
171
106

2,026

87
923
261
662
345
209
190
158
114

1.333

55
364

— 177
541
396
215
53
135
115

8,939

339
4,553
1,713
2,840
1,402
835
717
661
432

2,135

86
739

-233
972
582
231
69
259
169

2,904

91
1,496
263

1,233
636
247
26
207
201

3,449

108
1,796
495

1,301
705
261
172
187
220

4,051

122
2,307
659

1,648
804
274
112
203
229

12, 539

407
6,338
1,184
5,154
2,727
1,013

379
856

1 Concepts and methodology have been described in "Trend of Corporate Profits, 1929-45," SURVEY OF CURRENT BUSINESS, April 1946, p. 11-12. The principal additional refine-
ment incorporated in the data above is the adjustment for tax credits flowing from the carry back of unused excess profits tax credit and net operating loss; that is, these tax credits
were added to profits after taxes in those years to which the tax credit was carried back.

2 Total for all industries includes the adjustment for the net flow from abroad of dividends and branch profits.
3 Metal industries comprise iron and steel, nonferrous metals, machinery (except electrical), electrical machinery, transportation equipment (except automobiles), and automobiles.
4 All other industries comprise agriculture, forestry, and fisheries, contract construction, services, and the international balance adjustment.

come tax from approximately 40 to 38
percent at the end of 1945.1

The annual totals for the past two
years do not bring out the wide swing
which featured profits during the recon-
version period. It will be recalled that
profits started to decline with the third
quarter of 1945 as the munitions program
of the Government was curtailed. As
shown in table 10, this decline of profits
reached the low point in the fourth quar-
ter of 1945. In the course of last year,
on the other hand, aggregate profits rose
markedly though the comparative re-
sults for different industries varied con-
siderably. Labor difficulties and recon-
version problems were still in evidence in
the first quarter of the year, but by the
fourth quarter of 1946 corporation profits
topped the war peak. At an annual rate,

1The estimates in tables 9 and 11 are ex-
tensions and revisions of the profits and
sales series presented in "Trend of Corpo-
rate Profits, 1929-45," which appeared in the
SURVEY for April 1946, and may be used in
conjunction with those estimates for earlier
years. The statement on concepts and meth-
ods included in that article is applicable to
the estimates included herein, with one prin-
cipal exception: corrections have now been
made in the relevant years (1943, 1944, and
1945) for tax credits resulting from carry-
back of unused excess profits credit and op-
erating loss; that is, these tax credits were
added to profits after taxes in those years
to which the tax credit was carried back.

Table 10.—Corporate Profits Before and
After Taxes, Seasonally Adjusted An-
nual Rates, All Industries

[Billions of dollars]

Year by quarters

1939:
First quarter
Second quarter..
Third quarter.__
Fourth quarter..

1940:
First quarter
Second quarter..
Third quarter.._
Fourth quarter. .

1941:
First quarter
Second quarter..
T'hird quarter...
Fourth quarter..

1942:
First quarter
Second quarter..
Third quarter.__
Fourth quarter..

1943:
First quarter
Second quarter..
Third quarter.-.
Fourth quarter_

1944:
First quarter
Second quarter..
Third quarter.__
Fourth quarter..

1945:
First quarter
Second quarter..
Third quarter. _.
Fourth quarter..

1940:
First quarter
Second quarter..
Third quarter...
Fourth quarter..

Profits
before
taxes

8.3
8.9
9.4

10.7

14.2
17.2
is. e'
18. £

19. e
20. e.
21.4
22.5

24.3

24.5
23.5

24. c
24. ,p

22.6

Profits
after
taxes

4.4
4.7
5. 1
5.8

6.2
6.5
7. 4

9.3
10.2
10.3

8.7
9.2
9.6

10.2

10.2
10.6
10.5
10.1

10.3
10.2
9.8
9.4

11.1
11.2
8.1
5.3

9.1
11.5
13.5
16.1

profits in the fourth quarter of 1946 were
about 27 billion dollars before taxes and
a little more than 16 billion dollars after
taxes.

Profit Influences

The rise in profits in 1946 reflects sev-
eral influences which may be summa-
rized in the recovery of corporate sales
from the void left by the decline in Gov-
ernment purchases. The first of these
was a rapid expansion in the volume of
production as civilian goods output was
substituted for armaments and other mil-
itary supplies. The second influence was
the substantial rise in prices which oc-
curred throughout the year, though, to
a much greater degree in the second half
of the year than in the first half.

For the year 1946 as a whole the ratio
of profits before taxes to sales was ap-
preciably lower than in most of the war
years, but higher than in 1929. The ra-
tio of profits after taxes to sales in 1946,
however, was higher than in most of the
war years, but below the 1929 level.

In making comparisons of profits with
sales, it is important to recognize that
the sales figures contained in table 11
are much higher than (perhaps double)
the value of corporate production. This
arises from the fact that sales represent

(Continued on p. 23)
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were not available by types of women's cloth-
ing. The inadequate information concerning
production in this field (even in the Census
of Manufactures, 1937) and the inclusion of
work on war contracts in the man-Jiour data
in the overlapping war years, did not permit
any adjustment for productivity changes in
the 1939 to 1942 period. However, as a par-
tial check, indexes based on label sales of the
National Coat and Suit Industry Recovery
Board were computed and found to show
great correspondence with the indexes based
on man-hour data. In addition, net sales by
type of garment were available for the 1942-
44 period. The 1942 sales after adjustment
for price changes yielded a weighted index of
production less than 2 percent above the 1942
index derived from the man-hour statistics.

4. Women's, misses' and children's under-
wear and nightwear.—The index for under-
wear made from knit fabrics was developed
using the same methods applied to men's
and boys' knit underwear. The woven-fab-
ric underwear series was derived by methods
similar to those utilized in the women's
outerwear series. The sources of data were
the 1942-44 study noted above and the
monthly "Pacts for Industry" report "Wo-
men's and Children's Underwear and
Nightwear made from Woven Fabric." In
this field, however, no information could
be obtained either on the volume of pro-
duction or man-hours in the 1939-41 pe-
riod. However, sales in departments han-
dling these garments in department stores
(as reported by the National Retail Dry Goods
Association) indicated sales changes which
were not significantly larger than the price
changes which occurred in the same periods.
The level of production in 1940 and 1941 was
therefore held at the 1939 level. This prob-
ably results in a slight understatement in
1941, since, in general, this was a year of
considerable inventory accumulation.

5. Corsets and allied garments.—This in-
dex was based on man-hours from 1939 to
1942 with a slight adjustment for productiv-
ity changes. The implicit productivity trend
derived from the overlapping production and
man-hour data in the 1943 to 1946 period was
extrapolated back to 1939. Physical volume
production data were available in the quar-
ters of 1943 and 1944 and in a special one_
time study of the Bureau of the Census "Cor-
sets, Brassieres, and Allied Garments, First
Quarter 1946." These, after adjustment for
coverage, were compared directly to the base
period to determine the index of output.
The interpolation for 1945 and the extrapola-
tion after the first quarter of 1946 were based
on linking comparable samples on production
of girdles and brassieres reported in the "Knit
Underwear" series.

6. Children's dresses.—This index was esti-
mated from quarterly production data re-
leased by the Bureau of the Census and cover-
ing the years 1943 and 1944, and the periods
since the fourth quarter of 1945. Material
from the War Production Board was used to
fill the gap in the early quarters of 1945. The
monthly interpolation of these data was based
on the women's and misses' dresses output
series.

7. Hosiery.—All hosiery statistics were
taken from the reports of the National Asso-
ciation of Hosiery Manufacturers which con-
tain detailed production statistics with vir-
tually complete coverage for the industry.
Separate indexes were developed for full-
fashioned and seamless hosiery. Military
takings of seamless hose were excluded from
the data in developing this index.

8. Gloves and mittens.—Three separate se-
ries were developed for work and dress gloves

and mittens: all leather, all fabric, and com-
bination leather and fabric. Leather gloves
output data for the entire period covered in
this report were taken from the Bureau of
the Census releases "Leather Gloves and
Mittens." Prom 1943, similar information
was available for the other types. In each
case output of military gloves was specifically
listed. For the period prior to 1943, data on
knit fabric gloves were used to extrapolate
both the total fabric and combination fabric
and leather gloves series.

9. Knit outerwear.—The knit outerwear
group, as constituted in this index, consists
of sweaters, knit bathing suits, and knit
headwear. The value of knit dresses was
transferred to the women's outerwear, n. e. c.
group while polo shirts (as noted above)
were included in the men's and boys' outer-
wear group. The "Knit Outerwear" reports
were initiated in 1944. The 1946 and 1947
monthly information were adjusted for esti-
mated undercoverage and compared directly
with output in the base period. The com-
parable establishment linking method was
used to extrapolate the three series back to
the first quarter of 1944. The combined se-
ries prior to 1944 is based on man-hours with
an adjustment for productivity changes. The
procedure used in the determination of pro-
ductivity trends was described in the section
on corsets and allied garments.

10. Footwear.—The combined index con-
sists of four weighted series: Men's, youths',
and boys' "all leather uppers" shoes, women's,
misses' and children's all leather uppers, all
other leather shoes, not elsewhere classified,
and rubber and canvas footwear. The lat-
ter series is based on information from the
Rubber Manufacturers' Association, while the
source of the leather shoe material (includ-
ing information on output on Government
contracts) is the Bureau of the Census. A
small adjustment for undercoverage in the
Census material was necessary in the 1939-42
period. The production data on a daily av-
erage basis were expressed as ratios to daily
average output in 1939 to determine the vari-
ous indexes.

The Business Situation
(Continued from p. 10)

a duplicated count, including not only
the value added by the final processor
but also the price paid for the material
purchased from other concerns. How-
ever, the movement of the ratio of profits
to sales over time is a useful guide.

An aspect of the recent profit trend
meriting special attention in judging
the corporate profit and investment situ-
ation is the increase in the value of in-
ventory holdings that resulted from the
rise in prices. It is extremely difficult to
separate the increase in the book value
of inventories arising from the price
change from the increase resulting from
physical addition to stocks. Available
price and inventory information indi-
cates, however, that the price rise
counted for from four to five billion dol-
lars of the dollar increase in the book
value of inventory holdings in 1946.

That is, this amount represented the in-
creased cost of maintaining the same
volume of inventory, which amount,
under prevailing accounting practices, is
reflected in reported corporate profits.

In obtaining a measure of earnings
that most adequately reflects current op-
erations, the additional amortization
charges made possible in 1945 as a result
of shortening the emergency amortiza-
tion period to less than the five year span
initially used, were spread over the sev-
eral prior years to which they related,
rather than being charged in entirety
against 1945 income, as was usually done
in published corporation reports.

Similarly, profits after tax totals in
1945 and 1946, do not include tax re-
bates arising from the carry-back of
unused excess profits tax credit and net
operating loss, which were an important
factor in the reconversion period. These
tax rebates were, instead, credited to
profits after taxes in 1943 and 1944, the
years to which they were applied ac-
cording to Bureau of Internal Revenue
practice. From the point of view of the
corporation, however, they had the ef-
fect of limiting current tax liabilities in
1945 and 1946.

Wide Variation by Industry Groups

The effects of the end of the war var-
ied considerably among the several in-
dustries, so that a chief characteristic
of the postwar period was their differ-
ential performance under conditions of
reconversion, rising prices, and rising
costs. Among the manufacturing indus-
tries, the metal groups where the recon-
version problems were most pronounced,
were most adversely affected. Profits in
these industries fell drastically in the
third quarter of 1945, as a result of the
cut-back in orders following VE-day; al-
most disappeared by the fourth quarter;
and changed to losses in the first quar-
ter of 1946 as reconversion difficulties
were accentuated by serious strikes.
The recovery of these groups in the three
succeeding quarters has been rapid.
Iron and steel, and nonferrous metals
were back to wartime levels of profits be-
fore taxes by the end of the year. How-
ever, the machinery and transportation
equipment ( i n c l u d i n g automobiles)
groups, although definitely recovering,
were still very far below wartime levels
at the year end.

The nonmetal manufacturing indus-
tries experienced moderate declines in
profits before taxes in the third and
fourth quarters of 1945 as the economy
was thrown off balance by the war's end,
but came back by the middle of 1946 to
levels exceeding the best war years in
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Table 11.—Corporate Sales, 1942-46 1

[Millions of dollars]

All industries, excluding finance, insurance, and real estate,
total2

Mining
Manufacturing

Metal industries3 _v

Other manufacturing
Wholesale and retail trade
Transportation
Communication and public utilities
All other industries 4

1942

202, 777

3,865
116, 278

50, 210
66,068
55,184
11, 527
6, 259
9,664

1943

233, 525

3,579
142,020

68, 427
73, 593
57, 616
13,661
6,775
9,874

1944

244,342

3,863
148, 549

70, 294
78, 255
61,100
14, 267
7 262
9, 301

1945

237,303

4,071
137,818

59,408
78, 410
64,155
13,825

7,586
9,848

1946

245, 508

4,519
125, 904

38, 972
86, 932
81,489
12,953
8,034

12, 609

1 Concepts and methodology have been described in "Trend of Corporate Profits, 1929-45." Survey of Current Business
April 1946, p. 11-12.

2 Finance, insurance, and real estate are excluded from the sales data. Presentation of sales data for these industries
would be misleading in view of the large part of receipts in the form of dividends, interest, and rents.

3 Metal industries comprise iron and steel, non-ferrous metals, machinery (except electrical), electrical machinery,
transportation equipment (except automobiles), and automobiles.

* All other industries comprise agriculture, forestry, and fisheries, contract construction, and services.

profits in trade almost doubled from 1945
to 1946, increasing from 1.4 to 2.7 billion
dollars.

The railroads presented a circumstance
of very low profits despite the high level
of business activity. Profits before taxes
declined sharply in 1945, and were at
extremely low levels throughout 1946.
In the latter year before-tax profits were
about one-eighth as large as during the
peak year of 1943. The postwar declines
in traffic, together with cost increases,
were important factors in this situation,
since the carriers, with regulated rates,
were not in a position promptly to offset,
the reduced income by raising charges.

many instances. On an after-tax basis,
the profits of these industries in 1946
were up 80 percent over 1945.

Profits before taxes in both wholesale
and retail trade showed a steady and

rapid growth over both the war and post-
war periods. The very large increases
from 1945 to 1946 reflect the strong sell-
ers' market and the rising supply of
goods. On an after-tax basis corporate

New or Revised Series

The Pattern of
Chain Store Sales
in Retail Distribution

(Continued from p. 16)

Motor Vehicle Factory Sales: New or Revised Data for Page S-40 l

fNumber of motor vehicles]

Year and month

1940: 2

January
February.-.
March
April
May
June
July
August
September..
October
November..
December. .

Total
Monthly average

1941:2
January
February
March . .
April
May
June
July
August
September
October
November
D ecem ber

Total
Monthly average

1942:3
Total
Monthly average

1943:3
Total
Monthly average

1944:3
Total
Monthly average.._

1945:3
Total
Monthly average

All motor vehicles

Total Domestic

431,476
403, 304
424, 611
431,860
391,128
345, 790
236, 405
76, 799
267, 740
492,224
485, 658
485, 291

4,472,286
372, 690

499, 448
484.891
510,122
464,301
518, 746
520.892
445, 784
144,726
234, 857
378, 032
352, 759
285, 944

4,840, 502
403, 375

407,847
33, 987

24, 981
2,082

401,486
377, 601
401, 727
412, 698
371, 596
327, 624
223, 508
72,885

258,788
469,909
462,831
462,256

4, 242,909
353, 576

478, 269
463, 643
487, 383
441,039
496, 801
495, 090
422, 556
133, 061
221, 089
358, 237
331,335
267, 305

I, 595, 808
382, 984

380,104
31, 675

23, 541
1,962

116, 777 102, 603
9, 732 8, 550

361,001 !
30,083 I

322,132
26, 844

Passenger cars

Total Domestic

363,120
339, 595
356, 351
364,096
327,873
289,228
174, 218
47,804

223, 593
421, 777
408,817
400,913

3,717, 385
309, 782

413,012
397,067
416,016
378, 906
421, 631
423, 008
347, 907
79, 343
166, 397
296, 554
259, 631
180,210

3, 779, 682
314,974

222,862
18, 572

139
12

610
51

69, 532
5, 794

348, 602
326.044
345, 211
353, 706
317, 409
279, 960
170, 855
46,119
219,835
411,603
397, 634
391,064

3, 608,042
300,670

403,397
388, 203
404, 528
367, 745
412, 773
412,360
340, 026

78,193
162, 583
287, 227
250, 624
173, 899

3, 681, 558
306, 797

215, 779
17,982

121
10

308
26

68, 093
5,674

Motor trucks

Total Domestic

67,889
63, 255
67,855
67,426
62, 724
56,104
61, 781
28,307
43, 744
69, 762
76, 250
83, 657

748,754
62, 396

86, 006
87, 368
93, 444
84, 792
96,414
97, 275
97, 227
64, 756
67, 712
80, 863
92, 555
104, 782

1, 053,194
87, 766

184, 985
15,415

24, 842
2,070

116,167
9,681

291,469
24, 289

52, 436
51,119
56,163
58, 658
53, 688
47, 229
52, 281
26,085
38, 560
57,627
64, 621
70,487

628,954
52,413

74, 475
75,038
82, 221
72, 703
83, 356
82, 145
81, 885
54, 262
57, 762
70, 396
80,140
92, 474

906, 857
75, 571

164, 325
13, 693

23, 420
1.952

102, 295
8,524

254, 039
21,170

Motor coaches

Total Domestic

467
454
405
338
531
458
406
688
403
685
591
721

6,147
512

430
456
662
603
701
609
650
627
748
615
573
952

7,626
635

448
438
353
334
499
435
372
681
393
679
576
705

5,913
493

397
402
634
591
672
585
645
606
744
614
571
932

7, 393
616

1 Compiled by the Automobile Manufacturers Association. These data continue the series on factory sales of motor
vehicles published in the 1942 Supplement to the Survey of Current Business. Changes have been made, however, in
the classification of certain types of vehicles. Fire apparatus is omitted, motor coaches, formerly included with data
for trucks, are classified separately, except for 1942-45, and station wagons, ambulances, funeral cars and school buses
are classified with passenger cars or tracks depending on whether the chassis are designed primarily for passenger cars
or trucks, respectively; however, station wagons are largely made by passenger car manufacturers and are therefore
classified almost entirely with passenger cars, while practically all school buses are included with motor trucks. Data
for trucks include truck tractors as formerly. Data for motor coaches include integral and body-on-chassis types sold
to fore-hire transportation. The 1940 and 1941 figures have been revised to conform with the changes in classification
referred to above and to include final reports.

2 Data includes sales of military trucks; annual totals of military sales are as follows: 1940—total, 62,110; domestic,
34,955; 1941—total, 190,880; domestic, 165,087.

3 Only annual totals are available for 1942-45. Data exclude sales of military trucks as follows (annual totals): 1942,
633,677; 1943, 674,857; 1944, 621,357; 1945, 364,214.

4 Motor coaches are included with data for trucks.

The patterns varied considerably by
lines of trade. For grocery and combina-
tion stores, which strongly influenced the
character of the entire relationship, this
behavior was even more intensified.

For department stores, dry goods and
general merchandise establishments, and
for drug and shoes stores a steady growth
in sales of chain stores relative to inde-
pendents was exhibited in the entire pre-
war years. This upward trend in sales
of chain stores was reversed in the war
years but evidence points to a resumption
of the upward movement since the war's
end.

In the case of men's wear and women's
wear stores no really definite change in
the relationship between sales of chains
and independents are clearly discernable
in either the prewar or postwar period.

Egg Production: Revised Data for Page
S-28 '
[Millions]

Month

January
February
March
April
May
June
July
August
September
October
November
December

Total.._
Monthly aver

age

1940

2,489
3,015

1941

2,914
3,361

4,653 4,704
5,1131 5,085
4, 9911 4,943
4,043 4,066
o A net' o r r* i3,422
2,980
2, 553

3, 561
3,121
2, 742

2, 272j 2,507
1,925! 2,211
2, 239 j 2,663

1942

3,426
3,876
5,529
6, 014
5,781
4,749
4,109
3, 570
3, 052!
2, 7791
2, 628!
3,0841

1943 1944

3,823
4,622
6,500
6,744
6,519
5,373
4, 565
3,897
3,335!
3,033i
2, 785!
3, 343!

1945

4,547
5,466
6,897
7,107
6,804
5, 522
4,712
4,070
3, 556!
3,324j
3,054
3,471

4,214
4,858
6,654
6,753
6,380
5,358
4,642
3,976
3,425
3,154
2,984
3,460

39, 695141, 878148, 597 54, 539 58, 530', 55, 858

3,308 3,490 4,050j 4,54s1 4,878 4,655

1 Revised da ta compiled by the U. S. Department of
Agriculture, Bureau of Agricultural Economics. For 1946
and 1947 data see p. S-28 of this and the March 1947
Survey.Digitized for FRASER 
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100

75

50

CASH INCOME AND
OUTGO OF
TREASURY

J940 1941 1942 J943 1944 1945 1946 1947
F I S C A L V E A R

AND WITH SOME REDUCTION IN THE
FEDERAL DEBT.

B I L L I O N S O F D O L L A R S
0 100 200 300

FEDERAL DEBT
(END OF FISCAL YEAR)

HELD BY FEDERAL
GOVERNMENT

EXPENDITURES ARE DOWN FOR WAR AND
DEFENSE — AND UP FOR VETERANS
AND INTERNATIONAL FINANCE.

B I L L I O N S OF D O L L A R S
0 10 20 30 46 50

WAR AND
DEFENSE

INTEREST
ON DEBT

VETERANS

TAX REFUNDS

INTERNATIONAL
FINANCE

OTHER

MAJOR BUDGET
EXPENDITURES

SO«*MJ£ Of DATA t U. S. TREASURY

The
Business Situation

B'

By the
Office of Bvisiness Economics

> USINESS CONTINUED active on a high plateau in
June as the year reached the halfway mark. Ex-

ports were in the forefront as the most dynamic factor in the
situation. Inventory accumulation remained an important in-
fluence but the rate diminished in the second quarter.

In the securities market there was a small but steady recovery
from the lows of late May. In wholesale commodity markets a
somewhat firmer tone was manifested by small price increases.

None of the month's developments, however, has carried suffi-
cient weight to result in a decisive change in the monthly indi-
cators of over-all economic activity, with aggregate production
and distribution continuing to move within a narrow range.
Seasonal deviations slowed operations in a few lines, while pro-
duction slow-downs stemming from conservation of coal supplies
affected a portion of durable goods manufacturing. The rate
of consumer buying has changed only slightly for several months,
after allowance for the usual seasonal rise.

Further Rise in Foreign Balance

A feature of the second quarter has been the further rise in
exports which has had its impact upon a wide range of industries.
Taking all transactions into account—both goods and services—
the net export surplus for the second quarter will be even higher
than the 3 billion dollar excess in the first quarter. This has
made it necessary for foreign countries to draw down their gold
and dollars assets and their credit allowances to a greater extent
than in the first quarter when they liquidated 1.2 billion dollars
of gold and other dollar assets and drew upon Government credit
allowances in the amount of 1 billion dollars.

Reduced Inventories at Distributive Level

Inventory accumulation in terms of book value declined in the
second quarter, mainly by reason of the reduced accumulation by
distributors. With prices tending to stabilize, the accumulation
in terms of physical volume shows less of a slowdown from the
first quarter rate than is indicated by the book value change. The
effects of the reduced inventory buying are discernible in such
developments as the lower volume of new orders and the selective
declines in manufacturing production and employment.

Expenditures for plant and equipment recovered in the second
quarter from the decline in the first quarter of 1947, and the ex-
pectations reported by business (reviewed in a subsequent sec-
tion) indicate a third quarter 1947 total about in line with the
rate reached at the end of last year.

Government expenditures for goods and services were higher
in recent months than in the first quarter of the year. The rise
occurred in Federal as well as State and local government out-
lays, even though the tendency over the past year, as indicated
below, was for Federal operations to shift from a deficit to a
surplus position.
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Cash Surplus for Fiscal Year

The results of the Federal Govern-
ment's financial operations for the fiscal
year just ended indicate a fundamental
change that has taken place among the
basic forces operating on the economy
(See chart 1). The budget surplus of
about % billion dollars which has been
reported by the Treasury is increased to
approximately ll/2 billion dollars when
the accounts are restated on a cash basis.
As described later, the divergence be-
tween the budget and the cash accounts
was unusually large during the past fiscal
year, partly because of sizable noncash
transfers for armed forces leave bonds.
In the 2 preceding fiscal years, there was
an excess of cash outgo amounting to
45 and 18 billion dollars, respectively.

Personal Income Series

Beginning with the current issue, the
monthly series showing income payments
to individuals is being replaced by a new
series, "personal income." In general,
the income breakdown which will appear
each month on page S-l is comparable
with the detail which has been available
in the past for income payments. The
new series is part of the general revision
of the national product and income se-
ries being published as a supplement to
this month's SURVEY. A summary de-
scription of the changes will be found in
a subsequent section.1

Personal income in May, on a season-
ally adjusted basis, increased over April,
rising approximately to the March figure.
The source of the increase in May was
primarily in wages and salaries, which
rose in all major categories, the largest
advance occurring in manufacturing.
Here, a decline in employment was more

Chart 2.—Weekly Wholesale Prices

1 For those who wish to bring their records
up to date through May 1947 on the old
basis, the data are as follows:

Income payments

Indexes, adjusted:
Total income payments

1935-39= 100. _
Salaries and wages do
Total nonagricultural in-

come do
Total mil ofdol

Salaries and wages:
Total do

Commodity-producing in-
dustries mil. of dol__

Distributive industries
mil. of dol__

Service industries-, do
Government do

Public assistance and other
relief mil. of dol__

Dividends and interest-. do
Entrepreneurial income and

net rents and royalties
mil. of doL.

Other income payments.do

Total nonagricultural income
mil. of doL.

April
(revised)

262.6
262.1

252.6
14. 065

9,261

3,958

2,411
1,583
1,309

122
913

2,994
775

12, 506

May

264.9
267.0

255.8
13, 931

9,449

4,100

2,433
1,629
1,287

122
580

3,026
754

12, 321

1947

8 Q t i l l i i i l n i i l n i l j i i l i i i i l i i i l L i i i l i i i l n i l i i i i l n t ml i i l l 1 1 n l m l i m l n

J (946 4- 1947 —

Source of data: U. S. Department of Labor.

than offset by a rise in both hours and
earnings, as the impact of the wage in-
creases negotiated in the basic mass-
production industries earlier in the
spring made itself felt. Increases were
also registered in trade, mining and com-
munications, in part a result of the cess-
ation of the work stoppages which had
taken place in the previous month.

Proprietors' and rental income de-
clined during the month because of a
drop in agricultural income, while trans-
fer payments also fell.

Wholesale Prices Unchanged

Since mid-April, average prices in
wholesale markets, as measured by the
BLS weekly index of wholesale prices,
have remained virtually steady and only
fractionally below the high point estab-
lished in March of this year (see chart
2). The difference in the combined in-
dex between the low and high values
during the past four months has not ex-
ceeded 2 percent.

Most of the group indexes averaged
slightly higher in June than in May.
Some new highs were made in fuel and
lighting products, metal and metal prod-
ucts, and household goods, but small de-
creases were registered for the building
materials and chemicals and allied prod-
ucts groups. Prices of farm products
and foods increased slightly from their
end-of-May levels, but even here the

pattern of changes was not uniform, with
meat prices advancing about 2 percent
while prices of cereal and dairy prod-
ucts moved lower, the latter seasonally.
Meat prices dropped in the last week of
June, after a generally rising trend since
the latter part of April.

.The first noticeable drop in lumber
prices since the prewar period and lower
prices for paint and paint products
brought a decline in the building mate-
rials group. At 53 percent above the
level of last June, lumber has shown a
greater price rise than any other sub-
group except meats and hides and skins.
Drugs and Pharmaceuticals recorded a
sharp price drop of about 10 percent in
comparison with the end-of-May level,
while prices of fats and oils were also
lower than in the previous month.
Crude rubber prices continued to fall,
standing 32 percent below a year ago.

Retail Prices Steady

Essentially stable wholesale prices were
reflected in steadiness at the retail level.
Between April and May the BLS Con-
sumers' Price Index declined by less than
1 percent and stood at 156 (1935-39=
100) in the latter month. The index has
deviated only fractionally from this
figure since March 1947.

In May, for the first time since the end
of the war, all of the major components
in the index, except rent, decreased.
For clothing and housefurnishings, the
decreases were the first since VJ-day.

Seasonal Upturn in Construction

The 4 business indicators illustrated in
charts 3 and 4 present a summary picture
of the current business situation. For
the first month this year, the value of
new construction put in place has ex-
ceeded a billion dollars. Preliminary
estimates place June construction activ-
ity at 1,060 million dollars. The increase
over May was about 100 million dollars,
or approximately 11 percent. The cumu-
lative total of work put in place for the
first half of the year is estimated at 5.4
billion dollars, which compares with a
total of 3.8 billion dollars for the first
half of 1946. This represents a gain of
40 percent, although in terms of physical
volume the increase is estimated at about
10 percent.

The year-to-year increases improved
somewhat in June for both the total and
the private sector, after a steady narrow-
ing of the gains had taken place during
the first five months of 1947. The pro-
portion of total work put in place ac-
counted for by private construction in
the first half of this year was 77 percent,
as against 82 percent in the same period
a year ago.
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Housing Starts at Peak

New permanent housing starts in May
are estimated at 72,500 units, higher by
5,000 units than the May 1946 figure,
which was the peak for last year. The
number started during the first 5 months
of 1947 also was slightly greater than in
the like period of 1946, according to re-
vised estimates of the Bureau of Labor
Statistics. The recent modifications of
the estimating technique employed by
the Bureau of Labor Statistics reflect the
incidence of a larger proportion of home
construction in rural nonfarm areas and
a larger rate of attrition in the conver-
sion of permits to starts. These changes
did not affect the estimate of completions
in 1947 which, in the first 5 months,
totaled 300,000 new permanent dwelling
units. Completions in May were almost
60,000 and compare with 30,000 units
completed in May 1946. Only 118,000
units were completed in the first 5 months
of 1946.

New Rent Control Legislation

Many tenants will experience the first
sizable increase in rents since 1941 as a
result of the new rent control legislation

Chart 3.—Business Indicators
BILLIONS OF DOLLARS
1.0

NEW CONSTRUCTION ACTIVITY

PRIVATE

1.0

FOREIGN TRADE

^GENERAL IMPORTS

I I I I I I I I I I I I I I I I I I

1945 1946 1947 47-354

National Income Supplement

During recent years the Office of
Business Economics has been en-
gaged in revising the official data
on the national income and gross
national product of the United
States. Revised data for the
years 1929 through 1946 are now
available in published form in the
NATIONAL INCOME SUPPLEMENT tb
the Survey of Current Business.
Its contents are briefly described in
this issue.

The SUPPLEMENT is not included
in the regular Survey subscription,
and should be ordered direct from
the Superintendent of Documents,
U. S. Government Printing Office,
Washington 25, D. C.

Sources of data: Office of Business Economics, U. S.
Department of Labor, and Bureau of the Census.

which became effective on July 1, 1947.
The new law makes it possible for land-
lord and tenant to agree voluntarily be-
fore the end of 1947 to an increase in
rents not exceeding 15 percent, provided
the tenant secures in return a lease as-
suring him against further increase
through December 31,1948. If no agree-
ment is reached, the tenant is afforded
the protection of the new act through
February 29, 1948.

The act specifies grounds for eviction
of tenants, which are slightly more re-
strictive than those established through
administrative rulings under the old law,
and requires local regulations to govern
eviction practices. In addition, local ad-
visory boards are created by the act to
operate in areas still under rent control.
These boards may recommend decontrol
of an entire defense-rental area or a por-
tion of it, the recommendation becoming
law unless disapproved by the Rent Ad-
ministrator within 30 days.

In repealing most of the provisions of
the Veterans* Emergency Housing Act
of 1946, the newly enacted law eliminates
the allocation and priority powers ex-
ercised by the Housing Expediter, re-
tains the requirement that new housing
be offered first to veterans, and abolishes
the power of the Housing Expediter to
limit nonresidential construction, except
for the construction of amusement fa-
cilities and places of recreation.

Export Gap Widened

The lower panel of chart 3 illustrates
the trends in foreign trade. The value
of exports rose to 1,430 million dollars
in May, as compared with 1,300 in April
and 1,330 in March. Imports, in con-
trast, declined to 470 million dollars, as

compared with 510 and 440, respectively,
in the 2 preceding months.

Total merchandise exports in the first
5 months of 1947 aggregated almost 6.3
billion dollars, which is higher than in
any previous 5-month period, including
the period of the preinvasion export
bulge in 1944. The increase over ship-
ments in the comparable months of 1946
was more than 2 billion dollars. While
imports have also increased from last
year, the gain has been less than ^
billion dollars. Thus, the gap between
exports and imports has widened sub-
stantially in 1947, reaching almost 1 bil-
lion dollars in May. For the first 5
months combined, the excess approxi-
mated 4 billion dollars.

Finished Manufactures Exports Double

The greatest expansion in our exports
for the first four months of this year in
comparison with the comparable period
in 1946 has taken place in the finished
manufactures category, which has more
than doubled its total of a year ago. Of
the 1.9-billion-dollar increase in United

Chart 4.—Business Indicators
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1 Adjusted for the number of working days in month*
Data for May 1947 are preliminary.

2 Data are adjusted for seasonal variation.
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Chart 5.—Shipments and New
Orders, Durable Goods Manu-
facturing Other Than Trans-
portation Equipment l

INDEX, AVG. MONTH 1939«
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i Shipments are adjusted for number of working days
in month and include only firms reporting new orders.

Source of data: Office of Business Economics.

States merchandise exports over the
year, approximately 1.5 billion dollars, or
80 percent, has occurred in this category,
which now makes up 60 percent of United
States merchandise exports. Among
the more important groups showing the
largest gains are autos, accessories and
parts, up 197 percent; textile manufac-
tures, up 106 percent; rubber manufac-
tures, up 98 percent; iron and steel mill
products, up 84 percent; and machinery
up 81 percent. Sales of merchant vessels
abroad rose from 10 million dollars to 300
million in the period.

The dollar value of foodstuffs exports,
crude and manufactured combined, has
remained unchanged over the year, the
crude-food category having increased
while the manufactured-food group de-
creased. Markedly depleted stocks of
wheat resulted in some curtailment this
year from the extremely heavy shipments
of wheat which were made a year ago.
This decrease was made up in part by
a large increase in corn shipments and
in part by increased exports of wheat as
flour.

While an ever-growing foreign de-
mand for American goods serves to
sustain current income and employment
levels in this country, the persistence of
a large export surplus intensifies the
drain upon the dollar resources at the
disposal of foreign countries. Imports
into this country continue to be limited
by the slow recovery of most European
and Asiatic nations and by the necessity
of these countries to use such a large

SUEVEY OF CURRENT BUSINESS

portion of their current production for
domestic consumption.

Declines in Manufacturers' Shipments

The value of manufacturers' ship-
ments receded fractionally in April and
May, the two latest months shown in
chart 4. Shipments of nondurable-
goods industries declined, on a daily
average basis, in both of these months,
but shipments of the durable-goods
group rose in April and declined in May.

The changes in shipments in the non-
durable group over the past few months
of this year are in contrast with those in
the same period a year ago when small
but steady increases took place between
February and May. The index of daily
average shipments of textile mill prod-
ucts, in particular, has dropped almost
15 percent since February of this year,
whereas in the same period a year ago
the index for this group rose by 11 per-
cent. The decline in the food shipments
index of 9 percent, however, was only
slightly greater than the decrease which
occurred between February and May
1946.

Lower New Order Volume

There were indications in some major
durable goods industries that the ratio
of shipments to new orders was not only
increasing—a development which set in
during the fall of 1946—but that new
orders had actually fallen off (see chart
5).

As the chart indicates, from January
through September 1946 the index of
the dollar value of orders exceeded the
index of shipments for durable-goods
industries other than the transportation
equipment groups. Such a development
was to be expected as order taking during
the reconversion period far outstripped
the rate at which such orders could be
filled. By the last quarter of 1946, how-
ever, the reconversion process had
reached a point where more orders were
being filled than were coming in, even
though new business was still increasing.

With the decline in new orders during
the spring months of this year and the
general rise in shipments for the in-
dustry groups in question, the amount
of new orders received per dollar of goods
shipped has been steadily declining. Un-
filled orders are higher than they were
a year ago, and these industries still have
heavy backlogs to work against.

Areas of Adjustment

A continuous feature of the business
situation over the past year has been
that downward adjustments have been
underway in particular industries at the
same time that the over-all trend in
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business activity has generally been ris-
ing or has remained stable. The expla-
nation is threefold: (1) The catching
up of supply with demand has been a
gradual process which has not yet
affected some broad areas of the econ-
omy; (2) the demand for certain com-
modities has shown above-average sensi-
tivity to the generally rising prices and
the tightening of consumer purchasing
power, and (3) some liquidation of war
industries still was going on during 1946.

In chart 6 an attempt is made to place
the industries where declines of 10 per-
cent or more have occurred from last
year's peaks in perspective relative to the
industrial economy as a whole. The size
of the lower shaded area in the chart in-
dicates that the industries which have
experienced a decline of this magnitude
have accounted for less than 15 percent of
total industrial production in recent
months, as measured by the Federal Re-
serve index. The individual production
series included in the group showing de-
clines are 5 series for various nonferrous
metals, 3 for textiles, 3 for meat packing,
3 for alcoholic beverages, 2 each for to-
bacco products and shipbuilding (Gov-
ernment and private), and one series
each for processed fruits and vegetables,
leather tanning, shoes, rubber products,
anthracite coal, locomotives, industrial
alcohol, and Government manufactur-
ing. These series have been combined
by applying the base weights used in the
Federal Reserve index.

It is of considerable interest that the
lower area of the chart rises during part

Chart 6.—Industrial Production,
Seasonally Adjusted
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1 Data for April and May 1947 are preliminary.
Sources: Basic data, Board of Governors of the Federal

Reserve System; computations, Office of Business
Economics.
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of 1946 and shows a gradual decline
thereafter, even though each of the se-
ries making up the group has declined
10 percent or more. This result is de-
rived from the fact that the declines in
the individual series have not occurred
simultaneously. During a large part of
1946 the most important areas of declin-
ing activity were in Government ship-
building and manufacturing arsenals.
During this same period some of the
other series included in the lower portion
of the chart were still in a rising phase.
The declines in these latter series came
late in 1946 or in the early months of
this year. Such differences in timing
tend to cancel each other out when the
various industries are combined into a
composite series.

It may be noted that declining trends
were somewhat more prevalent in April
and May than in the preceding months,
even though the industries involved did
not bulk large in the total industrial pro-
duction index. Between March and May
declines ranging from approximately 5
to 10 percent (after seasonal adjust-
ment) occurred in these series having
relatively heavy weights in the index:
cotton consumption, shoes, processed
fruits and vegetables, and rubber
products.

Production Divergences Illustrated

Chart 7 illustrates the divergent pro-
duction trends in a different manner.
The individual bars compare results for
the first half of 1947 with production in
the last 6 months of 1946. The series
have been adjusted for seasonal influ-
ences whenever necessary.

The explanation for the declines shown
in the chart varies among the different
products. In the case of shoes, wool
consumption and alcoholic beverages, the
lower level of consumer demand and the
filling up of distributive pipe lines might
be cited. The decline in denatured alco-
hol production is associated with a shift
to lower-cost alcohol from petroleum in
the manufacture of synthetic rubber.

Retail Sales Firm

The evenness in the flow of personal
income can explain much of the firmness
exhibited in retail sales in recent months.
Mention should also be made of the im-
proved selection of goods available by
quality and price lines.

Total retail sales, after adjustment for
the number of trading days and normal
seasonal movements, are plotted in chart
4. Recent tendencies in relation to in-
come are reviewed in a subsequent
section.

Nondurable goods store sales rose frac-
tionally between April and May, season-

Chart 7.—Percentage Change in Output of Selected Products, First
Half of 1947 from Second Half of 1946
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tion and Automobile Manufacturers Association; tires, Rubber Manufacturers Association; cigarettes and alcohol,
U. S. Treasury Department; steel, American Iron and Steel Institute; radios, Radio Manufacturers' Association; copper,
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of Business Economics.

ally adjusted, paced by a 5-percent in-
crease in department store sales. The
latter are expected to remain substan-
tially unchanged in June, on the basis of
preliminary figures. Adjusted sales in
durable goods stores were down between
April and May, chiefly because of a fall-
ing off in sales by automotive dealers.
Apparently, the decline in automobile
production stemming from short steel
supplies was felt at the retail level with
a minimum time lag.

Inventory Growth Slackens

Businesses in the aggregate added
about 50 million dollars to the value of
their stock of goods on hand in May.
The total dollar increase was substan-
tially less than that of April. As in
April, the increase was confined to manu-
facturers; in the earlier months of the
year, accumulation at the distributive
level accounted for the major share of
the inventory advance.

Wholesale inventories declined in May,
both on an adjusted and unadjusted
basis—the first decline since early 1946.
Retailers' stocks, including department
store stocks, declined in May, the latter
for the third successive month, after
allowance for seasonality.

Among manufacturing industries, the
bulk of the inventory gain occurred in
the durable goods group. The advance
in the nondurable goods field in May was
considerably lower than in the first 4
months of 1947.

Finished Goods Stocks Replenished

An analysis of the nature of the in-
ventory changes in the nondurable goods
manufacturing field, which is more
closely related to consumer goods than
the durable goods field, may help shed
some light on the extent to which retail-
ers may be following a more cautious
buying policy since the first of the year.
In the first 4 months of 1946 shipments
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Table 1.—Sales, Stocks, and Outstanding Orders of 296 Department Stores
[Millions of dollars]

Period

Monthly average:
1940
1941 .
1942
1943 _ _ .. .
1944
1945
1946 .

1946:
January
February
March
April
May
June _
July
August
September
October. ._ _ _ .
November
December,

1947:
January _ , _ _
February
March
April
May _ _ _ - .-

Sales

136
156
179
204
227
255
318

224
239
301
319
304
304
244
303
309
341
404
526

256
250
332
321
332

Stocks, end
of month

353
419
599
508
534
564
714

491
533
583
644
674
699
735
806
828
879
919
776

769
838
865
849
810

Outstand-
ing orders,

end of
month

108
194
263
530
560
728
907

899
979
971
910
934

1,048
1,073
1,012

960
845
691
557

619
603
485
387
348

Receipts
(com-

puted) i

253
281
350
381
334
329
280
374
331
392
444
383

249
319
359
305
293

Net new
orders
(com-

puted) 2

385
364
345
317
358
443
305
313
279
277
289
249

311
303
241
207
254

Stocks and
outstand-
ing orders,

end of
month

461
613
862

1,038
1,094
1,292
1,620

1,387
1,512
1,556
1,554
1,608
1,747
1,808
1,818
1,788
1,724
1,610
1,333

1,388
1,441
1,350
1,236
1,158

Percent
stocks and
outstand-
ing orders
are of sales

339
393
482
509
482
507
507

619
633
517
487
529
575
741
600
579
560
398
253

542
576
407
385
349

1 Receipts equal sales plus inventories at end of month less inventories at beginning of month.
2 Net new orders equal orders outstanding at end of month less orders outstanding at beginning of month, plus receipts.

Sources: Basic data, Board of Governors of the Federal Reserve System; computations, Office of Business Economics

of finished goods by the soft goods indus-
tries exceeded production so that there
was a net decline in finished goods in-
ventories over the period, which was
almost as great as the increase in stocks
of raw materials and goods-in-process.
The first 4 months of this year, however,
witnessed an increase in shipping stocks
which, dollarwise, was more than 60 per-
cent in excess of the increase in inven-
tories of other than finished goods. The
article in the May SURVEY indicated that
finished goods stocks at the end of March
1947 were below the prewar level, in
terms of physical quantities.

Department Stores Shorten Commitments

Recent experience in the department-
store field is indicative of the cautious
buying policies being carried out in some
segments of the economy. During the
latter part of 1946, while economic activ-
ity as a whole was still expanding, de-
partment stores began to make adjust-
ments in inventories and in outstanding
commitments in order to bring them in
line with a no-longer-expanding market.
A leveling off in department-store sales,
evident as early as the summer of 1946,
followed a year of expansion in trade
during which time stocks were inade-
quate and deliveries slow and uncertain.
At the time the sales rise was tapering
off outstanding orders of department
stores had risen to a level 10 times
higher than in prewar years, as pur-
chasers often had placed duplicate or-
ders and had made commitments farther
and farther in advance in an effort to
overcome persistent shortages and re-
build stocks.

The first reaction of department stores
to the leveling off in sales was a curtail-
ment in commitments. The peak in
commitments was reached in July 1946.
After this date a decline, beginning
gradually, was accelerated, bringing a
fall of 50 percent in outstanding orders
by the year-end, and a further drop be-
tween the latter date and the end of May
(see chart 8). Although ordering was
more selective and cancellation options
more widely used, receipts of merchan-
dise remained at a high rate—higher
than sales—and stocks continued to rise
on a seasonally adjusted basis until
March of this year.

Stock-Sales Ratio Reduced

After the turn of the year, however,
receipts were curtailed and soon began to
fall below sales. This is shown by the
data presented in table 1 which applies
to a group of 296 relatively large depart-
ment stores reporting sales, stocks, and
outstanding commitments monthly to
the Federal Reserve banks. While it is
likely that these bigger stores, which
have larger purchasing departments and
are in closer touch with market develop-
ments, took the lead in culling orders
and shortening outstanding commit-
ments, related information suggests that
other retailers soon followed suit. As
already noted, the slowdown in inventory
buying is now rather general at the retail
level.

The scatter diagram (chart 9) showing
estimated seasonally adjusted stocks and
sales for all department stores also high-
lights the reversal which has occurred
over the past few months. May sales
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registered a rise but at the same time
stocks, which were down in March and
April, were further reduced. As a result
of these developments the stock-sales
ratio currently stands substantially be-
low the ratio earlier in the year.

Buying Shift Felt by Manufacturers

Meanwhile, however, the shift in pur-
chasing by department stores and other
classes of retailers during the past sev-
eral months has been reflected at the
manufacturing level, chiefly in the textile
and apparel fields. Output of women's,
misses', and children's apparel has been
substantially lower in recent months
than a year ago. In addition, both cot-
ton and woolen mills have reduced the
rate of operations in recent months, but
the rate remains higher than a year
earlier.

Lower Manufacturing Employment

Employment in manufacturing plants
declined during May for the second suc-
cessive month, with approximately
150,000 fewer persons at work in this
group than in April and 250,000 fewer
than in March, according to data from
the Bureau of Labor Statistics. The de-
cline was somewhat greater than could
be accounted for by seasonal factors.
Manufacturing employment had risen
steadily for 13 months up to March 1947,
after allowing for seasonal influences, al-
though the month-to-month increases
just prior to March were smaller than
those in the first part of 1946.

Chart 8.—Department Store Or-
ders Outstanding, End of Month

(296 Stores)
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Chart 9.—Relationship Between Department Store Stocks and Sales 1
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Employment in durables goods lines
was off slightly less than in nondurables,
although all the major durable groups
except lumber and transportation equip-
ment showed drops in May. A shortage
of materials was chiefly responsible for a
falling off of 40,000 in automobile em-
ployment. Employment in the textiles,
leather, and apparel industries continued
the seasonal decline from March.

The total number of employees in all
nonf arm establishments, however, rose by
some 200,000 in May, according to the
BLS estimates, and stood close to the
March figure, as the decline in manu-
facturing was more than offset by the
increase in contract construction and
the return of workers in the telephone
and bituminous coal industries which
were affected by stoppages in April. The
seasonally adjusted construction em-
ployment estimate for May is just under
the postwar high reached in December
1946. Seasonally adjusted employment
in nonagricultural firms has shown re-
markable stability varying by less than 1
percent between the low and the high
since November of last year.

Recent reports also indicate larger em-
ployment in domestic service and a rise
in the number of self-employed. To
some extent both of these increases re-
flect the continued filling of vacancies
which have been carried over from the
war and early postwar periods when
better-paying job opportunities were
available in other areas.

Decline in Unemployment

The decline in unemployment from 2.4
million in April to just under 2 million in
May was traceable, in part, to the return
of miners who were out of the coal pits
in April because of the safety stoppage
and, in part, to seasonal influences which
saw more construction and agricultural
workers on the job in the later month.
A further labor market development was
the rise from April to May in average
hours worked per week.

Federal Finance

The financial results for the Federal
fiscal year which ended June 30, 1947,
indicate the extent to which the Govern-

ment's financial position has been re-
versed over the past 12 months. The
budget surplus of approximately 750
million dollars was the first in 17 years.
At the wartime peak, the fiscal year
deficit amounted to 57 billion dollars,
and in the period which ended June 30
a year ago it was 21 billions.

Budget vs. Cash Accounts

The reversal of the Government's posi-
tion is more striking in terms of the
actual cash receipts from and payments
to the public, because the excess of cash
income in the fiscal year 1947 exceeded
7 billion dollars. The change from an
18 billion dollar cash deficit in the fiscal
year 1946 to a 7.5 billion dollar cash sur-
plus in 1947 was almost as great as the
cut in the deficit between the last war
year and the fiscal period which ended
June 30,1946. Somewhat more than half
the cash surplus of the past fiscal year
accrued in the January-to-June period
when tax receipts increase seasonally.

For purposes of analyzing the impact
of the Treasury's financial operations,
the cash income and outgo statement is
more meaningful than the budget state-
ment since the cash surplus or deficit
more closely reflects withdrawals from or
additions to the spending flow in the
private economy.

The sizable difference between the
budget and cash accounts is explainable
by the fact that some of the Treasury's
cash receipts are not classed as "budget"
income and, on the other hand, a number
of expenditure items in the budget ac-
counts do not represent actual cash pay-
ments to the public. For example, most
of the cash receipts of the Social Security
trust funds are not counted in calculat-
ing the budget surplus. On the expendi-
tures side, such an item as the bonds dis-
tributed to veterans in payment of
accumulated wartime furloughs was
classified as budget expenditure in 1947
but did not constitute current cash pay-
ments. The differences between the
budget and cash positions of the Federal
Government are shown in table 2 for
some recent years.

Table 2.—Net Budget and Cash Positions
of the Federal Government

[Billions of dollars]

Fiscal year ended
June 30—

1940
1945
1946- . . ...
1947

Net budget
surplus (+)

or deficit (— )

-3.9
—53 9
-20.7

+ 8

Excess of cash
income (+)

or outgo (— )

-2.5
—44.9
-17.8
+7 5

Source: U. S. Treasury Department, except 1947 cash
surplus which includes an estimate for the month of June
1947 by the Office of Business Economies.Digitized for FRASER 
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Receipts Essentially Unchanged

The improvement in the Federal finan-
cial position was accomplished by cutting
expenditures while holding receipts close
to the wartime levels. Total net budget
receipts amounted to 43.3 billion dollars
in the fiscal year 1947 as compared with
43.0 billion dollars in the preceding twelve
months and 46.5 billion in 1945 just prior
to the postwar changes in the revenue
laws. The only major classes of revenue
which were lower than in the fiscal year
1946 were corporate income taxes and
miscellaneous receipts. The drop in the
former category was due to the elimina-
tion of the excess profits tax and the cut
in tax rates, and also to lower corpora-
tion profits before taxes. The drop in
"other" receipts shown in table 3 was due
to lower recoveries on renegotiation of
war contracts.

Individual income tax payments in
the past fiscal year were up slightly as
the larger income base more than offset
the lowered tax rates. Budget receipts
from sales of surplus property accounted
for almost 3 billion dollars last year, but
these receipts are expected to decline
substantially in the current fiscal year,
as the surplus sales program tapers off.

All other principal groups of receipts
showed increases from 1946 to 1947 either
as the result of increased consumer buy-
ing, which raised excise tax revenues, or
higher civilian wage and salary pay-
ments, which boosted receipts from em-
ployment taxes.

Defense Outlays at 17 Billion

The principal factor in the reduction
of Federal expenditures has been the
further cut made in defense outlays.
These outlays amounted to 17.3 billion
dollars in the 1947 fiscal year, as com-
pared with 48.9 billion in the preceding
year and 90.5 billion in 1945, the peak
fiscal year. Included in this category of
expenditures last year was the payment
of almost 2 billion dollars in bonds or
cash to veterans for furlough time ac-
cumulated in military service. Pay-
ments to UNRRA, also included in de-
fense outlays, amounted to 1.5 billion
dollars, as compared with less than 700
million dollars in the fiscal year 1946.
Other classes of defense outlays re-
mained relatively steady over the course
of the fiscal year.

Changes in Federal civilian pay rolls
over the last two fiscal years reflected
the effects of reduced numbers of per-
sonnel, higher salary scales, and a
shortened work week. The drop in ci-
vilian employment in the executive
branch more than offset the 14 percent

Table 3.—Federal Budget Summary
[Millions of dollars]

Receipts:
Income and profits taxes
Employment taxes
Miscellaneous internal revenue . ._ . _ _ _ _
Customs _ _ . _ _ -
Surplus property 1

Other receipts _ _ _ . _.. _ _ __ -

Total receipts . . _ _ _ _ _ _ _
Less net appropriation to Federal Old Age and Survivors'

Trust Funds
Net receipts _ _ - -

Expenditures:2

War and defense 3

Veterans' Administration 4 _ _ _ ... _. ._. _ _.
International finance 5

Interest on debt
Refunds of taxes and duties _ _ _ _ _ __ ___ -
Other 6

Total expenditures

Excess of receipts (-f-) or expenditures (— )

Fiscal year ended June 30 —

1940

2,125
833

2,345
349

273

5,925

538
5,387

1,657
557

1,041
89

5, 953

9,297

-3,910

1945

35, 173
1,780
6,949

355
101

3,382

47, 740

1,283
46, 457

90, 501
2,051

3,617
1,707
2,521

100, 397

-53,941

1946

30, 885
1,714
7,725

435
501

2, 979

44, 239

1,201
43, 038

48, 870
4,253

833
4,722
3,027
2.009

63,714

-20,676

1947

29,307
2,038
8,049

494
2,886
1,929

44, 703

1,444
43, 259

17,280
7,259
3,801
4,958
3,050
6,157

42, 505

+754

1 Act of Oct. 3, 1944.
2 Based on classification used prior to the revised functional classification presented in the January 1947 Budget mes-

sage of the President.
3 Includes net war and defense expenditures of the Reconstruction Finance Corporation.
* Includes transfers to National Service Life Insurance Fund.
6 Includes expenditures under the Bretton Woods Agreements Acts; capital stock of Export-Import Bank, and credit

to United Kingdom.
6 Includes transfers to trust accounts, net expenditures of Government corporations, and other general and special

account expenditures not elsewhere classified.

Source: U. S. Treasury Department.

average pay raise which became effective
in July 1946, with the result that total
pay rolls in this branch were substan-
tially lower in the fiscal year 1947 than
in the preceding fiscal period.

Aftermath Outlays Bulk Large

The aftermath-of-war categories ad-
vanced sharply in the year just ended as
international financial requirements and
Veterans' Administration expenditures
showed a combined rise of almost 6 bil-
lion dollars (see budget summary in table
3). When interest and tax refunds are
included, the aftermath-of-war category
accounted for about 19 billion dollars
out of the 42.5 billion expenditure total.

Increased benefit payments under the
provisions of the G I Bill of Rights
largely were responsible for the increase
in veterans' outlays. The 3 billion dol-
lar increase in payments to meet inter-
national commitments is chiefly ac-
counted for by the drawing down of the
Treasury loan to Great Britain, the com-
pletion of our payment to the Interna-
tional Monetary Fund, and our basic
cash subscription to the International
Bank.

Among the remaining categories in
which expenditures rose from 1946 to
1947, the most important items of in-
crease were connected with agricultural
aid resource development, veterans' hous-
ing, and various public works deferred
from the war period.

Interest charges, which had advanced
at a rate in excess of a billion dollars a
year in the 1943-46 period, totaled
slightly under 5 billion dollars in the
fiscal year just ended, a rise of 236 mil-
lion dollars for the 12-month period.
This rise is largely attributable to the
larger proportion of higher interest-pay-
ing bonds in the debt structure.

22 Billion Dollar Debt Reduction

With financial requirements receding
rapidly from the wartime volume, the
United States Treasury initiated a debt
reduction program early in 1946. By
the end of June 1947 the gross Federal
debt of 257 billion was down 22 billion
dollars from the peak reached in Feb-
ruary 1946. The bulk of this reduction
was achieved by drawing on the large
cash balance of the Treasury. As this
balance approached a working minimum,
the paying of the debt was slowed to a
pace approximating the surplus from
current operations.

As is illustrated in the middle panel of
chart 1, a substantial and steadily grow-
ing share of the total Federal debt is
held by Federal agencies and trust ac-
counts. Hence, the postwar decline in
general public holdings has been some-
what sharper than the total debt reduc-
tion. Throughout the period of large-
scale debt redemption, the Treasury's
policy has aimed at reducing security is-
sues held largely by the banking system.
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Major Revisions in National Income and Product Data

The concepts and statistical proce-
dures involved in the national income
and gross national product statistics
regularly published in the SURVEY OP
CURRENT BUSINESS have for the past 5
years been subjected to careful reexami-
nation. The growing volume of depend-
able economic data made possible not
only the improvement of estimates, but
the development of new techniques for
the establishment of aggregates. The
resulting enhancement of basic mate-
rials and methodology, coupled with clar-
ification of definitions and concepts,
offered an opportunity for a comprehen-
sive revision of the entire series.

War service activities of the Office of
Business Economics claimed first prior-
ity during most of the 5 years spent on
this project, and its progress was further
slowed by the departure of staff members
for military service. After VJ-day, how-
ever, increasing resources were devoted
to the task, and it is an index of the
size of the undertaking that only recently
has the work been completed in all its
detail.

The result is the National Income Sup-
plement to this issue of the SURVEY. This
report presents data on the fluctuations
since 1929 of more than a thousand key
elements of the country's economic life.
It shows the reaction of each to pros-
perity and depression, to war and re-
conversion. Finally, it presents each
sector of the economy in cross-section,
to bring out the basic quantitative facts
about its relation to the other sectors.

The National Income Supplement is
not included in the regular subscription
to the SURVEY OF CURRENT BUSINESS, but
should be ordered direct from the Super-
intendent of Documents. Further par-
ticulars on procurement are indicated on
the back cover of this issue.

The extensive revisions embodied in the
Supplement have been made in the light
of carefully formulated definitions of the
most" important aggregates and their

components. These definitions, differ-
ing in several important respects from
those used previously, were evolved after
extensive consultations—in which spe-
cialists of other countries participated—
and reflect a consensus of expert judg-
ment.

The process of revision involved in
some instances a clarification of detail,
and in at least one outstanding case, a
change in nomenclature. The monthly
Income Payments series hereafter will
be entitled Personal Income-—on the
ground that it includes income in kind,
and income of proprietors, as well as
actual cash payments. It should be
noted that this change has been effected
in the present issue, the Statistical Sec-
tion of which contains the revised data
under the new heading. Those readers
who regularly use the Personal Income
series should refer to the Supplement for
comparable data on earlier periods.

Subsequent issues of the SURVEY OF
CURRENT BUSINESS will present national
income and gross national product ex-
clusively on the revised basis. In the
next issue—for August 1947—statistics
for the first two quarters of 1947 will be
published. With one exception, there-
fore, the Supplement now supersedes all
previous publications of the Department
as the source of official national income
and product statistics.

The State Income Payments series con-
stitutes the sole exception. Because of
the tremendous amount of detail in-
volved, revision of the state income data
will not be completed until next year.
Hence the 1946 State Income Payments
data to be published shortly in the Sur-
vey will be issued on the basis of former
definitions.

The new tools of analysis introduced
in the Supplement provide answers to
economic questions of wide business im-
portance and public interest. How did
the war affect consumer expenditure
patterns with reference to the 250-odd

classes of goods and services? How is
public expenditure at each level of Gov-
ernment distributed among domestic
business, foreign suppliers, employees,
creditors, and other groups? How much
of the nation's foreign spending is done
by business firms, and how much by con-
sumers directly, and by Government, in
peace and war? How does corporate
business compare with noncorporate
business, with Government, with private
households, as a source of income to
Americans? What role do the modern
multi-billion-dollar social insurance
funds play, year by year, in the absorp-
tion and release of purchasing power?
What effect did war have on the relative
importance of the country's 60 major
industries? How did corporation inven-
tories in specific industries respond to
wartime and reconversion pressures?

The series regularly published in the
standard income and product tables
familiar to readers of the SURVEY have
been improved in degree of statistical
reliability, in the amount of supporting
detail shown, and in appropriateness for
their most common uses. Each of the
underlying component series from which
the totals are built up has been reex-
amined, and revised to make all possible
use of newly available source data and
improved methods of estimation. By
this means it has been possible to im-
prove a number of underlying series—
such as those for noncorporate in-
dustry—so that they can be shown sep-
arately for the first time.

The lengthy introduction which ap-
pears in the National Income Supple-
ment—preceding the presentation of
more than 50 tables of new and revised
data—will furnish to SURVEY readers a
description of all important changes in
the data. The explanation it contains
is strictly factual, with no attempt to
analyze the myriad economic forces
whose workings are measured by the
statistics.

Retail Sales and Consumer Income

The pattern of retail trade in the ini-
tial postwar period was reviewed in the
October 1946 issue of the SURVEY.2 This
article described the extent of the shifts
which had occurred during this period

2 "Retail Sales and Consumer Income since
VJ-day," SURVEY, October 1946.

749335—47 2

and indicated the position of various
lines of business in terms of prewar re-
lationships of sales to disposable income.

Toward the end of the war, total retail
sales in current prices were about 20 per-
cent below the amount indicated by the
relationship with consumer incomes over
the period prior to 1942. As is known,

this reflected a variety of circumstances
of which rationing, price controls, and
war savings campaigns were paramount.

Changes in both sales and income
closed the gap by the first half of 1946.
Thereafter, the trend of retail sales con-
tinued generally upward relative to in-
come, but in recent months modification
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of this trend has been discernible.8 Dur-
able goods store sales, retarded by supply
deficiencies in some lines, have been
moving upward toward the prewar re-
lationship to income. Nondurable goods
store sales which, partly as a conse-
quence of the lack of durables, had
moved far above the line of relationship
after the war, continued well above
through the first half of 1947.

There was a moderate tendency dur-
ing this period for the excess to be re-
duced. Only in the food group has the
excess of the actual sales over sales cal-
culated on the basis of the prewar rela-
tionship to income widened during 1947,
and even here the upward trend has been
definitely slowed.4

Nondurable Goods: Sharp Sales Rise

What happened to the two broad
groups of retail stores—the nondurable
and durable goods stores—is shown in
chart 10. After VJ-day, sales at non-
durable goods stores, which throughout
the war were only slightly below the line
of relationship, moved sharply upward.
By the first half of 1946, sales at these
stores were 20 percent above the amount
suggested by the prewar relationship to
income. In the first half of 1947 the
excess of actual sales at nondurable goods
stores over sales calculated on the basis
of the prewar sales-income relationship
had been increased by about 2 billion
dollars (annual rate).

Durable Goods: Sales Gap Persists

The sharp rise in sales of durable
goods stores with increasing quantities
of goods and rising prices is also shown
in the chart. Notwithstanding this
rapid advance from an annual rate of 11
billion dollars in mid-1945 to a rate of
about 23 billion in the first half of 1947,
these sales were still about 30 percent
below the level indicated by the prewar
relationship to income.

Contrast by Sales Lines

Although total expenditures in retail
stores have continued at a high level,
there have been very considerable shifts

SURVEY OF CURRENT BUSINESS July 1947

3 The revised income series introduced in
this issue were not available in time to be
incorporated in the present analysis. The
relationships shown in the chart and dis-
cussed in the text are, in general, not dis-
turbed by the use of the new personal dis-
posable income series, although the absolute
values of the excesses and deficiencies based
on the relationships will be somewhat dif-
ferent.

4 It should be pointed out that the rela-
tionships which Were based on the period
1929 to 1941 have been extrapolated beyond
the range of peacetime observations. The
time period that has elapsed since the war
is still not sufficient to determine the extent
to which any of the relationships may have
been altered by time

Chart 10.—Relationship Between Sales of Retail Stores and Disposable
Income of Individuals l
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in buying in recent months which have
registered a selective impact by lines of
business. The contrasting movements
shown in sales by individual lines of
trade bring out more clearly the changes
from past relationships and afford a bet-
ter basis for an appraisal of the prospects
for retail trade in the months ahead.
Table 4 indicates the kinds of business in

which sales are in excess of the amount
calculated on the basis of prewar sales-
income relationships, those in which de-
ficiencies still exist, and the changes that
have occurred since the beginning of
1946. While these percentages cannot be
regarded as precise measures they illus-
trate both the current situation and re-
cent tendencies.Digitized for FRASER 
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Largest Deficiency for Auto Sales

The largest deficiency in sales relative
to income appears in the sales of motor
vehicle dealers. Despite the sharp rise
in sales at such establishments from an
annual rate of 2 billion dollars in mid-
1945 to nearly 8 billion in the first half
of 1947, the deficiency of the actual from
calculated values was still about 50 per-
cent. While sales at such dealers rose
steadily to a peak in April, a slight de-
cline followed thereafter, reflecting in
large part the drop in shipments of au-
tomobiles in May.

Most Other Deficits Eliminated

In contrast to sales of automobile
dealers, sales at other durable goods
stores are, for the most part, close to the
level based on prewar relationships to
income.

Sales at parts and accessories stores
rose rapidly after VJ-day, and early in
1946 exceeded the volume required to
maintain the prewar sales-income rela-
tionship. This sharp rise, however, was
not continued through 1946; by the first
quarter of 1947, sales had dropped
slightly below the calculated level. The
slight slackening of demand came after
the exceptional increase in car repairs
that followed the removal of gasoline
rationing.

Sales of household appliance and radio
stores and of hardware stores increased
continuously through 1946 and exceeded
the calculated values for these groups in
the first half of 1947. Building material
dealer sales and sales of furniture and
housefurnishing stores still show a deficit
of about 10 percent. In most of these
groups the problem of supply has not
been entirely resolved.

Table 4.—Percent Deviation of Actual
from Calculated Sales1

Class of retail store

Durable goods stores:
Motor vehicle dealers
Lumber and building materials
Furniture and housefurnishings
Hardware stores,
Household appliances and radios
Jewelry stores
Automotive parts and accessories

Nondurable goods stores:
Eating and drinking places
Grocery and combination
Women's apparel and accessories
Filling stations
Drug stores _ __
Department, including mail order. ._
Other food stores
Shoe stores
Liquor stores
Men's clothing and furnishings
Variety stores .

19

First
half

-73
—16
-8
+3

-25
+15
+10

+54
+21
+51
—29
+29
+18
+16
+16
+7

+10

46

Sec-
ond
half

-57
—25
-6
+6
-3
+1
+6

+45
+29
+32
—31
+23
+17
+15
+11

(2)

+10
+2

1947

First
half

-51
—11
-9
+6
+5
—3
-3

+41
+39
+33
—30
+21
+17
+14
+12

—7
+6
—2

* Calculated sales refer to sales that could have been
expected on the basis of the prewar relationship between
sales and the disposable income of individuals.

2 Less than M of 1 percent.
Source: Office of Business Economics.

For jewelry stores, sales throughout
the war tended to follow the prewar re-
lationship to income. Since early in
1946, however, when the peak in jewelry
store sales was reached, the sales trend
has been slightly downward.

Food Sales Dominate Nondurables

Among the nondurable goods groups,
however, somewhat different sales-in-
come patterns are shown. For the most
part sales in the first half of this year
in these groups exceed the values cal-
culated on prewar relationships. Also,
sales in these groups, with the notable
exception of food, generally give some
indication of moving downward toward
the line of relationship with income.
Sales of all food stores and of eating and
drinking places account for the major

part of the total excess in sales of non-
durables relative to the prewar relation-
ship to income.

After following the prewar relationship
to income very closely throughout the
war years, dollar sales of food stores re-
corded a sharp rise relative to income
in the period immediately following VJ-
day. This sharp upward trend has con-
tinued, although at a slackening rate,
so that the excess in sales "compared to
the figure based on the prewar relation-
ship to income has risen almost to 40
percent in the first half of 1947-from
about 20 percent in the first half of 1946.

With few exceptions, sales at the re-
maining nondurable goods stores exhib-
ited a similarity of behavior after VJ-
day. Immediately after the war's end,
sales in these groups rose considerably
above the values indicated by the rela-
tionship to income developed in peace-
time years. During the past year, how-
ever, these excesses have been reduced
to some degree.

Only a few nondurable goods groups
showed sales in the first half of 1947
which were less than the values calcu-
lated on the basis of the prewar sales-
income relationship. Sales of variety
stores reached the line of relationship
early in 1946 and have stayed close to
it ever since. Liquor store sales were
only 7 percent above the calculated val-
ues in the first half of 1946 and have
dropped to 7 percent below in the first
half of 1947. The only nondurable goods
group in which sales have continued to
remain considerably below the calculated
values is filling stations. Sales of these
outlets have stayed about 30 percent be-
low the level calculated on the basis of
the prewar relationship to income since
the beginning of 1946.

Plant and Equipment Survey

Expenditures by American business
for new plant and equipment in the first
quarter of 1947 were about 3.2 billion
dollars, a decline from the fourth quarter
of 1946 and below the amount which
was estimated by business in the survey
made several months ago. However, the
anticipated expenditures for the second
and third quarters approximate the peak
annual rate of nearly 15 billion dollars
per year, with the third quarter esti-
mated at almost 3.8 billion dollars. (See
chart 11.)

Business concerns cooperating in the
joint survey conducted each quarter by

the Office of Business Economics and the
Securities and Exchange Commission
had anticipated several months in ad-
vance that new plant and equipment
outlays of 3.6 billion dollars would be
made in the first quarter of 1947.
Throughout 1946, which was a period of
steadily increasing activity in business
new capital development—and generally
advancing prices—quarterly advance an-
ticipations of the new capital program
were generally revised upward, with the
final figures above the first estimates.
In the first quarter botrTestimates proved
high, possibly through inadequate allow-

ance for unpredictable seasonal factors.
Only the electric and gas utility group
reported a final total above the original
anticipation.

The current survey reveals a moderate
upward revision of the previously antic-
ipated outlays on new plant and equip-
ment in the second quarter of 1947. The
third quarter of 1947 is given as 3,770
million dollars, considerably above the
low first quarter and about in line with
the peak in the closing quarter of 1946.

The tendency revealed by the antici-
pations is for new plant and equipment
expenditures to level off on a high pla-Digitized for FRASER 
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Chart 11.—Expenditures for New Plant and Equipment, All Private
Nonagricultural Businesses
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teau sustained mainly by net additions
to new productive capital, or the replace-
ment of serviceable but obsolescent
equipment. The chemical and allied in-
dustries are perhaps an outstanding il-
lustration of the former, and the rail-
roads of the latter, with the utilities en-
compassing both features.

Changes by Major Groups

The several business classifications
shown in table 5 reveal different trends
in their quarterly new plant and equip-
ment expenditure anticipations. Manu-
facturing industries have a tendency to
slack away from their 1.8 billion dollar
expenditure peak in the fourth quarter
of 1946. Even so, the anticipated expen-
ditures for the second and third quar-
ters continue on a relatively high scale.

Both actual and anticipated new capi-
tal outlays for mining and the commer-
cial and miscellaneous group of business
also display a tendency to level off below
their quarterly peaks at the close of 1946.
On the other hand, the railroads, elec-
tric and gas utilities, and to a smaller
extent the other group of transporta-
tion industries, anticipate continuing
growth in the second and third quarters
of 1947. This tends to offset declines
elsewhere in the estimates and to hold
up the aggregate new capital total for
all business in the immediate future.

Progress of capital expansion plans of
the railroads reflects the problem of ob-

taining equipment which has been com-
mon in some degree to all of the busi-
ness categories. The railroads originally
planned to make capital outlays, in large
part for new rolling stock, of 240 million
dollars in the first quarter of 1947, but
the actual realization was no greater
than 160 million dollars. Moreover, the
second quarter anticipation by the
railroads has been reduced from 280
to 240 million dollars, although the an-
ticipation for the third quarter is placed
at the record high of 300 million dollars.
For the entire year 1946, the new plant
and equipment expenditures by the rail-
roads were only 570 million dollars.

Equipment Expenditures

In the first three quarters of 1947, it is
anticipated that somewhat more than
two-thirds of total new capital outlay
will be for machinery and various kinds
of equipment which accounted for 71 per-
cent or 2,250 million dollars of the total
actual plant and equipment expenditures
of 3,160 million dollars for all business
in the first quarter. Manufacturing in-
dutries accounted for about one-half,
or 1,140 million dollars, of the total ma-
chinery and equipment figure for the
first quarter.

For the year 1946 new machinery and
equipment purchases were 67 percent of
total new capital outlays by all business;
the ratio was 66 percent in the fourth
quarter alone. Although there may be
some reason.to believe that as new plants
are completed the machinery and equip-
ment expenditures may for a time as-
sume a larger proportion relative to total
capital outlays, the increased percentage
of machinery and equipment to the total
for the first quarter of 1947 may reflect
mainly seasonal factors, particularly in
manufacturing industry.

Used Plant and Equipment

Acquisitions of used plant and equip-
ment by business were significant in
1946, when the annual total of such pur-
chases reached an estimated 1.5 billion
dollars. The current survey further sub-
stantiates earlier indications of the
diminishing importance of purchases of
used plant and equipment, as might be
expected with the completion of the
major transitions from the wartime
economy. Although all business acquired
possibly more than 300 million dollars of
used plants and machinery in the last
quarter of 1946, present anticipations
point to a steady decline of such pur-
chases to a figure approximating 100 mil-
lion dollars or le^s in the third quarter of
1947.

Table 5.—Expenditures on New Plant and Equipment by U. S. Business 1946-47 l

[Millions of dollarsi

Industrial group

Manufacturing
Mining
Railroad
Other transportation
Electric and gas utilities
Commercial and miscellaneous 3.

Total: Actual
Second estimate 4

First estimate *

Jan.-
Mar.

1,100
110
100
130
180
580

2,200
2,120
2,090

Apr.-
June

1,400
130
130
170
230
740

9 790
2.890

' 2, o90

1946

July-
Sept.

1,650
160
160
170
280
900

3,310
3, 300
3,140

Oct-
Dec.

1,760
160
180
200
3GO

1,080

3, 730
3, 6.W
3, 400

Total

5,910
560
570
660

1.040
3, 300

12,040
11,960
11,020

Jan.-
Mar.

1,450
150
160
180
330
900

3,160
3, 440
3, 610

1947

Apr.-
June 2

1,700
150
240
220
410
940

3.670
3,560

July-
Sept. 2

1,680
150
300
220
470
950

3,770

1 Excluding agriculture.2 Estimates based on anticipated capital expenditures of business.3 Includes trade, service, finance, and communications.
•'In reporting actual figures for each quarter business concerns also give estimates of similar outlays planned for the

2 quarters following. The second estimate is thus a revision of the first-estimate.
NOTE.—Figures are rounded and will not necessarily add to totals.
Source: U. S. Department of Commerce and Securities and Exchange CommissionDigitized for FRASER 
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Food Prospects for 1947

13

Pood production for this year is ex-
pected by the Department of Agricul-
ture to be about as large as in 1946 and
to remain substantially above prewar
volume. Although 1947 production de-
pends partly upon weather conditions
during the remainder of the growing
season, information to date on plantings
and moisture conditions and on livestock
inventories makes possible approximate
estimates for the year. Then, too, sup-
plies for consumption during the current
year are in considerable part drawn from
production in the previous year, and for
this reason can now be estimated fairly
accurately.

Domestic civilian food consumption in
1947 will be slightly lower than last year
on a per-capita basis, however, accord-
ing to the latest estimates. In addi-
tion to the population growth, the num-
ber of persons in the armed forces will
average lower this year than last. Im-
ports of food will be a little larger al-
though still below the prewar average,
and total exports and noncivilian takings
are expected to be substantially un-
changed from 1946—a decline in military
and other Government purchases is ap-
proximately counterbalanced by a rise
in commercial exports.

More Fats and Oils, Sugar

Although per-capita food consump-
tion is expected to fall fractionally below
the 1946 average, several important foods
will be in increased supply, as shown in
the upper panel of chart 13. Improve-
ment in the Cuban sugar crop has made
available an increase in supplies for
United States consumption sufficiently
large to permit the abandonment of ra-
tioning for household use. Reduced ex-
ports and increased production of edible
fats and oils in 1947 will make available
a larger supply for civilian consumption
than in 1946. Also, more beef and more
butter will be available, but these gains
are offset by lower pork supplies and by
reduced fluid milk and cream consump-
tion.

Curtailed Buying a Factor

Some of the anticipated decreases in
food consumption in 1947, such as in
eggs, potatoes, lamb, and pork, are at-
tributable to reduced supplies available
for consumption—in most of these cases,
because of reduced production. Other
declines, however, such as in canned
fruit, juices, and vegetables, and fluid
milk and cream, are attributable pri-
marily to curtailed consumption because
of higher prices rather than to a reduc-

tion in available supplies. In fact, most
of these products are now available in
larger supplies than a year ago. Be-
cause of the larger carry-over, the 1947
pack of canned vegetables and juices is
expected to be below last year's pack.

More Beef, Less Pork

Meat consumption in 1947 is expected
to be between 150 and 15.5 pounds per
capita, the same as in 1946. Prospects
are for considerably larger supplies of
beef per capita than in any recent year
and for an increase in veal. On the
other hand, lamb will be less plentiful,
and pork output will remain lower than
a year ago until the final quarter of the
year when the larger 1947 spring pig crop
will begin moving to market.

The recent flood damage to the corn
crop will tend to reduce feed supplies
and has raised feed prices but will not
affect 1947 pork supplies to any great
extent. Higher corn prices may be fol-
lowed by some stepping up of the rate of
marketing of hogs later in the year but,
on the other hand, the weight of these
animals may be somewhat reduced. The
more serious impact of tighter feed sup-
plies would be felt through reduced far-
rowings this fall and through lower mar-
ketings of lighter weight animals next
spring.

Chart 12.—Total U. S. Food Dis-
appearance

INDEX, 1935-39 = 100
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POINTS IN TOTAL INDEX

1940 41 42 43 44 45 46

i Estimates for 1947 are forecasts as of April 1947.

Source of data: U. S. Department of Agriculture.

Large Gain in Butter Output

Total milk production in 1947 may be*
about the same as in 1946, but large shifts
will take place in utilization because of
reduced exports of manufactured dairy
products and declining domestic con-
sumption of fluid milk and cream. As a
result of both of these influences, in-
creasing supplies of milk and cream are
being diverted into the usual surplus
channel—butter manufacture. Output
of butter in the first quarter of 1947 was
40 percent higher than in the same
months a year earlier.

Increased lard yield per hog in 1947
and reduced exports are making avail-
able larger lard supplies per capita than
in 1946. Margarine, shortening, and
other edible oils were consumed at more
rapid rates during the early months of
1947 than a year earlier, but stocks of
these oils and of the oil seeds from which
they are extracted have been drawn down
so rapidly that curtailed consumption
will be required for the next several
months until the new crushing season
begins in the fall.

Canned Goods Stocks Nearer Normal

Fresh fruit consumption per capita in
1947 is now estimated to be about as
large as in 1946. The citrus fruit crop—1

harvesting of which began last October-
is larger than the previous year, and
other fruit crop prospects appear favor-
able. Stocks of canned fruits are now
about twice as large as a year ago, al-
though the prospective carry-over is
lower than the prewar average. Canned
fruit juice and frozen fruit stocks are
also considerably larger than a year ago.

Fresh vegetable supplies have been
smaller this spring than in the spring
of 1946, and summer output may also
show a decline. Despite a record pack
of canned vegetables last year, consump-
tion may be reduced in 1947 because of
higher prices, and the pack this year is-
expected to be smaller. Stocks of frozen
vegetables are at record levels.

Production of new-crop potatoes this'
season has been lower than in 1946 and
March intentions to plant were also lower
than last year's acreage in the interme-
diate- and late-crop states. Such a re-
duction in planting—if followed by
normal yield—would tend to reduce the
support activity needed to maintain
prices at 90 percent of parity during the
1947 season.
Income High

Cash farm income in the first 6 months
of 1947 was about one-fourth higherDigitized for FRASER 
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than in the same period a year earlier,
but the year-to-year gain will be nar-
rowed during the second half. This rec-
ord level of farm income is swelled by
temporary conditions arising out of the
end-of-war food crisis abroad, but the
temporary factors have not yet spent
their force.

Food Expenditures Sustained

During the past year food prices have
paced the record advance in the general
level of retail prices. This rise in prices
has been accompanied by a slower in-
crease in disposable income. In adjust-
ing personal budgets to the decline in
purchasing power—as well as to the in-
creased availability of much-desired
durable goods—consumers have made
changes in their spending which are dis-
cussed in another section of this review.

Food expenditures have been sustained
at a high level despite the shifting pat-
tern of spending. Curtailments in ex-
penditures have shown up in other lines
such as women's apparel and in some so-
called luxury items, many of which have
shown a smaller price advance than food.

Supporting Influence of Exports

On the basis of an analysis of farm
income as affected by disposable income
and by exports, a relationship based on
observations for the interwar period in-
dicates that each 1 billion dollars of ex-
ports of farm products is associated with
an increase in cash farm income of 1.6
billion dollars.5 If this relationship holds
in 1947, projected exports of approxi-
mately 4 billion dollars of farm products
will contribute more than 6 billion dollars
to farm income this year as compared
with about 5 billion dollars in 1946 and
1.3 billion in 1935-39 on the basis of the
same calculation. In addition, the vol-
ume of other noncivilian takings of farm
products is expected to be large during
1947 and to exert a significant influence
upon farm income.

The direct influence of export demand
will be important in the following areas:
grains (especially food grains), cotton,
tobacco, manufactured dairy products,
and lard. In addition, purchasing of
eggs for export has reduced the amount
of support activity that has been required
to maintain egg prices.

From the standpoint of the contribu-
tion to cash farm income, exports of
farm products have a major influence in
products accounting for 15 percent of
farm income (wheat, tobacco, and cot-
ton) and an important although declin-
ing influence in products making up an-
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other 20 percent of farm income (eggs,
manufactured dairy products, and lard).
Although the proportion exported of the
two major products—cotton and to-
bacco—is not unusually large in relation
to prewar years, the value contribution
of these exports to farm income is large
because of the high prices at which
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these products are being sold. In this
connection reference might be made to
the article, "Farm Price Supports and the
General Price Level," appearing in this
issue, which assays the implications of
existing support legislation for the course
of agricultural prices and income in the
period ahead.

Chart 13.—Civilian Consumption of Major Foods, Per Capita 1
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6 SURVEY, December 1946, p. 5.

1 Data are for calendar years except fresh citrus fruits, which are for crop years beginning in October of previous year
2 Based upon prospective supplies as of May 1947, except that for sugar, estimate isjmsed upon latest allocation.

Sources: Basic data, U. S. Department of Agriculture; indexes computed by Office of Business Economics.
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Business Population and Turn-over
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The sharp rise in the business popula-
tion which began as the war neared its
close continued through the first quar-
ter of 1947. By the end of 1946, however,
it was clear that the number of firms in
operation was approaching a point of
balance with the general level of busi-
ness activity and that the pace of the
advance had slackened appreciably.

Postwar Rise in Business Population

The wartime decline in number of
firms and the subsequent rise is indicated
by the solid line in chart 14. Prom the
prewar high of about 3.4 million firms in
September 1941 the business population
declined to almost 2.8 million in Decem-
ber 1943 and then rose steadily to 3.6
million as of December 1946. These
changes may be compared with those
shown by the dotted line in this chart,
which indicates the hypothetical level of
the business population calculated on the
basis of its average prewar (1929-40) re-
lationship with the general level of busi-
ness activity.6 During the 1929-40 dec-
ade, the chart shows that agreement of
calculated with actual values was gener-
ally close. As the war program pro-
gressed, however, the two lines departed
temporarily, for the number of firms ac-
tually in operation declined even though
the level of business activity increased
enormously.

The special wartime conditions which
accounted for this departure are by this
time well known to readers of the
SURVEY.' It is sufficient to note here
that with the end of the war these same
factors worked in reverse. As the econ-
omy reconverted and business resumed
its peacetime pattern, the number of
firms in operation was very substantially
expanded and the gap between the actual
and calculated levels of the business
population narrowed swiftly. As of De-
cember 1946 the actual number of firms
in operation was within 65,000, or 2 per-
cent, of the number expected on the
basis of the prewar relationship with the
general level of business activity.

8 The form of this relationship and its im-
plications were discussed at greater length
in "The Postwar Business Population," SUR-
VEY OF CURRENT BUSINESS, January 1947.

7 Numerous factors combined to concen-
trate activity in the big business sectors of
the economy and to curtail activity in small
business sectors. Thus, for example, the
wartime controls over materials and man-
power had the effect of limiting or reducing
activity in the least essential segments of
the economy, such as construction, some
lines of retailing, wholesaling and the service
industries, all fields in which small business
units are predominant.

The magnitude of the recent retarda-
tion in rate of increase of the business
population is shown in table 6. During
the first 6 months of 1946 the annual
rate of increase in number of firms
reached a high of 18 percent but dropped
to 9 percent in the last 6 months. The
decline was especially pronounced for
contract construction, but the slowdown
affected to some extent every industry
group. Least affected was mining and
quarrying, an industry group which ex-
panded less than any of the others since
December 1943.

Gap Between Births and Deaths Narrows

Chiefly responsible for the reduced rate
of increase in the business population
has been the decline in number of new
businesses started, illustrated in chart
15. In the first quarter of 1946 the num-
ber of new businesses reached the record
high of 188,000, but dropped steadily to
104,000 in the last quarter of the year.

The gap between new and discontinued
businesses, representing the net incre-
ment in the business population, was also
narrowed, however, by the rise in discon-

tinuances, though the effects of this trend
thus far have been relatively moderate.
Prom 32,000 in the fourth quarter of 1944
discontinuances advanced gradually to
54,000 in the last quarter of 1946, with the
pace of the rise increasing in the second
half of the year. Although in chart 15
the recent advances in the number of dis-
continuances appear dwarfed by the
larger fluctuations in new business, it is
apparent from chart 17 that on a relative
basis these increases were substantial,
amounting to 45 percent between the last
quarter of 1945 and the last quarter of
1946.

The factors underlying the recent
trends in business entries and discon-
tinuances were touched upon in part in
the earlier article cited in the footnote.
With the end of the war opportunities
for new enterprises loomed in virtually
every sector of the economy. In re-
sponse, approximately one million new
concerns were started in the 2 years pre-
ceding December 31,1946, filling the gaps
in the economy opened by the war and
reinforcing facilities in areas deemed
most likely to prosper in the immediate
postwar period. By the end of 1946 it

MILLIONS OF FIRMS
4.5

Chart 14.—Number of Firms in Operation
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2 Data for the fourth quarter of 1946 are preliminary.

Source of data: Office of Business Economics.
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Chart 15.—New and Discontinued
Businesses
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1 Data for fourth quarter of 1946 are preliminary.

Source of data: Officeof Business Economics.

appeared that at least the more obvious
of such opportunities had been taken,
and indeed, as shown in chart 14, the
size of the business population as a whole
appeared nearly in line with the prevail-
ing level of business activity.

On the other hand, the generally fa-
vorable market and the rising trend of
prices resulted in an abnormally low level
of discontinuances. Only in the last 6
months of 1946 did the number of liqui-
dations increase materially, and the
level, even at the end of the year, was
still low in the light of prewar experi-
ence and the number of casualties nor-
mally to be expected among the many
thousands of firms recently started in
business.

Trends in First Half of 1947

Although basic data from which the
business population series are compiled
are not yet available for the first half
of 1947, related series throw some light
on the trends to be expected in this
period. Thus, in chart 16 it may be
noted that the decline in the number
of business incorporations continued
through the first half of 1947 and that
the direction of change in this series
roughly corresponds in previous quarters
with that of new businesses. It should
be noted that the data plotted in chart
16 are index numbers and therefore in-
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dicate relative changes in the number of
new businesses and of incorporations
rather than the absolute levels of these
series.

Similarly, the index of corporate dis-
solutions shown in chart 17 has advanced
materially during the first half of 1947,
continuing the upward trend in immedi-
ately previous quarters. The rise in dis-
solutions between the last quarter of
1946 and the second quarter of 1947
amounted to 13 percent. It should be
borne in mind, however, that the magni-
tude of quarter-to-quarter changes in
corporate dissolutions and in discontinu-
ances sometimes differs materially.

Failures Rise

The series on "discontinuances" shown
in charts 15 and 17 refer to business clo-
sures of all kinds, including those attrib-
utable to the retirement or illness of the
owners, to business failure, or to other
reasons. In chart 18 business failures,
as legally defined, are shown separately.
These failures consist primarily of bank-
ruptcies but include generally business
enterprises which have discontinued with
known loss to creditors. They, of course,
do not include the many firms which dis-
continue because of inability to make a
profit or in order to avoid financial loss
when such firms are not involved in court
settlements with creditors or other set-
tlements which become a matter of public
record.

It is, in any case, significant that the
commercial failures shown in chart 18
have advanced sharply from about 800
in the year 1945 to an annual rate of 2,800
in the first quarter of 1947 and to more
than 4,000 at an annual rate in the sec-
ond quarter of the year. Nevertheless,
although rising, the level of failures dur-
ing the first half of 1947 was still far
below that prevailing in prewar years.
In 1940 there were 14,000 failures and
in 1939, 15,000.
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Chart 16.—New Businesses and
Business Incorporations 1
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1 Data are preliminary for fourth quarter of 1946 lor
new businesses, and for 1947 for incorporations.

2 Data are adjusted for seasonal variation. Charitable
and other nonprofit organizations are excluded.

Source of data: Office of Business Economics.

Implications

An analysis of related series, therefore,
suggests that both the decline in num-
ber of new businesses and the rise in dis-
continuances have continued over the
first 6 months of 1947, a conclusion which
agrees with the analysis of underlying
factors previously given. It is by no
means certain, however, that the mag-
nitude of these changes during the first;
half of the year was sufficient to result,
in a net decline in the business popula-
tion, for at the end of 1946 the number
of firms in operation was still increasing
at a rate of 50,000 per quarter. Never-
theless, it is clear that the substantial
leveling off in the rate of increase since
the latter part of 1946 was to be expected
in the light of the current relationship
between the growing business population

(Continued on p. 22)

Table 6.—Number of Firms in Operation and Rates of Change

Industry

All industries

Mining and quarrying
Contract construction
Manufacturing _ _
Transportation, communica-

tion, and other public utili-
ties

Wholesale trade
Retail trade __ _
Finance, insurance, and real

estate
Service industries . _ _

Number of firms (thousands)

Sept.
1941

3, 398. 0

23.4
243. 8
225.8

209.2
146. 2

1, 620. 8

285.0
643.8

Dec.
1943

2, 835. 6

26.0
147. 1
227.6

187.9
114.0

1,318.0

267.5
547.5

Dec.
1945

3, 224. 1

26.3
189.2
262.5

206.1
143.2

1, 493. 5

286.0
617.3

June
1946

3, 494. 7

27.2
232.2
287.8

216.8
160.1

1, 614. 5

294.8
661.2

Dec.
1946

3, 644. 6

28.0
247.9
307.8

222.6
169.0

1, 674. 1

298.5
696.6

Average annual rate of change
(percent)

Sept.
1941-
Dec.
1943

-7.7

+4.8
-20.1

+.4

-4.7
-10.5
-8.8

-2.8
-7.0

Dec.
1943-
Dec.
1945

+6.6

+.6
+ 13.5
+7.4

+4.7
+12.1
+6.5

+3.4
+6.2

Dec.
1945-
June
1946

+17.5

+7.0
+50.6
+20.2

+ 10.7
+25.2
+ 16.9

+6.2
+14.7

June
1946-
Dec.
1946

+8.7

+6.0
+14.0
+ 14.4

+5.3
+ 11.4
+7.5

+2.5
+11.0

Source: Office of Business Economics.Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis
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time lag in revising support prices. A
possible consequence is that many sup-
port prices will remain above 90 percent
of parity, and even above the full parity
price, pending downward adjustment of
support levels. The point to be stressed,
however, is that existing legislation, if
made fully effective, would guarantee a
minimum farm price level of 90 percent
of parity for the supported commodities
(which provide about six-tenths of farm
income) with levels for unsupported
farm products depending on the strength
of the substitutive relationships between
them and the supported commodities.
Hence, the probability of a disparate fall
in farm prices relative to nonfarm prices,
to the extent that has frequently oc-
curred in previous deflationary periods,
is ruled out. The actual limit to a po-
tential decline in farm prices would thus
be determined more by the behavior of
nonsupported farm and industrial prices
than by the support machinery itself.

Prop to Farm Income

Once farm supports become effective,
not only would they tend to bolster costs
in those industries heavily dependent
upon agricultural raw materials, but they
would also serve to sustain farm income
at a higher point than would otherwise
be possible. The decline of farm prod-
uct prices to support levels, without al-
lowing for any decline in industrial prioes
that would affect the parity index, would
hold cash farm income at more than 20
billion dollars. The latter figure would
represent a decline of more than 4 bil-
lion dollars from the 1946 level, and
somewhat more from the prospective
higher income in 1947. But even at 20
billions, cash farm income would still be
as high as during the relatively prosper-
ous years of 1943 and 1944. A concom-
itant price decline in the industrial seg-
ment would, of course, tend to reduce this
income. Since farmers comprise an im-
portant market for consumers' and pro-
ducers' goods, a continuing high level of
cash farm income would operate as a
deterrent to falling nonagricultural prod-
uct prices.

Prospective Support Operations

With farm prices currently in a strong
position because of the heavy volume of
exports and high consumer income, only
a few commodities have required support
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in the past few years. Should these con-
ditions change, however, supports may
be required for a broad range of com-
modities during the Steagall period end-
ing December 31, 1948. Price declines
occurring among all the commodities
that now require support by existing leg-
islation will present many new problems
to the price-supporting agency in terms
of the volume of funds necessary to make
the price floors effective, with respect to
maintaining supports at the exact sup-
port levels, and in connection with the
disposal of agricultural supplies acquired
by the Government in its loan and pur-
chase support operations.

Beyond the expiration of the Steagall
period at the end of 1948, supports under
existing legislation will be required only
for some of the basic commodities, at
levels ranging from 50 to 75 percent of
parity. Unless the support legislation is
revised to extend over a wider area of
commodities, operations to support such
a limited number of products would
have a considerably smaller effect on the
average of farm prices and on farm in-
come than is possible under the legisla-
tion now in force.

The Business
Situation

(Continued from p. 16)

and the relatively stable level of business
activity.

This retardation in the growth of the
business population is not without some
implication for the general business out-
look. Since VJ-day the demand for in-
ventories of raw materials and finished
goods, for credit and capital, for indus-
trial and other business equipment, and
for manpower has been subject to the
constant pressure of a steadily expand-
ing influx of new buyers. The excess of
business births over business deaths
between mid-1945 and December 1946
amounted to nearly 600,000 firms, al-
though it is noteworthy that most of
these new concerns were small. Thus,
while the high level of demand spurred
the establishment of new businesses, the
growing business population itself pro-
vided some further stimulus to the high
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Chart 17.—Discontinued Busi-
nesses and Corporate Dissolu-
tions l
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1 Data are preliminary for fourth quarter of 1946 for
discontinued businesses, and for 1947 ior dissolutions.2 Data are adjusted for seasonal variation. Charitable
and other nonprofit organizations are excluded.

Source of data: Office of Business Economics.

level of demand. While it is difficult to
assess the extent of this stimulus, it is
apparent that if current trends persist
this element of buoyancy in the nation's
major markets will occupy a role of di-
minishing importance in the immediate
future, when compared with experience
in the 2 years immediately following the
end of the war.

Chart 18.—Commercial Failures
THOUSANDS OF FIRMS

16

12

1940 1941 1942 1943
ANNUAL TOTALS

1944 1945 1946 1947
-* QUARTERLY TOTALS

AT ANNUAL RATE
47-341

Source of data: Dun and Bradstreet, Inc.

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

July 1947



Chart L-COMPOSITION OF GROSS
NATIONAL PRODUCT
BILLIONS OF DOLLARS

1 0 0

7 5 \ PERSO
j LX

5 0

2 5

o, i \ r

SJAL CONSUMPTION \
PENDITURES^r^"^ i

150

100

7 5

5 0

2 5

\ . 0

0, U

2 5

GROSS PRIVATE * .
DOMESTIC INVESTMENT I

.j \ L , 0

NET FOREIGN

0 ,
vCVJffiftSffiftl&y*'*'

_XP
, o

100

75

50

25

j GOVERNMENT PURCHASES* '

J

2 5

*GOODS AND SERVICES.

1945 1946
QUARTERLY TOTALS, SEASONALLY

ADJUSTED, AT ANNUAL RATE

1947

47-400

755297—47-

The

Business Situation
By the

Office of Business Economies

FIRMING of commodity prices during July was accompanied
by seasonal declines in retail trade and manufacturing

activity. At the same time, total employment was at a high
point, as a result of the summer rise in agriculture, construction,
and various service trades, and the flow of personal income was
being bolstered by further upward adjustment of wage rates.

With consumer, business, and foreign demand remaining rela-
tively steady, apart from seasonal influences, and with Govern-
ment purchases showing only minor variations, there was appar-
ently little change—other than that resulting from the upward
drift of prices—in the aggregate value of production as the econ-
omy entered the second half of the year. In the second quarter
of 1947 gross national product was at an annual rate of 226
billion dollars, according to the estimates presented in this issue.
This dollar rate is somewhat higher than the war peak, reflect-
ing the substantial price increases during the postwar period.

The recent advances in the weekly wholesale price index have
occurred not merely in the volatile farm and food sectors, but in
the industrial sector as well. Thus, the 3-month period of rela-
tive steadiness in the over-all price index for commodities other
than farm products and foods was terminated in July as new
increases were made effective for a wide range of industrial
products. Among the increases which will affect raw material
costs for an important segment of industry was the advance in
prices of principal steel products, amounting to about 6 dollars
a ton, on the average.

Inventory Rise Slackens, Foreign Investment Stepped Up

Data now available covering the second quarter show the
magnitude of the counterbalancing changes that served to sus-
tain private expenditures. On the downside was the decline in
the rate of inventory accumulation which, on a national product
basis, dropped from an annual rate of 2.7 billion dollars in the
first quarter to 1.5 billion dollars in the second quarter. The
month-to-month changes in the book value of total business
inventories were minor in both May and June, with actual de-
clines—largely seasonal—being recorded at the distributive level
in the 2 months.

On the upside, net foreign investment in the second quarter
rose to 10.6 billion dollars, at seasonally adjusted annual rates,
an increase more than sufficient to offset the drop in net inven-
tory buying. Although the value of shipments abroad in June
was lower than in the 3 preceding months, it seems that the
decline was associated with the 3-day work stoppage at many
ocean ports.

Developments in International Field

There were two significant economic events in the interna-
tional field in July: First, the establishment of convertibility of
sterling received by other countries in payment for exports of

1Digitized for FRASER 
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goods and services to the United King-
dom; and, second, the sale of debentures
by the International Bank for Recon-
struction and Development.

The requirement to convert sterling
paid out on current transactions into
dollars or other "hard" currencies begin-
ning with July 15, 1947, is part of the
loan agreement between the United
States and the United Kingdom which
was signed on July 15, 1946. The latest
step makes currently earned sterling bal-
ances generally transferable in world
trade even when the United Kingdom is
not a partner. Over the last several
months, however, the list of countries
whose sterling receipts could be con-
verted had been gradually extended, so
that only very few additional countries
remained to be added when the deadline
of July 15th arrived. It is important to
note that the obligation to exchange
dollars for sterling does not apply to pre-
vious obligations, particularly to sterling
obligations incurred during the war, ex-
cept in so far as specific agreements
with the creditor countries made them
convertible. At the present time the loan
arrangement with the United States is
meeting the current deficit, but these
dollar resources are being depleted at a
more rapid rate than contemplated at
the time the loan was negotiated, for a
variety of reasons. These include the
inability of the United Kingdom to meet
the projected export schedule at the
same time that increased prices of goods
obtained from the United States and
other countries raised the expenditures
for imports.

Initial Borrowing by International Bank

A new source of dollars for foreign
countries was opened up by the success-
ful first offering in July of 250 million
dollars of debentures by the Interna-
tional Bank for Reconstruction and De-
velopment. Two types of bonds were is-
sued in the amounts of 100 million
dollars at 2*4 percent for 10 years and
150 million dollars at 3 percent for 25
years. Both issues were admitted at
once to trading on the New York Stock
Exchange where they were quoted at a
premium.

The 250 million dollars would meet the
bank's requirements for the recently
granted loan to Prance in the same
amount. Further bond issues, and the
725 million dollars obtained from the
members' subscriptions (including 635
million dollars from the United States)
would be required to meet additional re-
quirements when action is taken on fur-
ther loan requests which so far amount to
over 2 billion dollars.

Construction Activity Up, Awards Lag
On the construction front, activity

continues to show the usual seasonal
gains, with the largest relative increases
occurring in residential building and
public highway construction. The cum-
ulative dollar value of new construction
this year through July was 35 percent
above the value in the same period of
1946. The year-to-year gains in June
and July were 22 and 16 percent, respec-
tively.

Both the number of new permanent
private dwelling units started and the
number completed in June were higher
than in the preceding month. June
"starts" totalled 75,000, probably the
highest for any month since the period
of the twenties, and completions were
63,000.

The value of contract awards for con-
struction declined from May to June to
about the same volume as in March and
April, even though some rise is normally
expected during this season of the year.
For the first half of the year, the total
value of contract awards was about 10
percent below the value in the same
period a year ago. Awards for nonresi-
dential building, due partly to official re-
strictions in effect this year, were almost
one-fourth less than last years' volume,
but contracts for public utilities and
heavy engineering construction were
running ahead of a year ago.

Little Change in Retail Sales

Retail sales have shown the least va-
riation since the first of the year of all
elements in the total demand picture.
June sales, at a seasonally adjusted an-
nual rate of 106 billion dollars, were at
about the same rate as in the 2 pre-
ceding months and 15 percent above the
figure for June 1946.

The major area of strength in the sales
picture continued to be in the durable
goods group. Sales at home furnishings
and building materials and hardware
stores advanced 10 and 5 percent, re-
spectively, from May to June, after ad-
justment for seasonality. Automotive
dealers reported little change, however,
due to the lower volume of new car de-
liveries in the latest months.

Sales at nondurable goods stores were
generally unchanged in June, although
some falling off in business volume was
noticeable at eating and drinking places.
The year-to-year gain for the nondur-
able goods group was smaller than in
the preceding month even though food
sales in June 1946 were held down by
the limited meat supply.

Pick-up in Department Store Orders

As already noted, the accumulation of
inventories by department stores and

other retail outlets was halted during the
second quarter of the year. This devel-
opment came about as a result of the
shift in buying policy instituted by the
larger merchandisers in the latter part
of 1946, as a result of developments
which influenced other retailers with
some lag. Late this spring, however,
there was evidence that this policy had
produced the desired stock-sales ratios
in some segments so that new orders
began to pick up to a point more in line
with current sales. The widespread re-
newal of summer sales indicates the re-
turn of prewar policies of not carrying
over seasonal merchandise, but these
clearances are being accompanied by the
building up of fall stocks.

Federal Reserve Board statistics cover-
ing stocks, sales, and outstanding orders
of 296 large department stores indicate
an increase in new orders in both May
and June from the low point reached in
April. Although some pick-up in order
placing is customarily expected at this
time, the increase this year was larger
percentagewise than that which took
place between April and June a year ago.
The rise in new orders, in addition to the
low level of merchandise receipts in June,
brought about the first increase in total
outstanding commitments of these stores
since the first of the year.

Industrial Production Edges Downward

Industrial production continued to
edge downward in June and July, chiefly
as a result of slackening activity in some
nondurable goods manufacturing indus-
tries and the temporary slow down in
steel operations which stemmed from
uncertainty over the signing of the new
work contract in the coal industry. The
Federal Reserve Board seasonally ad-
justed index of nondurable goods manu-
facturing at midyear was about 5 per-
cent below the first quarter average.
Durable goods manufacturing showed
only minor variations over the half-year
period, with supply difficulties still limit-
ing the output of finished goods. Assem-
blies of passenger cars and trucks, for
example, dropped from 398,000 in June
to about 380,000 units in July, or 4 per-
cent, despite the fact that there was one
more working day in the latter month.
On a daily average basis, output in July
was the lowest since January.

The dollar value of manufacturers*
shipments was lower in June than in the
preceding 2 months, but the index of
shipments, which is adjusted for the
number of working days, rose during the
month. Daily average shipments were
higher in both the durable and nondur-
able goods industries.
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Seasonal Gains Lift Employment Total

As a result of influences largely sea-
sonal in nature, total civilian employ-
ment increased in June, with approxi-
mately 60 million persons reported by
the Bureau of the Census as holding
civilian jobs, as compared with somewhat
over 56 million in June 1946.

The volume of employment is nor-
mally at a seasonal high in the summer
months, and the labor force also under-
goes a rise as schools close down for the
vacation period. Thus, the 1.7 million
rise in employment from May to June
was acompanied by an increase in un-
employment associated with these tem-
porary entries. At 2,6 millions, unem-
ployment was at the same level as a year
ago, but the Census week came several
days later this year and caught a larger
number of persons just out of school.

Farm work accounted for an increase
of 1.4 million jobs from May to June, as
employment in agriculture reached 10.4
million, 400,000 more than a year ago.
June was the second consecutive month
in which the number of farm workers
exceeded the number in the correspond-
ing month of 1946.

Among the seasonal changes affecting
nonfarm employment, most important
were the further rise in construction em-
ployment and the advances scored in
mining, transportation, trade, and serv-
ices. A further factor was the return of
the remaining telephone workers who
had been on strike.

INo Change in Factory Employment

Manufacturing employment, according
to Bureau of Labor Statistics estimates,
showed little change from May to June,
a period in which some seasonal increase
was to be expected. Thus, the seasonally
adjusted index continued the slow de-
cline in evidence since March of this
year. It should be pointed out, however,
that the appropriate seasonal adjust-
ments are sometimes difficult to deter-
mine because of changes in the long-
term seasonal pattern of operations in
some industries.

Within manufacturing, the recent
changes have been comparatively small
and were largely in the nature of offset-
ting seasonal movements. Among the
industries reporting gains were food
processing and lumbering. The decline
in textile and apparel employment ap-
parent since the early months of the year
appeared to have been about halted in
June. The small declines in such indus-
tries as radio, nonferrous metals, and
rubber, however, could not be ascribed to
seasonal factors.

Chart 2.—Weekly Insured Unemployment
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Unemployment Rises Seasonally

The increase of almost 600,000 in the
persons unemployed in June occurred
primarily in the school-age brackets and
represented for the most part summer
job hunting by students just out of
school. Over the past twelve months un-
employment has moved within the nar-
row range of from 1.9 to 2.6 million per-
sons, with most of the variation ac-
counted for by the seasonal shifting in
job opportunities.

As may be seen from chart 2, insured
unemployment in mid-July was slightly
under 2 million persons, a level which
has prevailed since early May. The in-
sured unemployment statistics are de-
rived from reports on continued claims
(i. e., all claims other than initial claims)
filed under the State and Railroad un-
employment insurance programs and
under the Veterans' Unemployment Al-
lowance program and are not directly
comparable with the Census estimates of
unemployment derived from the month-
ly sample survey of the labor force. The
more obvious differences between the two
sets of figures stem from the limited cov-
erage of the unemployment programs,
the exhaustion of benefit rights, the
treatment of workers with jobs but not
at work, the handling of part-time work-
ers, and the definition of unemployment.

The low point over the last year in the
number receiving State unemployment
benefits was reached in November 1946.

By the end of the year, the number had
risen to slightly over 1 million, and it has
remained above that level for the last 6
months. On the other hand, the number
of veterans receiving unemployment al-
lowances has been declining almost
steadily for more than a year, as former
servicemen found peacetime occupations
in the active job market which has pre-
vailed, or, in some cases, exhausted their
benefit rights. Some 760,000 were re-
ceiving veterans' allowances in mid-July,
as compared with 1.7 million a year
earlier.

Personal Income Moves Upward

Higher wage rates and farm product
prices were the principal factors re-
sponsible for the rise in personal income
in June to an annual rate of 193 billion
dollars, after seasonal correction, but the
termination of the strike in the telephone
industry also influenced the month-to-
month change. The rate was under 192
billion dollars in May and about 173
billion dollars in June of last year.

The contribution of increases in aver-
age hourly wage earnings to the rise in
personal income so far during 1947 is
described in the quarterly analysis of the
income flow which appears in a later
section of this review. Wage rate ad-
justments, affecting the cost of both
basic raw materials and fabricated prod-
ucts, have also influenced the recent up-
ward move in industrial prices.
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Wholesale Prices Top March Average

The advance in wholesale prices which
took place in July resulted from increases
in the three broad groups of commodi-
ties: farm products, foods, and indus-
trial commodities. Unlike the price in-
dexes for farm and food products, which
reached high points in March, receded
somewhat, and then rose again, the in-
dex for the nonfarm, nonfood group had
shown practically no change for 3
months prior to July.

New highs in fuel and lighting prod-
ucts prices, reflecting primarily the July
increase in bituminous prices, in addi-
tion to advances in the prices of iron
and steel products, leather, and hides
and skins accounted for most of the in-

crease in the industrial price average.
As a result of developments abroad,
crude rubber prices which had been un-
der steady downward pressure earlier in
the year, moved forward again in July,
showing a net gain of 14 percent for the
month. It may be noted that the recent
price increases for steel and coal were
not fully reflected in the price indexes
during July.

The rise in prices of farm products
during July reflected for the most part
higher livestock and poultry prices. Late
June and early July declines in grain
prices were wiped out in following weeks
and by the end of the month grain prices
were again close to the postwar highs of
last March. Except for fruits and vege-
tables, prices of foods continued their

rise, the wholesale food price index at
the end of July standing 3 percent above
the end-of-June level.

Prices of building materials continued
to edge down slightly in July, while sub-
stantially lower prices for oils and fats
and drugs and Pharmaceuticals reduced
the index of chemicals and allied prod-
ucts prices by 4 percent over the month.

Food Prices Lead Rise at Retail

On June 15, the BLS Consumers' Price
Index stood at 157 (1935-39 = 100). Most
of the increase of about 1 percent over
the index for the previous month was
attributable to the higher cost of food.
In the case of meats, for example, the
May-to-June advance averaged 6 percent
at retail.

National Product and Income in the First Half of 1947

In the second quarter of 1947, the gross
national product, which measures the
market value of the output of goods and
services produced by the Nation, was
flowing at an annual rate of 226 billion
dollars. This represented an increase
over the first quarter, but the rate of
growth had slackened as compared with
1946.

In terms of current dollars, the level
of production is at an all time high,
exceeding by 4 billion the war peak of 222
billion dollars reached in the first quarter
of 1945. To a considerable extent, how-
ever, these dollar values reflect higher
postwar prices. The volume of produc-
tion—though far above prewar levels—
was below its wartime peak because less
urgent demand led to shorter hours of
work and withdrawals from the labor
force.

As can be seen from chart 3, the post-
war dip in national product was small
and the recovery rapid. The major
forces responsible for maintaining eco-
nomic activity in spite of the rapid
liquidation of war production can be
summarized with the aid of table 1.

Postwar Expenditure Pattern

Table 1, which compares the second
quarter of 1947 with the second quarter
of 1945, is similar to the table on the
"Nation's Economic Budget" published in
recent annual Budget messages of the
President and in his Economic Reports to
Congress. It represents a rearrange-
ment of the basic national income and
product data so as to show the impact
of the four major sectors of the econ-

omy — consumers, businesses, govern-
ment, and foreign nations—upon the
flow of income and production. The
main difference between table 1 and the
regular gross national product statement
is that it shows not only the expendi-
tures for gross national product by the
various sectors, but also their receipts
and net expenditures.

It can be seen from this table that in
the second quarter of 1947 personal con-

sumption expenditures—at an annual
rate of 159 billion dollars—accounted for
70 percent of total expenditures for gross
national product. In the second quarter
of 1945, immediately before the end of
the war, they constituted only 54 percent.

To put the comparison in a somewhat
different manner, in the second quarter
of 1947 individuals saved 11 billion dol-
lars at annual rates out of a total dis-
posable income of 170 billion. Two years

Table 1.—Receipts and Expenditures for Gross National Product by Major Sectors
of Economy, Second Quarter of 1945 and 1947; Seasonally Adjusted Quarterly Totals
at Annual Rates

[Billions of dollars]

Persons:
Disposable income _
Consumption expenditures
Net expenditures

Private business:
Undistributed corporate profits and other

reserves *_ .._ _
Gross domestic investment
Net expenditures

Rest of the world:
Net foreign investment

Government:
Receipts
Expenditures
Net expenditures . _ _ _

Adjustment for nongross-national-product receipts
and expenditures 2 _ _

Gross National Product or Expenditure

Second quarter 1945

Receipts

152.9

19.1

56.1

-7 .9
220. 2

Expend-
itures

118.8

7 6

-2 .6

104.3

-7 .9
220.2

Net ex-
pend-
itures

—34 1

—11.5

—2.6

48.2

0
0

Second quarter 1947

Receipts

170.1

14.9

55.7

-14.7
226.0

Expend-
itures

159.0

28.8

10.6

42.3

-14.7
226.0

Net ex-
pend-
itures

-11.1

13.9

10.6

-13.4

0
0

1 Consists of undistributed corporate profits, corporate inventory valuation adjustment, capital consumption allow-
ances, and the statistical discrepancy.

2 Consists of Government expenditures other than for gross national product—viz., transfer payments, net interest
payments, and subsidies minus surplus of Government enterprises.

Note: The main difference between table 1 and the "Nation's Economic Budget" as published in recent annual
Budget messages of the President and in his Economic Reports to Congress lies in the treatment of Government receipts
and expenditures. The measurement of Government receipts and expenditures in table 1 conforms to national income
and product definitions (cf. footnote 1 to table 8 in the National Income Supplement to the July Survey of Current
Business); in the ''Nation's Economic Budget" the "Receipts from and payments to the public" concept is employed.
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Chart 3.—Gross National Product
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Source of data: Office of Business Economics.

earlier, under the influence of wartime
incentives, shortages, and price controls,
they had saved 34 billion dollars, or three
times as much, out of a disposable in-
come of only 153 billion. This postwar
shift in consumption outlays, influenced
to a considerable extent by the shortages
created by war, was one of the most im-
portant factors supporting economic ac-
tivity at a high level after Government
demand for war output had been with-
drawn.

The high volume of domestic business
investment has been another. As can
be seen from the table, domestic busi-
ness investment, at an annual rate of 29
billion dollars, represented 13 percent of
gross national product in the second
quarter of the current year. In the sec-
ond quarter of 1945 it amounted to only
8 billion, or 3 percent of total production.
It will be recalled, of course, that at that
time the capital formation privately
financed measured only a fraction of to-
tal additions to capital equipment.

The increase in net sales to foreign
countries, also rebuilding their peace-
time economies, further added to the
postwar demand for the output of Amer-
ican business. In the second quarter,
the net demand on this score was 11 bil-
lion dollars, as contrasted with a negative
of 3 billion dollars two years earlier,
when the rest of the world was, on bal-
ance, a seller of goods to the United
States.

The shift in the situation is also shown
by the net receipts and expenditures of
each sector. In the second quarter of

1947, American business and foreign
countries made a net addition of more
than 24 billion to the income stream.
This was offset by personal savings of 11
billion and a government surplus (cal-
culated according to national income
definitions) of 13 billion. In the second
quarter of 1945, a Government deficit of
48 billion dollars was the main expan-
sionary factor. Consumers, businesses,
and foreign countries had an excess of
receipts over expenditures offsetting the
government deficit.

Heavy postwar consumption and in-
vestment demand, bidding for a dimin-
ished labor supply in the framework of
a productive organization that had not
yet made a complete adjustment to post-
war conditions, was sufficient in terms
of dollars not only to offset the sharp
reduction of government demand for war
output, but, in addition, to give rise to

Table 2.—National Income and Product,
First and Second Quarters of 1947

[Billions of dollars]

Table 2.—National Income and Product,
First and Second Quarters of 1947—
Continued

[Billions of dollars]

NATIONAL INCOME BY DIS-
TRIBUTIVE SHARES

National income
Compensation of employees

Wages and salaries
Private
Military
Government, civilian, -

Supplements to wages
and salaries

Proprietors' and rental in-
come 2

Business and professional
Farm
Rental income of persons-

Corporate profits and in-
ventory valuation ad-
justment

Corporate profits before
tax

Corporate profits tax
liability

Corporate profits after
tax

Inventory valuation ad-
justment

Net interest
Addendum: Compensation

of general Government
employees

GROSS NATIONAL PRODUCT OR
EXPENDITURE

Gross national product
Personal consumption ex-

penditures
Durable goods
Nondurable goods
Services

Gross pri\ate domestic
investment

New construction
R esidential nonfarm
Other

Producers' durable equip-
ment

Change in business inven-
tories

Net foreign investment
Government purchases of

goods and services
Federal
Less: Government sales--
State and local

Unad*
justed

48.9
30.9
29.5
24.9
1.2
3.4

1.4

11.8
5.6
4.4
1.8

5.5

7.1

2.9

4.3

- 1 . 7
.8

4.5

53.5

36.5
4.1

21.5
11.0

8.0
2.1
.9

1.3

1.7
2.3

6.7
4.4
.6

2.8

II

0)
31.6
30.1
25.7
1.0
3.4

1.4

11.8
5.5
4.5
1.

0)

C1)

0)

0)
-1 .0

.8

4.3

55.5

39.2
4.8

23.4
11.0

6.5
2.4
1.0
1.3

- . 3
2.7

7.1
4.4
.5

3.1

Seasonally-
adjusted,
at annual

rates

197.6
124.9
119.4
101.5

4.6
13.3

5.4

47.0
22.4
17.6
7.0

22.4

29.0

11.6

- 6 . 6
3.3

17.5

222.2

156.8
19.0
94.0
43.8

29.6
10.3
4.4
5.8

2.7
9.2

26.6
17.
2.2

II

C1)
125.8
120.3
103.0

4.1
13.1

5.5

47.0
21.8
18.0
7.2

0)

C1)

0)

•0)

- 4 . 1
3.3

16.7

226.0

159.0
20.0
95.0
44.0

28.8
9.5
4.1
5.4

17.8

1.5
10.6

27.6
17.7
1.8

DISPOSITION OF PERSONAL
INCOME

Personal income
Less: Personal tax and non-

tax payments
Federal
State and local

Equals: Disposable personal
income

Less: Personal consumption
expenditures

Equals: Personal saving

RELATION OF GROSS NATION-
AL PRODUCT, NATIONAL
INCOME, AND PERSONAL
INCOME

Gross national product
Less: Capital consumption

allowances
Indirect business tax and

nontax liability
Business transfer payments
Statistical discrepancy

Plus: Subsidies less current
surplus of government en-
terprises

Equals: National income
Less: Corporate profits and

inventory valuation adjust-
ment

Contributions for social
insurance

Excess of wage accruals
over disbursements

Plus: Government transfer
payments

Net interest paid by Gov-
ernment

Dividends
Business transfer payments

Equals: personal income-

Unad-
justed

8.1
. 5

38.5

36.5
2.0!

53.5

2.9

4.1
.1

-2 .6

.0
48.9

5.5

1.5

.0

2.8

1.1
1.4
.1

47.1

48.0

3.8

Seasonally
adjusted,
at annual

rates

190.9

21.4
19.8
1.6.41

44.3 169.4

39.2 150.8
5.01 12.6

55.,

3.0

4.1
.1

0)

.0
0)

C1)

1.5

.0

1.3
1.5
.1

16.8
.5

- 4 . 5

- . 2
197.6

22.4

5.9!

.o!

10.4

4.5
6.2
.5

190.9

191.6

21.6
20.0
1.6

170.0

159.0
11.0

226.0

11.8

16.6
.5

0)

.1
0)

C1)

5.9

.0

10.1

4.5
6.2
.5

191.6

11.2 11.7

1 Not available.
2 Includes noncorporate inventory valuation adjust-

ment.
NOTE.—Amounts of less than 50 million dollars shown

as .0 in the table.

heavy inflationary pressures which after
the abolition of price controls pushed
prices up to the extent shown in chart 4.
As can be seen from this chart, the rise
in prices had levelled off in the few
months prior to June. Further price in-
creases, however, have occurred recently
both in farm and industrial markets.
They have been called forth less by gen-
eral demand factors than by particular
supply shortages and by increases in
costs.

In conjunction with the movement of
prices, the progressive slackening in
those types of demand which have pro-
pelled national output to its present lev-
els is of particular significance. This
slackening is revealed by a study of the
main branches of the expenditure stream
summarized in the chart on the intro-
ductory page of this issue.

Inventory Rise Slackens

The behavior of business inventories
constituted one of the main contrasts
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between the economic situation in 1946
and 1947. The year 1946 had been char-
acterized by a rapidly increasing accu-
mulation of inventories which reached
its peak in the last quarter of the year.
This accumulation slackened noticeably
in the first quarter of 1947. In the sec-
ond quarter, the net increase, measured
in current prices, amounted to about 1%
billion dollars, as compared with a peak
rate of about bVz billion dollars in the
last quarter of 1946. The major part
of the reduction was due to a virtual ces-
sation of inventory accumulation in re-
tail and wholesale trade. The rate of
accumulation in manufacturing as a
whole was reduced much less sharply.

There occurred, however, a significant
change in the composition of manufac-
turing inventories. Whereas in 1946
stocks of purchased materials and goods
in process accounted for the bulk of the
increase, and finished products were of
decidedly smaller importance, the 1947
increase was mainly in finished goods.
In the second quarter, manufacturers'
stocks of purchased raw materials actu-
ally declined and goods in process showed
little change.

It would appear that the impetus be-
hind the recent movement of business
inventories stems from retailers who,
witnessing the easing of supplies at a
time when they anticipated a leveling
off of trade, cut their purchases from
wholesalers in order to prevent or at
least to minimize further increases in
their inventories. Wholesalers, in turn,
proceeded to diminish their purchases
from manufacturers. The consequent
increase in manufacturers' stocks of fin-
ished items was offset by sharp restric-
tions upon the accumulation of pur-
chased raw materials, and, to a lesser
extent, of goods in process.

It should be noted, of course, that this
pattern, though descriptive of industry
as a whole, did not apply to all branches
of activity. It was typical of those non-
durable goods lines where wartime de-
ficiencies had been made good. It did
not hold in segments of the economy in
which shortages persisted, for instance
in the production and distribution of still
scarce durable goods.

So far inventory buying has slackened
in a gradual manner without depressing
the over-all level of economic activity.
The main reason for this lies in the fact
that the expansion was limited at a stage
of the postwar business cycle at which
the demand situation was still generally
strong. As will be seen from the follow-
ing discussion, other components of na-,
tional expenditure expanded to compen-
sate for the smaller demand for business
inventories . Most important in this con-
nection was net foreign investment,
though a cushioning effect was exercised

Chart 4.—Wholesale and Consum-
ers9 Price Indexes
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Business Economics.

also by fixed domestic investment and
increased personal consumption expend-
itures for items that had been scarce
since the war and gradually became
available again. Wage rate increases
also maintained consumer demand.

Foreign Demand at Peak

In the first two quarters of 1947 net
sales to foreigners were at unprecedented
annual rates of 9 and 11 billion dollars,
respectively—almost twice the level of
the last quarter of 1946. In part, foreign
demand replaced domestic demand that
would have been exercised in the absence
of foreign bidders. In part, however, it
served as an outlet for products for
which domestic demand was softening
at prevailing prices, and thus prolonged
the period at which economic activity
could proceed at peak levels without the
necessity of price adjustments.

At the current rate of sales, dollar and
gold resources of foreign countries are
being drawn down rapidly, and it is ap-
parent that a reduction in exports is im-
pending unless these resources are re-
plenished by further loans. The rate at
which remaining available gold and dol-
lar balances are spent depends on many
factors, including the prospects of finan-
cial aid, and the course of foreign pur-
chases in the near future may vary with-
in wide limits. However, import and for-
eign exchange restrictions imposed re-
cently by a number of American and
European countries show that attempts
to restrict imports from the United
States are already being made.

Producers' Durable Equipment

Producers' purchases of durable equip-
ment have continued to increase in 1947,
but a slackening also was apparent in
this component of national expenditure.
Prom the first to the second quarter the
expansion was at an annual rate of only
one billion dollars, as against the rate of
two billion which had been typical dur-
ing 1946. In some instances the leveling
off of purchases was due to a softening of
demand after immediate postwar re-
quirements had been filled. In others,
however, demand continued urgent and
the attainment of a plateau of produc-
tion reflected the fact that capacity op-
erations had been reached and that, due
to shortages of basic materials and other
factors, only gradual further expansion
of output is possible.

Rise in Construction Interrupted

Private construction has moved side-
ways in 1947, small increases in the first
quarter being offset by decreases in the
second. Virtually all categories of pri-
vate construction shared this pattern.
The rapid rise in construction costs and
in prices charged to ultimate purchasers
which occurred over the past year was
an important factor limiting demand for
construction. In the second quarter
construction costs were relatively stable,
and data on starts for residential and on
contract awards for nonresidential con-
struction indicated a moderate uptrend
in private construction activity.

It was apparent, however, that the
level of construction activity was inade-
quate, both in terms of housing needs
and in terms of the volume of construc-
tion that will be required in the future to
maintain high levels of income and pro-
duction. Private construction currently
forms a very low proportion of capital
formation and of gross national product
as compared with previous periods of
prosperity. In 1929, when the peak of
construction was well passed, private
construction accounted for 50 percent of
gross private domestic investment and 8
percent of gross national product, as
compared with 32 percent and 4 percent
in the second quarter of 1947.

Consumer Expenditures Level Off

Consumer demand remained generally
firm in the first half of 1947. It contin-
ued to be in excess of supply for many
types of durable goods. Nondurable
goods and services also showed further
expansion, but here mixed tendencies
were apparent, demand losing some of
its urgency as goods became more readily
available.

Competition for the consumer's dollar
is becoming important over a growing
segment of the economy. Even thoughDigitized for FRASER 
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purchases of scarce durable goods can be
expected to expand further merely in re-
sponse to improvements in the supply
situation, it is apparent that expendi-
tures in general are tending to parallel
consumers' disposable income. Never-
theless, it seems probable that the post-
war personal restocking movement has
continued to be a factor making for a
high level of consumer expenditures,
which are to that extent, therefore, bol-
stered by an element that is temporary
in character.

Role of Government

Federal government expenditures in
1947 had ceased to play their spectacular
wartime role of being the most important
single determinant of the size and pat-
tern of national economic activity. Gov-
ernment purchases of gross national
product were near the levels to which
they had dropped rapidly after the cessa-
tion of hostilities, and no substantial
change in this situation appears to be
due in the near future. The fact that
these purchases are comparatively sta-
ble at rates which are low as compared
with the war period does not mean that
Federal finances have ceased to be an
important factor in the economic picture.
Most relevant for the immediate eco-
nomic situation was the large Federal
Government surplus which exceeded the
13 billion dollar annual rate shown for
the combined Federal and State and local
surplus in table 1. Given the general
excess of demand over supply in the rest
of the economy taken as a whole, this
surplus served as a check upon infla-
tionary developments.

In addition to this particular influence,
however, the increase of Federal ex-
penditures and receipts as compared

with prewar tends to decrease the sensi-
tiveness of the economic structure to the
impact of cyclical disturbances. Cur-
rently Federal purchases of gross na-
tional product are at annual rates of 18
billion dollars or 8 percent of the total,
as compared with 1 percent in 1929 and
6 percent in 1939. These substantial
purchases are less influenced than other
purchases of national output by changes
in the level of economic activity and can
thus be expected to exercise a stabilizing
influence. The tax structure which sup-
ports the increased level of Federal ex-
penditures has a similar influence. The
effect of initial changes in economic
activity and income on disposable in-
come is mitigated, because taxes absorb
part of the change. Hence, the effect
upon spending is dampened and the
secondary changes in income and eco-
nomic activity are smaller.

State and local government expendi-
tures continued to expand in the first
half of 1947 as a result of higher costs of
government operations and some in-
crease in construction. Though State
and local construction has about tripled
since the end of the war it is still low
both in terms of past achievements and
also in terms of State and local plans for
postwar construction.

Flow of Income

The flow of income has been main-
tained at high levels thus far in 1947,
with noteworthy stability both in the ag-
gregate and in the major components.
Wages and salaries reflected mainly the
gradual stabilization of production. The
total increased moderately each quarter,
private pay rolls more than compensat-
ing the reduction in government. With-
in the private sphere a large part of the

increase was concentrated in durable
goods manufacturing. Expansion in
other industries was noticeably slower.

Increases in average hourly earnings
contributed to the increase in pay rolls.
They were accelerated in May and June,
but even earlier were a factor in the
economic situation, tending to increase
purchasing power and to sustain con-
sumer expenditure. Available data indi-
cate that in manufacturing and trade
combined, which currently account for
more than one-half of private pay rolls,
the change in pay rolls between the
fourth quarter of 1946 and the first
quarter of 1947 which was attributable to
changes in average earnings amounted
to about one and a half billion dollars at
annual rates, and to about three billion
between the fourth quarter of 1946 and
the second quarter of 1947.

With the rise in the volume and value
of business, first quarter profits of cor-
porations and of unincorporated enter-
prises increased as compared with the
last quarter of 1946.

The profit record of various industries
continues to be divergent. In general,
the reconversion industries in the durable
field are now experiencing the favorable
results of expanding production. The
position of the railroads has changed
markedly for the better. Other public
utilities showed a moderate rise. The
nondurable manufacturing industries in
the aggregate are just about holding
even. In the distributive trades, profits
remained high, though below the peaks
attained in the strong sellers' market
last year.

Data on corporate profits for the sec-
ond quarter are as yet fragmentary, but
no sizable change from the first quarter
figure is expected.

Redemption of Armed Forces Leave Bonds
Redemption of Armed Forces Leave

Bonds on or after September 2, 1947,
permitted under legislation passed in late
July, may be expected to provide a tem-
porary stimulus to personal consump-
tion expenditures in the immediate fu-
ture. In signing the bill, the President
issued a statement urging veterans not
to cash their bonds unless they are in
urgent need of the money now.

The Armed Forces Leave Act, enacted
August 9, 1946, had provided for the pay-
ment of unused leave due enlisted men
when demobilized in bonds maturing in
5 years and bearing interest at 2l/z per-
cent. The bonds were issued, one to a
veteran, in multiples of 25 dollars (and
a minimum of 50 dollars) with odd

amounts paid in cash. In order to pre-
vent a substantial addition to purchas-
ing power at that particular time, the
law stipulated that the bonds be non-
negotiable and nonredeemable. Bond
payments were based upon accrued leave,
rank at time of discharge, subsistence
and quarters allowances, and length of
service, with payment limited to a maxi-
mum of 120 days leave.

Bonds Total 1.8 Billion Dollars

As of June 30, 1947, approximately
8,500,000 veterans held Armed Forces
Leave Bonds having a face value plus
accrued interest of 1,838 million dollars
(see chart 5). Fifty-four million dollars
had been redeemed through death and

applications to insurance premiums. Al-
though it is difficult to estimate how
many of the remaining 6,000,000 veterans
of World War II are eligible for bond
payments and may be expected to make
applications before September 1, 1948
(the new deadline replacing September 1,
1947), indications are that the bonds al-
ready issued constitute the bulk of the
Government liability.

The average holding (face value plus
interest) is 216 dollars and 82 percent of
the total bond value is in denominations
of 400 dollars or less. While the size of
bonds ranges from 50 dollars to 1,000
dollars and more, the greatest concentra-
tion of total bond value is in the smaller
denominations, with almost 30 percent
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Table 3.—Distribution of Armed Forces Leave Bonds Outstanding as of June 30,1947

Bond denomination 1

$50-100
125-200 _
225-300 . _
325-400
425-500
525-1,000 .
1,025 and over

Veterans holding bonds

Number Cumulative
number

Thousands

1, 762
3,284
2, 016

812
336
275

15

1, 762
5, 046
7, 062
7, 874
8,210
8,485
8,500

Cumulative
percentage

distribution

20. 7
59.4
83.1
92.6
96.6
99 8

100. 0

Bond value

Amount

(face value
interest)

Cumulative
amount

Millions of dollars

142
544
529
295
157
152

19

142
686

1,215
1,510
1, 667
1,819
1, 838

DIUS accrued

Cumulative
percentage

distribution

7 7
37.3
66.1
82.1
90.7
99.0

100. 0

1 Bonds are in $25 multiples (and a minimum of $50) with one bond to a veteran.

Source: U. S. Treasury Department.

of the total bond value in 125 to 200 dol-
lar bonds, and an additional 29 percent
in 225 to 300 dollar bonds. The concen-
tration of veterans holding bonds in the
smaller denominations is even greater,
with 93 percent of the veterans holding
bonds in denominations of 400 dollars or
less, and 39 percent in denominations
ranging from 125 to 200 dollars. The
distribution of bond value and veterans
holding bonds, by denomination of bond,
is shown in table 3.

Parallel Experience in 1936

A parallel to the permissive redemp-
tion of Armed Forces Leave Bonds on

September 2, 1947, is to be found in the
payment of the Adjusted Service Certif-
icates in 1936. The World War Veterans
Adjusted Compensation Act of 1924 pro-
vided "adjusted service credit" to veter-
ans on the basis of length of service in
excess of 60 days during World War I—
$1.25 for each day of service overseas and
$1 per day for service at home—with a
maximum of 625 dollars for overseas vet-
erans and 500 dollars for nonoverseas
veterans.

The Adjusted Compensation Act of
1936 provided for the immediate pay-
ment of the face amount of Adjusted
Service Certificates, which had been is-

Chart 5.—Adjusted Service Bonds and Armed Forces Leave Bonds

BILLIONS OF
OOLLARS
3

ADJUSTED SERVICE
BONDS- 1936

MILLIONS OF
PERSONS
15

ARMED FORCES LEAVE
BONDS- 1947

DOLLARS
600

- 400 -

- 200 -

BONDS
ISSUEDi/

VETERANS
RECEIVING

BONDS

AVERAGE
VALUE OF

BONDS

n 1 v////\ BMfi f n
BONDS ISSUED, AS
PERCENTAGE OF
DISPOSABLE PER-
SONAL INCOME^

47-4051 Represents adjusted service bonds issued during and after 1936, and armed forces leave bonds
issued through June 30, 1947, less a small amount paid on death or applied to payment of insurance
premiums.

2 Data for disposable personal income are totals for first half of 1936 and 1947, seasonally adjusted,
at annual rates.

Sources of data : TJ. S. Treasury Department and Office of Business Economics.

Chart 6.—Redemptions of Ad-
justed Service Bonds: Percent-
age of Total Issued

PERCENT
IOO

25
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1937

Source of data : U. S. Treasury Department

sued pursuant to the 1924 law, less out-
standing loans and accrued interest to
September 30, 1931. Payment was au-
thorized to be made on or after June 15,
1936, by the issuance of nonnegotiable
but immediately redeemable bonds in
the denomination of 50 dollars with odd
amounts between 50-dollar multiples
paid by check. Bonds were dated June
15, 1936, to mature on June 15, 1945, and
accrued interest at the rate of 3 per-
cent, with no interest payable prior to
June 15, 1937.

Under the Act, veterans received bonds
totaling 1,850 million dollars and
checks totaling 84 million dollars. In all,
approximately 3,500,000 veterans of
World War I received Adjusted Service
Bonds averaging about 530 dollars.

Rapid Cashing in of 1936 Bonds

The bulk of the bonds were cashed in
almost immediately: 39 percent in the
first 15 days, 61 percent in the first 45
days, and 75 percent in the first year.
The actual distribution of redemptions
over the 1936-37 period is illustrated in
chart 6. How much of the bonds cashed
was actually spent within given time
periods is not known since there is no
way of determining what expenditures
would have been without this stimulus.
Retail sales data show some unusual rise
in sales of apparel stores and general
merchandise stores in July, 1936, but in
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Table 14.—State Income Payments, by Type of Payment, 1942-46 1—Continued
[Millions of dollars]

State

Nevada, total
Wages and salaries...
Proprietors' income..
Property income
Other income

New Hampshire, total...
Wages and salaries._.
Proprietors' income-
Property income
Other income

New Jersey, total
Wages and salaries...
Proprietors' income..
Property income
Other income

New Mexico, total
Wages and salaries...
Proprietors' income..
Property income
Other income

New York, total
Wages and salaries...
Proprietors' income-
Property income
Other income

North Carolina, total
Wages and salaries-
Proprietors' income..
Property income
Other income

North Dakota, total
Wages and salaries._.
Proprietors' income-
Property income
Other income

Ohio, total
Wages and salaries...
Proprietors' income..
Property income
Other income

Oklahoma, total
Wages and salaries..
Proprietors' income..
Property income
Other income

Oregon, total
Wages and salaries...
Proprietors' income..
Property income
Other income

Pennsylvania, total
Wages and salaries. _
Proprietors' income..
Property income
Other income

Rhode Island, total
Wages and salaries. _
Proprietors' income..
Property income
Other income

1942

207
140
45
17
5

350
243
43
50
14

4,552
3,467

478
464
143

299
173
84
27
15

15, 215
10, 329
1,999
2,297
590

1,864
1,135
520
153
56

440
141
255
30
14

6,973
4,950

9a3

232

1,322
720
412
119
71

1,193
821
249
86
37

8,847
6,422
1,054
1,068
303

826
612
80
107
27

1943

211
146
41
18
6

378
255
51
52
20

5,381
4,182
518
485
196
375
235
90
29
21

17, 614
12, 300
2,238
2,373
703

2,244
1,425
544
167
108

505
161
296
31
17

8,349
6,114
1,054
868
313

1,593
969
395
126
103

1,572
1,109
316
93
54

10,270
7,501
1,239
1,117
413

925
700
78
111
36

1944

206
140
38
19
9

419
274
58
55
32

5,794
4,403
565
518
308
420
254
99
31
36

19, 304
13, 286
2,429
2,528
1,061

2,514
1,453
671
191
199

556
179
316
34
27

8,917
6,408
1,091
923
495

1,808
1,022
474
141
171

1,636
1,121
330
100
85

11,085
7,870
1,362
1,189
664

963
704
84
119
56

1945

210
133
44
20
13

460
290
66
58
46

5,774
4,162
612
555
445
448
261
105
33
49

20, 454
13,691
2, 643
2,653
1,467

2,621
1,445
695
201
280

566
193
295
38
40

956
667
84
125

1946

235
143
57
23
12

87
65
43

6,161
4,310
779
620
452
491
271
135
38
47

22,895
15, 208
3,254
2,940
1,493

3,031
1,672
900
235
224

624
235
309
44
36

9,114
6,183
1,271
982
678

1,801
992
428
150
231

1,631
1,032
374
110
115

11,376
7, 715
1,465
1,261
935

9,808
6,566
1, 525
1,086
631

1,848
945
506
169
228

1,729
1,058
426
124
121

12, 437
8,222
1,810
1,402
1,003

1,006
688
100
138
80

State

South Carolina Total
Wages and salaries..
Proprietors' income.-
Property income
Other income

South Dakota, total
Wages and salaries . . .
Proprietors' income.-
Property income
Other income

Tennessee, total
Wages and salaries..
Proprietors' income..
Property income
Other income

Texas, total
Wages and salaries..
Proprietors' income..
Property income
Other income

Utah, total
Wages and salaries..
Proprietors' income..
Property income
Other income

Vermont, total
Wages and salaries...
Proprietors' income-
Property income
Other income

Virginia, total
Wages and salaries-
Proprietors' income-
Property income
Other income

Washington, total
Wages and salaries._.
Proprietors' income..
Property income
Other income

West Virginia, total
Wages and salaries
Proprietors' income...
Property income
Other income

Wisconsin, total
Wages and salaries
Proprietors' income...
Property income
Other income

Wyoming, total
Wages and salaries...
Proprietors' income.
Property income
Other income

1942

201
53
36

472
162
263
31
16

1,528
947
377
141
63

4,451
2,755
1,122

407
167

527
352
122
33
20

253
155
51
39

8

2,111
1,555

344
161
51

2,211
1,544

413
175
79

1,086
796
156
79
55

2,559
1,592

589
290

88

216
128
65
16

1943

1,140
793
217
64
66

448
191

19

1,983
1,262

453
153
115

5,962
3,863
1,365

449
285

687
467
159
35
26

286
175
59
40
12

2,418
1,774

371
177
96

2,894
2,097

511
185
101

1,239
900
179
84
76

2,990
1,902

675
306
107

245
145
73
18

1944

1,268
817
259
72

120

547
199
283
35
30

2,276
1,397

514
165
200

6,436
4,078
1,395

486
477

635
417
139
37
42

305
180
63
43
19

2,597
1,804

439
185
169

3,203
2,268

589
200
146

1,365
965
183
90

127

3,295
2,089

718
327
161

268
163
72
19
14

1945

1,303
794
269
76

164

598
213
304
40
41

2,443
1,428

558
180
277

6,527
3,944
1,407

514
662

649
412
140
41
56

331
184
73
45
29

2,648
1,746

470
200
232

3,052
2,058

574
220
200

1,472
999
199
99

175

3,418
2, 053

790
349
226

287
165
80
21
21

1946

1,407
835
359

90
123

673
227
359
46
41

2,535
1,443

631
206
255

6,748
3,915
1,649

579
605

689
423
158
46
62

383
221
86
49
27

2,755
1,779

552
226
198

3,118
1,944

686
247
241

1,656
1,119

258
114
165

3,803
2,238

958
387
220

335
187
106
24
18

1 For definitions see section on "Technical Notes ." Comparable estimates for the years
1929, 1933, and 1939-41 were published in the August 1945 issue of the SURVEY OF C U R R E N T
BUSINESS.

Source: Office of Business Economics.

The Business Situation

(Continued from p. 8)

total retail sales the bulge is not readily
apparent.

The year 1936 was the period of great-
est expansion in economic activity in the
1933-37 recovery from the depression
low. While the bonus was one of the
lesser expansionary forces, its contribu-
tion to the level of production and prices
was undoubtedly important. The sea-
sonally adjusted annual rate of personal
income rose from 68.0 billion dollars in
May to 78.9 billion in June and declined
to 71.2 billion in September. The rise in
income in 1936, the large average size of
the bonds, and the age range of the vet-
erans suggest that a significant propor-
tion of the bonds was used to liquidate

debt, to invest in houses and other capi-
tal goods, and to add to liquid assets.

Spending Stimulus
In comparison with 1936, the factors

that may lead to a higher propensity to
spend the proceeds of bond redemptions
are the relatively small average size of
the bonds, the young age distribution, the
number of veterans in college, and the
need to finance the setting up of new
households. On the other hand, unem-
ployment is now lower and wages higher
than 11 years ago, and durable goods
are not now so readily available.

The increase in personal consumption
expenditures arising from this source
will have some expansionary effect in the
economy. Concerning the types of goods
and services most likely to be affected,
it might seem that nonrecurrent lump

payments such as the present one would
tend to favor expenditures for durable
goods. In view of the still limited output
of many durable goods, however, the ef-
fect may be to limit borrowing through
increasing the size of down payments.
Also to some extent it could be expected
to reduce commercial borrowing at
higher rates. As in 1936, the bulge in
personal consumption expenditures may
not be obvious, but there can hardly be
any doubt that expenditures in late
1947 will be higher than they would have
been without the cashing of leave bonds.
It follows that appraisal of current mar-
ket tendencies should take account of
this nonrecurring item, though obviously
such appraisals would include the rela-
tive magnitude in what is at present a
consumer spending market of 159 bil-
lion dollars.
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Chart . - PERSONAL INCOME TRENDS
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The
Business Situation

By the

Office of Business Economics

Advances in commodity prices and in personal incomes have
highlighted recent business developments. The latter increase
flowed from recent upward changes in wage rates, as well as from
the higher returns to farmers and others from the advance in prices.
An increased number of veterans receiving State bonuses was also
a factor, and the cashing of terminal leave bonds by veterans will
mean a substantial increment to personal incomes in September.

Impairment of the international economic position became gen-
erally apparent as many foreign countries were forced by depleted
resources to curtail their purchasing in the United States, at a
time when their own output was unequal to the task of making up
an enlarged portion of their requirements. The sterling converti-
bility provisions of the Anglo-American Financial Agreement-were
suspended in August because of heavy drains of dollars from Great
Britain by countries having a current export surplus with her. The
drop in our exports has not to date changed the production picture,
as domestic markets into which the exported products could be
channeled have so far been available.

Value of National Output Raised

The value of national output was at a higher rate in July and
August than in the second quarter, the change reflecting in the
main the rising price trend. There was, however, a sufficient
gain in new construction—mostly in the residential field—to sus-
tain on an even keel the total dollar volume of gross private do-
mestic investment. The drop in the net balance on international
account, which so far during the third quarter has been of large
magnitude, was more than offset by the rise in personal consump-
tion expenditures, after seasonal correction. Currently, these
expenditures represent a somewhat higher proportion of the gross
national product than in the second quarter.

Employment fluctuations have been slight, with some increase
in the number at work in nonagricultural industries during July
and August. The volume of unemployment has been influenced
by seasonal changes in the labor force—mainly the temporary
entrance of school vacationers—but has continued around mini-
mum levels. Paid vacations were more usual this year than last,
and these had some influence upon production and shipments in
particular lines where plants shut down. However, such shut-
downs obviously did not occasion a decline in labor income, which
in recent months has moved steadily upward.

Industrial Prices Important in General Advance

The price advances in domestic markets have been widespread—
both in food and industrial commodities—the former being broadly
affected by the poor outlook for the corn crop which, through its
influence upon meat and cereal prices generally, has an important
impact upon the consumer's purse.

The Bureau of Labor Statistics' wholesale price index rose to 154
percent of the 1926 average at the end of August, an increase of
somewhat more than 4 percent from the end of June figure. Aver-
age food prices were up 6 percent over this period, farm product
prices iy2 percent, and all other prices 4 percent. Among the major
commodity groups, the largest rise, 9 percent, was registered by fuel

757299—47-
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Chart 2.—Wholesale Prices, by Economic Groups

INDEX, 1945-100
160 I

150

140

130

120

NO

100

90

RAW AND SEMI-
MANUFACTURED
(EXCLUDING FARM /

MANUFACTURED GOODS
(EXCLUDING FOODS)

1945 1946

® ESTIMATED

I I I I I I I 1

1947

Source of data: U. S. Department of Commerce, Office of Business Economics, calculated
from wholesale price indexes of the U. S. Department of Labor, Bureau of Labor Statistics.

and lighting products. The July wage settlements at the coal mines
resulted in advances for both anthracite and bituminous, which
were soon followed by a 12-percent rise in coke prices and increases
amounting to 6 percent in petroleum products.

Important, also, in contributing to the widespread participation
of industrial prices in the recent price advance were increases in
steel prices in July and August which had ramifying effects
throughout the price structure. The metal and metal products
group index advanced 6 percent during these 2 months to the
highest point since 1920.

Unfinished Goods Price Behavior

Special indexes shown in chart 2 illustrate the movement of
unfinished goods prices from VE-day, when the reconversion proc-
ess got under way, to the present when this phase has largely been
passed, and productive activity is being expressed in an enlarged
flow of finished goods. In the chart, the Bureau of Labor Statis-
tics' wholesale price index for raw materials (with farm products
removed) has been combined with the semimanufactured group to
illustrate the pattern of unfinished goods price behavior relative
to finished manufactured goods (with food products eliminated).

Upon the beginning of the process of liquidation of price ceilings
in July 1946, prices of raw and semifinished articles rose sharply,
and to a greater extent than prices of manufactured goods—as is
typical in the early and middle stages of a business upsurge. Regis-
tering the uneven organization of raw material supplies, unfinished
goods prices rose 13 percent between June and September 1946, as
compared with 6 percent for manufactured goods.

As shown in the chart, the raw material and semimanufactured
group continued to rise more sharply than other goods prices .until
the end of 1946. During 1947, unfinished goods prices continued
to advance, although the smaller rate of increase relative to manu-
factured goods prices portrays a weakening of the demand pres-
sures, as pipe lines were filled and previous price increases of raw
materials were translated into higher manufactured goods prices.

From December 1946 to March 1947, unfinished goods prices rose
4 percent, compared with an advance of 6 percent for manufac-
tured goods prices. Thereafter, the unfinished goods series weak-
ened, as supplies of many raw materials like nonferrous metals
increased at a time when demand had become less insistent. The
sharp upturn in unfinished goods prices in July and August resulted

from price rises in coal, steel, and related products, rather than
from any fundamental change in the demand situation for the
broad range of raw materials or any general worsening of the
supply situation. Clearly, however, the rise in consumers' incomesi
influenced the general demand picture.

Higher Food Prices

Such important foods as meats and dairy products advanced in
price during the summer months while price declines were restricted
to the seasonal fruits and vegetables. Among the farm products,
the advance was spearheaded by corn, which was selling in spot
markets at $2.46 a bushel at the end of August, as compared with
$2.07 some 2 months earlier. Wheat prices (Kansas City) rose
from $2.17 to $2.44 during this period. Spot cotton, on the other
hand, moved counter to the general trend, falling from 37 cents
a pound on June 30 to less than 33 cents at the end of August.

Wage Rate Increases Lift Pay Rolls

Upward wage rate adjustments, of prime importance in price
developments, have also become increasingly significant in aug-
menting the flow of personal income in recent months. As shown in
the introductory chart in this issue, the bulk of the increase in
personal income so far in 1947 has been in private pay rolls. The
advance in the latter, in turn, has stemmed for the most part from
higher wage rates, rather than from changes in the number em-
ployed or the average number of hours worked.

The following approximate break-down for manufacturing serves
to indicate the relative contributions of changes in hourly earnings
and in man-hours to higher pay rolls in comparable periods of 1946
and 1947:

Percent rise in manufacturing pay rolls
Approximate points contributed by-

Rise in hourly earnings
Rise in man-hours worked—

Dec. 1945-
June 1946

14

9
5

Dec. 1946-
June 1947

4

7
—3

Government pay rolls edged downward during the first 7 months
of the year, while rents, interest, dividends, and entrepreneurial
incomes rose fractionally. Transfer payments, which had drifted
downward until July of this year, can be expected to rise further
with accelerated bonus payments to veterans and the cashing of
Federal terminal leave bonds.

Personal Incomes at 197 Billion Rate

The advance in the rate of total personal income from April to
July of this year was particularly noticeable because of the com-
parative stability in the income total during the preceding 5
months. The seasonally adjusted annual rate was 197 billion
dollars in July, as compared with 190 billion 3 months earlier.

Summer Let-down in Department Stores Sales

Retail sales have continued comparatively strong, with shifting
seasonal patterns influencing the movement of some of the
adjusted indexes. July sales at some nondurable goods stores were
off slightly, possibly as a result of the more widespread granting
of paid vacations. Stores handling durable goods generally re-
ported small gains, in line with the gradually rising trend of
supply.

Department store sales showed little change, after seasonal ad-
justment, from June to July—the latter month normally being the
year's slowest month for sales—but the rise from July to August
was less than the usual seasonal amount. In August 1946, buying
at department stores showed a sharp and temporary spurt, and
this influenced the year-to-year comparison.
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Manufacturers' Shipments Lower in July

The value of manufacturers' shipments declined 4 percent from
June to July. The shipments index, which is on a daily average

1 basis, was down 7 percent. The decline was 11 percent for durable
goods manufacturers and 5 percent for nondurable goods manu-
facturers. As in the case of the Federal Reserve production index,
the July declines are attributable in large part to the reduced rate
of steel operations during the month and to more widespread vaca-
tion shut-downs than in former years.

In August there was an expansion in industrial production which
was reflected in a recovery of shipments.

Construction Activity Picks Up

The value of construction work put in place in August reached
1.2 billion dollars, marking the third successive month when the
one-billion-dollar figure was exceeded. Thus far this year, the total
dollar value of new construction is running about one-third above
the total for the comparable period in 1946. The increase over
July was 5 percent, a somewhat greater than seasonal change.
Most of the increase between July and August took place in private
construction and in this sector the chief advance occurred in the
residential field as nonresidential construction showed little
variation.

Despite the lag in new permanent housing starts in the first
quarter of this year, the accelerated rate of starts in the summer
months has brought the number of units put under way this year
to 13 percent above the number started in the same period in 1946.
Permanent private units started in August surpassed by nearly
3,000 the postwar peak of 80,000 which was reached in July, making
an increase of 21,000 over August of last year. (See chart 3.)

Housing completions in the first 8 months of the year numbered
498 thousand new permanent units or almost two and one-half
times as many as in the like period of 1946. This record is due to
the unusually large number of units carried over from the previous
year and a shortening of the time required to finish houses.

The accelerated rate of housing starts during the early summer

Chart 3.—Permanent New Family Dwelling Units Started
in Nonfarm Areas
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Source of data: U. S. Department of Labor, Bureau of Labor Statistics.

months, as well as the speed-up in completion time, may be ascribed
to the steady increases in the rate of building materials output in
comparison with last year and to the sustained high level of output
for most such products. The availability of building materials has
meant the swifter completion of work in progress, and as uncom-
pleted structures were finished and sold, builders were encouraged
to start additional units as their existing financial commitments
were liquidated. This is in marked contrast to the situation exist-
ing in 1946 when a very large number of units were started, only
to remain uncompleted for an abnormally long time, because of the
inability of materials supplies to keep pace with the ever expanding
number of units put under way.

Federal Budget Estimates for Fiscal Year 1948
Revised estimates of the Federal budget for the current fiscal

year which ends June 30, 1948, presented by the President in his
August budget review statement, show a fiscal year surplus, on
budget accounts, of 4.7 billion dollars, compared with the realized
budget surplus of 754 million dollars for the fiscal year which ended
last June.

Net Budget Receipts of 42 Billions

Net budget receipts for the current fiscal year are estimated at
41.7 billion dollars, 1.6 billion lower than in fiscal 1947. (See
table 1.) The lower volume of corporation tax receipts despite

higher corporate profits is the result of tax legislation enacted in
1945 but not fully reflected in receipts until the current fiscal year.
The other major reduction in receipts reflects the expected drop
in sales of surplus property.

On the other hand, the increase in individuals' incomes in 1947
is expected to yield more taxes. For the first time, individual tax
payments for the fiscal year will constitute more than 50 percent
of the Federal Government net budget revenues.

Expenditures 5.5 Billions Below Fiscal 1947
The major changes in the budget expenditure picture in fiscal

1948 are a further cut in national defense outlays and reduced

Faster Publication Schedule for Survey Subscribers
Readers will note a considerable alteration in the physical appearance

of the SURVEY'S contents this month. The new lay-out is but one aspect
of the changes instituted with the cooperation of the Government Print-
ing Office, to expedite publication and delivery to subscribers.

The Office of Business Economics has for some time been conscious of
the need for reduction of the lag between actual preparation of SURVEY
contents and distribution of the printed magazine. During the past year,
when this lag ran to about a month, many business firms, private journals,
and individual subscribers requested special arrangements for advance
release. Although the validity of such reqiiests was recognized, it was
found to be impossible to make special arrangements on an equitable
basis.

The solution obviously lay in the direction of speeding up the entire

printing process. Among the changes in production procedure which
proved to be necessary were the move from a three-column lay-out to two
columns, the use of a type face more easily handled, and more solidly
set pages. Beyond these apparent modifications are others, such as the
concentrating of proofreading and make-up functions in the Government
Printing Office.

Hereafter the SURVEY will reach subscribers in the latter part of the
month shown on the cover—about 2 weeks or more earlier than under the
previous schedule. There will, however, be month-to-month variations
of as much as a week in the exact mailing dates, depending upon the
incidence of full calendar weeks. It will always be necessary to allow
sufficient time for reliable reporting of important statistical data on
business activities in the previous period.
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spending' on the international account. The bulk of the postwar
reduction in the defense outlays was largely accomplished by the
end of the last fiscal year, and the estimate for the current fiscal
year suggests little variation from the rate of defense spending
ini recent months.

;The estimate of budgetary outlays in connection with interna-
tional requirements is down, partly as a result of reduced foreign
relief payments, but mainly because of the payment last year of our
basic commitments to the Bretton Woods International Organiza-
tion.

The only group in table 1 showing a substantial rise in expendi-
tures between fiscal 1947 and the current fiscal period is the "other"
category, reflecting in the main, increases in outlays for develop-
ment of natural resources, highway construction, and some broad-
ening of the social security program.

Prom the standpoint of the functions to which Federal expendi-
tures are devoted, there has been a significant change in their rela-
tive importance since prewar. In the fiscal year 1939 (see table 1),
national defense, veterans' services, interest on the debt, interna-
tional outlays, and refund of receipts totaled 30 percent of the
expenditures. In fiscal 1948, these accounts represented almost 80
percent of budget expenditures. In both 1939 and the current fiscal
year, general Government outlays accounted for 4 percent of the
total, although the dollar expenditures are substantially higher in
the latter year.

Cash Surplus of 5.5 Billion Dollars

While conventional budget figures are useful for analysis of the
Federal financial position, a more meaningful account of the in-
fluence of the Government on private income and spending is
obtained from the analysis of the cash income and cash outgo of
the Treasury.

The Government's accounts must be adjusted in a number of
ways in order to be placed on a cash basis. On the receipts side,
for example, because the sum of 1.5 billion dollars is appropriated
directly to the Federal Old-Age and Survivors' Trust Fund and is
not counted as a net budget receipt for 1948 even though it is a
cash payment by the public, that sum must be added since it is a
cash receipt by the Treasury.

Then, on the expenditures side, for another example, the ter-
minal leave bonds issued in fiscal 1947, amounting to 1.8 billion
dollars, were a part of budget expenditures in that year but their

Chart 4.—Cash Income and Outgo of the U. S. Treasury,
Fiscal Years
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Table 1.—Federal Budget Receipts and Expenditures

[Amounts in billions of dollars]

Item

Budget receipts:
Direct tax on individ-

uals
Direct tax on corpora-

tions
Excise taxes.. _ _ _
Employment taxes
Customs and miscel-

laneous receipts

Total receipts
Deduct: Net appro-

priation to Federal
old-age survivors
insurance trust fund.

Net receipts

Budget expenditures:
National defense
Veterans' services and

benefits
International affairs

and finance
Interest on the public

debt
Refund of receipts
General Government--
Other expenditures

Total expenditures ._

Fiscal year ended June 30 —

1939

Amount

1.4

1.3
1.8
.7

.5

5.7

5.2

1.1

.6

0)

.9

.]

e!(

9.0

Per-
cent

distri-
bution

25

23
31
13

9

100

9

91

12

6

(2)

10

67

100

1947

Amount

20.4

9.7
7.3
2.0

5.3

44.7

1.4

43.3

14.5

7.4

6.7

5.0
3.1
1.3
4.7

42.5

Per-
cent

distri-
bution

46

22
16

12

100

97

34

17

16

12

3
11

100

1948 (estimated)

Amount

21.2

8.5
7.2
2.3

4.0

43.2

1.5

41.7

10.4

7.5

4.3

5.1
2.1
1.4
6.2

37.0

Per-
cent

distri-
bution

49

20
17

9

100

4

96

28

20

12

14
6
4

17

100

1948 cl
(amo

fron

1939

+19.8

+7.2
+5.5
+1.5

+3.5

+37.5

+1.0

+36.5

+9.3

+6.9

+4.3

+4.2
+2.0
+1.1
+.2

+28.0

lange
unt)
a—

1947

+0.8

-1.2
0)
+.2

-1.3

-1.5

+.1

-1.6

-4.1

+.1

-2.4

+.2
-1.0
+.1

+1.5

-5.5

NOTE.—Figures will not necessarily add due to rounding.
1 Less than 50 million dollars.
2 Less than five-tenths of 1 percent.
Source: January 1947 ''Budget Message of the President," for the fiscal year 1939; August

1947 "Statement by the President on the Review of the 1948 Budget," for the fiscal year 1947
and the 1948 estimate.

issuance did not involve a cash outlay. During the current fiscal
year, however, the bonds that are redeemed will give rise to cash
expenditures.

The following summary table presents a comparison of the cash
and budgetary accounts of the Federal Government for the current
and just completed fiscal years:

Budget receipts. - . __ _ _ . . , _
Cash income
Budget expenditures _ - _ ._ ..
Cash outgo
Budget surplus •_ _. _ _ _ -
Cash surplus

1947

Pillion
dollars

43.3
46.6
42.5
40.0
+.8

+6.7

1948
(estimated)

Pillion
dollars

41.7
44.7
37.0
39.2

+4.7
+5.5

i Estimate revised in August 1947.

Sources of data: U. S. Treasury Department, except estimates for 1948 which are from
the "Statement by the President on the Review of the 1948 Budget," August 20, 1947.

It is clear from these data that there is expected to be little
change in the excess of cash income over outgo notwithstanding
the four billion dollar increase in the budget surplus. Whereas
cash outgo fell short of budget expenditures in the 1947 fiscal
period, the reverse is expected to occur in the current fiscal year.
The special treatment of terminal-leave bonds is responsible for
most of this shift.

Sharp Contrast With War and Prewar
The current cash position of the Government with respect to

the rest of the economy differs sharply from that which prevailed
during and before the war. This is clearly illustrated in the accom-
panying chart, showing the cash income, outgo, and surplus or
deficit over this period. In the face of the domestic and foreign
demands which, generally speaking, have been in excess of avail-
able supplies, the recent Government cash surplus has acted as
counteracting force to the buoyancy prevailing in the private
economy.
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Another aspect of the Federal budgetary position is brought out
in a comparison with the prewar situation. Government spending
for goods and services are currently equal to approximately 8 per-
cent of gross national expenditures, as compared with 1 percent
in 1929 and 6 percent in 1939. The significance of this factor for
the future of the economy was pointed out in last month's SURVEY.

Dependence on Future Developments
The budget estimates, of course, rest upon certain assumptions

as to future economic conditions which may or may not eventuate.

General price and income changes, for example, will react upon
Government expenditures and receipts, although there is usually
a noticeable time lag. There is also the possibility that certain
emergency outlays not taken into account in the latest estimates
may be required before the close of the fiscal year. On this point
the President stated that "it has not been possible to estimate the
ultimate effect on the budget of the emergency situation overseas."
Finally, it should be noted that the estimates of receipts assume
continuation of existing tax rates.

International Transactions During the Second Quarter of 1947
Both total exports and the export surplus of goods and services

continued to rise in the second quarter, but the rise was considerably
less than the change from the last quarter of 1946 to the first of
1947. Both total exports and the export surplus reached record
peacetime levels.

Export Increase Involves Processed Goods

Almost all the increase in recorded exports in the second quarter
took place in semimanufactured and manufactured goods other
than foodstuffs; there was no increase in shipments of raw mate-
rials and foodstuffs. Exports of the latter continued in large
volume, with the value 12 percent higher than in the second quarter

Table 2.—International Transactions of the United States
[Millions of dollars]

Receipts:
Goods and services:

Goods
Income on investments
Other services - _ - ._-

Total goods and services

Unilateral transfers

Long-term capital:
Movements of United States capital invested abroad- _
Movements of foreign capital invested in United States

Total long-term capital

Total receipts

Payments:
Goods and services:

Goods
Income on investments _ _ _ _ .
Other services

Total goods and services . . ._ _

Unilateral transfers

Long-term capital:
Movements of United States capital invested abroad. _
Movements of foreign capital invested in United States.

Total long-term capital

Total payments

Excess of receipts (+) or payments (— ):
Goods and services
Unilateral transfers

Goods and services and unilateral transfers
Long-term capital .

All transactions

Net flow of funds on gold and short-term capital account:
Net increase (— ) or decrease (+") in gold stock _ _
Net movement of United States short-term capital abroad.
Net movement of foreign short-term capital in United

States

Net inflow (+) or outflow (— ) of funds

Errors and omissions

First quarter
(revised)

3,946
162
555

4,663

173

289
7

296

5,132

1,495
47

448

1,990

775

4,163
51

4,214

6,979

+2, 673
-602

+2, 071
-3,918

— 1,847

+81
-112

+1, 686

+1, 655

+192

Second quar-
ter

4 355
229
680

5,264

151

325

325

5,740

1 530
50

432

2,012

775

1,644
21

1,665

4,452

+3, 252
-624

+2, 628
-1,340

+1, 288

-792
-345

-347

— 1,484

+196

1947

of 1946. As domestic prices of foodstuffs rose by a much larger
percentage, it is evident that the volume of foodstuffs exported was
not so great as a year ago. The. commodity statistics, however,
reveal an upward shift in the relative importance of the cereals.

Almost 50 percent of the total export rise of 373 million dollars
went to the countries of the Western Hemisphere, as those countries
utilized dollar funds accumulated during the war to satisfy the
pent-up demand for a wide variety of goods available for export
from the United States. Europe's share in the export rise was only
66 million dollars, or 17.5 percent, or less than sufficient to maintain
that continent's share in our total export trade. Several European
countries reduced their purchases from the United States, most
notably the United Kingdom.

Exports to Sweden registered a larger increase than shipments
to any other European country, and that country during the same
quarter restricted imports in order to conserve foreign exchange
reserves. Outside Europe and the Western Hemisphere, the out-
standing changes were the rise of shipments to India and the de-
cline of shipments to the Philippines. The increased purchases by
India may have been facilitated by larger dollar receipts from the
United Kingdom. To maintain the present level of imports from.
this country, India would have to supplement current dollar earn-
ings by drawing upon gold hoards since undoubtedly it will not be
possible in the near future at least to convert as much sterling
into dollars as during the first half of 1947.

The various unrecorded merchandise transfers, most important
of which are food and other essential goods distributed by the Army
in occupied areas and the sale of surplus property overseas, re-
mained at approximately the same total as in the preceding 3-
month period. Distribution of basic civilian supplies in Germany,
Japan, and Korea increased, however, and reached an annual rate
of over 1 billion dollars. Part of the increase may be ascribed
to higher prices, particularly of grains.

Table 3.—Financing United States Foreign Trade

Total goods and services transferred

METHOD OF FINANCING

Through goods and services sold to us
Through liquidation of long- and short-term

foreign assets including gold 1
Through dollar disbursements by the Interna-

tional Bank
Through long- and short-term U. S. credit 2

Through unilateral transfers (in kind or money) _

1947

First quarter

Billions
of dollars
(revised)

4.7

2.0

1.2

1.1
.6

Percent

100

42.6

25.5

23.4
12.8

Second quarter

Billions
of dollars

5.3

2.0

1.2

.1
1.5
.6

Percent

100

37.7

22.6

1.9
28.3
11.3

1 Excluding the increase in short-term balances and gold holdings of the International
Bank and Monetary Fund resulting from payments of United States subscriptions, but
including dollar disbursements by the Monetary Fund.

2 Excluding the United States subscriptions to the International Bank and the Monetary
Fund.

NOTE.—Figures will not necessarily add to total because of rounding and "Errors and
omissions."
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Table 4.—Merchandise Transactions With Foreign Countries

[Millions of dollars]

Transfers to foreign countries:
Recorded exports including reexports:

Private
Government:

UNRRA
Ship sales _
Other government

Total recorded exports
Additions:

Private, miscellaneous adjustments
Government:

Surplus property _ _ _ _
Civilian supplies for occupied countries
Miscellaneous adjustments (net) .

Total transfers to foreign countries

Transfers from foreign countries:
Recorded general imports:

Private
Government

Total recorded imports
Additions:

Private, miscellaneous adjustments
Government:

Military purchases abroad _
Miscellaneous adjustments (net)

Total transfers from foreign countries

19

First quarter
(revised)

2,999

192
179
221

3,591

34

22
225

74

3,946

1,262
149

1,411

57

36
-9

1,495

47

Second
quarter

3,481

159
110
212

3,962

50

56
260

27

4, 355

1,377
74

1,451

25

35
+19

1,530

Imports Stable

The over-all import picture did not show any significant change
from the first quarter. Imports from the Western Hemisphere
increased somewhat and were close to the calculated "normal"
level.1 Imports from Europe showed only small improvements,
while supplies coming from Asia and Oceania declined about 8 per-
cent. A large part of this decline occurred in the imports of silk,
as large stocks previously imported from Japan by the United
States Commercial Company remained unsold. Imports of rubber
during the quarter were larger than current consumption, so that
stocks were rebuilt.

Transportation Income at 2 Billion Dollar Rate

The higher income on services was attributable primarily to
increased freight revenues on ocean-borne coal exports, up from
7.4 million long tons during the first quarter to 11.7 million long
tons during the second quarter. Coal shipments made up about
46 percent of the total tonnage exported overseas from this coun-

1 See chart 1, p. 12, in the March issue of the SURVEY.

Table 5.—Service Transactions With Foreign Countries

[Millions of dollars]

Receipts:
Transportation _ _ _
Travel _ .
Miscellaneous services:

Government
Private _.

Total

Payments:
Transportation
Travel _ _ . .
Miscellaneous services:

Government . . .
Private _ _ _ _ _ _ _ _ _ _ . _ _

Total . - ""

19

First
quarter

(revised)

398
46

16
95

555

159
93

159
37

448

47

Second
quarter

490
58

30
102

680

185
110

96
41

432

try in the latter period, and grains, another 12 percent. The value
of these bulk commodities, however, was only 14 percent of the
estimated value of total ocean-borne exports. Even if the value
of total exports declines, income from shipping would not be pro-
portionately affected if the foreign demand for coal and other
bulk goods remains unchanged.

Increased income on investments was partly seasonal, but also
reflected to some extent increased earnings, particularly in the
petroleum industry.

Foreign Relief Undiminished

Total United States relief supplies distributed abroad continued
at the high volume of the first quarter. A decline in merchandise
exports by UNRRA was fully offset by the increase of relief ship-
ments to the occupied countries. Procurement for UNRRA was
completed on June 30, but shipments will continue until the backlog
of UNRRA goods is exhausted. Up to June 30, UNRRA exports
amounted to about 1,700 million dollars, freight and other services
to about 400 million, and cash contributions to 310 million. In
addition, 200 million dollars of surplus property had been trans-
ferred to UNRRA. According to these estimates, there remained a
backlog of unshipped goods and services of 100 million dollars to
complete the total pledge by the United States of 2,700 million
dollars. During the latter half of this year and the early part of
1948, the place of UNRRA will be partly taken by the 332-million-
dollar post-UNRRA relief program and the 400-million-dollar aid
program for Greece and Turkey.

With private remittances and various minor items added to the
foregoing, total unilateral transfers for the quarter amounted to
about 2.5 billion dollars at an annual rate, and served to finance
11.3 percent of our total exports of goods and services. (See tables
2 and 3.)

Loan Disbursements Up

The total amount of dollars made available to foreign countries
through loans by the Government and the International Bank
amounted to 1.6 billion dollars, 500 million dollars more than dur-
ing the first quarter. At a yearly rate of 6.4 billion dollars, official
foreign lending reached a level unprecedented not only in the recent

Chart 5.—U. S. Export Surplus of Merchandise
BILLIONS OF DOLLARS
3

Source of data: U. S. Department of Commerce, Bureau of the Census.
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Chart 6.—International Flow of United States Dollars, Second Quarter of 1947 1

IN BILLIONS OF DOLLARS

1 The 200 million dollar excess of payments over receipts is the "errors and omissions" item in the balance of payments. See also footnote 1, table 8.
Source of data: U. S. Department of Commerce, Office of Business Economics.

postwar period, but even during World War I. The main element
in the rise was the increase in the disbursements on the British
loan from 500 million dollars in the first quarter to 950 million in
the second. A large part of this increase resulted from expanded
dollar payments by Great Britain in third countries—a subject dis-
cussed in more detail below.

Disbursements on Export-Import Bank loans declined slightly,
foreshadowing the gradual exhaustion of undisbursed commit-
ments. The largest borrower from the Bank—Prance—had only
200 million dollars of the total loan commitment of 1,200 million
dollars left on June 30. New loan authorizations during the second
quarter amounted to only 69 million dollars, leaving an uncommit-
ted lending capacity at the end of the quarter of 810 million dollars.

The function of the Export-Import Bank in providing long-term
reconstruction and development loans has been taken over by the
International Bank. The first loan of this institution was granted
in May to France in the amount of 250 million dollars. By the end
of June 92 million dollars had been disbursed. The French loan
was followed in August by additional dollar loans of 195 million

Table 6.—Gifts and Other Unilateral Transfers

[Millions of dollars]

1947

Table 7.—Movements of U. S. Long-Term Capital

[Millions of dollars]

1947

Outflow:
Government:

Lend-lease credits
Credits on sales of surplus property and surplus'vessels,
Export-Import Bank
International Bank and Monetary Fund.. ._ - _
British loan
Other_ _.

Total . . _ . _ . . _
Private

Total outflow

Inflow:
Government
Private

Total inflow

First quar-
ter (revised)

14
113
280

2,904
500
27

3,838
325

4, 163

50
239

289

Second quar-
ter

6
117
249
159
950
47

1,528
116

1,644

26
299

325

To foreign countries:
UNRRA
Civilian supplies for occupied countries
Other government transfers !
Personal and institutional remittances

Total

From foreign countries:
Government:

Lend-lease settlement . . _ . _ _ _. _
Other

Private

Total

First quarter
(revised)

273
225
92

185

775

102
38
33

173

Second
quarter

195
260
95

225

775

65
45
41

151

1 This includes compensation for Army expenditures in Italy of 50 million dollars in the
first quarter and 45 million in the second; sugar-tax refunds to the Philippines of 28 million
dollars in the first quarter and 5 million in the second; compensation for various claims by the
Netherlands of 22 million dollars in the second quarter.

dollars to the Netherlands, 40 million to Denmark, and 10 million
to Luxembourg.

To a small extent, dollars were made available to foreign coun-
tries for the first time also by the Monetary Fund.

Although four new foreign (non-Canadian) bond issues were
placed in the American market during the quarter, there is still no
evidence that private capital is ready to take over any significant
share of the dollar financing needed for world reconstruction. At
the end of August, all the foreign (except Canadian) issues offered
in the United States during the last year were, quoted at less than
offering prices—in the case of Australian issues, considerably less.
It appears that a substantial improvement in the general economic
and political outlook will be necessary before any large-scale
private foreign lending will be undertaken.

An increased outflow of United States short-term capital resulted
chiefly from advance payments of 245 million dollars by the Com-
modity Credit Corporation to Cuban sugar producers. These ad-
vances will be liquidated in the latter half of the year through de-
liveries of sugar. In the meantime, there was an offsetting capital
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inflow of over 100 million dollars in the direct investment account,
which represents the amount temporarily on deposit with parent
companies or United States home offices of Cuban producing com-
panies. Other direct investment capital movements, however,
continued to show a net outflow.

Foreign Assets Decline by Billion

Since the larger loan disbursements in the second quarter almost
matched the increase of exports, drawings on gold and other foreign
assets by foreign countries continued at approximately the first
quarter rate. Gold purchased from foreign countries rose to nearly
800 million dollars, while their short- and long-term dollar assets

Table 8.—International Transactions l of the United States During
the Second Quarter 1947 by Areas

[Billions of dollars]

Receipts:
Goods and services:

Goods _ _ __ ..
Services including income on investments.

Total goods and services _ _
Unilateral transfers
Long-term capital

Total receipts

Payments:
Goods and services:

Goods
Services including income on investments-

Total goods and services

Unilateral transfers
Long-term capital _

Total payments _ .._ __

Excess of receipts (+) or payments (— ):
Goods and services
Unilateral transfers

Goods and services and unilateral trans-
fers

Long-term capital _ ._

All transactions -

Net outflow of U. S. short-term capital __
Net inflow (+) or outflow (— ) of funds on gold

and foreign short-term capital account

Errors and omission and interarea transfers
[transfers to other areas (+); transfers from
other areas (— )]

Total

3.9
.9

4.7
.1
.3

5. 1

1.5
.5

2.0

.2
1.6

3.8

+2.7j

+2.6
-1.3

+1.3

-.3

—1.2

4-. 2

Europe

1.3
.3

1.6
.1
.0

1.7

.2

.2

.4

.2
1.4

2.0

+].2
-.1

+1.1
-1.4

-.3

+.1

-.5

+.7

Asia,
Africa,
Oceania

.8

.2

1.0

.0

1.0

.4

.1

.5

.1

.6

+.5

+.5
-.1

+.4

-.2

-.2

Western
Hemi-
sphere

1.7
.4

2.1
.0
.3

2.4

.9

.2

1.1

.1

1.2

+1.0
+.0

+1.0
+.2

+1.2

-.4

-.5

-.3

1 Excluding transactions which do not involve actual payments such as civilian supplies
for occupied countries, UN RE, A exports, military expenditures in occupied countries, and
surplus property sales on credit.

were drawn down by about 400 million dollars. Gold reserves of
foreign countries, excluding the U. S. S. R., at the end of June,
were estimated at 11.4 billion dollars, and foreign bank balances in
the United States at 5.3 billion dollars. In addition foreign coun-
tries had 1.4 billions of other short-term, and 8.2 billion of long-
term assets in this country.

Of the long-term assets, about 3.7 billion consisted of marketable
securities, which, however, are mostly in private hands. Other
long-term assets consist primarily of direct investments which, as
wartime experience has shown, are ve.ry difficult to liquidate. Of
the total gold and bank balances of foreign countries about 9 billion
dollars belong to Europe, about 4.2 billion to the Western Hemis-

phere, and 3.5 billion to Asia, Africa, and Oceania. In addition,
international institutions had 4 billion dollars to their credit.

Europe Pays Dollars to Other Areas

Due to the increased need of non-European countries, particu-
larly those in the Western Hemisphere, for dollars, and their ability,
in a sellers market, to require payment in dollars for their exports
to Europe, the drawings on United States loans to European coun-
tries increased during the second quarter. In fact a rough analysis
of the United States balance of payments by areas (see table 8 and
chart 5) shows that about 500 million dollars obtained by Europe
through current transactions, loans, and the liquidation of gold
and other assets was paid to non-European countries, of which 300
million dollars was transferred to the Western Hemisphere, and 200
million to countries in Asia, Africa, and Oceania. This situation
is also reflected in chart 6, which shows that the United States
export surplus with Europe from the first to the second quarter
increased 56 million dollars (as against increased loan disburse-
ments to Europe by the U. S. Government and international institu-
tions of about 500 million) whereas the export surplus with the
Western Hemisphere increased 130 million and the export surplus
with other countries 142 million.

This analysis is also borne out by data released by the British
Government. During the first 6 months of 1947, the British "spent"
800 million dollars in United States dollars in countries other than
the United States. Of this amount, 472 million dollars was paid to
Canada and Latin America for British purchases in those areas, and
the remainder was made available to sterling area and European
countries for purchases in the dollar area. These moves toward
making sterling freely convertible in accordance with the Anglo-
American Financial Agreement could not be sustained, and con-
vertibility of sterling was temporarily suspended in the middle of
August.

Thus, the data indicate the dependence of our exports to the
Western Hemisphere in recent months upon loans and other aid to
Europe as well as upon the ability of Europe to draw upon previ-
ously accumulated gold and dollar assets. If additional aid to
Europe is not extended, or if it is extended only in the form of credit
on merchandise bought in this country, dollars available for pur-
chases by Europe in other countries would be considerably reduced.
This would force these other countries, on the one hand, to reduce
their purchases in the United States and, on the other, to increase
their purchases, to the extent permitted by available supplies, in
those countries in which they were accumulating balances through
exports.

Table 8 shows that even after the receipt of 500 million in
United States currency, non-European countries had to liquidate
about 700 million dollars of their own gold and short-term dollar
assets in order to pay for their imports from this country. In
recent months many countries in the Western Hemiphere and
even some of the former neutrals have tightened their import con-
trols. This applies even to Argentina, which accumulated suffi-
ciently large gold and dollar reserves during the war to repurchase
large American investments in that country, and to extend loans
to neighboring and even some European nations.

These increased restrictions may not result in a sudden decline
of exports from this country, because some time may elapse before
the backlog of foreign orders previously placed here is worked
off. Any reduction of dollar receipts from European countries
would, however, require a further curtailment of new orders in
this country by the rest of the world.
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The
Business Situation

By the

Office of Business Economies

Business activity moved upward in September under the
influence of both seasonal and nonseasonal factors. The
improvement in trade centered in soft goods lines, reflecting
consumer requirements associated with the opening of
schools and the arrival of cooler weather. Increases in pro-
duction were widespread, although the post vacation recovery
did not always restore the high output rates achieved earlier
in the year. Employment continued high and, with with-
drawals from the labor force as summer jobs were terminated,
the volume of unemployment remained around 2 million
persons.

With this characteristic backdrop of the fall season, at-
tention continued to center on the advance of commodity
prices at both wholesale and retail levels and appraisal of the
resulting impact upon income and sales. In addition to
growing pressure from the demand and cost factors which
have reacted upon prices almost continuously since the lapse
of price control, recent price developments in the farm prod-
ucts and food sectors have been shaped to an increasing
extent by the lower grain supplies in prospect for the 1947-48
crop year. Grains are not only basic to domestic food pro-
duction but are critically needed in heavy volume in Western
Europe.

Factors in Price Rise

On the demand side, the price trend has been influenced
by (1) the upward trend of personal income, (2) the resump-
tion of inventory accumulation, most noticeable at the
distributive level, and (3) the highlighting of Europe's
relief and reconstruction requirements.

Wage rate increases, a major influence in the income ad-
vance, have combined with higher prices for basic materials
to raise production and distribution costs. The higher costs,
in turn, have been reflected in higher finished goods prices.
Farm income has been raised as a result of advancing prices
of farm products. While perhaps initially motivated by the
deterioration of the grain outlook, the rise in farm product
prices was itself nurtured by the consumer income advance.

Underlying Uptrend in Income

The dip in personal income in August, shown in the ac-
companying chart, largely reflects declines in livestock and
grain marketings from the high totals of the preceding month.
The underlying tendencies continue on the upside, gaining
support from rising wage rates and higher prices. The
seasonally adjusted annual rate of 194 billion dollars in
August compares with 196 billion in July and an average
rate of 191 billion dollars during the first half of the year.

758466°—47 1
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Leave Bond Cashing Creates Income Bulge

In September there was a bulge in the income flow as a
result of a new factor: the permissive redemption of ter-
minal leave bonds held by exservicemen. Almost 900
million dollars worth of bonds were redeemed in the first
month—just under half the total amount outstanding. The
rate of cash outgo was slightly below the rate of turn-ins in
1936 when adjusted service certificates, closely comparable
in total value to the leave bonds now being cashed, were
made redeemable beginning in mid-June.

The leave bond cash-ins amounted to approximately 5 per-
cent of total personal incomes in September, but will be of
declining importance in the succeeding months. The limited
information available suggests that the addition to the spend-
able income of veterans is being used for a variety of pur-
poses—payment of indebtedness, downpayments on homes
or instalment purchase, investment in business, and pur-
chases of personal or household goods.

Inventory Accumulation Resumed

Resumption in August of the postwar inventory expansion
added more than 750 million dollars to the combined book
value of business inventories. The value of manufacturers'
inventories rose by approximately 300 million dollars, re-
tailers' by 350 million, and wholesalers7 by 100 million.

The increase in retailers' stocks followed gradual relaxation
of the stringent buying policies widely adopted by retail
merchants during the first 6 months of the year. This shift
is illustrated by the data on new orders, sales, and stocks re-
ported to the Federal Reserve Banks by a group of 296 large
department stores. During March, April, and May these
stores placed new orders equivalent to about 70 percent of
current sales. During June to August the ratio was stepped
up to 130 percent of sales, a better tha1! seasonal rise.

Converse Movements of Exports and Inventories

Exports have exhibited a somewhat converse movement
relative to the inventory trend in 1947. Not only did the
export peak in the second quarter coincide with the slowdown
in inventory accumulation, but the subsequent reduction in
exports was accompanied by a renewal of inventory accumula-
tion. The tendency for these successive movements to have
partly counterbalancing effects is apparent in the over-all
production and employment estimates, although the major
portion of the offset to lower exports in the third quarter is
found in higher personal consumption expenditures.

In July and August, the value of exports, excluding sup-
plies distributed by the Armv in occupied countries, was about
one-fifth below the record figure for May. An analysis of
the export situation appears in the following section of this
review.

Main Outlines of Business Pattern

The introductory chart presents the business highlights of
the most recent period: the rise in prices, personal income,
and consumer spending; the gains in employment and in
construction activity; and the downward adjustment which
has occurred in export trade. With the exception of the
reduction in export volume, these broad movements have
been generally characteristic of business activity during most
of the 2-year period since the end of the war.

In the production sphere, however, the pattern in 1947
provides significant contrasts with the situation in an earlier
stage of the postwar transition. A broad classification of
manufacturing industries according to whether production
was rising, showing little change, or declining in 1946 would
place the reconversion industries in the rising group and

most of the others in the group showing more or less stability
on a relatively high plane. A comparatively few industries
essentially those where war production was still being liqui-
dated, would fall in the declining group.

Mixed Production Trends in 1947

A similar classification for 1947 would yield a markedly
different grouping since fewer industries have shown rising
trends of output this year and the industries with declines
are more numerous than in 1946. Even in the reconversion
area the production trend is highly mixed: on the upside are
automobiles, refrigerators, freight cars, and electrical ma-
chinery; on the downside, washing machines, vacuum clean-
ers, and radios. Outside the reconversion group, most
strength has been shown in the building materials industries
and in petroleum and industrial chemicals. The important
steel industry had a high first quarter which it has not
bettered. While most of the heavy industries continue to
carry large order backlogs, supply dislocations and material
shortages have prevented operations at higher capacities.

Among the more important industries where production
has fallen off since the opening quarter of the year are
textiles and clothing, shoes, and nonferrous metals, plus the
aircraft and shipbuilding industries. The downward move-
ment in textiles has been quite marked; cotton consumption,
for example, averaged 32,000 bales per day in July and
August as compared with an average of 42,000 in the first
quarter of the year. More widespread vacation shut-downs,
however, accentuated the summer decline.

Over-all Output Expansion Has Topped Off

The net effect of these divergent trends is not readily
ascertainable in view of the problems involved in measuring
commodity production in a transitional year such as 1947.
The Federal Reserve production index was below the first
quarter average in both durable and nondurable manu-
factures in the second and third quarters of 1947.

New Statistical Series
The following series have been added to the statistical section (pages

S-l to S-40) beginning with this issue:
Aircraft, shipments and exports.
Asphalt siding and saturated felt, shipments.
Aviation gasoline, production and stocks.
Barley, stocks on farms.
Bone black, production and stocks.
Foreign exchange rates, Belgium, France, Netherlands, Sweden.
Glue, animal, production and stocks.
Gross national product, by principal components.
National income, by distributive shares.
Personal saving and disposable personal income.
Plastic products: cellulose plastics other than cellulose acetate and

nitrocellulose, phenolic and other tar acid resins, urea and melamine
resins, polystyrene, vinyl resins, miscellaneous resins.

Soybean oil, wholesale price.
Year-round hotels, average weekly hours and average hourly earn-

ings.
Discontinued Series

The following series have been dropped from the statistical section:
Anthracite coal, stocks, producers' storage yards.
Canadian statistics.
Cotton yarn, production.
Domestic corporate issues for productive use.
Electric overhead cranes, orders and shipments.
Fairehild's index of retail prices.
Farm marketings and income from marketings, adjusted indexes.
Furniture, plant operations, orders, and shipments.
Loans outstanding of Federal savings and loan associations.
Motor vehicles, production.
National Industrial Conference Board consumers' price index.
New York Times stock prices.
Porcelain enameled products, shipments.
Retail sales, adjusted index eliminating price changes.
Spring washers, shipments.
U. S. war and defense program expenditures.
Water transportation, employment and pay roll indexes.
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The seasonally adjusted index of freight carloadings in the
miscellaneous category (which includes mostly manufactured
products) has moved as follows, with the first quarter 1947
average as 100: second quarter, 97; July, 96; August, 100;
September, 97 (preliminary).

Thus, these two sets of evidence on the over-all production
position suggest that the advances in industries where output
has been rising have not been sufficient to raise aggregate
manufacturing production above the rate in the first quarter
of 1947.

Expansion in Construction Activity

Outside of manufacturing, the construction industry has
continued to turn in better than seasonal results. With
the value of work put in place rising to 1.3 billion dollars
in September, the 9-months total for 1947 exceeded 9
billion dollars and was within 1 billion dollars of the total
value of construction for the entire year 1946. The recent
advances have been largest for residential construction.

Prospects are likely that the fourth quarter volume will
exceed that of the third quarter in view of the rising trend
of residential units started during the summer and the
marked increase in nonresidential construction contract
awards in recent months. The value of private nonresi-
dential contract awards during July and August averaged
one-third above the average for the first half year according
to F. W. Dodge statistics. This advance can be traced to
the lifting of Federal restrictions on nonresidential building
on July 1 of this year in addition to a realization of the fact
that construction costs, which had risen sharply during the
first half of the year, showed no clear evidence of a decline.

Expansion of Gross Investment

The latest quarterly plant and equipment survey, which is
reported in this issue, indicates that business capital outlays
have remained on a high plateau. However, with residential
construction higher and with a larger investment in business
inventories, the gross private domestic investment segment
of gross national product has shown a further increase in the
third quarter.

Table 1.—Changes in Wholesale Prices

Commodity groups

All commodities
Farm products
Foods _
Hides and leather products.. _
Textile products
Fuel and lighting materials...
Metals and metal products. _.
Building materials
Chemicals and allied prod-

ucts _
Housefurnishing goods
Miscellaneous __ _

Percentage change

Dec.
1946-

March
1947

+6.1
+8.6
+4.7
-1.2
+3.6
+4.8
+3.9

+12.5

+5.2
+4.7
+5.9

March-
June
1947

-1.0
-2.6
-3.5
-.8
-.5

+3.2
+1.9
-1.7

-9.1
+2.7
-2.3

June-
Sept.
1947

(prel.)

+6.2
+4.8

+10.6
+8.1
+1.9

+ 10.4
+6.4
+4.1

+1.2
+.5
+.4

Dec.
1946-
Sept.
1947

(prel.)

+11.6
+10.9
+11.8
+5.9
+5.0

+19.4
+12.6
+15.0

-3.3
+8.0
+3.9

Approximate percentage
distribution of total
change

Dec.
1946-

March
1947

100.0
28.5
20.3
-.7
5.4

10.2
8.6

15.4

1.6
1.8
8.9

June-
Sept.
1947

(prel.)

100.0
14.4
40.3
4.2
2.5

20.2
12.7
4.7

.3

.2

.5

Dec.
1946-
Sept.
1947

(prel.)

100.0
18.7
26.4
1.9
3.9

21.1
14.3
9.5

-.5
1.6
3.1

Source: Computed by U. S. Department of Commerce, Office of Business Economics,
from price indexes of U. S. Department of Labor, Bureau of Labor Statistics. Preliminary
estimates for September prepared by Office of Business Economics on the basis of the weekly
price series of the Bureau of Labor Statistics.

Prices Advance Along Broad Front

The pattern of price changes by commodity groups which
emerged during the third quarter is different from the pattern
in earlier months of the year. As shown in table 1, the all-
commodities wholesale price index rose by approximately 6
percent in both the first and third quarters, with the inter-
mediate period showing a small decline. During the 3
months ending in September the advance proceeded on a
broad front, with the fastest moving commodity groups being
foods, fuel and lighting materials, hides and leather products,
and metals and metal products. In the initial quarter of
1947, building materials and farm products took the lead in
the price advance.

The computations in the table showing the approximate
percentage distribution of the increase in the total index
indicate the changing role of the various commodity groups.
In the latest quarterly period 40 percent of the rise could
be assigned to food products, 20 percent to fuel and lighting
materials, and 13 percent to metals and products.

Foreign Trade Developments

The value of exports, including the value of civilian sup-
plies distributed by the Army in occupied countries, has
declined by about one-sixth from the peak annual rate of
over 18 billion dollars reached in May 1947 (see table 2).
The figures for July and August were below the average rate
for the first half of the year. The decline has been spread
about evenly among all continents and—with the exception
of the United Kingdom where the increase prior to May was
much smaller than the rise of total exports—has affected
our trade in varying degrees with all major countries.

Demand Falls in Dollar Surplus Areas

Exports to countries which were not affected by destruc-
tion of productive facilities or loss of paying markets, and
where, therefore the scarcity of gold and dollar assets is not
an immediate problem—like Switzerland, Cuba, Venezuela,
and South Africa—have followed the same trend as exports
to the other countries. This is borne out by the fact that
the decline since May for these four countries was about 16
percent as compared to 19 percent for all countries (see
table 3), and indicates that the over-all decline was not the

result solely of the increasing shortage of gold and dollar
exchange.

Table 2.—United States Exports, Including Reexports, and Civilian
Supplies for Occupied Areas, at Annual Rates

[Millions of dollars]

Area

Sixteen countries participating in the
Paris Conference, and Western Ger-
many:

Recorded exports
Civilian supplies _

Total
Other Europe. ...
Asia and Oceania, exluding Turkey:

Recorded exports .
Civilian supplies _ _ _ _ _ _

Total-
North America, excluding Iceland
South America
Africa

Total, all countries

1946

3,279
262

3,541
868

1, 423
188

1,611
2,532
1, 152

488

10, 192

Jan. -June
1947

5, 158
443

5,601
590

2, 252
364

2,616
3,842
2,440

824

15, 913

May 1947

5,460
571

6,031
900

2,508
421

2,929
4,248
2,868
1,044

18, 020

July 1947

4,488
681

5, 169
492

2,268
561

2,829
3,528
2,256

792

15. 066

Sources: Bureau of the Census and Clearing Office for Foreign Transactions, Office of
Business Economics.
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The decline of exports to the four countries mentioned
above was most pronounced in cotton and textile products,
machinery and vehicles, and food products. The decline
in the last-mentioned commodity group may be ascribed to
seasonal factors; the same applies partly also to raw cotton.
The decline in exports of cotton manufactures, machinery
and vehicles, and other semifinished and finished manu-
factures to these countries can probably be ascribed to a

gradual satisfaction of the demand, or to the rehabilitation
and development of sources of supply for these products in
other countries. With the exception of food products and
chemicals, the relative decline of exports to the four coun-
tries with sufficient reserves was less than the decline of
exports in the same commodity groups to all countries (see
tableS).

Table 3.—United States Exports to Selected Countries, May and July 1947 l

[All money figures in millions of dollars]

Food - -- --
Textile fibers End manufactures
Non-metpllic minerals --
Motels and manufactures -
A/[achinery and vehicles
Chemicals and related products - _ ._
Other

Total exports

Four countries with sufficient gold
and dollar reserves 2

May 1947

24.2
23. 6
6.9

15.3
43.4
7.7

19.1

140.2

July 1947

18.4
15.8
6.7

15.0
38.3
6.6

16.5

117.3

Percent
change

-24.0
-33.1
-2.9
-2.0

-11.8
-14.3
-13.6

-16.4

Two countries with insufficient gold
and dollar reserves 3

May 1947

38.1
16.2
24.3
7.5

34.0
5.4
8.1

133.6

July 1947

17.3
4.6

21.9
6.4

26.1
4.3

10.2

90.8

Percent
change

-54.6
-71.6
—9.9

-14.7
-23.2
-20.4
+25. 9

-32.0

All countries, excluding civilian
supplies

May 1947

223.8
189.5
149.2
127.7
463.5
78.0

176.8

1,408.5

July 1947

182.7
125. 9
130.6
113.1
363.7
69.8

153.3

1,139.1

Percent
change

-18.4
-33. 6
-12. 5
-11.4
-21.5
-10.5
-13.3

-19.2

1 Exports excluding reexports.
2 Cuba, Venezuela, Switzerland, Union of South Africa.
3 France, Italy.
Source: Bureau of the Census.

Equipment Exports Stay High

The probability that the decline of foreign-owned gold
and liquid-dollar assets accentuated the export decline is
indicated by the data for France and Italy which are among
the countries most affected by a lack of dollar exchange.
Three-fourths of the decline of exports to these countries was
concentrated in foodstuffs, raw cotton, and textile products,
as compared to less than 40 percent in the same commodity
groups for all countries. Even though the decline of ex-
ports of those commodities was partly seasonal, the fact
that these tw^o countries reduced their purchases of these
products relatively more than the other countries would in-
dicate that reductions of our exports on account of foreign
inability to pay would affect not only durable goods but also
foodstuffs and such essential raw materials as cotton.

Exports of metal manufactures, including machinery and
vehicles, to Italy and France showed a much greater stability
than exports of foodstuffs and textiles. A large part of these
durable goods was ordered many months earlier and financed
through credits. As long as credits earmarked for the pur-
chase of specific commodities are available, exports of these
commodities would not be affected by a decline of gold and
dollar reserves. The limitations of foreign purchases caused
by such a decline would, therefore, have to concentrate upon
other commodity groups. When the credits for the purchases
of equipment and other durable goods are used up, however,
exports of such goods are likely to decline immediately.

Europe Key to Trade Problem

Large payments for imports of goods and services as
compared to cash receipts for exports, and the consequent
exhaustion of gold and dollar reserves, are not only a problem
of the former belligerents in Europe but also of countries in
the Western Hemisphere which were far removed from the
immediate battle areas. As was demonstrated in the pre-
ceding issue of the SURVEY (table 8, p. 8), the countries of
the Western Hemisphere liquidated 0.5 billion dollars of
their gold and dollar reserves during the second quarter to
meet their obligation in this country. In addition, however,
they were also able to use 0.3 billion dollars which they
obtained by selling merchandise to Europe. At this time,

therefore, the large import demand and limited export
potentialities in Europe, and particularly Western Europe,
represent the key to the dollar problem for the world as a
whole.

Trade Shifts Raise Dollar Deficit

To meet the expected crisis, 15 European countries and
Turkey responded to Secretary Marshall's speech of June 5
at Harvard University by submitting a program of economic
cooperation for themselves and Western Germany. In this
document they indicated their plans for rehabilitation and
estimated their material and financial needs from external
sources during the next four years to accomplish their goal.
These plans are now in the process of being closely studied
and evaluated by various Government committees and
agencies.

The largest part of the balance-of-payments deficit of these
countries, as computed by the Committee, is their trade
deficit with the United States as illustrated for 1938 and 1948
in table 4. In the first half of 1947 this deficit, including
civilian supplies distributed in Germany and Austria, was
at an annual rate of 4.9 billion dollars as compared to 0.5
billion during the years 1936 to 1938 and an estimated 5
billion dollars for 1948.

There are several reasons for the increase of the postwar
deficit in addition to the immediate effects of the destruction
of productive and other facilities. Price changes alone
account for more than half of the total increase of the deficit
as compared with the prewar period. The 1947 harvest was
very small and in the case of bread grains was estimated at
less than two-thirds of the 1934 to 1938 average.1 In addi-
tion to these factors, the reliance of Western Europe on im-
ports from the United States was increased by the unavail-
ability of supplies from some of the prewar sources. Table
5 indicates that dislocations of trade accounted for a large
share in the increase of our exports to Western Europe.

It can be expected that within a reasonable time productive
facilities in Western Europe will be rehabilitated and the
agricultural production will return to normal. If the former
trade channels are not reestablished, however, the balance-

i General Report of the Committee of European Economic Cooperation, Volume I, p. 72.
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

October 1947



October 1947 SUKVEY OF CURRENT BUSINESS

Table 4.—Balance of Payment Estimates for the 16 Countries Par-
ticipating in the European Economic Conference (Marshall Plan
Countries), and Western Germany

[Billions of dollars]

Imports f. o. b
Exports -- -

Deficit on visible trade
Income (— ) or expenditures (+) on

income on investments and services.

Total deficit
Deficit of dependent territories

Total deficit of 16 participating
countries, including their de-
pendencies and Western Ger-
many

19381

Total

6.6
4.6

2.0

—1.5

5

With
United
States

1.2
.5

.7

1948

Total

13.8
6.4

7.4

.2

7 6
.7

8.3

With
United
States

5.9
.8

5.1

.6

5 7

With
other

Western
hemi-
sphere

3.2
1.3

1.9

.0

1 9
.5

8.1

With
other

nonpar-

ting
countries

4.7
4.3

.4

—.4

o
2

.2

1 Including all Germany.

Sources: General Report of the Committee of European Economic Cooperation, Paris'
September 21, 1947, published by the U. S. Department of State; 1938 Trade With United
States, Bureau of the Census.

Table 5.—Imports of Western European Countries by Source

[Percent]

From other Western European countries
From the United States
From Eastern Europe _ _ . _. .
From all other areas

Total imports

From all
countries

1938

39.3
10.9
10.3
39.5

100.0

1946

33 9
24.0
2.9

39.2

100.0

From countries outside
Western Europe

1938

18.0
17.0
65.0

100.0

1946

36.4
4.4

59.2

100.0

1948

42.7
} 57.3

100.0

Sources: Data for 1938 and 1946: Office of International Trade, Department of Com-
merce; estimates for 1948, see table 4.

of-payments deficit of Western Europe cannot be eliminated,
unless new outlets can be established for Western European
products in the United States and other non-European
countries or unless Western European imports are reduced.
According to the report of the Paris Conference, the share of
the United States in total imports of the 16 represented
countries and Western Germany is expected to decline from
43 percent in 1948 to 30 percent by 1951. In order to
balance their international accounts, these countries will

have to raise their own exports to the United States from
an annual rate of .7 billion dollars during the first half of
1947 to 1.5 billion in 1951.

Paris Report and Current Exports

In case the countries represented at the Paris Conference
and Western Germany are able from their own financial
resources and through aid from the United States to import
the full amount from the United States as outlined in their
report, our total exports in terms of constant prices to these
countries would not be materially higher than during the
first half of 1947 (see table 6). Price rises which took place
since June may, however, increase the dollar totals.

Table 6.—Program of Imports From the United States of the 16
Countries Participating in the Conference on European Eco-
nomic Cooperation, and Western Germany, as Compared to Their
Actual Imports During the First Half of 1947.

[Billions of dollars]

Food and fertilizer.
Coal
Petroleum and products . - __
Iron and steel - _ _ _ _ _ _ _ _
Timber
Equipment
Other (mostlv raw materials) _ ._ _ _ . ___

Total

First half
of 1947
annual
rate 1

1.79
.27
.26
.23
.05

1.30
1.67

5.57

In prices of June
1947

1948

1.5
.3

2 . 5
.4
.1

1.4
1.8

6.0

1951

1.2
.05

2.55
.3
.1
.8

1.3

4.3

Totals for
four

years,
1948-51

5.4
.7

2 2. 2
1.2
0.4
4.5
6.0

20.4

1 Includes civilian supplies distributed by the Army in Germany and Austria.
2 Includes purchases from other dollar areas.

Source: 1947 annual rates, computed by Office of Business Economics from data compiled
by the Bureau of the Census; 1948-51, see source to table 4.

In the composition of our exports to the countries included
in the Report on Economic Cooperation, foodstuffs are
expected to decline, and in fact be smaller in 1948 than they
were during the first half of 1947. On the other hand,
exports of durable goods, fuels and some raw materials arc
expected to rise. In the long run, as indicated by the
estimates for 1951, if the recovery program as outlined in
the report can be followed, the market for all American
products in the Paris Conference countries would not be
much smaller than at present and would be more than double
the rate for the years 1936 to 1938 in terms of "constant"
prices. This, however, is predicated on our own ability
and willingness to increase the prewar volume of imports
from these countries by more than one-third.

Projected Investment in Plant and Equipment
Capital expenditures for new plant and equipment during

the third and fourth quarters of 1947 are expected by busi-
ness to be maintained at the dollar volume reached in the
second quarter. Outlays, as reported by a representative
group of manufacturing and nonmanufacturing companies,
indicate a 4 billion dollar total for each of the three quarters
subsequent to the first, which brought a sharp seasonal
drop after the steady climb throughout 1946.

The reporting companies, it appears, do not anticipate
any fall in the aggregate of their own capital expenditures
this year. Actual outlays are in general running above the
expectations earlier reported by these same companies—as
can be seen by reference to the comparative totals at the
bottom of table 7.

Utilities Expanding Rapidly

In the total of 3.9 billion dollars of expenditures for new
plant and equipment in the second quarter of 1947, the elec-
tric and gas utilities, the railroads and other transportation
industries, and the manufacturing industries contributed
about equally in absolute terms to the net gain of 200 million
dollars in total expenditures over the earlier peak of 3.7
billion dollars reached in the last quarter of 1946. It will be
noted from table 7, however, that the trend of the utilities
and railroads has been sharply upward in 1947, whereas the.
manufacturing industries have shown a decided tendency to
level off.

Estimated new capital expenditures by electric and gas
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Table 7.—Expenditures on New Plant and Equipment by U. S.
Business 1

[Millions of dollars]

Chart 2.—Expenditures for New Plant and Equipment,
All Private Nonagricultural Businesses

Industrial group

Manufacturing
Mining
Railroad
Other transportation
Electric and gas utilities
Commercial and miscellaneous 3

Total: Actual
Second estimate 4

First estimate 4

1946

5,910
560
570
660

1,040
3,300

12,040
11, 960
11,020

Jan.-
Mar.

1, 450
150
160
180
330
900

3,160
3,440
3,640

Apr.-
June

1,850
160
220
230
450

1,030

3,940
3,670
3,560

1947

July-
Sept.2

1,840
170
290
250
510

1,000

4,070
3,770

Oct-
Dec.z

1,820
170
370
220
500
930

4,020

Total 2

6,960
650

1,040
880

1,790
3,870

15, 180

1 Excluding agriculture.2 Estimates based on anticipated capital expenditures of business.
3 Includes trade, service, finance, and communications.4 In reporting actual figures for each quarter business concerns also give estimates of sim-

ilar outlays planned for the 2 quarters following. The second estimate is thus a revision of
the first estimate.

NOTE.—Figures are rounded and will not necessarily add to totals.
Source: U. S. Department of Commerce and Securities and Exchange Commission.

utilities reached a high of 450 million dollars in actual outlays
during the second quarter of 1947. Quarterly anticipations
for the second half of 1947 reflect a further growth to an an-
nual rate of approximately 2 billion dollars in the latter part
of the year.

Railroads look forward to steadily increasing outlays for
new capital facilities. Compared with expenditures of 570
million dollars in 1946, actual expenditures for the second
quarter of 1947 were at the annual rate of 880 million dollars,
while the anticipation for the fourth quarter approaches an
annual rate of 1.5 billion dollars. Whether this rate of
expenditures will be realized depends in large measure upon
equipment deliveries.

Expenditures for new plant and equipment by manufac-
turing companies—which account for a much larger share of
capital outlays than any other industrial group—declined
with seasonal interruptions from 1,760 million dollars in the
last quarter of 1946 to 1,450 million dollars in the first quar-
ter of this year. The current survey estimates actual expen-
ditures in manufacturing for the second quarter of 1947 at
more than 1.8 billion dollars, or at an annual rate in excess of
7 billion dollars. Anticipated expenditures for new capital
in the second half now indicate a leveling off at approximately
the same annual rate.

Expenditures Over 15 Billion Dollars in 1947

With returns now in for the fourth quarter, business
expects that its total expenditures lor the year 1947 \\ill top
15 billion dollars. This total would exceed by one-fourth
the actual expenditure of 12 billion dollars in 1946. The
general stability of the rate during the year, however, is
indicated by the fact that the 15 billion dollar annual rate
was reached in the fourth quarter ot 1946.

The first and the last columns of table 7 provide a com-
parison of the full year totals for 1946 and 1947, based in the
latter instance on the third quarter survey. For the two
largest categories—manufacturing, and commercial and mis-
cellaneous—the increases are 18 and 16 percent, respectively,
with expenditures in the mining industry rising in about
the same degree. Thus, it was the large increases for the
railroads and the electric and gas utilities that raised the
average advance to one-fourth. The announced programs
of these groups indicate that current facilities are still far
short of requirements, with the power companies in some
areas facing a heavy winter load \\ith little margin, and the
railroads pressed to meet peak seasonal car requirements.

BILLIONS OF DOLLARS
201

15

10

-ACTUAL PLANNED I/

COMMERCIAL AND
MISCELLANEOUS^/

RAILROADS, AND
ELECTRIC AND GAS
UTILITIES

MANUFACTURING
AND MINING

— 1946 ^ -« 1947
QUARTERLY TOTALS, AT ANNUAL RATE 47*468

1 Data for third quarter are revised estimates and for fourth quarter are preliminary esti
mates.

2 Includes trade, service, finance, communication, and transportation other than railroad
Sources of data: Securities and Exchange Commission and U. S. Department of Commerce

Office of Business Economics.

Higher Prices A Factor

Price advances which have affected building, equipment
and installation costs are reflected in these dollar expenditure
totals. How much costs w^ent up for such a heterogeneous
class of expenditures as is represented by business capita
formation it is impossible to state. It can only be said thai
they averaged substantially higher in 1947 than in 1946, a^
part of the general phenomena of advancing prices anc
rising costs that have characterized the postwar period tc
date.

Machinery and Equipment 70 Percent of Total

Of the preliminary 1947 total of 15.2 billion dollars foi
the new plant and equipment expenditures of all business
about 10.6 billion dollars, or 70 percent, represents actua.
and anticipated outlays for new machinery and equipment
The same proportion is indicated for manufacturing, where
nearly 5 billion dollars will be spent on new machinery anc
equipment during the year, according to data now available

Actual outlays for new machinery and equipment in th(
second quarter are estimated at 2,760 million dollars, the
same relative percentage of the total as that anticipated foi
the full year. Somewhat less than one-half, or 1,300 millior
dollars, of the new machinery and equipment purchases
was purchased by manufacturing industries.

Used Facilities of Diminishing Importance

Purchases of old or used plant and equipment by business
diminished in importance during 1947, with an estimated
total for the year of about 900 million dollars, compared with
nearly 1.7 billion dollars of used plant and equipment which
changed hands in 1946, according to revised figures. More
than two-thirds of the 1947 figure represented purchases
made in the first half of the year, and result from a few larger
individual transactions.Digitized for FRASER 
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Food Supplies
A series of developments affecting both the demand for

and the supply of food have had a sharp impact on food prices
and on quantities available for export. On the demand side,
the rising trend in personal income has been reflected in ad-
vancing prices of meats, butter, milk, and eggs. On the
supply side, the partial failure of this year's corn crop has
pushed both feed and food grain prices upward and cut
deeply into supplies available for meeting minimum food
needs of Western Europe.

With respect to the availability of food for domestic con-
sumption, however, the principal effect of the reduced
harvest will be delayed until 1948. Food supplies in the
United States have continued at a high level and per capita
consumption for 1947 is estimated to be 17 percent above the
1935-39 average and only fractionally lower than the 1946
record.

World Food Supply Tightens

Although relatively little corn is used directly as a food, it
has a key place in the over-all food production picture
because of its use as a basal feed for all kinds of livestock and
because of the substitutability among various food and feed
grains. Following the setback last winter and spring in
crops in Western Europe and the disappointing outturn
from the important Canadian wheat harvest, the shrinkage
in the United States corn crop has intensified the European
food crisis.

As a result of the pinch in feed supplies, exports of coarse
grains—which amounted to 180 million bushels during the
1946-47 crop year—were virtually discontinued in August,
but shipment of wheat has continued in heavy volume. The
combined supply of feed and food grains in the United States
for the 1947-48 crop year is estimated at 6.2 billion bushels,
as compared with 7.0 billion in 1946-47. The decline of
about 750 million bushels is considerably larger than total
grain exports in the 1946-47 period.

Export Goal for Grains

In view of this year's greater food needs abroad, a goal of
570 million bushels—which is about as high as grain exports
last year—has been recommended for 1947-48. To meet
this goal, the President has asked for reduced consumption of
food products—both those made directly from grains and
those obtained indirectly from grain-consuming livestock.
Grain feeding of hogs, cattle, and chickens accounts for a
large proportion of total grain consumption.

The President's Cabinet Food Committee, reporting on
September 25, estimated that 470 million bushels of grain
could be exported if wheat consumption by livestock were
restricted to 350 million bushels. In the absence of any
program, the current demand for meat and other livestock
products might result in the feeding of much more than that
quantity of wheat and a consequent decline in the quantity
available for export. The Committee stated, therefore, that
additional exports would be possible without further price
increase only if domestic conservation could be effected.
An export goal which is 100 million bushels higher than the
Cabinet Committee's estimate was recommended by the
President's Committee on Foreign Aid and was subse-
quently accepted by the Citizens' Committee appointed to
formulate a national food conservation plan.

Lower Export Volume; Higher Caloric Content

The total value of food exports in the first half of 1947 was
1.2 billion dollars, and in addition, food valued at 325 million
dollars was shipped to occupied countries for civilian feeding.

(See table 8.) These totals are slightly higher than those for
the first half of 1946, but the rise in price between the two
periods was greater than the increase in value of exports.
Although this would suggest a decline in volume, the actual
tonnage and caloric content of the exports have been higher
in 1947 as a result of a shift from higher priced to cheaper
foodstuffs and coarse grains.

Total food exports for the year 1947 are estimated at
about 10 percent of aggregate food disappearance in the
United States, which is less than the proportion exported in
1946. This is not a net drain on the food supply since the
value of food imports is running about two-thirds as large
as that of exports this year and is greater than a year ago.

The influence of exports on the domestic supply of various
foods can be seen in chart 3, which shows exports as a per-
centage of total disappearance or production during the first

Chart 3.—Food Exports as a Percentage of Total Produc-
tion or Disappearance, First Half of 1947 1

$&$| DOMESTIC DISAPPEARANCE OR
R&ftftH PRODUCTION FOR DOMESTIC USE

IOO

R I C E

WHEAT AND FLOUR
FROM U. S. WHEAT

FRUITS, DRIED

NONFAT DRY
MILK SOLIDS &

LARD (AS SUCH)

CHEESE, ALL TYPES

APPLES, PEARS,
AND PLUMS, FRESH

FRUITS, CANNED

CITRUS FRUITS, FRESH

MILK, EVAPORATED &

POTATOES

FRUIT JUICES, CANNED
(EXCEPT PINEAPPLE)

CORN AND
CORN MEAL

EGGS, ALL FORMS

DAIRY PRODUCTS,
ALL FORMS I/

BEEF AND VEAL &
(CARCASS WEIGHT)

VEGETABLES, CANNED

PORK &
(CARCASS WEIGHT)

1 Basic data for exports exclude shipments to territories; data for wheat, lard, potatoes, corn,
and canned vegetables, include military shipments to foreign civilians. Basic data for total
production or disappearance represent production of livestock products and disappearance
of crops for all purposes.2 "Dairy products, all forms" includes nonfat dry milk solids, cheese, and evaporated milk,
also shown in chart, as well as other products not shown. Basic data for all dairy product
exports are fluid milk equivalent; milk production includes estimate for nonfarm.3 Basic data for total production include estimated farm and wholesale and retail slaughter.

Sources of data: U. S. Department of Agriculture, Bureau of Agricultural Economics,
with exports based upon data from U. S. Department of Commerce, Bureau of the Census.
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Table 8.—Exports and Imports of Foods

[Millions of dollars]

Exports of United States merchandise:
Crude and manufactured foodstuffs

and beverages 1
Fruits, vegetables and prepara-

tions
Grains and preparations
Packing house products

Civilian supplies for occupied coun-
tries 2

Imports for consumption:
Crude and manufactured foodstuffs

and beverages - -
Crude foodstuffs
Manufactured foodstuffs and bev-

erages --

First
quar-

ter

651

84
225
170

73

308
200

108

19

Second
quar-
ter

562

81
187
128

159

325
201

125

46

Third
quar-
ter

510

56
179
102

82

321
186

135

Fourth
quar-
ter

448

75
197
37

79

363
228

135

First
quar-
ter

615

96
319

56

155

423
288

134

1947

Second
quar-
ter

630

58
355

76

170

408
227

182

July

183

22
93
15

90

118
55

63

1 Includes some items not shown separately.
2 Data for 1947 are partly estimated.
Source: Bureau of the Census and Office of Business Economics, U. S. Department of

Commerce.

half of 1947. Of the principal products, exports are most
important for the grains, wheat and rice, and for dried fruits,
representing more than 40 percent of total disappearance
in the case of the first 2 commodities and about 30 percent
in the case of dried fruits.

For a second group of products, exports ranged between
10 percent and 15 percent. These include three manu-
factured milk products—nonfat dry milk solids, cheese, and
evaporated milk—lard, and fresh apples, pears and plums,
canned fruits, and fresh citrus fruits. Smaller but signifi-
cant proportions of potatoes, fruit juices, com, and eggs
were exported.

Prices as well as domestic supplies were affected by the
volume of food exports, especially for the grains, where ex-
ports have had a dominant effect. It is significant, how-
ever, that several of the foods in which exports have been
as much as 10 percent of the total sold at close to support
prices during part of this period. From this standpoint,
exports of these foods supplemented the Government's
price support program. In the absence of these exports,
more extensive support operations would have been required.

Less Feed Per Animal

The September crop estimates indicate a corn harvest of
2.4 billion bushels, almost 900 million bushels less than last
year's record amount and 240 million bushels under the
1936-45 average. Part of the reduction in feed for the year
ahead will be offset by a reduction in the number of animals
on farms as a result of large marketings during the past year
and the further liquidation of the livestock population which
is anticipated in the months ahead. In relation to the num-
ber of grain consuming animals, the supply of feed is esti-
mated to be about one-seventh lower than last year and
about equal to the 1937-41 average.

Contrast Between Near Term and Ultimate Effect

In addition to the effect on export supplies of grains, the
curtailed feed supply will mean lower ultimate food produc-
tion from livestock for domestic consumption. However, to
the extent that the prospective feed shortage has already
affected or will affect livestock output during this year, the
influence may be the reverse of the ultimate effect—livestock
may be sent to market earlier and breeding stock may be
liquidated. There is some evidence that this has already
been taking place: In August, the proportion of sows slaugh-
tered was larger than a year ago, and average slaughter
weights for hogs were lower. A larger proportion of cattle is

Chart 4.—Local Market Price Ratios

RATIO RATIO
20

16

12

16

12

1.8

1.4

1.0

.6

20

16

12

MILK-FEED

1926-45
AVERAGE

I I

EGG- FEED

1947

1.8

1.4

1.0

.6

20

16

12

J F M A M J J A S O N D

1 Number of bushels of corn equal in value to 100 pounds of hog live weight.
2 Number of pounds of feed equal in value to 1 pound of wholesale milk. Includes pay-

ments allowed under the Government dairy-production program which was in operation for
the period from October 1943 through June 1946.3 Number of pounds of poultry feed equal in value to 1 dozen eggs.

Source of data: U. S. Department of Agriculture, Bureau of Agricultural Economics.

going directly to slaughter rather than being channeled into
feed lots for further fattening.

Rising Incomes a Factor

Although farmers usually reduce feeding of the various
types of livestock following a short corn crop, in this instance
such a tendency will be modified by the concomitant rise in
the prices of livestock and livestock products resulting largely
from advancing demand. Not only has disposable income
of consumers risen, but the spending of a higher-than-usual
proportion of income at food stores has continued.

Lower Feeding Ratios

The general influence of recent price advances in feed
and in livestock and livestock products can be traced
through changes in local market price ratios, three of which
are shown in chart 4. The best known and possibly the
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most reliable of these ratios is the hog-corn ratio, which
shows the number of bushels of corn equal in value to 100
pounds of hog live weight. From the standpoint of feed
costs, the higher the ratio, i. e. the more corn that is required
to equal in value 100 Ibs. of hog, the more profitable it
is to feed corn to hogs.

Beginning last fall after the removal of livestock ceiling
prices, the hog-corn ratio became very favorable and re-
mained unusually high during the first quarter of 1947.
Since then, the hog-corn ratio has fallen from a peak of
over 19 to less than 12 in recent months.

A very different situation prevails for the egg-feed ratio.
During the latter part of 1946, this ratio rose seasonally
but this year has remained higher than in 1946 partly
because egg prices have been supported by the Department
of Agriculture at 90 percent of parity.

The milk-feed ratio, although very favorable at the
beginning of 1947, dropped more than seasonally during
the first half of the year and has remained less favorable
than the long time average relationship.

The ratio between corn and beef steers is not shown
because it is less reliable than those presented. The in-
centive to feed steers depends not only on the price of feed
but also on the margin between the price of feeder steers
from the range in the fall of the year, when they usually
go into feed lots, and the price of fat steers the following
spring.

On the basis of calculations of the Bureau of Agricultural
Economics, at present prices, the margin of the value of a
fat beef steer over the cost of a feeder steer and the feed re-
quired for fattening is large. On the other hand, if beef steers
should sell next spring at no higher price than a year earlier
the cost of a feeder steer and feed at today's prices would
entail a net loss exclusive of other costs involved.

Wheat Feeding Profitable

Although the reduced ratios between the prices of prin-
cipal livestock and livestock products and the price of feed
will lead to smaller feed grain consumption by livestock in
the year ahead, there still. exists the danger that wheat
consumption by livestock may cut heavily into supplies
available for export. Some wheat is normally fed to live-
stock both as an ingredient in purchased mixed feed and as
home grown feed. In some areas of the west, an acre of
wheat \vill produce more feed than an acre of corn and re-
quires less labor to produce; in such areas wheat is often

grown for feeding purposes. When corn is scarce, badly
distributed, and high in price, as at the present time, the
economic incentive to feed wheat is great.

Wheat is more than an adequate substitute for corn for
most feeding purposes. The feeding value of a bushel of
wheat (60 pounds) ranges from 10 percent to 15 percent
higher than that of a bushel of corn (56 pounds) for the
principal feed uses. The relationship between the prices of
the two grains is such that wheat normally sells for more
than 10 percent above the price of corn, except in years
when the corn crop fails. Thus, when the price spread is
less than 10 percent, there is an incentive to step up the
feeding of wheat to livestock. This effect is intensified if
a farmer or a feed mixer has the wheat available and cannot
readily obtain corn.

Wheat-Corn Price Spread Narrowed

On the basis of the September 15 estimates of prices
received—the latest data available—the ratio of the price
of wheat to the price of corn for the United States was 101.
As long as the price spread is this narrow, a farmer with
both wheat and corn available would find it profitable to
increase the proportion of wheat fed to livestock; similarly,
a feed mixer would have an incentive to substitute wheat
for corn in commercial mixed feeds.

In some areas of the country the ratio of the price of wheat
to the price of corn on September 15 was considerably more
favorable for wheat feeding than was indicated by the United
States average ratio. In the Pacific States, for example,
the ratio was 86, i. e., the wheat price was 14 percent under
the corn price. Wheat is readily available in this area while
corn is scarce. Surveys of feeding conducted in the past
have revealed that the far west typically feeds a much
higher proportion of what than does the United Staets as a
whole.

Thus, as the President's committees have pointed out, if
extensive diversion of wheat from food to feed uses is to be
avoided, early action is essential before regional feed short-
ages develop. Farmers are currently making decisions as
to the marketing and breeding policies they will follow in
their livestock enterprises and soon will be arranging for the
feed which will be required well in advance of the actual
feeding of the grain. Similarly feed mixers must acquire
sufficient grain to process for anticipated mixed feed require-
ments for several months ahead.

Corporate Profits in the First Half of 1947
Corporation, returns now publicly available indicate that

the level of corporate profits in the first six months of 1947
was higher than in the final quarter of last year.2

At seasonally adjusted annual rates, estimated corporate
profits before taxes increased from 27 billion dollars in the
fourth quarter of 1946 to 29 billion dollars in the first quarter
of 1947 and declined to 27% billion dollars in the second.
Similarly, profits after taxes increased from a rate of 16
billion dollars in the final 1946 quarter to 17% billion dollars
in the first quarter of this year, receding to 16% billion dollars
in the second quarter.

These estimates include inventory profits which, in the
recent period of rising prices, have been an important factor
in the advance of reported profits. This element of profits,
however, had a declining trend during the first half of this
year. As a result, if inventory profits are excluded, profits
both before and after taxes show a steady increase from the
last quarter of 1946 through June of this year. The com-
parative trends for the three quarters ended June for the

2 Corporate profits in 1946 were reviewed in the June 1947 issue of the SURVEY, p. 9.

7flUfifi°—47 2

various profit series in relation to the gross national product
and national income are set forth at seasonally adjusted
annual rates in the following table:

[Billions of dollars]

Gross national product

National income
Compensation of employees
Proprietors and rental incomes
Corporate profits and inventory valuation adjust-

ment-
Corporate profits before tax

Corporate profits tax liability
Corporate profits after tax _ __ _

Inventory valuation adjustment
Net interest .. -

4th quarter
1946

218 6

191 0
122 2
46.7

18.8
27.1
11.0
16.1

-8.3
3.2

1st quarter
1947

222 2

197 6
124.9
47.0

22.4
29.0
11.6
17.4

-6.6
3.3

2d quarter
1947

226 0

199 4
125 8
47.0

23.3
27.4
10.8
16.6

—4. 1
3.3

Variation by Industry Groups

There was a considerable degree of dispersion in profit
trends among industries in the first half of 1947 as compared
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Corporate Profits in the First Half of 1947
(Continued from p. 9.}

with results of the last quarter of 1946. Railroad profits
improved moderately, but were far below the war years.
Air transportation, already in the red in 1946, fared still
worse in the first half of 1947. Current profit levels in total
wholesale and retail trade are somewhat uncertain because
of the inadequate coverage of available data, but reports of
the large general merchandise corporations show a con-
siderable profit decline from the high earnings of 1946 as
profit margins narrowed. Net earnings in the telephone
industry were lower in the second quarter as a result of the
strike, profits dropping to less than half of the amount
earned in the first quarter.

Profits of most manufacturing industries tended to move
up in the first half of this year as compared with the rate
prevailing in the last quarter of 1946. The food and kindred
products industry, however, experienced a substantial profit
decline. Electrical machinery and transportation equip-
ment (including automobiles) registered the greatest relative
profit gains among the manufacturing groups. The petro-
leum and coal products industry also showed substantial
gains in profits over the last quarter of 1946.

Table 9 presents estimates of corporate gross sales and
profits before and after taxes by a limited industrial break-
down for the first two quarters of 1947.
Table 9.—Corporate Sales and Profits Before and After Taxes, 1947 *

[Millions of dollars]

A.11 industries total

IVIinins -
IVI anuf acturing

Metal industries 4

Other manufacturing _ _
Wholesale and retail trade _ _ _
Finance, insurance and real estate 3

Transportation
Communications and public utilities _ _
All other industries 5

Corporate sales

1st qtr.

2 3 71, 600

1,419
39, 908
13, 468
26, 440
21, 141
(3)
3,425
2,210
3,497

2d qtr.

73, 641

1,528
40, 563
14, 256
26, 307
22, 229

(3)
3,506
2, 085
3,730

Corporate prof-
its before taxes

1st qtr.

7,139

178
4,308
1,457
2,851
1,205

453
254
404
337

2d qtr.

6,874

196
4,110
1,364
2,746
1,161

463
277
312
355

Corporate prof-
its after taxes

1st qtr.

4,286

129
2,567

845
1,722

711
283
138
246
212

2d qtr.

4, 158

141
2,461

796
1,665

685
289
169
190
223

1 Quarterly profits estimates for the same industrial break-down as above for 1945 and 1946
were published in the SURVEY for June 1947, p. 10. Annual profits estimates by industry
1929-46, were published in the National Income Supplement to SURVEY OF CURRENT BUSI-
NESS for July 1947, pp. 30-32. Concepts and methodology have been described in "Trend
of Corporate Profits, 1929-45," SURVEY, April 1946, pp. 11-12. The principal change made
since that statement was prepared has been to adjust for tax credits flowing from the carry
bank of unused excess profits tax credit and net operating loss; that is, these tax credits were
added to profits after taxes in those years to which the tax credit was carried back.

2 Total profits for all industries include the adjustment for the net flow from abroad of
dividends and branch profits.

s Sales figures exclude industrial division of finance, insurance, and real estate. Presenta-
tion of sales data for these industries would be misleading in view of the large part of their
receipts which is in the form of property income.

* Metal industries comprise iron and steel, nonferrous metals, machinery (except electrical),
electrical machinery transportation equipment (except automobiles) and automobiles.

s All other industries comprise agriculture, forestry and fisheries, contract construction,
services, and the international balance adjustment.

Rate of Profits
In order to appraise the current flow of corporate profits,

it is necessary to relate them to some general measure of
economic activity, or, more especially, of corporate economic
activity. Corporate sales have been frequently used for
this purpose, but sales suffer from the disadvantage of repre-

senting a duplicated count, since the sales of each firm enter-
ing into the corporate total relate not only to the value
added by it, but also the price paid for the material purchased
from other firms, which is already included in the sales of
those other firms.

In table 10, profits are compared with the total income
originating in corporate business. Profits, interest, and
compensation of employees are each shown as a percentage
of all the corporate income shares taken together.

Corporate profits before taxes in 1947, adjusted to elimin-
ate inventory profits, represent about the same proportion of
total income originating in corporate business as they did in
1929; that is, about 22 percent. Both of these periods were
below the wartime peak of 26% percent.

However, profits after taxes, similarly adjusted, repre-
sented a much smaller proportion of income originating in
corporate business in the first half of 1947 than they did in
1929—or 11 percent as against 19 percent. This reflects
the increased corporate income tax rates. The current
11-percent profit rate is about the same as in 1939.

Including inventory profits, profits after taxes in the first
six months of this year were 16% percent of income originat-
ing in corporations—1% percentage points below 1929 and
about the same as in 1941.

Current rates of profits after taxes are, of course, much
higher than they were during the war period, when they
were held to between 10 and 12 % percent of total income
originating in corporate business, as a result of the excess-
profits taxes.

Whereas corporate profits before taxes after elimination of
inventory profits currently represent the same proportion of
total income originating in corporate business as in 1929,
compensation of employees was up 3 percentage points to
77 percent of the total. Net interest originating in corporate
business, on the other hand, was down 3 percentage points, or
from 3% percent in 1929 to less than one percent of the total in-
come originating in corporate business in the first half of 1947.

Retained Earnings and Investment
Of the 8.5 billion dollars in profits after taxes earned

during the first half of this year, corporations paid out 2.9
billion dollars in dividends. Thus, retained earnings were
about 5% billion dollars. Together with the approximately
2 billion dollars of depreciation funds accumulated during the
first half of the year, corporations had 7K billion dollars
from these sources for corporate use.

Between January 1 and June 30, 1947, corporations added
almost 4 billion dollars to inventories, representing in part
an increase in the physical volume of inventories, and in
part the higher valuations due to rising prices.

During the half year, corporations also invested almost 7
billion dollars in additional plant and equipment. The
great bulk of the capital expenditures reviewed in a pre-
ceding section of this issue are made by corporate enter-
prises. Thus, corporate capital outlays in the first six
months of 1947 not only were sufficient to absorb all cor-
porate savings and depreciation allowances accumulated dur-
ing the same period, but also required corporations to obtain ad-
ditional funds from other sources, including new capital issues.

Table 10.—Percentage Distribution of Income Originating in Corporate Business l

Income originating in corporate business __
Compensation of employees

"Wages and salaries - - -
'•lupplements to wages a/nd salaries

Corporate profits and inventory valuation adjustment __ _ _
Corporate profits before tax

Corporate profits tax liability
Corporate profits after tax _ - _ _

Inventory valuation adjustment -
Net interest

1929

100.0
74.2
73.3

.9
22.2
21.2
3.1

18.1
1.0
3.6

1939

100.0
80.6
76.7
3.9

15.5
17.5
4.1

13.4
-2.0

3.9

1940

100.0
75.9
72.3
3.6

21.2
21.5
6.8

14.7
-.3
2.9

1941

100.0
72.6
69.3
3.3

25.5
30.1
13.9
16.2

-4.6
1.9

1942

100.0
71.9
68.9
3.0

26.5
28.2
15.8
12.4

-1.7
1.6

1943

100.0
72.8
69.8
3.0

26.1
27.0
15.7
11.3
-.9
1.1

1944

100.0
74.3
71.0
3.3

24 8
25.2
14.9
10.3
-A

.9

1945

100.0
76.8
73.3
3.5

22.3
22.9
12.9
10.0
-.6

.9

1946

100.0
80.8
77.4
3.4

18.3
23.6
9.7

13.9
-5.3

.9

First
quarter

1947

100.0
77.5
74.4
3.1

21.7
28.1
11.2
16.9

-6.4
.8

Second
quarter

1947

100. 0
77.2
74.1
3.1

22.1
26.0
10.3
15.7

-3.9
.7
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The
Business Situation

By the

Office of Business Economics

Industrial production and employment moved ahead in
October—usually the peak production month of the autumn
season—with the rise exceeding the amount that might be
attributed to seasonal factors. The primary distribution
of goods, as evidenced by freight traffic, showed a better
than seasonal advance, but the sales data for the month are
not yet sufficiently extensive to indicate whether the improved
results of September, following the slow summer months, were
maintained. The production advances were widespread,
though some of the output went into inventories which have
shown an accelerated increase since mid-summer.

Pick-Up in New Order Volume
The more liberal buying policies of businesses in recent

months, which show up in the inventory growth, are reflected
in the most recent data on new orders. In the case of de-
partment stores, for example, orders have risen sharply so
that they are well above sales. The increase in the index of
new orders received by manufacturers in September was the
largest for any month this year.

Prices averaged higher in October than in September,
though in wholesale markets there was little change in the
broad averages after the early part of the month. The
higher level of farm prices is reflected in farm incomes.
Urban incomes continue to be increased by the higher em-
ployment totals, some further advances in wage rates, and a
rise in the hours worked per week. The flow of personal
incomes in October was further augmented by the cashing
of additional terminal leave bonds, though the amount of
redemptions was considerably under the September figure.

In the field of capital investment, the inventory increase
is a dynamic factor at present, with residential construction
moving upward when the usual seasonal trend is toward a
slackening pace. The trend of net foreign investment is
downward; the estimates of national product given in table 1
show that the drop from the second to the third quarter was
almost 3 billion on an annual rate basis. Foreign needs for
goods for relief and rehabilitation continued to be high-
lighted by the consideration being given to the program of
European economic recovery and by the issuance of two
Government reports weighing the impact upon the domestic
economy of a foreign aid program.

Unemployment Reduced to 1.7 Million
The stepped-up tempo of business activity is confirmed by

the trend in the volume of unemployment. The estimate of
1.7 million for October represents the lowest number of per-
sons reported as being without work and actively seeking
jobs in 2 years.

The number of persons on unemployment insurance rolls
also has declined steadily since summer, as illustrated in
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chart 2. In mid-October the weekly volume of continued
claims under both the veterans7 and State programs was 1.2
million, as compared with 1.5 million claims in the previous
month, almost 2 million in mid-July, and approximately 2
million in October 1946. Although exhaustion of benefit
rights by veterans has been an important factor in the
downtrend, the volume of continued claims under the regular
unemployment program in October was the lowest since the
weeks immediately following VJ-day.

Rising Employment

The rise in the number of persons employed in civilian
work to a figure in excess of 59 million in October was a con-
traseasonal development which centered in nonagricultural
industries. In addition to the reported increase of over
300,000 in employment, there was a reduction of some
500,000 in the number of persons who had jobs from which
they were temporarily absent during the survey week. The
October gain extended the year-to-year increase in non-
agricultural employment to 2.2 million; agricultural employ-
ment was unchanged from the estimate for October 1946.

Chart 2.—Weekly Insured Unemployment1

MILLIONS OF PERSONS
4

I -

1945 ' 1946 ' 1947 *7-367
1 Last week plotted in chart is for October 11.
Source of data: Federal Security Agency, Bureau of Employment Security.

The Bureau of Labor Statistics industrial break-down of
nonagricultural employment indicates that the largest
employment advance since the summer months has occurred
in manufacturing industries, although seasonal factors
resulted in increases in trade and Government employment.
The 160,000 increase in manufacturing employment from
August to September was largely associated with the im-
proved flow of materials and the pick-up in orders.

Most Commodity Groups Contribute to Price Rise

Wholesale prices were generally higher in October than in
the previous month, although the weekly index covering
about 860 commodities showed no further advance after the
second week in the month. A seasonal decline in meat prices
lowered the food-price average, but farm-product prices
continued strong. The average for commodities other than
farm products and foods moved upward from week to week,
almost without interruption, the most recent cost influence
on prices in this group being the interim freight-rate increase

of approximately 10 percent which was announced in Oc-
tober. The Interstate Commerce Commission has not ye1
taken final action on the carriers' petition for a rate increase

The strength of prices in October was particularly notice-
able among raw materials, with higher prices being quotec
for such commodities as hides, raw cotton, wool tops, rubber
and steel scrap.

The widespread character of the recent price advance can
be illustrated by classifying the 48 unduplicated commodity
groups in the Bureau of Labor Statistics wholesale price
index into rising, falling, and stable categories. The results
of such a classification covering the period from May 1947,
when the low point in the second quarter decline was reached,
to September are shown in the following:

Number rising 34
Number falling \\
Number stable 1
Recent data not reported 2

Export "Gap" Narrowed

As described in the quarterly review of national income
and product appearing in this issue, one of the few counter-
expansionary developments in the recent business situation
can be found in the trend of United States foreign trade.
The value of recorded exports in September was about one-
sixth below the average for the high second quarter of 1947.
The combined effects of a further decline in exports and a
rise of more than 80 million dollars in the value of imports
in September reduced the excess of exports over general
imports to about 630 million dollars, the lowest figure since
January 1947. The excess ran to 800 and 900 million dollars
in some of the earlier months of the year.

Incomes Augmented by Leave-Bond Cashing

The advance in personal income has operated as a prime
underlying factor for the recent price rise and the increased
volume of consumer expenditures. If the addition to per-
sonal incomes resulting from the cashing of terminal leave
bonds held by veterans is excluded, the income flow in
September was at a seasonally adjusted annual rate of 199
billion dollars, which compares with a rate of 195 billion
dollars in August and an average of 192 billion dollars for
the first half of 1947. Inclusion of the amount of bond
redemption raises the September figure to 210 billion dollars
on an annual rate basis. The income bulge resulting from
bond cashings was sharply reduced in October when the
amount of redemptions was 160 million dollars, as compared
with almost 900 million dollars in September.

The actual disbursement of the proceeds of leave bond
redemptions by veterans will be spread over a longer period
of time than the period within which the cashing was con-
centrated. Thus, in the estimates of personal income,
consumption, and savings for the third quarter, which are
presented in this issue, the heavy cashing of bonds in Sep-
tember is largely reflected in an increase in personal saving,
although the ultimate disposition of these funds will be
quite different.

Contributing to the September rise in personal income
were the expansion in nonagricultural employment and
higher average hourly earnings in both manufacturing and
other nonagricultural industries. New wage settlements
and some increase in overtime work were important in rais-
ing average hourly earnings of factory workers to $1.25 in
September. Average weekly earnings in manufacturing
industries in September topped 50 dollars for the first month
on record.

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

November 1947



November 1947 SUEVEY OF CURRENT BUSINESS

With the approach of the end of the year, an increasing
number of corporations have made larger dividend declara-
tions, reflecting the upward trend of earnings in 1947.

Pick-up in Retail Sales

The increase in retail sales for September counterbalanced
the lagging sales reports for the two preceding months. At
a seasonally adjusted annual rate of 112 billion dollars, retail
sales in September were 4 percent over the previous high
mark set in June. In addition to the underlying uptrend in
personal income and the stimulus given by the redemption
of veterans7 terminal-leave bonds, the pick-up in the dollar
volume of sales reflected further price advances and the
arrival of generally cooler weather after a prolonged heat
wave in many parts of the country had delayed fall buying.

Among the durable-goods groups where, with minor excep-
tions, supply is still the determining factor in sales, every
group showed substantial increases during September. Sales
in non-durable-goods stores rose 5 percent during the month,
after showing little change since the early months of 1947.
Food-store sales returned in September to the April record
level, with higher prices figuring prominently in the sales
increase. In the general-merchandise and apparel groups,
fashion changes and favorable shopping weather were factors
in pushing sales above high points in previous periods.

Inventory Rise

The advance in retail buying in September was preceded
by a marked stepping up of the rate of inventory accumula-
tion from July to August which continued into September.
The reported book value of business inventories increased by
almost 1 billion dollars during September, as compared with
about 710 million dollars in August. The September incre-
ment was most*marked in the value of stocks held by re-
tailers, which advanced 480 million dollars, a more than
seasonal rise and the largest addition in any month since
March 1947. About three-fifths of the September change for
manufacturers and distributors occurred among durable
goods firms; in August the rise was concentrated in the non-
durable goods area.

During the fall of 1946, when inventory increases also
were substantial, the need to replenish stocks of civilian
goods was supplemented by needs arising out of the uneven
flow of goods from production lines and by shortages of
critical materials which often led to high but unbalanced
accumulations. Eising prices also were a factor in encourag-
ing inventory buying as well as in adding to book values.
The recent renewal of inventory accumulation, however,
reflects not so much a hedge against delivery delays as it
does an upward revision of earlier expectations relative to
future prices and sales.

Industrial Production
The production pattern in 1947 has been less uniform than

was the case earlier in the postwar period when the recon-
version industries were expanding output at a rapid rate
and most other industries were operating near capacity.
During 1947 major heavy goods industries—which still
carry a sizable backlog of unfilled orders—have often been
hampered in expanding their operations by relative shortages
of resources at various points in the industrial process.
At the same time, output has been reduced in some other
industries.

The explanation for the declines varies among the dif-
ferent products. In the case of shoes, textiles, wearing
apparel, and alcoholic beverages, a reduction in the volume
of consumer takings and the filling up of dealer's pipe lines
might be mentioned. With respect to nonferrous metals,

Chart 3.—Industrial Production
INDEX, 1935-39-100 __ INDEX, 1935-39«IOO
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1946 1947
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47-498
1 Includes iron and steel, nonferrous metals, lumber, tanning, pulp, industrial chemicals,

cotton and wool consumption, and minerals (excluding gold and silver).
Sources of data: "Total" index, Board of Governors of the Federal Reserve System; "raw

materials" index, computed by U. S. Department of Commerce, Office of Business Econom-
ics, from Federal Reserve indexes.

the curtailment in deliveries of semifinished products to
fabricators reflects the heavy concentration of deliveries in
late 1946 and early 1947 rather than any appreciable falling
off in consumption of the metal by fabricators. In the man-
ufacture of building materials, the flow has continued at a
very high level, although there has been some irregularity
in the output of a few construction items.

There have also been periodic declines during 1947 in such
manufacturing areas as automobiles, refrigerators, and rail-
road equipment where demand is still high and far in excess-
of supply. These declines, however, were more limited ini
scope, being influenced largely by supply problems, notably
a shortage of certain raw materials and the lack of a balanced
flow of supplies and component parts.

Large Raw Material Requirements

The tight supply situation in the postwar period for key
industrial raw materials such as steel can be explained more
in terms of the composition of manufacturing output than
in terms of the over-all volume. As is well known, the over-
all volume in 1947 is substantially lower than in wartime,
although the magnitude of the reduction is difficult to meas-
ure because of the noncomparability of military and peace-
time production. Total raw materials output, on the other
hand, is virtually as high as in the war period. This con-
trast is illustrated in chart 3 showing the trend of the Federal
Reserve industrial production index and of an index of raw
materials production computed by combining individual
series in the Federal Reserve index (see listing of series in
footnote to chart) having a collective weight of approxi-
mately 40 percent in the over-all production index.

Total industrial production was able to outdistance the
rate of output of industrial raw materials by a substantial
margin during the war because of the more extensive proc-
essing of materials required in munitions items. Labor
input per unit of output was high in the war economy, raw
materials input relatively low. The ending of the war saw
the restoration of peacetime production patterns and the
return to more usual relationships between raw materials
and total industrial production.

The chart suggests that raw materials production in 1947
has been running about as high as during the war. Since
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raw materials supplies continue to be a limiting factor in
some industries, it would appear that the over-all raw mate-
rial requirements of the postwar economy may be even
higher than in wartime. It should be noted, however, that
there was some loss of raw materials production during the
first half of 1946, when there were delays incident to work
stoppages, and that a part of the production has been ab-
sorbed by postwar inventory requirements.

Steel Shipments Top Prewar Rate

Of all of the basic raw materials, steel constitutes the
principal material which has been in tight supply throughout
the postwar period. Although production continues in
record peacetime volume—and only slightly below the war-
time peak—demand is still in excess of supply.

Chart 4.—Net Shipments of Steel Products *
MILLIONS OF SHORT TONS
6

1941 1942 1943 1944 1945 1946 1947
47-475

i Data beginning with January 1944 are net shipments (total shipments less shipments to
members of the industry for further conversion); data prior to January 1944 are production
for sale. Separate data for January and February 1946 are not available; the average for the
2 months is plotted in the chart.

Source of data: American Iron and Steel Institute.

Chart 4 illustrates the trend of net shipments of finished
steel products moving into consuming channels since 1941.
After the sharp dip immediately following VJ-day and the
subsequent decline resulting from industrial disputes during
the first half of 1946, shipments advanced to a rate which
approximates wartime volume. A total of about 47 million
tons of finished steel products, or a monthly average of 5.2
million net tons, was shipped to consumers in the first 9
months of 1947. Continuance of this rate of shipments in
the last 3 months would mean total deliveries hi 1947 of
over 62 million net tons, which would be only fractionally
below the wartime peak of 1944 and about 2 percent above
shipments in 1941 when a sizable portion of the tonnage
was channelled into war production. Just under 49 million
tons of finished steel products were shipped in 1946.

Because of the continuance of high operations in ingot and
finishing mills over most of the last 16 months, some types of
steel have become more plentiful. Sheet steel, however,
which is largely used in the production of automobiles,
refrigerators, and other durable consumer goods, has been
a notable exception. Supplies of sheets have remained
considerably below requirements, frequently necessitating
downward revisions in planned production schedules in

those industries where the demand for sheets is heavily
concentrated.

The shaded section in the lower part of the steel chart
shows the trend and volume of sheet steel shipments in
relation to finished steel. Shipments for the first 9 months
of the year totaled approximately 10.7 million net tons.,
Present indications point to a total shipment of close to
15 million tons in 1947, which would be an all-time high and
over one-fourth above last year's amount. Sheet steel con-
stitutes by far the largest single finished steel product and
accounted for 24 percent of the total in 1947, or about the
same proportion as last year. In 1941, sheets represented
21 percent of total shipments.

Some improvement hi the supply of light flat steel may be
expected when the expansion and modernization program
underway since the end of the war is completed. This ex-
pansion, which should be completed before the end of 1948,
will raise sheet and strip capacity by about 3 million tons a
year above the prewar level, and will bring total capacity to
21 million tons as against estimated shipments of approxi-
mately 18 million tons this year. The program also calls for
gross capacity increases of 2.5 million tons in steel ingots,
3 million tons in blast furnaces, and a like amount in coke
oven facilities.

Uptrend Interrupted in Reconversion Industries

The volume of finished goods flowing from the reconverted
consumer durable goods industries generally declined be-
tween the second and third quarters of 1947. In most cases,
this was the first reversal of the uptrend hi production since
operations were resumed following the end of the war. Some,
but not all, of the third quarter decline reflected seasonal in-
fluences, particularly the closing of factories for workers'
holidays during the summer months. In comparison with
previous months, output of consumer durables in July and
August fell to the lowest points since early this year, while
the recovery in September, although sizable, generally left
output somewhat below earlier highs.

Chart 5 shows the quarterly production trends during 1946
and 1947 of 12 important consumer durable goods in com-
parison with the rate immediately preceding the war. The
only exceptions to the general drop in output in the third
quarter occurred in automobile replacement batteries and
heating stoves, which pushed to new highs, with the gain in
the latter largely reflecting seasonal factors. Production of
five of the commodities shown was lower in the July-Sep-
tember period than in the preceding quarter for the first time
since production was resumed in 1945, while three registered
a drop for two or more consecutive quarters.

In the household-appliance lines, the declines from the
second quarter generally were moderate. Evidence seems
to be increasing that the most urgent demands for some of
these appliances have largely been met and that backlogs
have dwindled to the point where further large gains in out-
put can no longer be expected.

Production of radios has been drifting downward since the
fourth quarter of 1946, due in large measure to sagging ship-
ments of table models which are now almost two-fifths below
the peak rate. In contrast, average monthly output of
console models in 1947 has been more than 15 percent higher
than the average for the final quarter of last year, while the
number of television receivers manufactured increased from
a monthly average of 3,000 in the fourth quarter of 1946 to an
average of almost 20,000 in the third quarter of this year.

Factory sales of passenger cars in the third quarter of
1947 dipped below the preceding quarter's sales for the first
time since the reconversion upswing got under way. Work-
ers' holidays in July and extreme temperatures, coupled with
supply difficulties, particularly steel, in August, reduced
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Sources of data: Automobiles, Automobile Manufacturers Association; tires, Rubber Manufacturers Association; batteries, Association of American Battery Manufacturers; refrigerators,
electric ranges, and data other than for the 1941 monthly average (base period) for electric water heaters, National Electrical Manufacturers Association; washing machines, American Washer and
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water heaters, cooking stoves and ranges, and heating stoves, U.S. Department of Commerce, Bureau of the Census; data for the base periods for water heaters, cooking stoves and ranges,
and heating stoves, War Production Board products reports.

output in these 2 months to the lowest point since February.
On the other hand, assemblies of 309,000 units in September
made it the best month since April 1947. Although there
were plant shut-downs in October because of model changes
and lack of materials, output for the month bettered the
September figure, but the increase was less than proportion-
ate to the increase in the number of working days.

The tire industry, after almost 2 years of full production,
has perhaps been the first of the Nation's major durable
goods industries to catch up with the backlog of consumer
demand. This development has been reflected in produc-
tion of passenger car tires which has edged downward for
two successive quarters from the peak first quarter rate.
Although production in the latest quarter was the lowest
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since the same period of 1946 and represented a decline of
12 percent from the rate in January-March 1947, it was still
about 40 percent above the prewar rate.

The extent to which large-scale production in various
branches of the transportation equipment industry has been
achieved since 1945 is illustrated in chart 6. For purposes
of comparison, the monthly average output for 1941, where
available, is shown; in general, this represents a relatively
high prewar rate of production. In almost every case, out-
put is shown as having been substantially in excess of the
prewar rate for approximately a year or more.

The bar in the chart for the production of freight cars by
carbuilders and railroad shops is divided into two parts:
the lower part represents deliveries to railroads in the United
States and the upper part represents production for export.
The purpose of the division is to make allowance for the fact
that cars built for export average only about half the size
of domestic cars and require only about half the amount of
labor and materials.

The total number of freight cars manufactured for domes-
tic use and for export moved up rapidly in 1946 and early
1947, but then declined somewhat as cars for export dwindled
from a high of 17,000 in the first quarter to less than 1,000
in the period just ended. The backlog of foreign orders was

reduced from almost 30,000 cars in January 1947, to about
5,000 at the beginning of October.

Domestic production of freight cars fluctuated widely
during the period shown in the chart, rising or falling more
or less in inverse relation to the number produced for ship-
ment abroad. Under the stimulus of the stepped-up car-
building program instituted early in 1947, output for domes-
tic use jumped from a monthly average of 4,500 in the second
quarter to 6,500 in the third quarter. September output of
about 7,600 cars—a postwar high—compares with a monthly
average of 6,700 in 1941, The present unfilled order back-
log of 116,000 cars represents 15 months' production at the
September rate.

The unusual pattern of quarterly production of passenger
train cars shown in the chart is due to certain technical
aspects of the industry's operations rather than to actual
irregularities in the flow of work. Reflecting the moderniza-
tion of equipment and the shift to high-speed articulated
de luxe passenger trains, operations have continued on a
high level and deliveries have exceeded the 1941 volume by
a substantial margin. The figures plotted in the chart
exclude deliveries of troop sleepers amounting to 713 cars
in the first 4 months of 1946. For the first 9 months of 1947
about 620 passenger-train cars were produced. Unfilled
orders as of October 1, 1947, totaled over 3,000 cars.

Chart 6.—Production of Selected Types of Transportation Equipment1
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* Data are factory sales for motor trucks, deliveries by carbuilders and railroad shops for railway cars, production for truck trailers, and shipments for coach trailers and industrial electric
trucks and tractors. Data for trailers and industrial electric trucks and tractors for the third quarter of 1947 include estimates for September.

2 The difference between "1941 total deliveries" and "1941 deliveries for domestic use" (base periods) represents total deliveries for export.
3 Data exclude troop sleepers for the first and second quarters of 1946; there were no deliveries of troop sleepers in the other periods shown in chart.
* Data for 1941 monthly average (base period) are not available.
Sources of data: Motor trucks, Automobile Manufacturers Association; railway cars, American Eailway Car Institute; trailers, U. S. Department of Commerce, Bureau of the Census;

tracks and tractors. The Electric Industrial Truck Association.
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Chart 7.—New Nonfarm Family Dwelling Units, Privately
Financed 1
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1 Represents conventional and prefabricated types of dwelling units. Data for 1946 and

1947 are for permanent units only while data for 1945 also include a small number of temporary
units started which were not reported separately. Data for units completed are not avail-
able prior to 1946.

Source of data: U. S. Department of Labor, Bureau of Labor Statistics.

Progress in reaching the prewar rate of production was
more rapid in the motor-truck industry, where the conversion
problem was relatively minor, than in the passenger car
industry, as can be seen by comparing the respective panels
in charts 5 and 6. In manufacturing of other transportation
equipment, production moved higher in 1947, with the ex-
ception of truck trailers. The strong postwar uptrend in
truck trailer production in 1946 was followed by successive
quarterly declines this year.

Construction Activity

The better-than-seasonal performance in construction in
recent months is highlighted in the chart on the introductory
page of this issue. The estimate of private construction
activity was unchanged from September to October, a period
when activity ordinarily falls off because of seasonal in-
fluences. Public construction activity also has held up
better than seasonally, owing to a contra-seasonal advance
in public highway construction in October.

Residential building, after lagging during the spring, is
leading the current uptrend, with the value of work put in
place advancing to 500 million dollars in October as com-
pared with 350 million dollars in October 1946. Com-
mercial building also has picked up in recent months, but

the value of activity is still less than in the same period of
1946. Industrial construction, the largest component in
the private nonresidential segment, failed to show a seasonal
rise during the spring and summer, so that the seasonally
adjusted estimate for this type of construction in October
was back to the level in early 1946.

Housing Starts Top 90,000 in September
The recent advance in residential building is also apparent

in the trend of units started (see chart 7). With more than
90,000 permanent private housing units started in September,
the total for the first 9 months of 1947 reached 620,000. The
number of completions has advanced rapidly in recent
months from an estimate of 60,000 per month in the first and
second quarters of this year to almost 80,000 in September.
It now seems likely that a total of between 825,000 and
850,000 units will be completed in 1947. With about 440,000
units completed last year, nearly 1,300,000 permanent
dwelling units will have been provided in this 2-year postwar
period.

An indication that recent housebuilding activity is
becoming somewhat better tailored to the housing needs
of the population is afforded by the steady increase of
multifamily dwelling units—practically all of which are
places for rent—as a proportion of total building. From
a range of 7 to 8 percent in the first half year, this percentage
rose to almost 10 percent in July and to 11 percent in August.
The current proportion of multifamily units put under way,
however, is still well below the high of 32 percent started in
1927 and 1928. The percentages in the following table were
calculated from estimates of the number of privately financed
units scheduled to be started:

[Percent of total units]

1947:
1st Quarter
2d quarter
July
August

Total

100.0
100.0
100.0
100.0

Single
family

88.9
87.6
86.4
85.1

Two-
family

4.0
4.5
3.8
4.1

Multi-
family

dwellings

7.1
7.9
9.8

10 9

Source: Bureau of Labor Statistics.

Part of the increased activity in building for rent may be
due to removal of rent controls on new construction in June
and to increased use of the more liberal financing arrange-
ments available under the provisions of section 608 of the
National Housing Act. In the 9 months ending in September,
533 projects covering 26,000 units had been insured under
this section.

National Product and Income in the Third Quarter of 1947
The volume of national economic activity in the third

quarter of 1947 did not change greatly from the high reached
in the second quarter of the year, according to the estimates
of gross national product and income now available.1 The
distinguishing feature of the economic picture was a resump-
tion of the price rise, after a temporary leveling in the second
quarter. This rise largely accounts for the third quarter
increase in the gross national product to 232 billion dollars.

As was explained in the August issue of the SURVEY, the
main upsurge of demand which had formed the background
of postwar developments had tapered by the second quarter

i The series in table 1 extend and revise those published in the August and September
issues of the SURVEY. Owing to lack of information on corporate profits, complete third
quarter national income figures cannot be given at this time. A subsequent issue of the
SURVEY will contain the information missing in the present tables. Annual and quarterly
data on national income, product, and related series for 1946 and earlier years can be found in
the National Income Supplement to the July issue of the SURVEY which is obtainable for 25
cents from the Superintendent of Documents, Washington, D. C.

of the year, although demand continued strong at high levels.
The autonomous upward shift in consumer expenditures had
ceased, with the exception of the demand for certain scarce
durable goods and services. Domestic demand for fixed
investment, other than construction, was approaching a
plateau. The major phase in the replenishment of business
inventories appeared passed; and foreign demand had clearly
attained its peak. Concurrent with the stabilization of
demand, both wholesale and consumer prices dropped in
April and in May below highs that had been reached in March.

In June, however, the price rise was resumed, and con-
tinued throughout the third quarter. This renewed advance
can be explained partly in terms of an upward revision which
occurred in the business community's estimate of the pros-
pective level of economic activity which influenced invest-
ment and other decisions. The anticipation that foreign
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aid plans would prevent or at least mitigate the sharp drop
in exports which had been expected as the result of the rapid
depletion of foreign purchasing power was a major factor
improving near-term business expectations. These in turn
were reflected in more liberal buying of goods with the
result that inventories rose at an accelerated rate. Wage
increases contributed to the summer's developments by
increasing costs of production as well as by adding to con-
sumer purchasing power. High farm income, largely a con-
sequence of higher prices, in turn contributed to the mainte-
nance of demand. The redemption of the veterans' terminal
leave bonds in September also gave a fillip to personal in-
comes toward the end of the quarter. With domestic
demand strong and a continued heavy export demand
expected, the reduction in the corn crop constituted a
further strong incentive for price rise.

Main Developments Summarized

The main developments in expenditures for gross national
product and in the shares of income which reflect the ten-
dencies discussed above can be summarized as follows:

1. Total demand for domestic business investment in-
creased moderately from 29 billion dollars to 30 billion
at annual rates between the second and third quarters.
Purchases of producers' durable equipment, whose rise had
been progressively tapering off, continued at the high level
reached in the second quarter. New private construction
activity moved upward, mainly in the nonfarm residential
component. The activity figures do not yet reflect fully the
pronounced increase in residential starts which followed after
the hesitation of winter and spring. Inventory accumulation
which had dropped sharply by the end of the second quarter
was resumed and rose to substantial levels by the end of the
third. The resumption of inventory buying, like the previous
slackening, occurred mainly in nondurable goods. Durable
goods' inventories continued to be accumulated throughout
the year.

2. Approximately offsetting the increase in domestic in-
vestment, net foreign purchases of American goods and serv-
ices dropped from the second quarter high of 10.5 billion
to an annual rate of 7.7 billion dollars in the third quarter.
The drop was due mainly to the depletion of the dollar and
gold holdings of foreign nations which was referred to in the
analysis of the second quarter national product figures in the
August issue and discussed in greater detail in the quarterly
reviews of the balance of payments. About 2 billion of the
decline reflected a decrease in foreign purchases of the output
of American business. The remaining billion was due to
smaller Government sales of surplus property abroad, and is
offset by a corresponding increase in Federal purchases of
goods and services which are reported on a net basis.

3. Consumer purchases increased by 4 billions at annual
rates between the second and third quarters. The increase
that occurred in durable goods reflected to a large extent a
spontaneous increase in response to more ample supplies of
scarce items, and was an independent factor in maintaining
economic activity. Other increases, however, are largely
explained by the movement of disposable income (see below)
and also by increased prices, which consumers were willing
to pay rather than to curtail correspondingly their real
consumption.

4. Government purchases increased slightly between the
second and third quarters reflecting a moderate expansion of
State and local expenditures. Gross Federal purchases
declined moderately.

Table 1.—National Income and Product, First Three Quarters of
1947

[Billions of dollars]

NATIONAL INCOME BY DISTRIBUTIVE SHARES

National income-.
Compensation of employees

Wages and salaries
Private
Military . _
Government civilian _

Supplements to wages and salaries
Proprietors' and rental income 2 _

Business and professional
Farm
Rental in come of persons.

Corporate profits and inventory valuation ad-
justment. ._-

Corporate profits before tax
Corporate-profits tax liability- _ _ -
Corporate profits after tax.. ..

Inventory valuation adjustment
Netinterest.. .....
Addendum: Compensation of general govern-

ment employees

GROSS NATIONAL PRODUCT OR EXPENDITURE

Gross national product
Personal consumption expenditures ...

Durable goods-
Nondurable goods
Services

Gross private domestic investment
New construction

Residential nonfarm.. .
Other

Producers' durable equipment
Change in business inventories

Net foreign investment
Government purchases of goods and services. _

Federal
Less: Government sales
State and local

DISPOSITION OF PERSONAL INCOME

Personal income
Less: Personal tax and nontax payments

Federal
State and local

Equals: Disposable personal income
Less: Personal-consumption expenditures . ...
Equals: Personal saving

RELATION OF GROSS NATIONAL PRODUCT,
NATIONAL INCOME, AND PERSONAL INCOME

Gross national product .
Less* Capital-consumption allowances

Indirect business tax and nontax liability
Business transfer pavments
Statistical discrepancy

Plus: Subsidies less current surplus of govern-
ment enterprises

Equals' National income
Less: Corporate profits and inventory-valuation

adjustment
Contributions for social insurance
Excess of wage accruals over disbursements..

Plus: Government transfer payments
Net interest paid by government ._. _. . .
Dividends
Business transfer pavments

Equals: Personal income

Unadjusted

1

48.9
30.9
29.5
24.9
1.2
3.4
1.4

11.8
5.6
4.4

5.5
7.1
2.9
4.3

-1.7
.8

4.5

54 3
37.4
4.2

22.2
11.0
7.9
2.1
.9

1.3
4.1
1.7
2.1
6.9
4.6
.6

2.9

47.1
8.7
8.1
.5

38.4
37.4
1.0

54.3
3.0
4.2
.1

-2.0

-.0
48.9

5.5
1.5
.0

2.6
1.1
1.4
.1

47.1

II

50.2
31.7
30.3
25.8
1.0
3.4
1.4

11.8
5.5
4.5

5.8
6.9
2.7
4.2

-1.0
.8

4.4

56.5
40.2
4.7

24.3
11.2
6.6
2.4
1.0
1.3
4.5
-.3
2.6
7.0
4.4
.5

3.1

48.2
4.0
3.5
.5

44.2
40.2
3.9

56.5
3.0
4.3
.1

-1.1

.0
50.2

5.8
1.5
.0

2.5
1.3
1.6
.1

48.2

III

P)
32.3
31.1
27.1
1.0
3.0
1.2

11.8
5.5
4.5

(0
0)
0)
0)

-1.1
.8

3.7

56.7
39.9
4.6

23.8
li;5
8.1
3.0
1.4
1.6
4.5
.6

1.9
6.8
4.2
.2

2.9

49.7
4.6
4.2
.4

45.0
39.9
5.2

56.7
3.1
4.5
.1

0)

-.0
0)

(0
1.3
.0

3.3
1.0
1.5
.1

49.7

Seasonally adjusted,
at annual rates

I

197. 6
124.9
119.4
101.5

4.6
13.3
5.4

47.0
22.4
17.6

22.4
29.0
11.6
17.4

-6.6
3.3

17.6

223. 1
158.0
18.5
95.3
44.2
29.4
10.3
4.4
5.8

16.5
2.7
8.3

27.4
18.2
2.2

11.4

190.9
21.2
19.4
1.7

169.7
158.0
11.7

223.1
11.9
17.2

.5
-4.2

-.2
197.6

22.4
5.9
.0

10.4
4.5
6.2
.5

190.9

II

200.1
126. 3
120.9
103.5

4.1
13.2
5.5

47.2
21.9
18.0

23.3
27.4
10.8
16.6

-4.1
3.3

17.0

229.1
162.0
19.2
97.8
45.0
29.1
9.6
4.1
5.5

18.0
1.5

10.5
27.5
17.4
1.8

11.9

192.3
21 A
19.6
1.8

170.9
162.0

8.9

229.1
12.1
17.3

.5
-.7

2
200! 1

23.3
5.9
.0

10.1
4.5
6.3
.5

192.3

III

0)
129.7
124.7
107.3

3.9
13.4
5.0

47.3
22.1
17.9

(0
0)
0)
0)

-4.5
3.4

16.4

232.3
166.0
19.9

100.0
46.1
30.4
10.4
4.8
5.6

18.0
2.0
7.7

28.2
16.7

.9
12.5

200.4
21.7
19.9
1.9

178.7
166.0
12.7

232.3
12.2
17.6

.5
C1)

-.1
(0

C1)
5.2
.0

13.7
4.6
6.5
.5

200.4

1 Not available.2 Includes noncorporate inventory-valuation adjustment.
Source: U. S. Department of Commerce, Office of Business Economics.

5. Owing to the absence of information on corporate
profits, complete data on national income in the third quarter
are not yet available. But it is clear that the outstanding
change was the rise in private pay rolls, due to a large extent
to wage-rate increases which took effect in the third quarter
or whose full effect was reflected in the third quarter for the
first time. Comprehensive data on hourly earnings covering
all private pay rolls are not available, but information on
pay rolls accounting for two-thirds of the total, and including
manufacturing, mining, construction, trade, and the railroads
indicates that 75 percent of the third quarter increase in pay
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rolls in this group was due to increases in average hourly
earnings. These increases contributed significantly to dis-
posable income and to consumer purchasing power.

Leave Bond Cashing Raises Third Quarter Savings

Another substantial addition to disposable income and
purchasing power arose from the cashing of terminal leave

bonds at the annual rate of 3.5 billion dollars in the third
quarter. Since the cashing occurred during the final month
of the quarter, it is largely reflected in an increase in personal
saving. Insofar as the proceeds are spent in October or
later, the figures do not show the final allocation of these
funds to saving, including the repayment of debt, and to
consumption.

Transitional Savings Patterns of Individuals
Recent savings estimates indicate that aggregate liquid

asset holdings of individuals are continuing to mount, though
at a slower pace than prevailed last year. Savings out of
current personal income has dropped from the abnormally
high rate of one-fifth or more reached during the war under
conditions of price control, rationing, and war bond drives,
to a figure more in line with the usual peacetime relationship.
It was down to an avefage of 6 percent in the first three
quarters of 1947, or riot far out of line with the percentage
prevailing in the prosperous years of the prewar period. In
the third quarter, the rate of savings rose as the cashing
of the terminal-leave bonds gave a temporary stimulus to
personal incomes in the final month of the quarter. A con-
siderable part of these funds will be reflected in consumer
expenditures in the current quarter.

Not only has the current savings rate been affected by the
existence of record savings accumulations, but the distribu-
tion of saving and dissaving among various consumer groups
has been influenced by the expansion in the supply of durable
goods, the return of veterans to civilian life, the establishment
of new families and households, and the impact of rising
prices on family incomes. Shifts in liquid asset holdings have
been influenced by an additional set of factors, including
sales and purchases of houses, securities, and other long-term
assets and business investments.

Rise in Liquid Asset Holdings

At the end of 1946, liquid assets in the form of currency,
bank deposits and United States Government securities
held by individuals and unincorporated business amounted
to 184 billion dollars, according to Federal Reserve estimates.
Data for the first half of 1947 indicate a further increase of
about two and one-half billion dollars. In current dollars
the liquid holdings have almost tripled since the end of 1941
and in terms of purchasing power have more than doubled.

Of the 1946 total, personal liquid asset holdings of indi-
viduals aggregated 157 billion dollars. This figure repre-
sented an increase of almost 10 billion dollars over the amount
held at the end of the preceding year, and compares with 55
billion dollars at the time of Pearl Harbor. Holdings of
individuals for business purposes, on the other hand, re-
mained relatively constant during 1946. As businesses
dipped into their cash in order to make capital outlays or to
finance inventory expansion, the net effect was a shift of
liquid assets from business to individuals.

Assets Influence Consumer Spending

The continued existence of large accumulations of liquid
assets in the hands of individuals has contributed to the
postwar strength of consumer demand. The results of
sample surveys of consumer spending units conducted by the
Board of Governors of the Federal Reserve System show that
the rise in liquid asset holdings has been accompanied by an
increase in the proportion of consumers making use of liquid
asset balances. Furthermore, while a proportion of con-
sumers typically spend more than their current incomes—in
other words, dissave—during any one year by drawing down
their liquid or nonliquid asset holdings or by going into debt,

764720°—47 2

this proportion also has increased since the end of the war
because of the reasons for increasing expenditures outlined
above.

To illustrate, the 8-billion dollar increase in liquid assets
in 1946 indicated by the second annual Federal Reserve
survey of consumer spending, represented a 10-billion dollar
decline in liquid assets among those that reduced their hold-
ings of such assets, and an 18-billion dollar increase among
those that increased their holdings. In terms of spending
units, 42 percent reported decreases in holdings of Govern-
ment savings bonds and bank deposits during 1946 while 38
percent reported increases in their holdings. By comparison,
30 percent of the spending units reduced their holdings in
1945 and 50 percent increased their holdings. In other
words, the number of spending units which reported decreases
in liquid asset holdings in 1946 was somewhat larger than the
number which reported increases. The average amount of
decrease, however, was considerably less than the average
amount of increase; otherwise, total liquid assets could not
have increased in 1946.

Purposes of Withdrawals

Since the large volume of liquid assets held by individuals
can readily serve to supplement current income in sustaining
high durable goods expenditures and general industrial
activity, it is of interest to determine the use to which such
funds were put. This varied from the purchase of houses
and automobiles to meeting medical care and rising living
costs.

Of the total amount of reduction in liquid assets, the
Federal Reserve survey results show that two-fifths were
used for living expenses, medical care and other like pur-
poses; two-fifths for consumer durable goods, including
housing; and one-fifth for investment purposes. In terms of
numbers of spending units rather than of dollar amounts,
almost three-fifths of those dipping into their liquid asset
holdings—or about a fourth of all consumer units—reduced
their asset holdings in order to meet current consumption
expenditures.

The Federal Reserve survey indicates that the purpose of
withdrawal of liquid assets was clearly associated with size
of income groups. Thus, of all those drawing upon their
savings, 57 percent reduced their liquid assets to meet living
expenses, but in the income groups under $2,000, 67 percent
withdrew assets for this purpose. In the income group from
$2,000 to $5,000, 55 percent reduced their liquid assets for
general living expenses, while among consumers earning
more than $5,000, 34 percent used assets for this purpose.

An important factor in the volume of dissavings was the
bunching of expenditures by veterans for clothing, house-
furnishings and other items as they resumed civilian life.
Veteran spending units comprised one-third of the total
number of consumers that spent more than they earned in
1946, although these were only one-fifth of all spending units.
A stepping-up in retirement by older people in the labor force
was also a factor increasing the prevalence of dissaving in
1946.
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Chart 8.—Percentage Distribution of Spending Units in Each Income Group, by Type of Saver, 1946 1
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Positive and Negative Savers
It is possible to classify consumer units according to

whether they spend more or less than their income, or as much
as their income, by taking into account changes in consumer
indebtedness, net sales or purchases of houses^and securities,
payment of life insurance premiums, etc., in addition to
changes in liquid assets. In 1946, consumers that spent less
than their incomes (i. e., positive savers) represented 65 per-
cent of all spending units, while consumers that spent more
by using past accumulations or borrowing (i. e., negative
savers), were 27 percent of all units.

Chart 8 illustrates that during the year 1946, negative
savers were mainly concentrated among the income groups
earning up to $3,000. The width of the bars indicates the
relative importance of the number of spending units in each
income class to the total "number of spending units. In the
income groups up to $3,000, representing about two-thirds of
all spending units, roughly one-third of the spending units
were negative savers. But more than two-fifths of those
with incomes under $1,000 and three-fifths of those with
incomes ranging from $1,000 to $2,000 had positive savings.

As shown in the chart, the number of negative savers de-
creases in the income groups above $3,000. Similarly, spend-
ing units whose saving position was unchanged were mainly
located in income groups up to $2,000. The panel showing the
distribution of positive savers by income groups illustrates
the rising proportion of savers in succeedingly higher income
groups.

Shift in Savings Composition
Postwar additions to liquid savings have taken forms

distinctly different from the wartime pattern, when United
States Government bond purchases were predominant (table
2). For the most part, current personal liquid savings are
being made in the form of time and demand deposits. In
1946, however, time and demand deposits accounted for

almost the entire increase of 10 billion dollars in personal
holdings of liquid assets compared with 1944 and 1945 when
United States Government security holdings were nearly one-
half and one-third, respectively, of total additions to assets in
these years. Additions to currency holdings were negligible
in 1946.

Net purchases of United States Sayings bonds increased in
the first quarter of 1947, but "limit" buying in the early
months of the year was a factor. In the second quarter of
1947, series "E" bond purchases approximated redemptions,
although the volume of series "F" and "G" savings bonds
outstanding continued to increase, advancing 400 million
dollars. These additions are small when related to wartime
buying. Time deposits accumulated steadily in the first
half of 1947, with individuals saving 1.7 billion dollars in this
form—while demand deposits, which had fallen in the first
quarter because of tax payments, rose again in the second
quarter.
Table 2.—Annual Additions to Personal Holdings of Liquid Assets

[Billions of dollars]

Type of asset

C urrency
Demand deposits..
Time deposits
U. S. Government securi-

ties
Total

194

Amount

0.7
.7
.6

.6
2.6

0

Per-
cent of
total

26.9
26.9
23.1

23.1
100.0

1944

Amount

3.9
3.6
6.6

12.8
26.9

[

Per-
cent

of
total

14.5
13.4
24.5

47.6
100.0

194,

Amount

2.5
4.7
8.3

9.4
24.9

5

Per-
cent
of

total

10.0
18.9
33.3

37.8
100.0

194(

Amount

4.6
5.0

.1
9.7

Per-
cent

of
total

47.4
51.5

.1
100.0

Source: Board of Governors of the Federal Reserve System.

The shift in the composition of additions to liquid asset
holdings is partly the result of the postwar reduction in the

(Continued on p. 24)
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the 800 corporations than for the 200 largest. In both years
the 800 were more profitable than the largest when judged
by this standard.

As previously noted, the 800 corporations made appre-
ciably greater relative gains between 1939 and 1946 in
assets, sales, net profits, and in most of the significant balance-
sheet items. These changes, however, must be interpreted
in the light of the usual cyclical factors which influence the
behavior of firms of different size. Experience indicates that
incomes of smaller concerns are typically more sensitive to
cyclical swings in business activity, and that as a conse-
quence the relative importance of the largest corporations
regularly increases in depression and is reduced in prosperity.

It follows, therefore, that such shifts are not necessarily
indicative of enduring alterations in the structure of business
and that a study of these latter changes would require a con-
siderably more comprehensive analysis—from the standpoint
of time-span covered—than was undertaken in this survey.

Explanatory Notes

To clarify the basic material of this article, further details and ex-
planations are summarized below.

Since financial data of the 1,000 manufacturing corporations are
based largely on consolidated statements of corporate groups, the num-
ber of individual corporations represented is considerably more than
1,000. The consolidated statements usually include data for all sub-
sidiary corporations the majority of whose voting stock is held by the
parent company.

With minor exceptions, the analysis for the 11-year period (1936-46)
covers an identical group of 1,000 parent corporations. In the initial
selection of the 1,000 corporations, only those companies were included
whose financial data were available for the entire period from 1936
through 1943; thus the same number of corporate returns is included
throughout this period. Largely because of mergers and acquisitions
within the original group of 1,000, the number of corporate returns was
reduced to 992 in 1944, 981 in 1945, and 974 in 1946. Since the opera-
tions of these merged companies are still included in the financial
statistics of the combined group, the reduction in absolute number of
separate corporate returns does not impair the validity of the data.
For convenience, the term "1,000 corporations" is used generally in
this article.

Obviously, in compiling data from consolidated returns of corpora-
tions, some businesses other than manufacturing are included. How-
ever, multiple corporations reporting on a consolidated basis were
included in this survey only if it could be ascertained that manufac-
turing activity accounted for the largest percentage of total receipts.

To obtain consistency in the matter of reporting United States tax
notes, some adjustments were made in the total assets data as shown
by certain corporations. In most corporation reports, United States
tax notes were treated as a part of current assets; some corporations,
however, deducted tax notes from the income-tax liability instead of
including them under assets. In such cases, tax notes were added
back to the balance-sheet account.

Statistics reported under the caption of a specific year include data
for 12-month accounting periods ending from June 30 to December 31
of that year; whereas data for accounting periods ending prior to June
30 were included under the heading of the previous year, or the year
which included the greater part of the 12-month accounting period A
financial statement for 12 months ended May 31, 1947, for example,
was included under the year 1946.

The Business Situation
(Continued from p. 10)

savings rate, with reduced participation in the pay roll de-
duction plan for savings bond purchases and less insistent
patriotic appeals in bond selling operating as important
factors. "E" bond purchases are currently concentrated in
higher denominations as small investors who previously pur-

chased low denominations reverted to traditional habits by
depositing their savings in banks.
Savings Rate Reflects Postwar Influences

The restoration of a savings-income relationship in the
recent postwar period which does not differ much from the
rate which existed in years of high income and employment
before the war tends to obscure the effects of special factors
operating in the postwar transitional period. In the first
place, consumers entered the postwar period with huge
backlog requirements for passenger cars and other durable
goods. The trend of production in the reconverted durable
goods industries is reviewed in an earlier section in this issue.
Because the working-off of backlog requirements has been
slow, there has not been any unusual bulge in durable goods
expenditures relative to current income. As further pro-
duction progress is made in these industries the existence
of deferred demands may have an impact on the rate of
consumer savings.

The relatively low volume of consumer credit outstanding
in comparison with the current level of consumer income—
a situation which is described in detail in a feature article in
this issue—is a further factor affecting postwar savings
patterns. The existence of record liquid asset accumulation
should also be noted. Persons holding these accumulations
are in a position to step up their rate of spending. However,
to the extent that these assets are used as an alternative to
consumer borrowing there would not be any net effect on
the savings rate.

Consumer Credit in the Postwar Period
(Continued from p. 15)

The actual effects of the postwar credit expansion have
been shaped by factors peculiar to the transition period. In
the first place, the postwar sellers7 markets for the major
durable consumer goods has meant that the amount of these
goods purchased has not been influenced by the availability
of credit. The stimulating effect of "time" purchasing has
been felt chiefly in other areas of consumer demand where
sales were strengthened either because of the spending of
funds which would have been absorbed in durable goods pur-
chases had credit not been available, or because of the exten-
sion of charge account credit, single payment loans, and other
forms of credit not primarily associated with durable goods
purchases. With supplies limited in most areas of the
economy either by capacity considerations or by various
production difficulties incident to the reconversion period,
the tendency has been for the added purchasing power to
make itself felt in pressure on prices—to a greater extent
than in a more normal period of business expansion.

Secondly, to the extent that postwar borrowing has been
merely a substitute for the drawing down of the large liquid
asset holdings carried over from the war period, the bor-
rowing has not actually increased consumer spending,
although it has increased the amount of funds which may be
readily spent by consumers.

The acceleration of credit extension which will follow
from any relaxation of terms of borrowing will not bring
forth any larger supplies of the major durable goods which
will remain short of demand for the near-term, but will
stimulate consumer purchasing in other areas. Insofar as
there is no improvement in supplies relative to demand,
credit extension adds to the pressure on prices.
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The
Business Situation

By the

Office of Business Economics

The impact of continued heavy demands from domestic
and foreign sources on the Nation's production was high-
lighted in the President's message to a special session of
Congress convened in mid-November to consider foreign
aid and anti-inflation proposals. In addition to recommen-
dations for interim aid for certain Western European coun-
tries, the message called for 3 types of measures to cope with
the problem of high prices and inflation: "one, to relieve
monetary pressures; two, to channel scarce goods into the
most essential uses; three, to *deal directly with specific
high prices."

Evidence of increased monetary pressure was seen in the
steady rise of commercial, industrial, and agricultural loans
at weekly reporting member banks from 11.8 billion dollars
at mid-1947 to 14.3 billion dollars in the final week of
November. Direct loans to consumers, as well as other
forms of consumer credit, also are expanding. This was to
be expected, quite apart from any effects of the removal of
the remaining Government restrictions on instalment
buying on November 1.

With reference to the problem of scarce materials, certain
steps already have been taken to economize available grain
supplies, such as the 60-day shutdown of the Nation's dis-
tilleries and the efforts to cut down grain feeding to animals.
Additional problems of materials distribution are expected
to arise as the foreign aid program is put into operation.

Prices Move Higher

On the price front, which is the third area cited in the
President's message, industrial products have provided the
major impetus to the continued upward movement in the
most recent period. The Bureau of Labor Statistics over-
all wholesale price index and its indexes for the 3 major
groups of commodities are shown in chart 2 which makes
use of a ratio scale in order to facilitate a comparison of the
percentage rates of change in the different indexes.

The seasonally heavy run of cattle and hogs to stock-
yards was reflected in some easing of livestock and meat
prices during October and November, but offsetting ad-
vances occurred in grains and among dairy products and
fruits and vegetables. Farm prices averaged somewhat
lower in November than in the previous month, but whole-
sale food prices recovered to the high September level.

The November advance of industrial prices brought the
total rise in the nonfarm, nonfood group from June 1947 to
8 percent, as compared with 6-percent rise in farm product
prices. Prices of foods, which include both raw and proc-
essed commodities, advanced 9 percent during this period.

Retail Price Advances Offset by Seasonal Declines

Divergent price changes occurred at the consumer level
in October when seasonal declines were noted for important
foods, such as meats and dairy products, which were offset
by higher prices for the broad range of other consumer goods

1
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Chart 2.—Wholesale Price Indexes, All Commodities and
Major Commodity Groups
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Sources of data: U. S. Department of Labor, Bureau of Labor Statistics through October
1947; data for November 1947 were estimated by the U. S. Department of Commerce, Office
of Business Economics, from Bureau of Labor Statistics weekly wholesale price indexes
through November 29.

and services. The BLS consumers' price index, which
measures changes for moderate income families in largQ
cities, was unchanged from the peak of 164 (1935-39 = 100)
reached in September.

As indicated in table 1, the consumers' price index rose 23
percent from June 1946* to October 1947. More than two-
thirds of the increase during this period was attributable to
the rise of food prices. From June to October 1947, when
average retail prices rose more than 4 percent, the advance
of food prices contributed less than three-fifths of the total
rise in the index, with the rise of fuel and rent costs becoming
more prominent.

Table 1.—-Changes in Consumers' Price Index for Moderate-Income
Families in Large Cities

Item

Combined index. _ _
Food
Apparel-.- . _
Housefurnishings
Rent
Fuel _ _ .
Miscellaneous

June 1946 to October
1947

Percent
change

22.9
38.5
20.2
20.3
5.9

13.3
10.9

Weighted
contribu-

tion

22.9
15.6
2.7
.7
.9
.8

2.3

June 1947 to October
1947

Percent
change

4.3
5.8
1.8
2.8
5.2
6.4
1.9

Weighted
contribu-

tion

4.3
2.5
.2
.1
.7

* .3
.4

Source: Calculated from data of U. S. Department of Labor, Bureau of Labor Statistics.

Although rents continue under control and the rental
component of the consumers' price index shows the smallest
rise since the base period of any of the major components,
the rate of increase in rents has been stepped up since
July 1947 when the Housing and Kent Act of 1947 became
effective. The 5-percent increase in the rental index from
June to October 1947 accounted for about 15 percent of the
total rise in the over-all price index. For the period from
June 1946 to October 1947 only 4 percent of the total rise
was attributable to higher rents.

As of the end of November, about 1.5 million housing
units out of a total of 15.7 million units subject to rent
control at the end of June were covered by voluntary leases

providing for rent increases ranging up to 15 percent. A
further source of higher average rents is found in newly
constructed units which have been exempt from rent control
since June 1, with the exception of certain indirect limitations
which apply to multifamily units insured under Section 608
of the National Housing Act.

Less Than 3 Percent of Labor Force Unemployed

Nonfarm employment, as estimated in the Bureau of the
Census Monthly Report on the Labor Force, has held above
50 million since July, and unemployment in the last few
months has been under 2 million, which is less than 3 percent
of the civilian labor force. These recent trends are illus-
trated in the chart on page 1, which also shows the range of
fluctuation for jears back to 1940.

The usual preholiday upswing in trade employment was
not reflected in the November employment data, which
applied to the survey week ending November 8. Corre-
sponding to the seasonal decline in farm employment in
November was the seasonal withdrawal of almost 700,000
persons from the labor force. For several months, the
volume of employment in nonagricultural industries has
ranged between \}( and 2 million higher than in the compar-
able period of 1946; in agriculture, the year-to-year changes
have been negligible, but there has been a somewhat larger
number of male workers on farms this year and almost
200,000 fewer female workers.

Improvement in Production

Industrial production, aided by a somewhat better flow
of materials, has moved up from the seasonal downswing
of the summer. The Federal Reserve production index,
after seasonal correction, has moved above the rate of the
first quarter of the year, reflecting sustained high operations
in the steel, coal, crude petroleum, and other basic indus-
tries, and the attainment of higher output rates for important
durable goods, such as automobiles and freight cars.

The improvement also extended to the textile industry, as
cotton consumption rose from about 700,000 bales a month
during the summer to 830,000 bales in October. Here,
however, the rate was much less than in October 1946 when
930,000 bales were consumed.

An increase of 1 billion dollars in the value of manufac-
turers' shipments in September was duplicated in October,
thereby increasing the value of shipments during the month
to 16.0 billion dollars. The October rise, however, was
largely attributable to the increased number of work days;
the shipments index, which is on a daily average basis, was
only fractionally higher in October than in September.
The increases in the nondurable goods category reflected a
stepping-up of shipments in advance of the holiday buying
season.

Higher Urhan and Farm Income

The increase in employment, the steady advance in wage
rates, and the effects of higher prices upon entrepreneurial
incomes have been translated into an expanded flow of
income to consumers. The seasonally adjusted annual rate
of personal income was 202 billion dollars in October, exclud-
ing the added income resulting from terminal leave bond
cashing, and 204 billion dollars including the bond cashings.
In September, when leave bonds were first made redeemable,
the resulting bulge pushed the annual rate to 211 billion
dollars; excluding the bonds, the September rate was 199
billion dollars.

The actual amount of bond cash-ins has declined from
900 million dollars in September to 160 million in October
and somewhat over 90 million in November. With the
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daily rate of cash-ins now down to about 3 million dollars,
\% billion dollars will have been redeemed by the year-end.
Since the bonds were made redeemable, the total amount
issued has risen from 1.8 billion dollars to over 2 billion dollars.

The contribution of pay rolls to the income flow is ex-
amined in a subsequent section of this review; the importance
of increased wage payments relative to changes in other
segments is evident from table 2 which gives the distribution
of the national income for the first 3 quarters of 1947.
Larger farm marketings, coupled with higher agricultural
prices, brought higher incomes to farmers in October, but
the seasonally adjusted rate of farm income was virtually
unchanged from the second to the third quarter.

Sales Rise Contributes to Higher Dollar Product

The value of the gross national product, which was esti-
mated in last month's issue at an annual rate of 232 billion
dollars for the third quarter, has moved higher as the year
draws to a close. Contributing to the increase has been the
further rise in personal consumption outlays as evidenced
by the latest retail sales data. The trend of personal income,
tax payments, savings, and consumption, through the third
quarter of 1947 is shown in chart 3. It should be noted that
the second-to-third quarter changes were affected by the
income bulge which resulted from the redemption of terminal
leave bonds in September. This bulge accounts for the
increase which is shown for personal savings, as there is
some delay between the cashing of the bonds and disburse-
ment of the proceeds.

The marked pick-up in retail trade that occurred at the
close of the summer was sustained during October when
dollar sales volume exceeded the September figure by frac-
tionally more than the usual seasonal increase, Advance
reports for sales at department stores in November suggest
that the lagging of sales at these stores during October
was more than made up in the succeeding weeks.

Food stores arid eating and drinking places reported
increases in October. Among the durable goods group,
homefurnishings and jewelry store sales declined during
October, after seasonal correction, but sales at automotive
stores rose with larger automobile output.

Inventory Accumulation Continues

Evidence of an increase in the investment segment of
gross national product can be found in the inventory reports
for October. However, a substantial part of the increase of
almost 700 million dollars in the book value of retail inven-
tories from September to October represented seasonal
stock building in anticipation of the holiday buying spurt.
In view of the small October rise in the book value of
wholesalers7 inventories—actually, a less-thaii-seasonal rise—
it appears that consumer goods are moving without inter-
ruption from primary sources to retailers' shelves. Early in
1947 there had been some evidence of goods accumulating
at the wholesale level.

Manufacturers' inventories recorded a further advance
in October, bringing the combined book value increase for
manufacturers, wholesalers, and retailers to approximately
1 billion dollars for the month. In the same month last
year the record amount of 1.6 billion dollars was reported.

Counter-Seasonal Advances in Private Construction

Although operations are ordinarily curtailed in November,
new construction activity continued at near-peak levels, as
nearly all components of privately financed construction
advanced contra-seasonally. Despite declines in all types
of public construction, the dollar volume of total new
construction put in place, both public and private, amounted

to 1,250 billion dollars, a decline of only 5 percent from the
estimate for October.

The value of residential building put in place advanced
to 525 millions dollars in November, as compared with 515
million for the previous month and 335 million in November
1946. Commercial building, after lagging in the spring, has
shown a steady rise and in November was nearly 80 percent
above the springtime low. Industrial construction, which
normally moves downward in the later fall and early winter,
has shown little change in the last several months.

Chart 3.—Disposition of Personal Income
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Source of data: U. S. Department of Commerce, Office of Business Economics.

Housing Starts Top 90,000 Again in October

Permanent private housing units started in October again
totaled 92,000, equalling this year's record number in
September, according to estimates of the Bureau of Labor
Statistics. Preliminary estimates for November indicate a
less-than-seasonal decline to 82,000 units. Maintenance of
this high level of activity in the latter part of the year marks
a departure from the normal seasonal experience.

To some extent, recent building performance is due to the
increased importance of areas such as California, Texas, and
Florida where recent population increases, coupled with high
employment and incomes, are responsible for the initiation of
considerable new commercial as well as residential activity.
Since year-round building is possible in these areas, the effects
of winter-bound building elsewhere are not so apparent in
the national totals. Part of the national increase, however,
must also reflect construction starts in colder regions which
are planned for completion in 1948.

Little Change in Other Segments of National Product

With respect to the remaining segments of gross national
product—producers' durable equipment, net foreign invest-
ment, and Government purchases—there are as yet no
evidences of any substantial changes during the fourth quar-
ter. Business equipment purchases appear to be continuing
at the high third quarter rate and Government purchases
are exhibiting comparable stability, although State and local
Government outlays still are edging upward.

The available data are not sufficient beyond the third
quarter to permit a precise generalization about the current
position of net foreign investment. It is apparent that the
major downward adjustment from the high second quarter
rate occurred in the July-September period and that sub-Digitized for FRASER 
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sequent changes have been of considerably smaller magni-
tude. The value of recorded exports in October was 125
million dollars above the September figure. The interna-
tional trade situation is covered in two articles in this issue,
which provide detailed statistics for the balance of payments
accounts and Government credits to foreign countries.

National Income in Third Quarter 1947

Availability of estimates of corporate profits now permits
the calculation of total national income for the third quar-
ter. These data were omitted from the tables and discus-
sion relating to third quarter income and product which
appeared in the November SURVEY.

As was pointed out last month, private wages and salaries
increased materially from the second to the third quarter,
chiefly because of higher hourly earnings. Data now avail-
able indicate that there was a small decline in corporate
profits from current operations (including the inventory
valuation adjustment) from 23.3 billion at annual rates to
22.9 billion. The before and after tax profits were un-
changed. Since the income of unincorporated firms was
stable, the rise in the annual rate of total national income
from 200.1 billions in the second quarter to 203.3 billions in
the third quarter, corresponded to the increase in compen-
sation of employees. National income data for the year to
date are shown in table 2.

Table 2.—National Income by Distributive Shares, First Three
Quarters of 1947

(Billions of dollars)

Chart 4.—Industrial and Commercial Failures: Number
and Current Liabilities

1 Seasonally
Unadjusted ! adjusted, at

[ annual rates

National income . . . . _ . . . _ _ . . . . _ - _ _ _ _

Compensation of employees
Wages and salaries

Private
Military
Government civilian

Supplements to wages and salaries
Proprietors' and rental income l

Business and professional
Farm . . . _ _ -
Rental income of persons

Corporate profits and inventory valuation ad-
justment

Corporate profits before tax
Corporate profits tax liability
Corporate profits after tax _. . _.

Inventory valuation adjustment-
N e t interest _ _ _ _ _ _ _
Addendum: Compensation of general Govern-

ment employees

i
48.9

30.9
29 5
24.9

3.4
1.4

11.8
5.6
4.4
1.8

5.5
7. 1
2.9
4.3

— 1.7
.8

4.5

II

50.2

31.7
30 3
25. 8
1.0
3.4
1.4

11 8
5. 5
4.5
1.8

5.8
6.9
2.7
4.2

-1.0
.8

4.4

III

50.8

32.3
31 1
27.1

1.0
3.0
1.2

11.8
5.5
4.5
1.8

5.8
6.9
2.7
4.2

— 1. 1
.8

3.7

I

197. G

124.7
119.4
101.5

4.6
13.3
5.4

47.0
22.4
17.6
7.0

22.4
29.0
11.6
17.4

-6.6
3.3

17.6

II

200.1

126.3
120 9
103.5

4.1
13.2
5.5

47.2
21.9
18.0
7.2

23. 3
27.4
10.8
16.6

-4.1
3.3

17.0

III

203.3

129.7
124.7
107. 3

3.9
13.4
5.0

47.3
22.1
17.9
7.3

22 9
27^4
10.8
16.6

—4.5
3.4

16.4

1 Includes noncorporate inventory valuation adjustment.

Source: U. S. Department of Commerce, Office of Business Economics.

Trend of Business Failures

The marked increase in the number of business failures
this year as compared with last reflects to a considerable
extent the rapid postwar expansion in the business popula-
tion, rather than casualties associated with the actual state
of business or with pronounced changes in general business
profitability. Relatively high mortality rates are to be ex-
pected among the more than 1,400,000 new concerns estab-
lished since December 1944.

The upward trend in the number of business failures, in
progress since the end of the war, continued through the
third quarter of 1947 but remained well below the level of
prewar years. From the abnormally low total of 800 failures
in 1945 the number advanced to an annual rate of nearly
4,000 in the fall of this year, as shown in chart 4.
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Sources of data: Dun and Bradstreet, Inc., except data for the 4th quarter of 1947 which
were estimated by the U. S. Department of Commerce, Office of Business Economics, on
the basis of Dun and Bradstreet reports for October and November.

In the light of the large number of new, unseasoned
concerns in the business population, the fact that failures
have remained so far below the rates of 14,800 in 1939,
13,600 in 1940, and 11,800 in 1941 bears additional testi-
mony to the current high level of demand as well as to the
support of progressively rising prices. Omitting the period
since 1943, the level of failures in 1947 was lower than in any
other year since 1871.

A considerably sharper advance, however, has occurred in
the current liabilities of failing concerns, also shown in
chart 4. In the third quarter of 1947, current liabilities
aggregated 248 million dollars at an annual rate, about 8
times the amount in 1945 and nearly 40 percent above the
1939 peak of 180 million dollars. The preliminary estimate
for the fourth quarter indicates only a small decline from
this third quarter peak. The extent of this rise, of course,
is accounted for in considerable part by the much higher
prices at which the more recent business debts were incurred.

Table 3.—Number and Average Current Liabilities of Failures in
Manufacturing Compared with All Industries, 1939 to November
1947

Year

1939
1940 _
1941
1942
1913
1944
1945_ .
1946
1947:

January-March
April- June
July-September
October-November.. . _ _ „

Number of
failures in
manufac-
turing as
percent of
all failures

i 19.8
18.0
16.1
15.4
16.8

32! 5
40.0

38.0
38.9
34.5
34. 1

Average current liabili-
ties of failures, per firm,

in —

All indus-
tries

Thous. 0}
dollars

12
12
11
11
14
26
38
62

63
56
71
58

Manufac-
turing

Thous. oj
dollars

i 24

25

3,3
54
56
83

113
100
95

117

1 Including mining.

Source: Basic data from Dun and Bradstreet, Inc.
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When rough correction is made for this factor, the annual
rate of current liabilities of failing concerns in the third
and fourth quarters of 1947 is at least 30 percent less than
in 1939.

High Failure Rate in Manufacturing

An additional factor of importance in the prevailing high
level of current liabilities is the relatively greater frequency
of failures among manufacturing concerns during the past
three years when compared with previous years. From 35
to 40 percent of the failures in 1946 and in 1947 were in
manufacturing, as against less than 20 percent in the years
before the war, as indicated in table 3.

Because of the typically bigger scale of operations, the
table shows, average liabilities for failures in manufacturing
regularly are much larger — most often about twice as large —
as average liabilities for firms in all industries considered as
a whole.1 Moreover, the average level of operations in vir-
tually every field is materially greater now than in the years
before the war. The sharp rise in current liabilities is the
result of the combined effects of all these factors.

As already indicated, the proportion of all failures occur-
ring in manufacturing has increased substantially since 1943
and the years immediately preceding. Underlying this rise
in the relative frequency of failures has been the huge ex-
pansion in the number of manufacturing firms in operation —
far exceeding the proportional increases in other major
branches of industry.

As shown in table 4, the number of manufacturing con-
cerns in operation increased by 48 percent between 1939 and
1947, most of the advance occurring in the period since 1941.
For the total of all industries the increase in number of

Table 4.—Number of Firms in Operation, by Major Industry Groups
and Percent Increase, for Selected Periods

All industries

Mining and quarrying
Contract construction
Manufacturing .
Transportation, communication, and other

public utilities
Wholesale trade
Retail trade
Finance, insurance, and real estate
Service industries .. ...

Number of firms in opera-
tion (thousands)

Sep-
tember

1939

3 310 7

21.4
202 1
214.2

207.7
144.8

1,601.4
286, 4
638. 7

Sep-
tember

1941

3, 398. 0

23.4
2^3 8
225.8

209.2
146.2

1,620.8
285.0
643. 8

June
1947 i

3, 783. 6

28.3
267. 8
316. 7

227.4
176.3

1,747.6
300. 0
719.8

Percent
June 194

Sep-
tember

1939

14.1

32.2
32.5
47.9

9.5
21.8
9.1
4.7

12.7

ncrease
7 from —

Sep-
tember

1941

11.3

20.9
9.8

40.3

8.7
20.6
7.8
5.3

11.8

The third quarter of 1947 in this

1 Preliminary.

Source: Office of Business Economics.

concerns during the same period was only 14 percent. The
rising failure rate in manufacturing is, therefore, the expected
concomitant of the rapidly growing proportion of young
concerns.

Data relating to business mortality analyzed by age of
concern have shown that roughly 70 percent of all failures
occur during the first 5 years of operation.2 Thus, when
appraised in the light of underlying circumstances, it is
apparent that recent advances in either the number of fail-
ures or in their current liabilities cannot be construed as
indicative of weakness in the general condition of business.
Rather the figures reflect the fact that even under the
highly favorable conditions existing for new enterprises, an
appreciable proportion of the newcomers are unable to
operate profitably.

2 See "Business Turn-over and Causes of Failure/' SURVEY, April 1947, and also "The
Trend of Business," Dun's Review, August 1947, p. 26.

Changes in Labor Income
Labor income has moved upward since the spring of 1946,

and in dollar amount has recently moved above the peak of
the war. The postwar trend in total employment including
the armed forces has been U-shaped—termination of war
production and demobilization of the armed forces resulted
in a declining trend which was arrested in 1946 as the recon-
version upswing in production got underway. Basic wage-
rates moved steadily upward during this period, providing
initially a partial offset to the post VJ-day reduction in em-
ployment and in the workweek and, in the subsequent
period, contributing to the expansion of wage earner incomes
during the period of rapidly rising prices after price controls
were eliminated.

The following discussion of labor income first summarizes
the salient features of the postwar wage increases and places
these increases in the perspective of the generally rising trends
of aggregate income from all sources and the buoyant markets
for goods and services which have prevailed throughout the
period. The discussion then turns to a comparison of the
relative importance of these wage changes as compared with
the effect on labor income of such other factors as employ-
ment, hours worked and overtime pay. Finally, an attempt
is made to show the diffusion of the wage rate increases
throughout industry and among major manufacturing
industry groups.

Recent Wage Increases

What has in effect amounted to the "first" and "second"
rounds of postwar wage increases have by now been largely

completed though in each case these were spread over a
considerable period of months. On the basis of the changes
wiiich have occurred as a result of these adjustments, it is

Chart 5.—Total National Income, Compensation of Em-
ployees, and Other Income

BILLIONS OF DOLLARS BILLIONS OF DOLLARS
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-*— YEARLY TOTALS

1947
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— ADJUSTED, AT ANNUAL RATE

Source of data: U. S. Department of Commerce, Office of Business Economics.Digitized for FRASER 
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possible to arrive at the following generalizations: (1) the
"second" round of increases resulted in a smaller rise in wage
rates—both percentagewise and dollarwise—than the "first"
round, with various "fringe" adjustments playing an in-
creased role in the more recent settlements; (2) the wage
increases granted appear to have been well diffused through-
out industry, more so in the first period, however, than in
the second; (3) in contrast to the wage negotiations sur-
rounding the "first" round settlements, when considerable
time was lost through work stoppages, the "second" round
negotiations were carried to completion with few major
stoppages; and (4) the postwar increase in money wages has
not resulted in a corresponding gain in real wages, as prices
and living costs have advanced along with the increased
earnings.

Table 5.—Income Originating in Business: Percent Distribution of
Total and Percent of 1929, for Selected Years

Chart 6.—Change in Weekly Manufacturing Pay Rolls
for Selected Periods

Item

Income originating in business
Compensation of employees
Income of unincorporated enterprises and

inventory valuation adjustment
Business and professional
Farm_.

Rental incomes of persons
Corporate profits and inventory valuation

adjustment
Net interest

Income originating in business
Compensation of employees - - .. _
Income of unincorporated enterprises and

inventory valuation adjustment ._
Business and professional
Farm

Rental income of persons
Corporate profits and inventory valuation

adjustment
Net interest

1929 1939 1940 1941 1946 1947 i

Percent distribution of total

100.0
56. 1

17.9
10.6
7.3
7.5

12.9
5.6

100. 0
61. 7

18.3
11.0
7.3
5.6

9.0
5.3

100.0
59.5

18.1
11.0
7.1
5.2

12.8
4.4

100.0
57.8

18.2
10.6

7. 7
4.8

15.9
3.3

100.0
60.3

23.0
13.0
10.0
4.5

10. 6
1.6

100.0
59.4

22.4
12. 3
10.1
4.0

12.9
1.2

Percent of 1929

100.0
100.0

100.0
100. 0
100.0
100.0

100.0
100.0

79.1
87.0

81.0
82.0
79.5
59. 6

55.4
75.6

89.9
95. 3

90.9
93.4
87.2
62.3

88.9
71.4

116.4
120. 0

118.5
115.8
122.5
74.4

143.0
69.2

195.0
209.4

251.0
238.9
268. 5
118.1

160. 4
54.4

228.0
241.4

285. 6
265.3
315.2
123.3

227 2
50.' 7

i Based on first 9 months of 1947, seasonally adjusted.

Source: U. S. Department of Commerce, Office of Business Economics. For basic data
and explanation of concepts, see National Income Supplement to July 1947 SURVEY.

Wages are only one segment of rising incomes in the post-
war period, as the incomes of farmers, independent business-
men, and corporations have likewise advanced sharply with
the increase in prices. These rising incomes have been one
of the major features sustaining the generally strong post-
war demand for goods and services. Combined with higher
business spending requirements and a lower disposition to
save on the part of consumers since the end of the war,
these pressures of demand on prices became fully operative
after the ending of controls.

Income Shares

Table 5 provides a comparison of the movement of the
relative shares of the income originating in business for the
past 2 years, in comparison with the 3 years immediately
preceding the war, and with 1929.3 The data presented
refer to incomes originating in business only—that is in
firms, organizations, and institutions which produce goods
and services for sale at a price intended at least to approxi-
mate costs of operations. Incomes such as those originating
in Government, private households, and nonprofit institu-
tions are not included.

Income originating in business was paid out at a seasonally
adjusted annual rate of 178 billion dollars in the first 9
months of 1947, as compared with 152 billion dollars last

3 See table 7 in the National Income Supplement to the SURVEY, July 1947, for greater
detail for the period 1929 through 1946.

MILLIONS OF DOLLARS
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+ 400 -
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NET CHANGE
IN PAY ROLLS CONTRIBUTING

TO CHANGE

MILLIONS OF DOLLARS
+ 500

- +400

- +300

- +200

- +100

~ -100

-200
SEPT. SEPT.
1945- 1946-
SEPT SEPT.
(946 1947

JAN. JAN.
1939- 1944-
JAN. JAN.
1944 1947

SEPT. SEPT.
1945- 1946-
SEPT. SEPT.
1946 1947

47-526
1 Calculated by applying to gross pay-rolls the conversion factors developed by the U. S

Department of Labor, Bureau of Labor Statistics. (For factors see the Monthly Labor Re
view, November 1942.)

2 Represents change in pay rolls resulting from shift in industry distribution of man-hour
of employment, assuming no change in wage rates over the period covered.

3 Represents change in pay rolls resulting from change in average straight-time hourl;
earnings applied to the man-hours worked as of the end of the period, distributed accordin'
to the industry distribution as of the beginning of the period. In addition to changes ii
wage rates, this component reflects changes in earnings due to upgrading and downgrading
intra-industry shifts, incentive and merit payments, in-grade promotions, and premium pa;
for late shifts and holidays.

4 Represents pay-roll effect due to change in weekly hours of work, using straight-tim
hourly earnings at the beginning of the period and employment at the end of the period.

5 Reflects effect of change in employment, using straighr-time hourly earnings and averag
hours worked at the beginning of the period.

Sources: Basic data, U. S. Department of Labor, Bureau of Labor Statistics; calculations
U. S. Department of Commerce, Office of Business Economics.

year, 91 billion in 1941 and 43.7 billion dollars in 1929. Ii
the light of these greatly differing totals, the movement o
the income shares of the various major groups is of interest
The corporate profit share in 1947 is up from 1946, and thi
farm income share is about the same. The other shares ar
down. But, in comparison with 1941 the profits, interes
and rental shares are down and labor and entrepreneuria
shares up. Going back to 1929—the first year for wind
these estimates have been prepared, but not necessarily th
most appropriate year for comparisons of this sort—labor'
share was 56.1 percent as compared to 59.4 percent in 1947
with the corporate profits share unchanged in the 2 years
The distributive share of unincorporated business in 1947 i
considerably higher than in 1941 or any of the earlier years
Part of this income is labor income, representing the return
to the farmer and the unincorporated businessman for hi
personal services. The shares representing net interest am
rental incomes have traced a downward trend over the perio<
shown—from a combined total of 13 percent in 1929 to jus
over 5 percent in 1947.

The distributive share going to profits is currently th
same as in 1929. If account is taken of the substantial!;
increased profits tax liabilities over this period, profits afte
taxes and inventory valuation adjustment are seen to repre
sent about 7 percent of total income originating in busines
as compared with 11 percent in 1929.Digitized for FRASER 
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The inventory valuation adjustment applied to the profit
item shown in the table eliminates those profits or losses
resulting from the determination of cost of goods sold by
methods other than the use of current or replacement cost.
Thus, the estimated rate of 11.7 billion dollars for corporate
profits after taxes and inventory valuation for the first 9
months of 1947 compares with a figure of 16.8 billion dollars
for profits after taxes as reported by corporations.

Military Pay Rolls Cut

Chart 5 presents the trend since 1939 in total compensa-
tion of employees as compared with total national income.
The compensation of employees includes that received by
salaried employees and officials, and of wage earners. These
totals include riot only incomes arising in business but also
those in Government, private households, and other areas of
the economy, and present a different picture for the post-
war period than that shown in table 5. A portion of the post-
war increase in wage and salary payments by private busi-
ness represented a transfer of persons from military and
Government pay rolls to private pay rolls. Therefore total
compensation of employees did not surpass the war peak
until the third quarter of 1947. With demobilization largely
completed, trends in total pay rolls are currently more
closely reflecting changes in business pay rolls.

Source of Pay Roll Changes

In order to evaluate the economic significance of the over-
all net changes in that part of the compensation of employees
represented by wage income, it is important to isolate the
different factors contributing to these changes. For this
purpose, it is necessary to distinguish between the manufac-
turing and nonmanufacturing segments of the private econ-
omy, since the magnitudes of the over-all changes and the
relative contributions of the various influences on pay rolls
differed in considerable degree on these broad areas.

Chart 6 illustrates for manufacturing industries the
relative importance of the various influences accounting for
changes in the volume of pay rolls. During the period from
January 1939 to January 1944—that is, to about the peak of
the war effort—weekly pay rolls in manufacturing rose by
almost 500 million dollars. Of this total, 160 million or
about one-third was accounted for by the pay going to the
"new" workers in manufacturing—that is, the amount
represented by the increase in employees. A somewhat
smaller sum—150 million dollars, or about 30 percent of the
total increase—was attributable to increases in average
straight-time hourly earnings because of basic wage rate
increases, higher incentive pay, job upgrading, and intra-
industiy shifts to better-paying jobs. The remainder,
accounting for about one-third of the total increase, was due
to such factors as a longer workweek, the shift of workers
from lower paying to higher paying industries, and premium
payments received for overtime work.

In five nonmanufacturing industries for which similar data
can be roughly approximated (mining, public utilities,
transportation, wholesale and retail trade, and construction)
the relative importance of the various factors in changing
weekly pay rolls in the war period was quite different from
manufacturing. These industries were in most instances
quite differently affected than was manufacturing where war
production requirements required tremendous expansion.

Weekly pay rolls for these five nonmanufacturing groups
rose less than 200 million dollars or about 65 percent com-
pared with the 280 percent rise in manufacturing pay rolls
between January 1939 and January 1944. Increased em-
ployment accounted for about 54 million dollars of this
increase, while about 80 million dollars was attributable to
increased straight-time earnings. Lengthening of the work

week and overtime pay were of considerably less relative
importance than in manufacturing although longer hours
worked, especially in mining and to some extent in trans-
portation during the war were significant factors.

In the second interval shown in chart 6, the reversal of
these wartime influences on manufacturing pay rolls, except
for the wage rate component, brought about a net decline in
wage income. As a result of lower employment, pay rolls
were reduced by about 90 million dollars; the shorter work-
week accounted for an additional decline of 55 million and
the reduction of overtime premium payments, and the shift
to lower paying industries had the effect of reducing pay
rolls by 45 million dollars.

At the same time, and operating in a contrary direction
as war policies were altered or eliminated, wage rate advances
were made throughout manufacturing industries. These
wage rate increases held the net reduction in pay rolls from
January 1944 to January 1947 to a total of approximately 70
million dollars.

The two bars at the right of each of the panels present a
similar comparison of pay roll changes over the first two
postwar years. The dominant influences in the pay roll
change were the substantial recovery in employment in 1946
and the advances made in straight-time hourly earnings.
The main impact of the reduced workweek on pay rolls was
spent during the April-September period of 1945 and docs
not show up in the first postwar year computations in the
chart. As the chart makes clear, the smaller net gain in
manufacturing pay rolls in the past year as compared with
the first postwar year is attributable to the lessened influence
of employment gains as the reconversion process approached
completion. Wage increases, however, continued throughout,
the two-year period and the influence of this factor on total
pay rolls was about the same in each of these years.

Attesting to the firm labor market in the year ended Sep-
tember 1947 is the small but positive contribution of in-
creased hours of work and premium overtime payments, in
contrast to the combined negative value of these factors in
the first postwar year. It may be noted, moreover, that
some of the wartime gain in pay rolls associated with premium
overtime and lengthening of the work week has been retained
in the postwar period.

Cliart 7.—Average Weekly Earnings,, Ail Private Non-
agricultural Employees

DOLLARS DOLLARS

30

20
193940 41 42 43 44 1945 1946 1947

Sources of data: IT. S. Department of Commerce. Office of Business Economics. T
quarterly averages were interpolated by the Office of Business Economics chiefly upoo I
basis of data of the U. S. Department of Labor, Bureau of Labor Statistics.Digitized for FRASER 
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Table 6.—Percent Increases in Average Weekly and Hourly Earn-
ings in Private Nonagricultural Industry, Selected Periods, 1939
to 1947

Av

Av

Item

eragc weekly wage-salary:
All private nonagriculture .. . _ . .
"\lanufacturin 2;
Xonmanufacturing

eragc hourly wage-salary:
All private, nonagriculture _ _.
A I anuf actur ing
Nonmanufacturing

1939 to 1st
quarter

1945

80.5
98.2
60.4

65.6
64.6
56. 6

3d quarter
1945 to 3d
quarter

1946

7.9
4.3

11.6

11.2
9.3

14.3

3d quarter
1946 to 3d
quarter

1947

9.9
11.2
8.9

10.3
11.7
9.1

1939 to 3d
quarter

1947

103. 0
106.9
98.7

98.8
95.4
97.9

Source: IT. S. Department of Commerce, OHice of Business Economics, and U. S. Depart'
niont of Labor, Bureau of Labor Statistics.

Postwar Nonmaimfacturing Pay Roll Changes

More than half, or 114 million dollars, of the striking rise
In excess of 200 million dollars in weekly pay rolls of the five
nonmaniifacturing groups cited above, between September
1945 and September 1946 was attributable to increased
employment, especially in trade arid construction. Another
65 million dollars of the increase was caused by increased
straight-time hourly earnings, primarily higher wage rates.
During the past year (September 1946 to September 1947)
increased hourly earnings accounted for about 65 percent of
the pay roll rise of 96 million dollars, and employment,
although responsible for a further increase of 21 million
dollars, was, as in the case of manufacturing, of markedly
lessened importance. Shifts within nonmaniifacturing in-
dustries to higher-paying jobs were responsible for more than
20 million dollars of weekly pay roll increases in each of these
periods. This is in contrast to manufacturing trends, where
in the last 2 years inter-industry shifts resulted in little or no
net addition to pay rolls.

Wage Increases Widespread

The expansion of pay rolls associated with the postwar rise
in weekly earnings has been widespread throughout indus-
try. Chart 7 presents a comparison of weekly wage trends
in manufacturing, nonmaniifacturing, and all private non-
a.gricultural industry over the war and postwar periods.
The estimates in table 6 help to summarize the recent changes
in average weekly earnings.

The ending of the war brought a pronounced dip in
weekly 'earnings for manufacturing largely as a result of
the reduction of the workweek in the war industries and the
loss of overtime which such a cut-back entailed. This reduc-
tion in the workweek was, generally speaking, accomplished
by early 1946; consequently, the increase in weekly earn-
ings in manufacturing over the past year has reflected more
closely the rise in wage rates.

The nonmanufacturing segment was much less affected
by the lengthening of the workweek in the war period, and
wartime average weekly earnings in this group rose less
sharply than in "manufacturing. For the same reason, the
nonmanufacturing segment showed an almost continuous rise
in the postwar period as the wage increases received more
than offset the small initial shrinkage in hours. The
relatively equal pace of weekly earnings in manufacturing
and in nonmanufacturing industries over the combined war
and postwar period is evident iri the fact weekly wages were
up about 100 percent for both groups.

Real Wage Gains Limited by Higher Living Costs

While average wage-salaries of workers have been rising
steadily and, for private nonfarm workers, are currently
about double the amount received in 1939, the gains in real
earnings which, while substantial, are nonetheless very much

less than the increase in money incomes. In both the war
and the postwar periods, rising living costs served to limit
the purchasing power of dollar earnings. Moreover, in a
prewar-postwar comparison of earnings, an allowance must
be made for substantially higher Federal income taxes.

On the other hand, employment today is much higher than
in the 1939 when a large segment of the working force was
not regularly receiving a weekly envelope. With unemploy-
ment now close to a minimum, a weekly income is being
received by a larger segment of the population, and average
family incomes are higher by more than the increase in the
average income per employed person. This is aside from
the substantial growth in the working force over the 8 years
since 1939.

Although gross weekly earnings per employed person are
now somewhat more than double the 1939 average, an ap-
proximate allowance for the rise in prices and for the tax
change suggests that the net spendable "real" weekly
earnings of a single person with no dependents increased by
about 11 percent over this period. Because of the larger
tax exemption granted the worker with dependents, a higher
figure is indicated by a computation of this kind for a person

Chart 8.—Estimated Adjusted Hourly Earnings, Exclu-
sive of Overtime, All Manufacturing and Major
Industry Groups *

INDUSTRY GROUP

I939-*
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SEPT. 1947

DOLLARS PER HOUR
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TEXTILE-MILL PRODUCTS AND
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Sources of data: All manufacturing, durable goods, nondurable goods, and basic data foi
the individual industry groups, U. S. Department of Labor, Bureau of Labor Statistics
data for estimated adjusted hourly earnings for the individual industry groups, calculator
by the U. S. Department of Commerce, Office of Business Economics. (See footnote 1 above).Digitized for FRASER 
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with three dependents. The estimated rise in real "take
home" pay is almost one-fourth in the latter case.

Compared with the wartime earnings of workers, however,
current average weekly earnings represent a decline in real
"take home" pay for workers in manufacturing industries.
For nonmaiiufacturing workers, on the other hand, weekly
pay envelopes have increased to an extent approximately
offsetting the postwar rise in the cost of living.

Notwithstanding these differential movements, consumers
have higher real incomes now as they are consuming more
goods daily and adding to their store of durable goods,
e. g., autos and housing, which they could not obtain under
war restrictions. In the process of absorbing the available
supply of goods they have reduced in the aggregate their
savings out of current incomes from the high wartime levels.

Wage Structure in Manufacturing

Calculated straight time average hourly earnings for major
manufacturing industry groups are shown in chart 8 for
January of 1939 and 1944, and September 1947. On an
over-all basis and for the postwar period these earnings
estimates have moved closely with the Bureau of Labor
Statistics urban wage rate series. For the war period, how-
ever, these adjusted earnings appear to have risen more than
actual pay rates.

Several features stand out in looking at the industry's
"straight time" earnings break-down in chart 8. First of all,
it appears that while some individual manufacturing groups
improved their relative standing, the substantial war and
postwar increases in "adjusted" earnings in all major groups
have not markedly changed the positions in the general
structure of wage rates. Automobile manufacture, printing
and publishing, and petroleum and coal products ranked
highest in hourly earnings before and during the war, and
remain at or near the top at the present time. The same is
true at the bottom end of the scale.

Interindustry differentials with respect to "high" and
"low" paying areas have been substantially reduced in rela-
tive terms as may be easily seen from the chart, even though
the absolute differences have widened.

A second feature of this chart is the generally larger gain
in rates in the postwar years than during the war when wage
stabilization w^as in effect for most of the period. The only
major manufacturing group deviating substantially from this
pattern is transportation equipment other than automobiles.
It will be noted, however, that while this group of industries
showed the smallest major group change over the last 23
months, it showed the largest wartime gain. Major sectors
of this industry were severely affected by the transition from

war to peace, with postwar demand far below the heavy
requirements of wartime.

With respect to the calculations in the chart, it may be
noted that the formula used to adjust reported average
hourly earnings to a straight-time basis assumes time-and-
a-half for hours worked over 40 hours a week; hence, in an
industry where this is not the case, the level of earnings
may be different from that shown. For example, in some
of the apparel industry, where overtime is paid for work
in excess of 35 hours, it appears that the use of such a formula
overstates the actual level of straight-time earnings. On
the other hand, in an industry such as food manufactures,
the level shown in the chart is understated to the extent
that a substantial portion of the industry may not start
paying overtime after the fortieth hour.

Nonmanufacturing Wage Rates Share Rise

Changes in wage rates in nonmanufacturing industries
have roughly paralleled in movement those for the manu-
facturing segment. There are in the former group impor-
tant industries, such as mining, construction and railroads,
where average wage payments equal or surpass earnings in
most of the manufacturing industry groups.

The nonmanufacturing group as a whole, however, contains
a larger proportion of lower paid occupations which, taken
as a whole, do relatively well in a tight labor market in which
more opportunities are afforded to move into higher bracket
classifications and wage incentives are necessary either to
hold workers or to attract replacements from outside the
normal labor force.

Income of Some Groups Change Slowly

In view of the large-scale advance in wages which occurred
in the war and postwar periods, it may appear striking that
the general structure of wages in private industry was not
changed even more extensively over the period. This result
can be attributed in large part to the widespread existence1

of a heavy demand for workers7 services. Behind this
feature of the labor market lay the substantial and general
buoyancy of the product markets which made possible the
rapid advance in prices and the maintenance or advance in
other incomes.

The apparent preservation of the general pattern of prewar
wage differentials in private industry should not obscure the
fact that earnings in public and semipublic employment have
generally lagged behind in the broad upward trend and that
some forms of nonlabor income—real property incomes being
an outstanding example because of rent controls, but there1

are others such as interest and pensions—have not shared
proportionately in the general income advance.

Role of Credit in Present Business Expansion
The rise in the dollar volume of business since the middle of

1946 has been facilitated by the most rapid increase in
private credit at least since 1920.

Private outlays for construction and producers equipment
over the past 18 months, plus the increased book value of
business inventories, have required a gross investment of
roughly 55 billion dollars. Less than two-thirds of this
amount has been available from depreciation, other reserves
and retained earnings over the 18-month period. The
balance has been financed by loans from commercial banks
and other financial institutions, by direct investment of
personal savings, by new security issues, and by sale of
business holdings of Government securities. Changes in
other liquid assets over this period have been small.

768643—47 2

The increase in consumer expenditures has also been
financed in part by the expansion of consumer credit. On
balance, consumers are still spending less than their current-
income, although a considerable part of current saving is in
the form of contractual savings, such as insurance and mort-
gage amortization. The net expansion of consumer credit
docs provide many families with funds which they would
not otherwise have for additional current expenditure,

Large Expansion of Commercial Bank Loans

A large part of the credit expansion has taken place at.
commercial banks. The outstanding loans of insured com-
mercial banks and of weekly reporting member banks (which
account for 99 and 60 percent, respectively, of the loans oi
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Chart 9.—-Total Consumer Credit and Business Loans
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' Represents total consumer credit outstanding, end of the month.
2 Data are for the Wednesday nearest end of month for the Federal Reserve weekly report-

tag member banks. Data beginning with July 1946 are the revised series; data prior to July
1946 were computed by the U. S. Department of Commerce, Office of Business Economics,
raising the former Federal Reserve series to the higher level of the revised series by applying
the July 3,1947 (beginning of the revised series) ratio of revised to the former data.

Sources of data: Board of Governors of the Federal Reserve System, except as stated in
footnote 2 above.

all commercial banks) are shown in table 7. Over the 17
months from June 1946 through November 1947 the com-
mercial and industrial loans of all commercial banks increased
by about 8 billion dollars or roughly two-thirds.

The movement of loans shown in chart 9 (which includes
a small amount of agricultural loans) has paralleled the ex-
pansion of business inventories. After the sharp increase
in the fall of 1946 and the first quarter of 1947, the slowing
up of the rate of inventory expansion was accompanied by
an actual decline in loans in the second quarter of 1947.
With the resumption of buying for inventories since mid-
year the sharp upward trend has been resumed.

The percentage increase in real estate loans and consumer
loans by all commercial banks over the same 17-month
period has been about as large as the commercial and indus-
trial loans. On the other hand, loans for purchasing or
carrying securities have declined considerably.

Statistics on other lending institutions and on lending by
individuals are less current and less complete than for banks.
Enough data are available, however, to indicate that trends

Table 7.—Loans of Commercial Banks

[Billions of dollars]

Ml insured commercial banks:
Commercial and industrial
Agricultural
Real estate
For purchasing or carrying securities
Consumer .
Other.

Total

Weekly reporting member banks:
Commercial, industrial and agricultural
Real estate
For purchasing or carrying securities
Other (largely consumer)

Total

July 3,
1946

8.5
2.0
4.3
2.5

17.2

June 29,
1946

10.3
1.4
5.7
5.1
3.1
1.2

26.8

Dec. 31,
1946

11.3
2.5
2.7
2.9

19.4

Dec. 31,
1946

14.0
1.4
7.1
3.1
4.0
1.1

30.7

July 2,
1947

11.8
3.0
2.3
3.2

20.3

June 30,
1947

14.8
1.5
8.2
2.8
4.9
1.0

33.2

Nov. 26,
1947

14.3
3.4
1.9
3.6

23.1

of various types of loans in specialized lending institutions,
such as insurance companies and mutual savings banks have
followed, generally, the same trends as the same types of
loans at commercial banks. The absolute magnitudes, how-
ever, differ widely since, for example, commercial banks
make a large part of all commercial loans and a smaller part
of all consumer and real-estate loans.

New Securities Also Important

In the 15-month period from June 1946 through September
1947 corporations obtained almost 5 billion dollars of "new
money" from security issues. The proceeds over this period,
in comparison with much smaller amounts in preceding-
years, are shown in chart 10. This is the highest rate of
"new money" issues for the 14-year period for which com-
parable statistics are available.

The larger part of these issues was in>the form of bonds.
New issues of preferred stock, particularly of the convertible
debenture types, have been sizable in 1947. The proportion
in common stock, however, has been much less since the
sharp decline in stock prices in August and September 1946.

Decline in Government Securities

In contrast to private credit, the amount of Federal in-
terest bearing securities publicly held declined from 239
billion dollars on June 30, 1946, to 222 billions on November
30, 1947. The shrinkage was greatest early in this period
when some debt was retired out of cash balances. The
seasonal bulge in income tax payments should make possible
some further reduction in the next few months.

Most of this shrinkage came out of commercial bank
holdings of Federal securities which declined about 15
billion dollars over the 17-month period. Federal Reserve
Bank holdings declined less than 2 billion dollars. Changes
in other public holdings were small but there was some
shift from nonfinancial corporations to individual investors.

Commercial bank holdings, however, are still large, 70
billion dollars as compared with 16 billions in 1939. The
significance of these holdings lies in the fact that by selling
them banks are able to expand business loans without draw-
ing on their reserves at the Federal Reserve banks.

"In the absence of any other buyer" for Government
securities, "the Federal Reserve is obliged to purchase them,"

Chart 10.—Corporate Security Issues: New Money l
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Source: Board of Governors of the Federal Reserve System.

1934 35

i Data for the 4th quarter of 1947 represent the October 1947 figure multiplied by 3.
Source of Data: Securities and Exchange Commission.
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as Chairman Eccles remarked in a speech on September 25.
This creates new reserves which can provide the basis for an
expansion in credit of several times the amount of Govern-
ments sold.

Interest Rates Rising

Notwithstanding the large commercial bank holdings of
Governments, the rise in interest rates in recent months
attests to the fact that credit, particularly in the security
markets, is becoming less easy. The small changes to date
have attracted attention chiefly because of the possibility
that they may be the beginning of a trend.

In the field of Federal Government securities the Federal
Reserve is no longer buying all bills offered at three-eighths
percent. The most recent 13-month notes bear a 1 ̂ -percent
rate as compared with 1 percent previously and % percent a
few months ago. Yield to call on the longest term bonds,
which bear a 2^-percent coupon, has moved from 2.32 in
September to 2.44 in late November.

Corporate bond yields, which during 1946 arid the first
eight months of 1947, had fluctuated without a pronounced
trend, have moved upward since then. Moody's average
for all issues increased from 2.8 percent in August to 3.0
percent in November. This movement reflects in part a
widening of the spread between corporate and Government
yields.

Interest rates charged on new loans by commercial banks
are slightly higher now than those charged in the first half
of 1947. The fact that the Federal Reserve series on
average rates charged on customer loans by banks in leading
cities did not move upward through September is chiefly the
result of the increase in the proportion of large loans which
pay lower rates.

Continued Effect of Wartime Credit Expansion

The present high level of demand for goods and services
relative to the value of goods and services produced, and
the consequent upward pressure on prices, is due not only
to the accumulated needs for durable goods, and to the ease
with which credit can be obtained to finance the purchase
of those goods, but also to the continuing effect of wartime
credit expansion to finance Government war expenditures.

The volume of currency outside banks plus demand
deposits (adjusted to eliminate inter-bank deposits) has

Chart II.—Liquid Assets and Disposable Personal Income
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1 Represents time deposits (including the Postal Savings System) of all banks and U. S.
Government interest-bearing securities (direct and fully guaranteed) other than securities
held by Federal agencies and trust funds and by banks.

2 Data for 1947 represent the average of the second arid third quarter totals, seasonally
adjusted, at annual rate.

3 Demand deposits adjusted are for all banks and include demand deposits, other than
interbank and U. S. Government, less cash items in process of collection.

Sources of data: Board of Governors of the Federal Reserve System and U. S. Treasury
Department, except disposable personal income which is from the U. S. Department of
Commerce, Office of Business Economics.

expanded more than in proportion to the increase in dis-
posable income since 1939. The volume of time deposits
plus U. S. Government securities (other than those held by
banks and Federal agencies and trust funds) also has in-
creased considerably more than disposable income. These
changes are shown in chart 11.

Public holdings of liquid assets provide a source of funds
for current expenditure without resort to borrowing. Also,
they encourage expenditure from current income or from
borrowed funds. Both producers and consumers choose to
spend on consumption and for inventories, equipment and
construction more than they would if they did not have this
liquid reserve.

Postwar Operating Experience of Domestic Air Lines
The air transport industry was in a more favorable posi-

tion for a very large and rapid expansion of capacity at the
end of the war than were most other industries faced with
inadequate facilities relative to the enlarged postwar market.
The immediate expansion problem for the air carriers was
twofold: (1) to convert surplus military aircraft for com-
mercial travel; and (2) to hire and train large numbers of
new personnel. The postwar needs of the carriers for newly
constructed facilities drawing upon raw materials and prod-
ucts in tight supply were less pressing than was the case
for many other industries.

The expansion of the air lines was already under way hi
early 1945 and was stepped up sharply in 1946. The number
of planes in scheduled domestic and territorial service rose
from less than 300 in early 1945 to 420 a year later and to
almost 800 at the beginning of November 1947. Because of
the larger average carrying capacity of new planes coming
into service, the total seating capacity of the air lines rose
far more rapidly—from 5,400 at the beginning of 1945 to
8,400 at the beginning of 1946 and to an estimated 26,000 in

November of this year. This represents almost a fivefold
increase in seating capacity in less than a 3-year period.
The cost of the expansion program for the 2 years ending
July 1, 1947, amounted to $235 million, or about 8 times the
net book value of the investment of the carriers in property
and equipment at the beginning of 1945.

The volume of passenger-miles flown kept pace with the
additions to capacity during most of 1945. Thereafter, the
sharp rise in available seat-miles outdistanced the gain in
passenger-miles flown and resulted in a decline in the pas-
senger load factor from about 90 percent in the summer of
1945 to 80 percent in the summer of 1946 and to about 65
percent a year later.

The downward adjustment of the load factor, coupled with
high operating expenses associated in part with the large
expansion program, seriously impaired the profit position of
the carriers. A net operating loss of $6 million was reported
in 1946 and preliminary indication point to a larger operat-
ing deficit for the current calendar year, despite an increase
in passenger rates and despite the steps taken by the carriers
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to bring operating expenses into better relationship with
revenues. However the carriers will make a better profit
showing in the second half of 1947 than in the first half.

This episode in air transportation history provides one of
the first postwar examples of an industry that underwent a
sizable expansion in capacity in anticipation of a large
growth in the market for its services and then was placed
under heavy pressure to effect operating economies because
the rise in unit costs had wiped out its profit margin.

Postwar Expansion Program

During the war a substantial volume of demand for air
transportation went unsatisfied because of the necessity for
the Armed Forces to requisition approximately half of the
domestic fleet in 1942, and of the inability to obtain new
aircraft. Much of the available space was set aside for
priority passengers and the average civilian frequently was
unable to obtain accommodations.

At the first possible opportunity—which proved to be
early 1945 when some military transports were declared
surplus—the carriers added to the number of aircraft in
service and took other steps necessary to carry a larger
volume of traffic. The expansion in the total number of
available seats is shown in the upper panel of chart 12. The
estimate of capacity is an approximation obtained by multi-
plying the total number of passenger and all-cargo aircraft
in service by the average number of available seats per plane.
(The overstatement due to the inclusion of all-cargo planes
amounts to less than 7 percent in 1947 and to an even smaller
percentage in previous years when freight traffic handled by
the scheduled airlines was less important than in 1947.)

Chart 12.—Available Seats, Available Seat-Miles, and
Revenue Passenger-Miles Flown, Scheduled Domestic
Air Carriers.1
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1 Ail data represent trunk, feeder, and territorial lines.2 Data represent the total number of passenger and all-cargo aircraft in service multiplied
by the average number of available seats per plane.3 Data are for scheduled operations only.

Sources of data: Civil Aeronautics Board, except data for total available seats which were
computed by the U. S. Department of Commerce, Ollice of Business Economics, upon the
basis of reports of the Civil Aeronautics Board.

The lower panel of the chart illustrates the growth in the
actual number of available passenger seat miles in relation
to the number of revenue passenger miles flown. Available
seat miles are defined as the number of miles flown multiplied
by the number of passenger seats available; revenue passen-
ger miles represent the total distance flown by all fare-paying
passengers. The seasonality which became quite marked in
1946 and 1947, as was the case before the war, reflects the
canceling of scheduled flights as a result of bad flying weather
and the normal falling off of passenger traffic during the
winter months. Cancellations or reductions in the number
of flights do not affect the curve in the upper panel of the
chart which is based upon the capacity and number of avail-
able planes rather than on the seat miles actually flown.

Larger Unutilized Capacity

The increase in unutilized capacity is emphasized by the
widening gap between the two curves in the lower panel of
the chart and also by the trend in the passenger load factor
shown in the bottom panel of chart 13. Seat-mile capacity
moved upward to new high levels in 1947, but actual revenue
passenger miles flown failed to surpass the August 1946 peak
and were lower in the third quarter of this year than a year
ago. For the first 9 months of 1947, however, revenue pas-
senger miles operated were 5 percent higher than in the
comparable period of 1946. On a monthly average basis,
revenue passenger miles rose from 280 million in 1945 to
496 million in 1946 and 517 million in the first 9 months of
1947.

In addition to seasonal factors, the month-to-month move-
ment of passenger-miles flown reflects the repercussions of
a series of domestic and foreign plane accidents in the late
fall and winter of 1946-47 and in May and June of 1947.
A further factor was the grounding of all planes of a major
transcontinental carrier for a 6-week period in October-
November 1946 because of a labor-management dispute.

To some extent the postwar expansion in air travel was
stimulated by a more favorable comparison than in prior
years between air fares and first-class train rates as a result
of the reduction in the basic air rate from 5 cents to 4% cents
per mile in the late summer of 1945. The 5-cent-a-mile rate
was restored in the Spring of 1947, but a subsequent rise in
Pullman fares tended to preserve the previous air-Pullman
rate relationship. Passenger-miles flown during the first
9 months of 1947 were 44 percent of first-class rail passenger
mileage, as compared with 12 percent in 1945 and about 8
percent in 1939.

Growth of Traffic

The magnitude of the postwar expansion is further re-
flected in the tremendous increase in the volume of traffic
handled by the airlines as shown in table 8. Total revenue

Table 8.—Traffic of Scheduled Domestic Air Carriers 1

. . .

| Passenger traffic All other traffic j

Period

1940 ...
1945
1946
January-September:

1946
1947

Number of | Revenue
revenue

passengers
carried

Thousands

2, 728
6. 576

12, 209

8, 994
9,780

passenger-
miles
flown

Millions

1. 041
3, 362
5, 947

Mail
Express

anTe^ess
baggage

loiai

of traffic 2

Thousands of ton-miles fiown

10, 036
65, 100
32. 956

4, 413
4,654

24, 442
23, 969

4, 425
26 639
44 838

27, G28
46, 663

129.205
4^7 QS5
654. 51 H

479, 832
518, 903

1 Include trunk, feeder and territorial lines.
' Includes mail, express, freight, excess baggage, and revenue passenger traffic, all ex-

pressed in terms of ton-miles. Data for 9 months of 1947 are preliminary-

Source: Civil Aeronautics Board.
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ton-miles of traffic carried in 1946 increased more than 50
percent over 1945 and a further gain, although of a more
moderate proportion, is indicated for the current year.
Revenue passengers carried in 1946 nearly doubled the 1945
volume and was more than four times as many as in 1940.
Although there has been an increase in the number of pas-
sengers carried in the first 9 months of 1947 as compared
with the same period a year ago, the volume in the third
quarter of 1947 was fractionally lower than in the comparable
period last year.

The sizable drop in mail traffic from 1945 may be at-
tributable, in large part, to a reduction in armed services'
mail. The ton-mile volume of express, freight, and excess
baggage has shown a substantial advance. However, the
bulk of the gain in the first 9 months of this year as compared
with the same period last year has been due largely to the
rapid development of air freight, which increased from a
negligible quantity in 1945 to about 15 million ton-miles in
1946 and to 21 million tori-miles in the first 9 months of
1947.

Operating Losses Incurred

As a result of the huge expansion program, total operating
revenues of the domestic air carriers rose from an average
of $18 million a month in 1945 to $26 million in 1946 and $30
million in the first 9 months of 1947. In comparison with
the prewar period, the composition of revenues has under-
gone a striking change, with mail payments to carriers de-
clining from about one-third of total revenues in 1939 to
about 7 percent in 1946 and 1947.

Operating expenses, however, rose at an even faster rate
than did revenues, from a monthly average of $15 million in
1945 to $27 million in 1946 and more than $31 million in the
first 9 months of this year. As a result, net operating income
(before income taxes and offsetting nonoperating items) fell
from a profit of $34 million in 1945 to a deficit of $5.7 million
in 1946. After deducting all charges, a net loss of $6.4
million was reported for 1946 which compares with a net
profit of $17 million in 1945 and the peak of $19 million in
1944.

The trend of revenues and expenses on a ton-mile basis,
shown in the middle panel of chart 13, presents a somewhat
different picture relative to the war and prewar experience.
Revenues per ton-mile have remained substantially below
the averages for the prewar and war years, largely because
of lower passenger rates in effect. Operating expenses per
ton-mile were steadily reduced until the middle of 1945 when
the expense curve turned sharply upward. In the third
quarter of 1947 expenses per ton-mile averaged 51 cents, as
compared with the low of 39 cents in the second quarter of
1945 and 63 cents in 1939.

Postwar Rise in Unit Costs

One of the important factors contributing to the postwar
rise in per ton-mile expenses is the reduction in the passenger
load factor to about 67 percent in the third quarter of 1947.
About 85 percent of total revenues was derived from pas-
senger fares in the first half of 1947. When pay loads
hovered close to 90 percent of seat-mile capacity during
1943-45, expenses were spread over a broader base. The
direct relationship between unit costs and the margin of
unutilized capacity is a normal characteristic of business
operations generally.

Among the other factors which contributed to the rise in
unit operating expenses were increases in wage rates and
costs of materials and the toll of postwar accidents. To some
extent, also, various costs associated with the expansion
program, such as those incurred in training the large number
of new personnel and in converting certain facilities, were

Chart 13.—Operating Revenues and Expenses, and Passen-
ger Load Factor, Scheduled Domestic Air Carriers.1
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1 Data represent trunk, feeder, and territorial lines except for the passenger load factor
beginning with 1947, data for which are for trunk lines only. The latter account for 98 per-
cent of the total revenue passenger-miles operated by all scheduled air carriers. Data for
the third quarter of 1947 are preliminary.

2 Data prior to 1947 were not reported on a cents-per-ton-mile basis, but were computed
from basic data shown in reports of the Civil Aeronautics Board.

3 Data represent the percentage of revenue passenger seat-miles sold of the total number
of seat-miles available.

Sources of data: Civil Aeronautics Board, except data for operating revenues and expenses
in cents per revenue ton-mile prior to 1947, which were computed by the U.S. Department
of Commerce, Office of Business Economics.

charged to current operating expenses rather than to capital
account. Moreover, the proportion of depreciation charges
to total operating expenses has risen substantially as a
result of the larger postwar fleet, increasing from an average
of 5 percent of total costs in the war years to 8 percent in
1946 and to nearly 10 percent in the first half of 1947.

Heavier Fixed Charges

The increase in the fixed charges of the air carriers also has
contributed to the postwar impairment of their profit
position. As a result of the postwar expansion—the bulk of
which was financed by issuing $140 million of bonds and $80
million of preferred and common stock during the 2 years
ending June 30, 1947—the capital structure of the industry
has undergone a fundamental shift. Aggregate long-term
debt of the entire air-line system amounted to about $150,000
at the end of 1944, as compared with $137 million in mid-
1947. Interest charges on funded debt were negligible prior
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of over 6 million dollars in pounds sterling, acquiring in
exchange the equivalent of 100 million in French francs,
about 14 million in Mexican pesos, and over 24 million in
Netherlands guilders. Public announcement has been made
of two additional transactions since August 31—the sale of
an additional 9 million dollars to Mexico, and 180 million
*.o the United Kingdom.

The type of credit operation for which the Monetary Fund
was established has, in a few instances, been conducted also
by the United States Government. These have taken the
form of stabilization agreements and on June 30, 1947, were
in effect with Brazil, Cuba, and Mexico, although at that
date only 80 million dollars was outstanding to Brazil.
While these are essentially credit transactions, they have been
excluded from the accompanying statistical tables because
of their short-term nature.

The Business Situation
(Continued from p. IS)

to 1945; currently, the annual charge is close to 5 million
dollars.

Net Operating Income Responds to Seasonal Influences

The airlines reported a net operating profit of $5.6 million
in the third quarter of 1947, which was the best quarterly
earnings in two years. It should be noted, however, that
because of seasonal factors the net earnings in any given
calendar year usually are concentrated in the second and
third quarters, with the first and fourth quarters making a
decidedly poorer profit showing.

The improvement in net earnings between the third
quarters of 1946 and 1947 can be largely attributed to the
passenger rate increase this year, since traffic volume was
about the same as a year ago and expenses were higher. With
the typically low earnings in the fourth quarter still to be
reported, it is apparent that the calendar year results for 1947
will show probably the largest loss after taxes and fixed
charges in the history of the industry.

Break-Even Point

The relation of the passenger payload factor to the net
operating income or loss position of the carriers provides
an indication of the break-even point in the industry.
Given the cost and revenue structure in effect during 1947,
it would seem that the break-even point is in the neighbor-
hood of 70 percent. With an average passenger load
factor of 67 percent for the first 9 months, revenues fell
below expenses even if first quarter revenues are adjusted
to the higher rate base in effect in subsequent quarters.

While the recent payload factor is low in comparison with
war and earlier postwar experience, it is nevertheless higher
than before the war when it averaged less than 60 percent
(see chart 13). The number of unsold seats was substantially
higher in absolute terms in 1947 than before the war, but it
was lower relative to the total number of seats available.
If prewar experience provides a good indication of the pas-
senger load factor most consistent with satisfactory customer

service, it will be necessary for the airlines to effect a sub-
stantial reduction in the break-even point.

Improvement of the industry's earnings position could
result from a rise in the passenger load factor or a reduction
in operating expenses. Either or both of these developments
would tend to lower unit costs.

The third quarter 1947 results show a fractional decline in
operating expenses per revenue ton-mile. This is significant
only because of the concurrent decline in the passenger load
factor. Ordinarily, these two indicators move in opposite
directions. Operating expenses per ton-mile were about
13 percent higher in the second and third quarters of 1947
than in the comparable period of last year.

New or Revised Series
Shipments of Metal Cans: New Series for Page S-33 l

[In terms of steel consumed—short tons]

Year and month

1943:
January
February.
March ._
April
May _.
June
July - -.
August _ - _ _ _ - _ .
September
October _ _ _ _ _ _. _ _
November ._ _ . _ _ ...
December

Total
Monthly average. _ _ _ _

1944:
January .. _ ..
February
March _
April
May
June
July
August _ _ _ ~ -_
September _ _ _ _ __
October
November _ _
December

Total
Monthly average

1945:
January _ _ _ _
February
March - _
April _ __
May
June
July
August
September
October __ __ __ ._ _ . ...
November
December

Total
Monthly average ...

Total

94, 054
90, 902

102, 073
109, 023
122, 426
164, 753
206, 989
236, 387
207, 976
136, 640
100, 747
112, 498

1,684,468
140, 372

106, 696
115,119
135, 676
136, 203
167, 913
203, 536
211,037
267, 397
246, 373
189, 710
153, 663
138, 271

2 071 594
172,633

153,866
147 178
181, 705
181,194
208, 274
219 535
247, 475
261,871
273 517
216, 624
180, 297
170 038

2,441,574
203, 465

Food cans

85 885
83, 380
92,352
98 277

112,409
153 371
196, 033
224, 731
196 196
125, 751
90, 057
98 070

' 1,556 512
129, 709

93, 250
102 456
117,643
117,440
146 167
181,773
191,060
245, 093
227,019
164 816
127, 430
112 891

1 827 038
152 253

126, 182
121 115
145,252
147, 588
172,440
191 444
218 830
230, 342
244 453
172, 404
135 807
124 420

2 030 277
169, 190

Nonfood cans

8 169
7,522
9,721

10, 746
10,017
11 382
10, 956
11,656
11 780
10, 889
10, 690
14, 428

127 956
10 663

13,446
12 663
18 033
18, 763
21 746
21 763
19, 977
22 304
19 354
24 894
26 233
25 380

244 556
20 380

27 684
26 063
36 453
33, 606
35 834
28 091
28 645
31 529
29 064
44, 220
44 490
45 618

411 297
34, 275

1 Compiled by the U. <S. Department of Commerce, Bureau of the Census, from reports re-
ceived from all producers in the industry. Shipments are reported as number of base boxes
of steel sheets consumed. These base boxes are converted to short tons by means of stand-
ard conversion factors which differ according to type of can. A metal can is defined as an
unused container made wholly from tin plate, terne plate, black plate, or waste plate, of 29
gauge or lighter. Food cans include those used for fruits and vegetables, evaporated and
condensed milk, other dairy products, fish and other sea food, coffee, lard and shortening,
and meat and poultry; nonfood cans include those for beer, oil (open top, 1 and 5 quart),
and pet food.

The data shown here are total shipments, including shipments for own use (defined as
those for use by the same company, or an affiliate, subsidiary or parent company), and ship-
ments f9r sale. Separate data for shipments for sale were collected beginning October 1945;
total shipments for sale (in terms of steel consumed) for October, November and December
1945 were 183,506,147,737, and 141,378 tons, respectively. For 1946 and 1947 data for all series,
see p. S-32 of the March 1947 Survey and p. S-33 of this issue. No similar data were collected
prior to 1943.
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RETAILERS DID MORE BUSINESS IN 1947
THAN IN ANY PREVIOUS YEAR.
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JEWELRY-STORE SALES FELL BELOW
THE 1946 TOTAL.
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I
* INCLUDE ESTIMATES FOR DECEMBER 1947.

SOURCE OF DATA . U.S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS.

The
Business Situation

By the
Office of Business Economics

The economy was operating at a sustained high rate of
activity as 1947 closed. Notwithstanding the increase in the
output of industrial goods that occurred in the late months
of the year and a sustained flow of agricultural commodities
to market, commodity prices maintained their upward trend
under the pressure of demand from both foreign and domestic
sources. Incomes flowed to both businesses and individuals
in rising volume but spending continued at a rate which
required further new credit extension as a supplementary
source of funds. The influence of the foregoing and other
factors combined to lift the gross national product above 240
billion dollars, at seasonally adjusted annual rates, in the
closing months of the year.

Capital Outlays Increased

A development of importance in the money market during
December was the lowering of the Government support
price for longer term Federal bonds and the consequent rise
of long term money rates. The rise that has occurred to
date has been from the very low level to which rates were
reduced in the war period. When the Government require-
ments for war finance were terminated, these low rates
facilitated a tremendous outpouring of refinancing by busi-
ness concerns at lower interest costs. Such refinancing was
one of the features of financial markets in late 1945 and in
early 1946.

The interest rate action was taken as a step toward
limiting future credit expansion, while consideration is being
given to more far-reaching proposals to restrict the availa-
bility of funds in a general market where both individuals
and business concerns are endeavoring to secure for them-
selves a larger share of the available supply of goods. The
results of such endeavors have been expressed in extensive
price rises, and insofar as they have affected food expenditures
are analyzed in detail in a special article of this issue. Mar-
kets for other consumer goods, as well as for capital equip-
ment have similarly reacted to the pressure of funds on a
relatively fixed supply of resources. Price advances in
many sectors of capital goods—which are generally con-
sidered areas of relative price inflexibility—have moved over
the past year more nearly parallel to the general upswing
than was earlier true.

Though the general tendency during 1947 has been for
more uniformity of movement, the price advances in the
case of the relatively inflexible items of capital and other
durable goods, as compared with prewar levels, has been less
than average. However, some commodities used in capital
formation, whose price classification is in the flexible group—
notably building materials—have been in the forefront of
the price advance both during the war and since.

The general buoyancy of capital outlays by business,
together with the high pitch of business expectations of

771806°
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which this is one manifestation, is reflected in the fourth
quarter estimate of plant and equipment expenditures at an
annual rate of 18 billion dollars. So far, the tightening of
the capital market has not impeded such outlays, since
financing required from external sources has been available
on generally favorable terms though—as was pointed out in
last month's issue—money market conditions have influenced
the methods by which funds have been raised.

Consumer demand up to the year-end continued generally
strong, notwithstanding rising prices. Inventory increases
accelerated in the latter part of the year, not, however, by
reason of consumer resistance to advancing prices, but rather
because of real or anticipated shortages of particular items
and because risks involved in higher inventories were con-
sidered to have been reduced by current developments.

Business inventories, together with new construction,
have been the major segments of the rising trend among the
capital formation items in recent months. The rise in
inventories in quantity terms has been larger in the final
quarter of 1947 than in the preceding two quarters, though
not so great as the peak rate of accumulation in the second
half of 1946.

In book value terms, which reflect the higher prices as
well as the larger volume and without seasonal correction,
the rate of increase in inventories in the three months through
November was 1 billion dollars a month. This rise was
partly seasonal, reflecting in trade channels the increased
stocks incident to the Christmas trade.

Consumers Absorb More Goods at Rising Prices

On the basis of incomplete data for December, it is esti-
mated that during the fourth quarter consumers spent about
172 billion dollars for goods and services at seasonally
adjusted annual rates. For the year, the total approxi-
mated 165 billion dollars. Since most of these funds were
spent over the counter, retail trade, as with other dollar
aggregates, exceeded earlier totals, as is shown by the top
panel of the chart on page 1. The lower panel shows at a
glance a significant fact about last year's retail sales—
consumers increased their expenditures on durable goods
relatively much more than those on nondurables, though the
increase for food ranked high. In a later section of this
review, 1947 retail trade is reviewed by major segments.

Rise in Income Continued

Increased employment, particularly in manufacturing and
trade, contributed to a billion dollar rise, after allowance
for payment of veteran terminal leave bonds, in personal
incomes in November from the seasonally adjusted annual
rate of about 203 billion dollars on the same basis, in October.
Income derived from the cashing of terminal leave bonds
was one-tenth of the September figure.

Wage and salary payments in private nonagricultural
industries rose more than two billion dollars during Novem-
ber, as employment in this sector again increased. In manu-
facturing industries, a slight decline in hours worked was
more than compensated by an increase in hourly earnings,
which pushed weekly earnings up to more than 51 dollars.

Farm Proprietors9 Income

Another segment of personal income which continued, in
the fourth quarter, to maintain unusually high levels was
proprietors7 income. Although details are not yet available
for nonfarm proprietors, the basic facts underlying the
further rise in farm proprietors' income are now at hand.

Cash farm income continued to advance in the final
quarter of 1947 as marketing remained high and prices
received by farmers rose further—averaging 5 percent higher
than in the third quarter. Throughout the year cash farm
income has been running about 3.6 times as high as the 1935-
39 average, varying from 3.5 in the second and third quarter
of the year to 3.7 times as high in the final quarter (table 1).

On the basis of estimates for the first 11 months of the
year as compared with the same period of 1946, the greatest
increase in cash income was from marketings of food grains
where the increase was 65 percent. Not far behind were
increases of 40 to 45 percent in meat animals and in cotton
and of 35 percent in oil bearing crops. By and large, the
higher income received reflected advancing prices, as the
physical volume of marketings rose only 3 percent.

General Advance in Commodity Prices

Rising prices in December provided further emphasis to
current inflationary developments. Nearly all segments of
the price level continued to advance during the month, as the
Bureau of Labor Statistics index of about 860 commodities in
primary markets rose 2 percent in the 4 weeks ending Decem-
ber 27. An advance of nearly 4 percent marked the resump-
tion of the upward farm price movement, which was retarded
in the previous month by the seasonally heavy run of live-
stock. Aside from substantial declines in prices of fats and
oils which have reacted with reduced export allocations and
in the price of crude rubber, the movement of industrial
prices has scored widespread advances which averaged more
than 2 percent in last 4-week period of the year. An increase
of $0.50 per barrel for crude petroleum early in the month
was followed by substantial advances in fuel oil and other
petroleum products. Wholesale food prices maintained the
high November level.

The temporary railroad freight rate increase of 10 percent
granted in October was replaced by an interim 20 percent rise
to be effective until June 30, 1948, when a final determination
of rates will be made. This advance will have widespread
price consequences.

Table 1.—Cash Farm Income
[Billions of dollars]

Period

First quarter
Second quarter
Third quarter
Fourth quarter __ __ _
Annual _ _

Cash farm income including
Government payments

Total

1935-39
average

1.73
1.79
2.34
2.62
8.48

1946

4.68
4.67
7.13
8.84

25.32

1947

6.26
6.21
8.24
9.63

30.34

Percent
change

1947 from
1946

+34
+33
+15
+9

+20

Farm marketings and Commodity Credit Corporation loans

Crops

1935-39
average

0.57
.50

1.09
1.26
3.43

1946

1.68
1.40
3.46
4.31

10.85

1947

2.32
1.96
3.89
4.96

13.13

Percent
change

1947 from
1946

+38
+40
+12
+15
+21

Livestock and livestock products

1935-39
average

1.01
1.13
1.17
1.23
4.55

1946

2.76
2.96
3.47
4.48

13.67

1947

3.79
4.13
4.32
4.63

16.87

Percent
change

1947 from
1946

+37
+39
+ 25
+3

+23

Government payments

1935-39
average

0.14
.15
.08
.13
.50

1946

0.24
.31
.21
.05
.80

1947

0.15
.12
.03
.04
.34

Percent
change

1947 from
1946

-39
-60
-87
-13
-58

Source: Bureau of Agricultural Economics, U. S. Department of Agriculture.
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Table 2.—Change in Wholesale Prices From Week Ending Dec. 28,
1946, to Week Ending Dec. 27, 1947

[Indexes 1926=100]

All commodities _
Farm products
Foods _ _ _ __ _

Commodities other than farm products and foods. __
Hides and leather products
Textile products
Fuel and lighting materials
Metals and metal products
Building materials
Chemical and allied products
Housefurnishings
Miscellaneous _ _

Week ending

Dec. 28,
1946

139.6
167.7
159.1
123.9
171.3
133.3
97.0

133.9
154.6
126.1
120.5
107.7

Dec. 27,
1947

163.0
197.0
177.8
146.0
203.4
146.9
127.7
152.0
189.1
133.0
135.3
121.5

Percent
change

weeks end-
ing Dec. 28,
1946-Dec.
27, 1947

+16.8
+17.5
+11.8
+17.8
+18.7
+10.2
+31.6
+13.5
+22.3
+5.5

+12.3
+12.8

Source: Department of Labor, Bureau of Labor Statistics.

Year-to-Year Price Change

The most recent advances of wholesale prices have ex-
tended the over-all year-to-year increase to 17 percent from
the last week in December 1946. See table 2. In the in-
dustrial price area which rose 18 percent on the average, the
sharp climb of fuel prices has pulled up the fuel and lighting
price group by 32 percent while prices of building materials
rose 22 percent. The dispersion of the other major indus-
trial price groups from the average advance was relatively
small, except for the chemicals and allied product segment
which rose only 6 percent during the year. Industrial prices
rose more slowly than farm and food prices in 1946 but have
kept pace with the latter in 1947.

Many individual commodity price advances, of course, have
been far greater than those registered by the more sluggish
movements of the commodity indexes. These are illustrated
in table 3, which gives the price change over the year for
key commodities.

Table 3.—Year-end Spot Primary Market Prices of Selected Com-
modities

Wheat, per bushel, Kansas City
Corn, per bushel, Chicago __ __ _ _
Butter, per pound, Chicago
Hogs, per hundredweight, Chicago,.. .
Steers, per hundredweight, Chicago
Coffee, per pound, New York
Rubber, per pound, New York
Hides, p e r pound, Chicago _ _ _ _ _ _
Cottonseed oil, per pound, New York
Print cloth, per yard, New York _
Wool tops, per pound, New York
Cotton, per pound, average 10 markets
Steel scrap, per ton, Chicago
Copper, per pound, New York
Lead, per pound, New York
Zinc, per pound, New York

Dec. 31,
1946

$2.04
1.33
.74

21.63
24.00

.27

.23

.25

.31

.19
1.60
.33

31.00
.19
.13
.11

Dec. 31,
1947

$2 93
2.58

88
27.75
31 25

.27
23

.32
30

.28
1.89

36
39 00

.21

.15

.11

Source: Department of Labor, Bureau of Labor Statistics.

Voluntary Anti-inflation Curbs Voted

Action on parts of the anti-inflation program was taken
by the special session of Congress on December 19. The
measure then passed provided for the extension of export
and transportation controls for 1 year beyond next Feb-
ruary 29 and the authorization of programs designed to
conserve food and feed in this country and to stimulate food
production abroad. The domestic conservation program is
to include educational campaigns among farmers and the
extension of power to limit use of grain by distillers until
January 31 of this year. The act also provides for limited
immunity from antitrust laws to permit voluntary agree-
ments by industry with respect to priority allocations and

inventory control of scarce materials. After consultation
with industry representatives, the Federal Government will
authorize the agreement. No agreement may provide for
the fixing of prices.

Industrial Production

With demand pressures sustaining a broad sellers' market,
the increase in production—even though not large—is of
primary significance. In the final months of the year, in-
dustrial output recovered to a volume, as measured by the
Federal Reserve seasonally adjusted index, slightly above
the first quarter level of 189. This was 6 percent higher
than in the third quarter (see table 4). For the year 1947,
the increase over the fourth quarter rate of 1946 was about
3 percent.

Larger Steel Output

In some industries, notably those most affected by re-
conversion, more continuous operations in 1947 were made
possible by a larger and more balanced flow of materials
and component parts. However, in some metal products
industries, such as automobiles, refrigerators, and freight
cars, output was limited and at times curtailed by the
availability of raw material supplies, notably steel. This
basic material remained in rather tight supply throughout
the year despite a record peacetime output. Over 84.5
million net tons of steej ingots—the equivalent of approxi-
mately 62 million tons of finished steel—were produced in
1947, an increase of over one-fourth from 1946 when work
stoppages in steel plants and coal mines cut deeply into the
total output. In the final 3 months of 1947, steel ingot,
operations were stepped up nearly to rated capacity, with
production totalling about 22.2 million tons—an annual rate?
of close to 89 million tons. This was less than 2 percent
below the wartime peak of 22.6 million tons registered in the
first quarter of 1944 when total steel-making capacity was
about 2.5 million tons higher than now.

Table 4.—Industrial Production
[Seasonally adjusted indexes, 1935-39=100]

Period

1946:
First quarter __
Second quarter
Third quarter __
Fourth quarter

Year
1947:

First quarter
Second quarter.. __
Third quarter
Fourth quarter v

Year *
Percent increase:

1947 from 1946
Fourth quarter 1947 from fourth quarter

1946.. _.

Total

160
165
177
182
170

189
185
181
192
187

10.0

5.5

Durable
goods

162
186
207
213
192

223
220
212
225
220

14.6

5.6

Nondurable
goods

165
162
162
172
164

176
170
168
177
173

6.6

2.9

Minerals

140
119
145
139
134

147
147
148
156
150

11.9

12.2

v Preliminary.

Source: Board of Governors of the Federal Reserve System.

The volume of goods flowing from most of the reconversion
industries exceeded any prewar year. This applies to many
of the electrical appliances—washing machines, vacuum
cleaners, electric ranges and radios—though not to refrig-
erators. In the large automobile industry, output was still
below the prewar rate. United States production of about
4,790,000 cars and trucks in 1947 was exceeded by output in
1941 when 4,838,000 were turned out and in 1929 when
5,358,000 were produced. However, in the quarter just
ended, assemblies of cars and trucks were at an annual rate
of 5,200,000 units.
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In the railroad equipment group, deliveries of freight cars
and all types of locomotives were the best in the last 20 years,
excluding the war years. The table in the construction sec-
tion shows the large rise in many building materials.

Nondurable Goods Industries

For the nondurable goods group generally, however, out-
put for the year held only about even with the rate reached
in the last quarter of 1946. In textiles, rayon deliveries
expanded while cotton and wool manufactures went down.
Clothing production declined substantially, primarily as a
result of the sharp drop in the women's clothing industry.
A drop also occurred in leather and products due to the re-
duced output of shoes.

With greatly enlarged facilities, output of rayon expanded
to a new high as was the case in the manufacture of paper
and paper products which also benefited from the larger sup-
plies of wood pulp, chiefly as a result of increased imports.
Likewise, large imports aided in meeting the domestic needs
for newsprint. Plate glass, pneumatic casings and automo-
tive replacement batteries were among the industries estab-
lishing new production marks.

Construction Developments
New construction volume of 1,215 million dollars in

December brings the total new construction for the year 1947
to 12,878 million dollars, an increase of 30 percent above
1946. Cost increases throughout the year were principally
responsible for the increase in value —an estimate of volume
adjusted for price increase indicates that physical volume
was probably 10 percent greater than in 1946.

A less than seasonal decline in December coupled with
similar deviations from the expected seasonal pattern in
October and November have combined to make the fourth
quarter activity the highest for the year. Preliminary data
place the fourth quarter at 3,835 million dollars compared
with almost 3,700 million dollars in the previous 3-month
period, which is usually the highest quarter of the year.

The most important single contributor to construction
volume in 1947 was the private residential segment which
accounted for over 4.9 billion dollars, or 38 percent of total
new construction. (See table 5.) Current estimates indi-
cate that 860,000 new permanent nonfarm dwelling units
have been started in 1947. In the inevitable comparisons
with previous years, 1947 home building will apparently
rank fourth in number of units provided in recent decades,
following the years 1925, 1924, and 1923, in that order. If
comparisons are made on other bases, such as number of
dwelling units relative to the number of new families, 1947
would occupy a lesser position in this historical series.

Table 5.—New Construction Activity, Continental United States,
1947 !

[Millions of dollars]

Type of construction

Total new construction

Total private

Residential
Nonresidential _ _
Farm
Public utility.. _

'Total public

Residential
Nonresidential
Military and naval
Highway
Conservation, miscellaneous public service and all other

public -

1946

9,890

7,739

3,183
3,350

350
856

2,151

387
319
181
706

551

1947

v 12, 878

9,878

4,939
3,181

450
1,308

3,000

175
517
200

1,214

894

Construction Materials

Over-all production of construction materials for the first
10 months of 1947, as measured by the Department of Com-
merce Monthly Index of Production for Selected Construc-
tion Materials, has increased more than 10 percent above
the corresponding period of 1946.

Eighteen of the twenty materials included in the Index
have recorded higher output levels during the 10-month period
of this year than last year. Hardwood flooring production at
the end of October was almost double that for the same
period of 1946, although lumber made the smallest production
gain over the 1946 period—2 percent. Output of the materials
which lost ground (mechanical stokers and galvanized range
boilers) was substantially below the 1946 rate.

Despite the high production, several materials still remain
in tight supply. The difficulty of obtaining wire nails has
recently come under Congressional scrutiny. Most steel
products have been in short supply relative to demand
throughout most of 1947 with sheet and strip remaining the
tightest of all steel items.

A similar situation prevails among important nonmetallic
building materials. Millwork, for example, continues to be
in very short supply and hardwood flooring, despite higher
output than in any year since 1926, was hard to get during
all of 1947.

Table 6.—Production of Building Materials and Equipment

Material

Lumber
Hardwood flooring _
Brick
Cement .
Cast iron soil pipe
Fabricated structural steel
Wire nails _ _ _ __.
Concrete reinforcing bars
Plywood (softwood)
Asphalt prepared roofing
Gypsum board (excluding lath)
Gypsum lath
Mechanical stokers __ _
Galvanized range boilers

Unit of mea-
sure

Mm. bd. ft....
M. bd. ft
Million
000 bbls
M tons
Tons

do
do

000 sq. ft
000 sqs
Mm. sq. ft

do
Units

do

January-
October

1947

29, 933
560, 747

4 126
153, 596

488
1, 544, 617

701, 797
1, 196, 083
1, 403, 472

58,607
1,730
1,346

59, 569
552, 414

January-
October

1946

29, 361
285 321

4 033
133 913

319
1, 252, 263

468, 155
970 320

1, 189, 474
50, 306
1,618

929
164, 301
785 117

Percent
change

+1.9
+96 5
4-2 1

+14 7
+53 0
+23.3
+49 9
+23 3
+18.0
+16 5
+6.9

+44 9
—63 7
—29 6

i Joint estimates of Department of Commerce and Department of Labor.
9 Subject to revision.

Although cement output probably reached an all-time
high last year (approximately 185 million barrels), cement
stocks are far below the average of the last 20 years. It
appears certain that output of cast iron soil pipe and fittings
reached a new peak in 1947, about 60,000 tons higher than
the previous record. However, soil pipe has been reported
in scarce supply more frequently than most other building
materials in which shortages were known to exist.

Rise in Interest Rates

The firming of interest rates which has been evident in the
last 18 months received impetus from the action of monetary
authorities in dropping the support level of Government
bonds toward the end of 1947. Designed to act as a check
on the expansionary trends of money and credit, and to
bring about internal adjustments in the interest rate struc-
ture, this action resulted in a general rise in medium and long-
term interest rates. The advance was relatively sharpest in
Government "intermediate" maturity issues (issues having
7-9 years to run to maturity).

The downward trend of prices of long-term United States
securities was reflected throughout almost all of the bond
market. Interest rates on short-term issues were not imme-
diately affected to an equal degree, but it will be remembered
that a substantial upward adjustment in interest cost of
short-term financing was initiated in mid-1947, as the Federal
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Chart 2.—Long-Term Bond Yields and Short-Term
Money Rates 1

PERCENT PERCENT

6
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(4-6 MONTHS) \. f *f O /HVtY I

(3' MONTHS) X .̂ A ^ —
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-
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1 Bond yields are averages of daily figures. Rates on prime commercial paper are
averages of weekly prevailing open-market money rates in New York City. Rates for
Treasury bills are averages for new issues offered within the period.

2 Represents yields on bonds neither due nor callable for 15 years. The partially
tax-exempt series was discontinued December 15, 1945, because there were no longer
bonds of this classification due or callable in 15 or more years.

Sources of data: U. S. Treasury Department; Board of Governors of the Federal
Reserve System; and Moody's Investors Service.

authorities altered the %-percent rate on Treasury bills which
had been maintained throughout most of the war and post-
war periods. (See chart 2.)

Bank Lending Power Continues High

The lower support prices recently established for long-term
Government bonds are still at or above par. The differential
between current prices and par, however, has been virtually
eliminated or greatly reduced. This is of particular signif-
icance in the light of official pronouncements which insure
the maintenance of a 2% percent rate on long-term securities
in the foreseeable future. This means in effect that further
steps to control credit expansion through actions to raise

long-term interest rates are largely circumscribed under
present legal powers of the monetary authorities.

The inadequacy of these powers is highlighted by two
major facts. The first of these is the still very large supply
of Government securities which commercial banks have
available for sale to central bank authorities if they should
so decide. By the end of October 1947, commercial banks
held over 70 billion dollars of Government securities. By
selling, which the banks are free to do, some of these securi-
ties to the Federal Reserve banks, funds can be made avail-
able for private lending.

The second consideration, pointing up the present limita-
tions on control powers (in the absence of a substantial
further decline in Government bond prices), is the inflow of
gold holdings to the United States. In the past year, this
increase—adding to loanable funds of banks—amounted to
2.2 billion dollars. A continuation of a sizable inflow would
make still more difficult the problem of credit control.

There is, however, one important factor tending to make
for tighter credit in the months immediately ahead—the
heavy Federal income tax receipts expected in the next 6
months. During the first 6 months of the calendar year,
Federal receipts usually run above those of the last half.
In 1947, for example, budget receipts during the first 6
months were about 5.5 billion dollars more than in the last
6 months.

The disposition of any Federal surplus is of particular
importance in controlling monetary inflation. In general,
the withholding of a Federal surplus of receipts, drains funds,
from the private sector. The same generalization holds,,
if these funds are used to retire Federal debt held by the
Federal Reserve System, since the realization of the surplus
reduced private money holdings while such retirement of
debt does not increase the commercial banks' ability to
lend. When the surplus is used to buy bank-held Federal
issues, the action is likewise in the direction of controlling
monetary expansion, since even though banks may get back
money which had been previously been paid in taxes, they do
so concurrently with a reduction in Federal security holding
which are a potential source of credit expansion.

These methods of using the expected Federal surplus of
cash receipts will undoubtedly be most important in the
months ahead, and hence may be presumed to exert a con-
tra-inflationary pressure. Whether such use of the Federal
surplus will be sufficient to curb the expansionary monetary
trend will however at bottom depend on the actions taken
by banks to lend to business and on business' willingness to
borrow at the higher interest charges which are being cur-
rently asked.

Corporate Sales and Profits in the Third Quarter
In the last month's issue the national income data were

presented, giving the summary figures on corporation profits
through the third quarter of 1947. The latter are based
upon a sample of publicly available corporation returns from
which data have now been compiled for this same period on
corporate sales and profits for broad industry groups.
The estimates are presented in table 7.

The third quarter corporate profit aggregates show vir-
tually no change from the second quarter level, notwith-
standing an estimated increase of almost 1% billion dollars
in corporation sales. The stability of total profits in this
particular quarter of rising dollar sales was largely due to
the increase in wages and salaries from the second to the
third quarter, pointed out in last month's summary of the
changes in national income by distributive shares.

At seasonally adjusted annual rates, profits approximated
27% billion dollars before taxes and 16% billions after taxes
in both the second and third quarters of this year. These
estimates include inventory profits which, throughout 1947
with the rising price level, have been an important factor
in the advance of reported profits. At an annual rate this
element of reported profits has been estimated at from 4 to
4^ billion dollars in the second and third quarters of 1947
(table 2, p. 4, December SURVEY).

It should be kept in mind with reference to table 7 that the
corporate sales estimates included are gross; that is, they
include interbusiness transactions and thus to a large extent
represent a duplicated count. This is so since the sales of
each firm entering into the corporate total include not only
the value added by it, but also the value of the materials
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Table 7.—Corporate Sales and Profits Before and After Taxes,
Second and Third Quarters of 1947 1

[Millions of dollars]

All industries, total * »

Mining
Manufacturing

Metal industries *
Other manufacturing

Wholesale and retail trade
Finance, insurance, and real estate 3

Transportation __
Communications and public utilities
All other industries 5

Corporate sales

Second
quarter

73,641

1,528
40,563
14, 256
26, 307
22, 229

3,506
2,085
3,730

Third
quarter

75, 301

1,655
40, 969
13, 724
27, 245
22, 955

3,570
2,168
3,984

Corporate prof-
its before taxes

Second
quarter

6,874

196
4,110
1,364
2,746
1,161

463
277
312
355

Third
quarter

6,888

199
4,144
1,355
2,789
1,147

475
273
270
380

Corporate prof-
its after taxes

Second
quarter

4,158

141
2,461

796
1,665

685
289
169
190
223

Third
quarter

4,173

144
2,494

791
1,703

676
296
161
165
237

1 Quarterly profits estimates for 1945 and 1946 for the same industrial break-down as above
were published in the Survey for June 1947, p. 10; and for the first 2 quarters of 1947 in the
Survey for October 1947, p. 24. Annual profits estimates by industry, 1929-46, were published
in the National Income Supplement to Survey of Current Business for July 1947, pp. 30-
32. Concepts and methodology have been described in "Trend of Corporate Profits, 1929-45,"
Survey, April 1946, pp. 11-12. The principal change made since that statement was prepared
has been to adjust for tax credits flowing from the carry-back of unused exqess-prqfits tax
credit and net operating loss; that is, these tax credits were added to profits after taxes in those
years to which the tax credit was carried back.

2 Total profits foivall industries include the adjustment for the net flow from abroad of divi-
dends and branch profits.

3 Sales figures exclude the industrial division of finance, insurance, and real estate. Pres-
entation of sales data for these industries would be misleading in view of the large part of
their receipts which is in the form of property income.

* Metal industries comprise iron and steel, nonferrous metals, machinery (except electrical),
electrical machinery, transportation equipment (except automobiles), and automobiles.

5 All other industries comprise agriculture, forestry and fisheries, contract construction,
services, and the international balance adjustment.

purchased from other firms, which is already included in the
sales of those other firms.

For this reason aggregate figures on income originating in
corporate business were presented through the first half of
1947, in the October issue of the SURVEY, page 24. That
tabulation showed the comparative trend of the various
segments of income originating. Such data are not available
by lines of business.

Variation by Broad Groups Slight

The experience of the major industrial divisions in the
third quarter, for the most part, did not differ significantly
from the all-industry total. More variation occurred among
the smaller industry groups, although generally the quarter

was one of high earnings in line with the high level of labor
and entrepreneurial incomes and of consumer and business
spending. The profit decline in the communications and
public utilities group reflected principally the experience of
the electric utility companies, where controlled prices for
services under conditions of rising costs make difficult the
maintenance of profit rates. The telephone industry showed
a small increase over the second quarter when a strike
affected operating results, but its current quarterly profits
remain substantially below those of 1946.

Profits of the metal manufacturing industries have varied
but little so far this year. This situation reflects a greater
degree of stability of operations than existed last year when
reconversion problems were particularly acute in this seg-
ment of the economy. In general, the demand for the prod-
ucts of these industries has continued very high, as evidenced
by the rate of domestic expenditures on producers' durable
equipment which as earlier mentioned has been running at
the rate of 18 billion dollars per annum. In addition, export
demand likewise has continued very high (see table 1, p. 8,
November 1947 SURVEY).

The high rate of expenditures for producers' equipment,
plus the expenditures for industrial buildings means that
corporations have continued through the end of the year
to draw heavily upon outside funds to finance expansion.
This is so notwithstanding the large increase over a year
ago in the funds available from internal sources—from re-
tained earnings and depreciation allowances. So far, funds
required for this expansion have been readily available,
though recently at rates not quite so favorable as those a
year or so ago. The shift in interest rates is discussed else-
where in this issue, as are the results of the most recent
survey of plant and equipment expenditures.

As has been true in past periods of peak activity, a large
volume of capital expenditures, financed in part by draw-
ing upon the credit market, is an outstanding feature at
the present time. In 1947, such capital demands were rein-
forced by the large export surplus which is a reflection of
large rehabilitation needs abroad, and of the necessity of
meeting current consumption needs to an unusual extent
through imports because of the effects of war and its after-
math upon the productive resources of Europe. The
extent to which these needs are being financed by the
Government is familiar to readers of the SURVEY.

Plant and Equipment Expenditures of U. S. Business
Outlays on new plant and equipment planned by Ameri-

can business, exclusive of agriculture, will approximate 4.1
billion dollars in the first quarter of 1948, according to the
reports submitted by business concerns in the regular quar-
terly survey. As shown in table 8, this amount is some-
what below the volume of expenditures planned for the fourth
quarter and about the same as actual outlays in the third
quarter.

First Quarter 1948 Expenditures Decline Seasonally

Seasonal factors are probably responsible primarily for
the anticipated decline of more than 300 million dollars in
new capital outlays from the 4.4-billion-dollar figure in the
fourth quarter of 1947. Planned expenditures by manufac-
turing companies for the first quarter of 1948 are estimated
at 1.8 billion, or 44 percent of the total for all industry.
This amount is about 10 percent under the expenditures for

the fourth quarter of 1947. Mining and electric and gas
utilities plan to spend slightly less on new plant and equip-
ment in the first quarter than in the fourth quarter. Com-
mercial and miscellaneous companies and transportation
companies, including railroads, report that they expect to
spend about the same amount as in the fourth quarter.

Percentagewise, the estimated first quarter drop in 1948
is intermediate between the decline in actual expenditures
from the last quarter of 1945 to the first quarter of 1946, and
from the last quarter of 1946 to the first quarter of 1947.
However, the decline in capital outlays for early 1948 antici-
pated by businessmen in late 1947 is somewhat larger than
the decline anticipated in the corresponding periods of the
preceding 2 years. In view of experience with seasonal
difficulties in construction and deliveries in the precious 2
years, businessmen may have made more adequate allow-
ances for this factor in their preliminary estimates for the
first quarter of this year than they did a year ago.
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Table 8.—Expenditures on New Plant and Equipment by U. S.
Business 1

[Millions of dollars]

Industrial group

Manufacturing
Mining .
Railroad.
Other transportation, _
Electric and gas utilities
Commercial and miscellaneous 3

Total: Actual

Second estimate 4

First estimate 4

1946

5,910
560
570
660

1,040
3,300

12, 040

11,960
11, 020

Jan.-
Mar.

1,450
150
160
180
330
900

3,160

3,440
3,640

Apr.-
June

1,850
160
220
230
450

1,030

3,940

3,670
3,560

1947

July-
Sept.

1,870
180
230
200
500

1,160

4,140

4,070
3,770

Oct.-
Dec.2

2,040
190
370
200
550

1,100

4,440
4,020

Total 2

7,210
670
980
810

1,820
4,190

15, 680
15, 180

1948

Jan.-
Mar.a

1,810
170
360
190
490

1,080

4,100

1 Excluding agriculture.
2 Estimates based on anticipated capital expenditures of business.
3 Includes trade, service, finance, and communications.
4 In reporting actual figures for each quarter business concerns also give estimates of similar

outlays planned for the 2 quarters following. The second estimate is thus a revision of the
first estimate.

NOTE.—Figures are rounded and will not necessarily add to totals.
Source: U. S. Department of Commerce and Securities and Exchange Commission.

Capital Outlays in 1947 at New High

After an initial decline in the first quarter of 1947, dollar
outlays for new plant and equipment increased steadily
throughout the year, continuing the upward trend which
began at the end of the war. Increased costs were a major
factor here as elsewhere throughout the economy in 1947.

In the third quarter actual expenditures rose to 4.1 billion,
with anticipated expenditures for the fourth quarter being

upped in the latest survey to 4.4 billion. If planned expendi-
tures for the fourth quarter were carried out, a total of 15.7
billion dollars was spent in the year 1947, approximately 30
percent over the amount expended in 1946. Compared with
prewar, expenditures in 1947 were some 90 percent higher
than in 1941 and 70 percent above 1929. Even if adjust-
ment were made for the substantial price increase, expendi-
tures during 1947 would nevertheless be higher than in both
those years.

The actual amount expended by industry on new plant and
equipment during the third quarter of 1947 was about the
same as had been previously anticipated. Most industrial
groups showed expenditures about equal to those planned,
except railroads and other transportation companies whose
expenditures were less than had been anticipated.

The second estimate of planned expenditures for the fourth
quarter was more than 10 percent above the first. Larger
expenditures for machinery and equipment by the manu-
facturing and commercial groups were particularly impor-
tant in the upward revision of the estimated outlays for the
fourth quarter. This increase in the dollar value of ex-
penditures is probably due in part to higher prices.

Expenditures for Used Plant and Equipment Down

Current reports for the first quarter of 1948 indicate a
continued dwindling of the magnitude of expenditures for
used plant and equipment. Such outlays may be consid-
erably less than 100 million dollars in the first quarter, unless
the total should be influenced by large individual transactions
not foreseen at present.

Revised Estimates of Retail Sales, 1946-47
Analysis of retail sales data, to adjust for the postwar

growth in the number of operating establishments in trade,
has yielded substantial improvement in estimates of sales
volume during 1946 and 1947. The revisions presented here
have been incorporated for the most part in the estimates of
consumption expenditures published in the National Income
Supplement to the Survey 0} Current Business for July 1947.
The adjustments thus serve to bring into line the retail sales
and consumption expenditure series for 1946 and 1947.

Methods of Estimation

The basic methods used in estimating retail sales were
described in detail in an article that appeared in the SURVEY
OF CURRENT BUSINESS in November 1943. The procedures
there set forth were followed and, in addition, supplementary
data on the formation of new establishments in the postwar
period were utilized to provide a basis for estimating the
business handled by the new firms which have not been ade-
quately represented by the samples of reporting stores.

Monthly Reported Data

Monthly estimates of retail sales are based in large part
on sales of samples of identical independent stores, and of
identical chain firms reporting to the Bureau of the Census.
It is recognized, however, that data from samples of identical
independent stores—and also, to a lesser extent, of identi-
cal chain firms—have to be supplemented by other data
in order to secure the estimated sales of all stores.

Supplementary Data

The supplementary material used to correct the trend
figures have been the data from the States which have sales
taxes, and annual surveys such as the report on drug store
sales mentioned below. In the present revision, use has also
been made of the data available quarterly on the establish-
ment of new firms.

The Bureau of the Census has been conducting experiments
to develop a scientifically chosen sample from which to
derive sales figures for the country as a whole. The report-*
ing sample has thus been undergoing considerable change
and has not yet provided the firm sampling basis which is
the objective of the change.

While the use of data, other than the monthly reported
statistics, to determine both the level and trend is required
at all times, it is doubly necessary in a period of rapid change
such as characterized the past 2 years. During this period
the establishment of new stores has been especially impor-
tant. The extent of this increase may be observed from
table 9.

Table 9.-—Percent Increase in Number of Operating Firms

[Dec. 31, 1945, to June 30, 1947]

All retail stores 17
Home furnishings group 41
Automotive group 38
Building materials and hardware group 28
Filling stations 18
Eating and drinking places 15
Food group 13
Apparel group 13
Drug stores 9
General merchandise group 5
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The largest percentage gains in the number of operating
firms in the 18-month period ended June 30, 1947, occurred in
the durable-goods groups. The number of firms in the home,
furnishings and automotive groups was up about 40 percent;
for building materials and hardware stores the increase was
nearly one-third.

The rise for establishments selling nondurable goods was
less marked though substantial. In eating and drinking
places, filling stations, and the apparel and food groups, the
increase was about a sixth; for drug stores and the general
merchandise group, less than a tenth.

These data have been analyzed to aid in developing a
method of measuring the net increase or decrease in sales
that may be accounted for by the turn-over in store popula-
tion. The studies are still incomplete but partial results
available from these studies have been incorporated in the
present revision of the automotive group. The results of
further analyses will be discussed in detail at a later date.
Sales Tax Data

Sales tax data, while subject to limitations, form a very
valuable addition to retail trade information. Because they
reflect changes in total sales in a given State, rather than those
of a sample of identical reporting establishments, they auto-
matically adjust for turn-over in the retail trade population.
Moreover, sales-tax returns are mandatory. Consequently,
changes in sales based on reports of tax collections in sales-
tax States may be compared with changes in sales based on
reports from a sample of identical establishments in order
to correct for inherent biases. For the present revision,
sales-tax data through the first half of 1947 were analyzed
in detail, and continued use will be made of quarterly sales
tax figures to determine the sales level.

Primary reliance is placed on the use of quarterly sales tax
collections in 12 States. The States used are California,
Colorado, Illinois, Iowa, Kansas, Michigan, Mississippi,
Missouri, Ohio, Oklahoma, Washington, and West Virginia,
which, according to the 1939 Census of Business, accounted
for 35 percent of all retail sales in the United States.

Recently the States of Connecticut and Maryland have
instituted sales-tax programs, but data from these States will
not be usable for some time. There are a number of other
States, as well as the city of New York, which levy sales taxes.
Because of the limitations of their reports it has not been
possible, thus far, to incorporate data from these sources.

The use of sales-tax data in estimating total sales is subject
to a number of limitations. Certain States tax cash receipts
instead of the total sales value of products sold. This tends
to reduce the amplitude of cyclical fluctuations in the reported
data for those businesses, such as home furnishings stores,
where instalment selling is important. It would thus play a
significant role at present when the amount of instalment
selling relative to total sales is changing markedly. To allow
for this, a correction based on the net change in debt outstand-
ing has been applied to sales-tax data for home furnishings
stores in those States for which the tax is collected on each
instalment rather than on the total purchase price at the time
of sales.

Other limitations of sales-tax data for determining change
in total sales are the possibility of a geographical bias due to
the use of a small group of States, problems of classification of
stores by kind of trade, tax exemptions, etc. However, it is
believed that in the revised estimates these weaknesses have
been minimized to the greatest extent possible.
Other Sources

In addition to sales-tax data, other sources of information
are used. Sales of drug stores, beginning with 1943, have
been adjusted to the level established in a regular survey of
the trade made by the Office of Business Economics in coop-
eration with the A. C. Nielsen Co. A complete description

of a study of this type appeared in the SURVEY OF CURRENT
BUSINESS for November 1944.
Extent of Adj ustment

The upward adjustment effected by the revision of the
retail sales figures for the 18-month period ended June 30,
1947, amounted to about 5 percent in the aggregate, with the
durable segment raised 11 percent and nondurables 3 per-
cent. In general, the groups of stores showing large increases
in the number of firms were also those for which large adjust-
ments in sales were necessary.

The largest relative upward revisions among the durables
were in the automotive and home furnishings groups, with
filling stations among the nondurables showing a change of
similar proportions.

In the apparel and drug groups small negative adjustments
were made. The possibility of a negative adjustment stems
from the fact that small bias adjustments based on past
experience were already included in the preliminary sales
figures.

Beginning with this issue of the SURVEY, the revised
figures on retail sales will appear in the tables customarily
presented on pages S—7 and S-8. The following review of
1947 utilizes the new data.

Retail Sales Trends in 1947
As noted in chart on page 1, retail sales, which have been

rising steadily since 1939, showed their sharpest increase in
the two years following the end of the war. Fourth quarter
retail sales in 1947 are estimated at an annual rate of 124
billion dollars. This level of sales is, at an annual rate,
almost three times the total for the year 1939.

Total retail sales for the entire year 1947 are estimated at
about 118 billion dollars compared with a little over 100
billion in 1946. For the monthly movement throughout the
year see chart 3.
Prices Account for Most of Rise

The upward surge in dollar sales since the war reflects the
increase in physical volume of goods moving through retail
channels, but to an even greater extent it reflects the rapid
advance in prices which marked the period after price con-
trols were removed in the middle of 1946.

Considerable caution must be exercised, even in normal
times, in utilizing the retail store price index as a tool for
evaluating changes in volume from dollar figures. This
index is based upon price series of goods sold at retail stores.
In some store groups, prices are available on very few of the
manifold lines of goods sold; for some of the groups no ade-
quate price data are available, and the choice of representa-
tive series is somewhat arbitrary.

Further problems arise at the present time. The effect of
the disappearance during the war, and subsequent reappear-
ance, of certain lower-price lines—and, in some case, of com-
plete lines of goods—as well as changes in the quality of
products, are not measured in existing series. Careful ap-
praisal of these and other qualifying factors must be made
before drawing conclusions from results derived by using the
price series to deflate dollar sales.

As was stated in the National Income Supplement, the
Office of Business Economics is working on the development
of a method of adjusting dollar expenditures to eliminate the
influence of price changes. Conceptual as well as practical
difficulties of measurement have not yet been overcome.
Until they are, only general conclusions are possible and such
conclusions have to rely more upon physical series of produc-
tion than upon available price measures.
Variations by Lines of Trade

While the total dollar value of sales was moving rapidly
upward in 1947, considerable variation was evident in in-
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Chart 3.—Sales of Retail Stores
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dividual lines of trade. In the chart on page 1 the relative
changes in sales for 1947 over 1946 are shown for major
groups of retail stores.
Automotive Group Shows Largest Increase

Reflecting the greater availability of goods and the con-
tinued pressure of demand throughout the year, the durable
goods groups showed the largest proportional increase in
sales for the year. Outstanding was the automotive group,
including automobile dealers and parts and accessory stores.
For the year 1947, factory sales of new passenger cars in the
domestic market are estimated at 3% million, about 75 per-
cent more than in 1946.

Total sales in this group reached 11.9 billion dollars, more
than half again as much as in the previous year. Retail sales
of automobiles, parts, and accessories exceeded for the first
time the previous high established in 1941, with sales in 1947
topping those in 1941 by almost 40 percent. However, after
adjustment for the increase in prices the physical volume of
goods sold in this group was still below 1941.

771806°—48 2

Home Furnishings and Building Materials

Sales of home furnishings and building materials and hard-
ware stores were about a third above the previous year.
While there were still tight areas in this field—and products
with specific brand names were not always available—supply
was generally much improved.

The 1947 sales total for home furnishings stores was about
6.8 billion dollars; building materials and hardware store
sales reached 8.8 billion.

Jewelry Store Sales Less

Jewelry stores were the only group in which sales in 1947
were below the previous year, with 1947 sales estimated at
1.3 billion dollars, or about 3 percent below the 1946 total.
Following a downward trend from the previous summer and
fall, the general level of sales throughout the year 1947 was
about 7 percent below the level reached in the middle of 1946.

Some reports from jewelers seem to indicate that the high-
est priced luxury items were most affected. It is possible
that the appearance in greater quantity of goods in the mid-
dle and lower price brackets has accounted in part for this
apparent downward drift.

Nondurable Sales Show Smaller Increases

As compared with 1946, the nondurable goods groups in
general recorded smaller increases in sales than did the
durables. While all of the major groups recorded gains,
only two showed substantial rises in sales.

Sales of filling stations, following in the wake of the in-
crease in new car sales and the greater availability of parts
and accessories to keep older cars in working condition, rose
to 5.2 billion dollars in 1947. This amount was 28 percent
above the previous year.

Food store sales, which had risen 5.4 billion dollars in 1946,
went up 5.8 billion—or 23 percent—in 1947 to a total of 31.3
billion dollars. Practically all of this increase was due to
rising prices.

Apparel and General Merchandise Store Sales

The 9.2 billion dollars spent by consumers at apparel stores
in 1947 was only slightly above the 1946 total. Taking into
consideration the price rise for the year, the physical volume
of apparel sold was considerably below the previous year.

Sales in the general merchandise group, dominated by
department stores, were about 15.7 billion dollars, or 8 per-
cent above a year ago. This gain for the most part reflects
increased sales of appliances and furniture, which account for
a substantial part of all department store sales.
Drug Stores and Eating and Drinking Places

In these two groups, sales have tended to level off since the
latter part of 1946. Sales at eating and drinking places for
1947 are estimated at 12.5 billion dollars or about the same as
in the previous year. Since the price rise here has been sub-
stantial, a significant decline in food consumption at such
establishments is implied. This is borne out, for example,
by the drop in business at night clubs. Recent figures on
Federal tax collections at night clubs, cabarets, etc., show a
continuation of the decreases that had begun in the middle of
1946.

Drug store sales were up about 3 percent, the level of sales
throughout the year being about the same as that reached
in the fourth quarter of 1946. During the war, drug stores
tended to assume the character of variety stores, with drugs
and related products becoming of less importance in terms of
sales volume. This stability of drug store sales in the past
year may be accounted for in part by the increase in the
number of retail outlets selling appliances and specialty
products.
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Table 10.—Sales of Retail Stores

January 1948

Kind of business
Sales (millions of dollars), 1946

January February March April May June July August Septem-
ber October Novem-

ber
Decem-

ber Total Monthly
average

All retail stores
Durable goods stores

Automotive group
Motor vehicles
Parts and accessories

Building materials and hardware group
Building materials
Farm implements
Hardware

Home-furnishings group
Furniture and housefurnishings
Household appliances and radios

Jewelry stores
Nondurable goods stores

Apparel group
Men's clothing and furnishings
Women's apparel and accessories
Family and other apparel
Shoes

Drugstores
Eating and drinking places
Food group

Grocery and combination
Other food

Filling stations
General merchandise group

Department including mail order
General, including general merchandise

with food
Dry goods and other general merchandise-.
Variety

Other retail stores
Feed and farm supply
Fuel and ice
Liquor
Other .- - -

6,715
1,133

375
260
115
393
253
40

100

79
5,582

572
128
272
82
90

267
938

1,861
1,422

439
286
870
563

111
92
104
788
206
186
135
262

6,438
1,076
335
232
104
368
227
38
103
298
213
85
76

5,362
562
124
'273
75
90
251
852

1,773
1,366
407
252
896
586

110
90
110
775
212
170
136
258

7,602
1,330
410
285
125
478
293
50
135
356
257
99
85

6,272
754
163
379
97
116
274
994

1,986
1,531
455
294

1,119
752

128
109
129
850
247
147
151
305

7,912
1,543
509
376
134
548
338
58
151
393
282
111
94

6,368
816
193
376
107
139
277
988

1,934
1,470
464
302

1,194
789

140
117
149
858
260
118
154
324

8,207
1,778
660
516
144
582
359
63
161
430
306
124
106

6,429
717
174
328
96
119
292

1,052
2,022
1,544
477
329

1,153
760

141
117
135
864
254
112
158
341

8, 005
1,669
579
435
144
556
342
57
157
426
293
133
109

6,336
731
186
312
101
132
291

1,041
2,009
1,540
469
339

1,133
745

134
118
136
792
217
91
148
335

8,075
1,779
687
544
143
582
364
62
155
419
278
142
91

6,296
549
130
241
79
100
290

1,063
2,160
1,656
504
368

1,016
637

140
109
131
849
243
136
150
319

9,071
1,959
776
626
150
618
394
58
165
465
305
160
100

7,112
707
163
316
103
125
298

1,120
2,495
1,955
540
398

1,201
784

148
122
146
892
230
156
160
346

8,633
1,922
774
635
139
598
388
52
157
454
300
154
95

6,711
779
192
350
109
129
286

1,094
2,150
1,647
502
366

1,196
806

139
120
131
841
215
150
144
332

9,343
2,158
865
714
151
672
435
64
173
514
333
181
106

7,184
848
220
373
122
134
298

1,114
2,267
1,735
532
387

1,348
906

154
137
151
921
229
166
162
365

9,463
2,077
823
675
148
617
392
56
169
507
331
176
130

7,386
855
236
363
129
127
301

1,047
2, 395
1,866
529
371

1,483
1,016

155
141
171
933
220
160
179
374

10, 792
2,332
846
679
166
601
351
51
200
614
381
233
272

8,460
1,090
318
449
163
159
394

1,060
2, 504
1,961
543
371

1,925
1,277

176
191
281

1,117
220
175
234
489

100, 255
20, 756
7,639
5,977
1,662
6,612
4,137
649

1,826
5,162
3,477
1, 685
1,343
79, 499
8,981
2,227
4,033
1,262
1,459
3, 520
12,362
25, 555
19, 694
5,861
4,066
14, 533
9,621

1,676
1,463
1,773
10,482
2,753
1,767
1,912
4,050

8, 355
1,730
637
498
139
551
345
54
152
430
290
140
112

6,625
748
186
336
105
122
293

1,030
2, ISO
1,641
488
329

1,211
802

140
122
148
873
229
147
159
337

Year and month

Indexes of sales (1935-39=100)
Unadjusted

All
retail
stores

Dur-
able
goods
stores

Non-
durable
goods
stores

Adjusted

All
retail
stores

Durable goods stores

Total
Auto-
motive
group

Building
materials
and hard-

ware
group

Home
furnish-

ings
group

Jewelry
stores

Nondurable goods stores

Total Apparel
group

Drug
stores

Eating
and

drinking
places

Food
group

Filling
stations

General
merchan-

dise
group

Other
retail
stores

1942:
January
February
March
April
May
June
July
August
September
October
November
December
Year

1943:
January
February
March
April
May
June
July
August
September
October
November
December
Year

1944:
January
February
March
April
May
June
July
August
September
October ..
November
December
Year

1945:
January
February
March
April.
May
June
July
August
September..
October
November
December... _
Year

1946:
January
February
March
April
May
June
July..
August
September
October
November
December
Year

131.3
129.9
139.9
146.8
147.0
144.5
139.7
143.8
157.0
159.5
160.8
187.1

102.5
98.0

105.4
112.8
113.0
105.4
97.9
97.3

102.5
101.7
98.5

108.5

140.7
140.3
151.2
157.9
158.1
157.3
153.3
159.0
174.8
178.3
181.1
212.7

137.3
148.5
151.8
162.8
160.4
167.0
156.2
161.2
173.2
174.6
178.7
205.5

74.2
78.5
87.2

100.1
104.3
103.3
99.3

100.2
104.0
104.6
106.1
117.1

157.9
171.3
172.8
183.2
178.7
187.8
174.8
181.1
195.7
197.4
202.3
234.3

152.8
154.6
168.5
171.6
178.6
177.3
170.2
174.9
187.0
190.9
197.9
227.1

85.7
86.1
95.8
99.6

110.4
110.4
108.0
101.5
107.1
112.2
113.7
127.3

174.7
176.9
192.2
195.1
200.8
199.1
190.5
198.8
213.0
216.6
225.4
259.6

168.3
171.8
189.4
179.7
188.7
192.4
187.8
190.5
203.7
215.0
227.2
260.1

93.0
94.4

104.8
110.8
116.5
120.5
118.0
113.3
125.5
137.2
149.8
168.1

192.8
197.0
217.0
202.1
212.2
215.8
210.5
215.7
229.2
240.3
252.4
290.1

207.3
215.6
229.9
246.7
251.1
251.0
247.6
268.1
280.9
282.1
293.9
337.3

140.7
145.5
165.0
193.2
220.8
214. 9
220.9
236. 9
254. 4
261. 4
267.2
297.9

229.0
238.5
251.0
264.2
261.0
262.7
256. 3
278.3
289.5
288.8
302.6
350.2

149.1
144.4
144.4
147.0
146.1
143.8
147.0
148.2
152.0
154.4
153.9
154.0

154.5
164.7
158.6
160.9
159.9
166.8
164.9
166.2
167.7
169.4
170.3
170.7
164.7

170.7
170.2
175.2
171.9
178.3
177.3
180.0
180.9
181.7
184.8
187.7
187.4
179.7

187.4
189.2
193.4
183.5
188.7
192.7
199.7
196.9
198.0
207.8
215.1
216.2
198.0

231.1
237.6
241.0
246.1
250.4
250.9
261.6
277.2
273.1
272.8
278.8
283.6
259.2

125.5
116.8
112.1
109.4
104.9
99.4
97.2
97.5
98.6
98.0
94.5
92.5

103.6

91.8
94.6
93.6
98.0
97.2
97.9
99.4

100.7
100.3
100.9
101.8
100.4
98.2

101.5
101.9
105.1
99.9

103.6
105.9
108.5
103.1
104.7
107.3
106.9
106.7
104.8

110.3
110.6
113.9
111.5
110.9
115.7
119.4
115.1
122.4
130.9
140.4
142.8
121.0

165.9
170.0
179.2
195.2
210.4
207.0
221.4
238.3
247.5
250.8
253.5
263.8
218.4

89.4
69.7
58.2
53.3
53.3
53.4
51.9
50.1
48.3
47.9
46.6
45.9
55.1

47.8
48.9
51.6
53.5
53.9
53.1
53.7
54.2
55.4
55.5
55.7
55.6
53.4

56.0
56.1
55.6
55.3
56.9
58.9
58.1
57.2
55.1
56.8
55.1
54.6
56.5

59.4
59.9
60.7
58.9
56.9
62.8
61.5
64.0
66.9
72.4
79.8
77.3
65.1

93.4
91.7
97.4

121.4
142.9
130.2
150.7
171.0
180.2
192.7
192.3
207.0
148.2

172.9
172.1
174.7
167.1
152.1
147.3
146.1
149.8
147.9
138.9
130.6
155.2

132.1
136.4
130.4
132.7
131.3
134.5
135.3
142.3
140.9
143.8
144.5
142.4
137.5

143.3
143.6
140.8
142.7
147.7
151.4
161.6
143.2
145.9
150.0
150.1
150.6
147.9

156.3
154.4
161.5
161.4
158.7
163.5
168.7
163.6
174.7
185.5
194.3
199.7
170.9

230.0
237.4
253. 5
255.2
259.8
257.7
267.4
281.2
289.1
284.1
298.5
290.7
270.1

159.0
164.2
174.4
169.6
154.8
143.8
137.8
145.4
150.1
151. 0
149.1
149.2
153.8

137.7
138.6
134.8
147.6
144.8
146.7
148.5
143.0
138.6
138.7
140.5
138.0
141.6

143.6
143.0
144.6
147.6
150.6
152.5
153.5
150.9
158.7
162.0
165.3
166.7
153.8

165.2
168.5
170.4
166.0
168.0
171.6
182.2
163.1
179.3
193.9
209.6
220.9
181.2

253.6
271.8
281.0
290.2
308.6
330.5
334. 5
348.6
362.8
352.7
347.7
373.9
323.6

205.9
212.4
214.6
217.6
217.1
220.5
246.3
256.9
268.3
264.3
261.2
276.2
244.5

269.6
298.0
289.4
310.5
305.1
304.1
325.3
328.4
332.3
324.0
332.5
320.3
312.9

314.3
324.3
444.6
259.3
292.5
289.1
297.7
305.7
327.1
329.9
328.5
319.0
318.8

312. 3
311.9
333.5
314.6
340.3
330.5
370.2
335.3
340.6
349.9
367.4
381.2
347.6

415.0
417.7
430.8
461.6
439. 9
451.3
452.2
452.3
446.4
430.1
431.2
430.8
436.1

156.8
153.4
154.9
159.2
159.5
158.3
163.2
164.7
169.4
172.8
173.3
174.0
163.6

174.9
187.5
179.8
181.4
180.4
189.3
186, 3
187.5
189.7
191.7
192.6
193.6
186.3

193.3
192.4
198.0
195.3
202.6
200.6
203.3
206.3
206.8
210.1
214.0
213.7
204.0

212.5
214.8
219.3
206.9
214.1
217. 8
225.9
223.5
222.7
232.8
239.5
240.1
223.1

252.3
259. 6
261.2
262.7
263.4
265.2
274.7
289.9
281.4
280.0
287.1
290.1
272.5

166.1
151.4
169.7
162.9
158.7
153.6
168.8
170.9
177.3
177.5
180.0
188.2
169.3

191.5
249.0
193.2
200.6
193.2
223.0
193.4
198.2
206.6
206.2
214.0
212.2
206.1

206.4
202.2
213.5
207.7
225.9
208.3
221.0
230.1
224.3
229.7
246.8
242.1
223. 9

243.0
251.0
248.1
214.3
229.0
239. 9
260.6
251.9
247.2
269.8
277.5
251.7
250.5

270.7
289.2
293.9

288.5
300.4
288.2
313.5
305.5
292.3
292.0
289.6
292.8

138.2
139.8
140.8
142.9
144.2
146.8
152.6
158.2
157.8
163.3
162.8
165.6
151.6

167.6
170.7
168.8
176.4
178.1
179.0
180.2
180.8
179.6
185.2
187.5
195.0
179.6

186.6
182.2
191.8
188.3
193.7
195.7
194.7
195.5
200.3
203.7
202.0
198.5
195.1

199.8
202.3
207.7
198. 5
203.0
206.4
207. 5
206.8
206.6
213.5
219.9
235.2
209.8

234.6
234.5
234.3
240.4
242.9
247.7
244.4
249.0
246.9
249.5
256.6
249.0
244.3

178.0
182.4
184.4
193.9
197.3
200.7
207.2
208.9
214.0
225.0
224.1
227.0
204.2

231.1
237.0
242.2
254.4
259.9
264.9
274.0
267.5
276.9
283.2
291.4
298.0
265.7

298.0
298.1
300.8
304.6
298.7
303.0
302.9
308.5
316.2
319.6
322.4
327.2
309.3

328.6
333.7
345.2
340.9
358.9
363.4
359.0
363.6
362.9
372.8
376.8
377.5
357.5

389.6
392.8
402.6
401.4
405.6
409.9
414.0
417.8
421.0
420.1
414.1
413.2
408.8

154.9
155.3
155.5
163.9
163.9
166.7
170.2
171.2
174.7
179.5
180.9
183.7
168.5

181.1
183.4
188.6
180.0
179.8
187.8
189.3
190.5
191.9
190.6
187.2
188.9
186.6

190.7
190.6
194.3
194.5
202.2
204.5
205.5
208.1
206.3
209.1
208.5
211.4
203.0

207.6
207.5
210.0
204.8
210.8
208.0
214.3
217.0
215.3
225.0
231.8
237.6
215.9

253.3
255.1
253.1
257.2
257.4
251.1
271.4
296.8
282.0
286.8
300.5
310.3
273.3

148.9
137.3
123.5
127.0
127.8
120.1
119.2
114.9
118.3
114.0
123.1
89.8

121.4

97.5
95.7
96.1

100.8
100.4
100.7
95.8
98.0
99.0
97.1
99.5

100.7
98.5

102.4
106.2
104.6
101.5
105.9
107.0
104.8
100.6
101.4
104.5
107.1
107.1
104.6

107.7
108.5
114.0
109.9
109.0
114.3
124.5
128.8
132.4
134.1
133.2
132.4
121.2

148.8
145.2
149.7
151.4
151.4
155.4
170.2
180.0
171.1
176.2
180.3
173.7
163. 3

145.0
136.3
138.0
139.3
136.3
134.5
141.8
144.0
148.6
150.3
149.5
152.3
143.6

152.6
171.8
152.3
155.4
152.6
160.8
156.9
158.6
159.8
161.8
162.9
162.4
158.9

162.8
161.1
167.4
163.1
172.5
166.5
171.2
175.3
176.2
178.7
184.2
181.7
172.9

181.7
186.4
191.7
168.4
173.2
180.8
190.1
178.8
178.9
189.1
197.2
195.5
185.0

205.1
218.7
225.4
225.0
226. 8
236.1
237.9
251.1
237.3
231.2
238.9
244.6
231.5

169.4
172. 4
173.1
178.2
186. 1
177.5
175.5
179.1
188.0
191.8
185.6
191.7
180.9

192. 8
202.1
204.2
211.2
209.6
216. 4
215.3
219.0
218.2
225.9
224.0
221.0
213.7

220.5
219.1
229.3
218.9
226.8
224.9
227.2
227.0
231.0
235.2
240. 7
236.1
228.6

233.4
231.4
239. 2
231.7
237. 5
243.1
255.0
248.9
248.8
256.7
267.6
276.3
248.3

280.6
295.7
286.0
290.5
288.2
284.6
303.8
304.8
309.7
303.7
312.3
311.4
298. Q

i Compiled by the U.
r to Tarmar-u 1Q49 hftfl

S. Department of Commerce, Office of Business Economics. Dollar sales and all indexes here have been revised for 1946. Seasonally adjusted indexes have been revised
1.HSP of f>hfl.n£rps in thp spasnnnl nrHnstmpnt fantnro TTnr 1Q47 rJoto CQQ »->T^ .Q_7 onH G_O
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Table 11.—Indexes of Sales of Chain Stores and Mail-Order Houses *

[1935-39 = 100]

Year and month

1942:
January
February _
March
April.
May.
June
July _. .
August
September
October
November _.
December

Year.. _..
1943:

January
February _
March
April- __
May
June... _ _
July
August -- --
September
October - _
November
December. _ _

Year
1944:

January
February ._
March _ __ _
April
May_._
June -_ _
July
August -
September
October _
November
December __

Year
1945:

January
February _ _ _
March
April _
May
June
July _.
August
September
October
November
December

Year._
1946:

January
February
March
April _
May
June
July. .-
August
September
October
November
December

Year

Total chain and mail-order 2

Unad-
justed

136. 6
136.3
150.3
155.7
154.0
152.3
146.1
147.2
164.0
168.7
169.7
202.9

156.7

137.8
151.0
152.7
163.0
156.0
162.0
146.0
149.1
166.2
170.6
173.9
205.4

160.8

145.6
146.3
162.2
167.3
172.3
169.6
159.8
162.5
176.6
187.3
192.7
222.9

170 §

156.9
159.8
181.7
164.0
169.9
172.0
167.4
164.9
179.5
198.4
212.4
250.2

181.7

189.6
197.9
214.1
227.6
221.7
221.9
213.8
235.0
245.3
251.7
270.4
328.1

234.9

Adjusted

154.9
150.2
154.3
155.5
155.3
153.8
158.3
158.5
162.4
161.0
158.5
157.9

156.7

155.2
166.1
159.2
159.4
157.8
164.1
158.4
160.4
164.1
163.4
162.5
161.5

160.8

163.9
160.4
167.3
165.3
174.2
171.9
173.5
175.4
174.5
179.2
179.4
175.9

172.6

176.7
175.6
181.4
168.0
171.8
174.4
182.5
177.8
177.3
189.5
198.3
198.7

181.7

213.2
217.7
223.6
223.8
224.3
225.4
233.6
254.2
241.7
240.1
252.0
261.8

234.9

Apparel group

Total
apparel 2

176.1
164.5
182.7
167.8
171.6
166.1
185.0
185.2
189.4
190.4
187.7
195.7

180.2

198.0
245.6
194.3
202.3
185.6
213.4
185.7
198.2
209.7
206.6
209.2
205.2

203.8

209.3
199.5
217.3
216.5
233.3
213.2
220.9
229.7
228.4
230.0
243.1
233.6

224.6

234.4
238.2
257.1
214.0
227.8
238.3
250.0
247.2
229.3
250.7
263.7
238.4

242.5

259.1
276.5
287.7
282.4
272.9
288.4
287.7
322.2
292.0
278.5
281.3
283.3

284.0

Men's
wear

244.2
189.5
223.2
141.9
127.3
132.2
155.4
146.9
131.8
131.7
136.2
152.0

157.0

157.1
214.5
155.5
160.2
156.9
167.0
145.5
158.0
165.4
162.1
168.3
171.8

164.6

157.8
153.0
179.8
173.2
195.5
179 4
177.5
188.9
192.4
201.5
197.1
198.1

185.4

188.0
186.0
197.2
158.7
173.5
193.2
198.9
190.7
196.1
246.6
221.0
189.1

197.7

223.2
229.5
229.5
234.3
259.8
255.3
273.7
364.1
315.3
284.8
281.7
264.6

266.0

Wom-
en's
wear

177.1
174.4
189.1
191.6
195.4
196.0
214.9
226.0
237.6
237.8
243.9
252.1

212.8

256.1
336.3
259.0
271.3
249.5
264.8
258.8
277.5
289.0
282.5
290.0
286.1

276.0

289.6
285.0
303.5
302.2
317.1
290.3
299.0
322.0
322.9
323.0
336.3
319.9

311.1

331.6
337.6
380.9
318.6
327.8
336.2
336.8
325.0
308.2
331.8
344.7
325.8

335.9

343.7
366.0
402.4
391.3
351.0
381.6
361.6
370.8
354.7
336.4
342.0
350.2

362.5

Shoes

141.1
143.8
157.4
162.2
177.1
158.7
175.5
167.5
176.2
179.6
162.7
165.9

163.7

164.6
170.3
151.6
156.8
137.6
191.2
134.6
138.8
154.6
156.3
151.2
142.5

153.5

157.4
137.7
150.6
153.5
169.7
154.5
166.1
156.4
151.7
150.9
174.6
166.6

158.7

161.0
164.0
162.4
137.5
155.5
164.0
191.8
202.8
170.1
171.8
209.2
178.8

173.1

192.6
211.9
202.9
197.9
201.6
213.5
224.0
253.9
218.2
220.2
223.5
229.8

216.2

Automo-
tive parts

and ac-
cessories

126.6
115.6
123.7
110.2
109.7
110.2
110.4
114.8
114.3
115.5
110.5
120.1

115.0

130.3
127.6
115.1
127.4
139.0
126.6
125.4
128.5
129.5
130.2
122.5
117.9

126.5

122.4
121.3
115.7
126.6
133.6
140.2
146.3
133.4
140.8
144.0
150.6
142.9

135.7

136.0
136.7
144.7
135.4
125.2
140.5
148.7
152.4
155.8
156.9
165.9
189.6

150.4

235.7
223.9
235.9
243.4
238.2
239.1
234.1
245.8
243.0
235.8
249.8
274.2

242.5

Adjusted

Building
materials

151.8
151.1
156.3
158.3
180.4
158.4
164.3
158.2
150.9
140.2
137.2
129.3

153.6

136.3
146.8
149.3
148.8
153.0
143.7
145.4
155.1
157.3
162.5
166.1
158.3

152.6

168.4
157.7
151.0
148.7
153.5
163.5
183.6
149.4
155.0
161.0
168.6
180.4

161.4

175.7
174.5
177.9
176.1
174.7
177.5
176.2
174.5
185.0
200.5
208.0
197.8

184.5

237.9
263.1
245.2
232.3
230.4
221.2
217.4
234.5
247.3
213.0
214.8
253.3

232.8

Drug

145.0
141.1
144.5
148.5
150.0
151.7
156.0
159.5
161.5
168.9
169.4
172.2

156.4

170.4
173.3
171.2
180.8
180.4
180.3
181.2
179.2
178.1
182.4
186.2
185.8

179.2

180.7
180.7
191.6
183.2
184.4
184.9
188.8
187.7
191.7
190.7
189.1
183.3

186.8

184, 3
184.0
189.8
179.2
184.9
191.1
195.5
191.1
191.4
195.7
205.1
213.9

193.1

214.7
224.6
216.5
222.5
228.0
229.8
228.7
233.9
230.2
227.5
237.3
235.2

227.7

Eating
and

drinking
places

136.6
137.7
137.7
144.1
143.3
146.2
148.9
151.8
153.6
158.6
157.2
163.5

148.4

157.4
166.0
164.4
170.5
171.7
174.8
174.0
176.0
178.0
172.9
178.9
175.9

171.7

180.9
178.3
176.4
177.0
184.2
187.2
180.9
182.8
184.5
179.6
180.9
183.2

181.7

191.1
189.6
188.8
178.7
188.3
192.4
188.0
189.0
187.0
194.5
196.2
195.2

189.8

207.7
209.6
208.4
208.7
210.3
214.2
215.2
215.4
211.6
214.6
218.2
219.9

212.9

Furniture
and fur-
nishings

134.0
131.6
130.1
124.4
115.0
102.9
103.1
121.4
122.0
125.2
117.6
128.8

121.4

124.0
122.1
117.8
126.4
133.8
125.1
130.7
127.4
129.4
127.7
119.9
111.9

124.3

116.2
115.0
114.3
120.0
125.1
126.0
126.4
126.6
131.2
134.0
136.3
140.0

126.9

135.2
134.1
134.6
122.8
127.7
136.4
137.0
127.4
145.1
148.5
158.6
162.6

140.7

182.3
206.0
195.7
193.9
205. 7
220.2
216.4
222.4
222.8
199.1
224.6
237.6

211.9

General merchandise group

Total
general

merchan-
dise 2

156.0
149.3
155.4
156.3
155.1
153.6
158.6
155.6
168.3
165.3
160.0
161.1

157.6

152.1
165.9
158.6
162.2
156.5
166.0
154.1
158.5
160.7
158.5
159.3
161.7

158.9

159.6
157.1
168.2
160.7
172.7
167.5
166.2
176.1
173.7
179.5
182.5
176.1

171.3

180.8
179.1
191.0
167.4
167.7
171.5
182.3
170.4
167.7
182.0
188.7
187.1

179.3

210.2
212.9
232.8
228.1
230.1
234.6
243.7
255.8
245.4
245.4
241.7
253.5

238.0

Depart-
ment,
dry

goods,
and

general
mdse.

166.3
158.2
169.1
169.7
166.1
165.2
171.4
170.4
182.8
181.1
172.5
173.4

17(XO

159.0
179.5
169.6
171.5
169.4
180.6
163.9
167.1
171.5
169.9
169.5
175.5

169.9

175.3
168.7
180.8
174.6
193.8
185.3
184.3
190.5
187.1
195.6
202.4
192.5

187.6

199.2
196.1
215.1
185.3
182.2
189.0
206.9
195.7
193.5
207.1
216.0
208.8

201.2

240.1
244.5
268.1
256.5
268.6
271.5
283.9
295.6
286.4
288.0
278.3
291.1

275.2

Mail-
order

(catalog
sales)

162.6
145.2
151.0
142.1
139.7
132.9
133.9
127.1
149.7
149.5
139.2
134.0

142.3

131.9
134.2
122.4
147.5
128.3
135.1
125.0
131.6
132.5
133.2
131.9
121.4

131.3

109.8
122.4
137.6
122.9
126.8
128.0
131.3
154.9
148.8
147.2
152.3
151.8

137.4

149.5
152.4
150.5
121.2
133.0
132.5
132.8
108.3
109.2
139.4
144.7
157.4

136.8

191.3
181.5
211.6
210.9
201.3
220.5
231.2
253.4
228.3
219.8
214.3
223.6

215.1

Vari-
ety

137.0
138.3
137.3
143.8
146.5
147.3
152.5
148.5
166.5
149.8
151.6
156.3

147.1

151.3
161.4
160.1
154.7
150.9
159.3
153.2
158.1
157.7
152.8
156.6
160.1

155.5

160.6
156.1
164.1
158.2
163.8
160.0
155.6
163.8
164.9
171.1
167.0
162.2

163.1

168.2
166.2
175.5
163.6
162.5
164.2
170.5
164.1
158.7
165.2
169.6
168.4

167.6

174.2
181.2
190.9
192.9
186.7
186.6
189.3
196.8
192.2
194.1
200.3
212.5

193.6

Grocery
and com-
bination.

171.4
167.3
168.2
175.1
171.8
175.0
178.0
179.0
177.0
174.8
173.0
166. 8.

172. 8

164. 7
169. 6
169. 8
159.2
163.1
165. 9<
166. 7
163.2
169. 5'
168. 8
163. 7
162. 2

165. 4

170. 6
166.2
169. 3
173.0
180. 5
183.3
184.5
184.4
180.0
187.4
177.6
181.7

178.9

176.8
171.9
168.1
166.8
172.0
169.9
179.0
176.9
180.2
194.7
204.9
212.3

181.1

217.1
215.8
216.8
217.9
219.6
214.6
229.2
268.8
244.4
247.0
280.3
293.9

238.9

1 Compiled by the U. 8. Department of Commerce, Office of Business Economics. The seasonally adjusted indexes have Jbeen revised beginning January 1942 because of changes in the seasonal
adjustment factors and there have been revisions als9 in the 1946 dollar figures for total sales and for the general merchandise group and in the unadjusted index for that year. January-October
1946 revisions in the d9llar figures are as follows (millions): Total—1,415, 1,374, 1,657, 1,688, 1,675, 1,658, 1,606, 1,883, 1,723, 1,925; general merchandise group—339, 337, 442/469, 451 ,448, 425, 602,
492, 571. Data beginning November 1946 for all series are on p. S-8.

2 Includes data for kinds of business not shown separately.
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Price declines for farm products and
foods in February
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reduced the all-commodities index
4 percent below its mid-January high.
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The
Business Situation

by the

Office of Business Economics

In the two opening months of 1948 business activity held
close to the high plateau reached late last year, but down-
ward price adjustments for important agricultural commodi-
ties spread to some raw and semiprocessed industrial mate-
rials and resulted in more cautious business purchasing than
was characteristic of the latter half of 1947. Manufacturing
production continued little changed, although operations in
some plants were slowed because of the severe winter weather.
Post-holiday retail trade was steady and considerably higher
than in the same period last year.

Price declines have occurred on different occasions in the
postwar period—in the spring of 1947, for example, when
prices eased for a large number of commodities. The recent
declines, however, were sharper in the primary markets
affected than those last year and they were telescoped within
a shorter period. For a succession of days beginning Febru-
ary 4, most grain prices fell the limit permitted for any
single day's trading and the prices of some major foods and of
a few raw materials moved downward almost as rapidly.
Subsequent recovery canceled a part of the decline.

Other aspects of the recent developments on the price front
were the concurrent decline in stock prices—while bond
prices remained stable—and the mark-downs in food prices
at retail stores. The latter markdowns occurred despite
the strength in food sales shown by the January sales data
reviewed in this issue.

The accompanying chart shows that the wholesale price
indexes for farm products and foods in the final week of
February were 9 and 6 percent, respectively, below earlier
peaks and were back to the levels of last summer. The
all-commodities index, on the other hand, was only 4 percent
below its mid-January high and was higher than at any

Prices eased for a few industrial commodities, held firm for others.
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time in the postwar period prior to the middle of November
1947. It is noteworthy that the steady advance in some
metal prices was not interrupted by recent market develop-
ments, and that the weekly index covering all commodities
other than farm products and foods in early March still was
above the 1947 year-end average.

With few exceptions, the largest price declines in January
and February were for commodities whose prices had risen
exceptionally fast since last summer—such as grains, oil-
seed crops, and hides. Even before their latest rise, the
prices of these commodities were far above the general price
average. The recent declines, therefore, were in the direc-
tion of better price alignment. At no time during the
price break did quotations for the major agricultural com-
modities fall to current support levels—the only exception
being the price of flaxseed, which has an incentive support
which is well above 90 percent of parity.

The behavior of the weekly business indicators—the steel
rate, electric power output, freight carloadings—confirmed
the sustained high rate of business activity during the
period of price adjustment. The latest reports on new order
volume, which had already been reduced in late 1947, are
not yet available for the period of the price decline, so it is
not possible to make a quantitative appraisal of the recent
flow of new business.
Farm Income Above Last Year, Despite Price Cut

At the farm level the price declines for agricultural com-
modities averaged about 9 percent from mid-January to mid-
February. The effect of the price changes on farm income,
however, was mitigated because of typically low marketings
at this season of the year and because of some compensating
effects on income resulting from the lower cost of feed. The
income of farm proprietors in February remained substan-
tially above income in the same month last year. In view of
the substantial rise in farm income which had occurred in
December and January, the total for the first quarter of 1948,
despite the downward adjustment of prices, is expected to be
above the rate of 18.5 billion dollars reached in the final
quarter of last year.
Personal Income at 211-Billion-Dollar Rate in January

Total personal income rose from a seasonally adjusted an-
nual rate of 204 billion dollars in November 1947 to 210
billion in December and was fractionally higher in the open-
ing month of 1948. At the beginning of 1947 personal in-
come was at a rate of 189 billion dollars.

The rise in farm income in January was counterbalanced
by small declines in construction and manufacturing pay rolls
which were adversely affected by weather conditions. Un-
employment compensation payments were higher in January
than in the preceding month and continued to increase in
February, but they remained below payments in early 1947.

Steady Rise in Hourly Wages
Hourly earnings in manufacturing industries averaged

$1.29 in January, the month's advance of 1 cent an hour
being about as large as the month-to-month increases in the
last 4 months of 1947. As was the case in the fall and
winter months of the preceding two postwar years, nondura-
ble goods industries have shown slightly larger hourly wage
increases in recent months than have the durable goods
group. Generally speaking, contracts in major durable
goods industries are only now coming up for renewal.

Retail Sales 18 Percent Above Year Ago
With the high rate of personal income as an underpinning,

sales at retail stores in January were 18 percent above Janu-
ary sales a year ago. The month's data do not suggest that
weakening demand for food at retail stores anteceded the
February price drop. Sales, seasonally adjusted, at food

stores advanced 2 percent from December to January. Drug
stores and filling stations were other groups on the upside,
after seasonal correction.

Sales of the automotive group showed a slight decline in
January; the curtailed rate of automobile production in late
January and in February suggests that the decline may be
further extended. While decreases also were reported for the
apparel and general merchandise groups in January, the poor
shopping weather throughout the country may have been
the controlling factor.

Department store sales in February were unchanged from
the preceding month. March sales at these stores will reflect
this year's early Easter.
Inventory Accumulation Continues

In the field of business purchasing there was an addition
of 700 million dollars to the book value of business inven-
tories in January, almost half the increase being in manu-
facturing. The addition of somewhat under 300 million dol-
lars to retailers' stocks comes after the reduction of almost
1 billion dollars in December and leaves the book value of
these stocks below the figure at the end of October 1947.
These changes are only partly accounted for by seasonal
movements.

Large-Scale Capital Outlays Planned

Preliminary results of the most recent plant and equipment
survey indicate that the manufacturing industry plans to
continue large-scale expenditures for new producers' capital
in 1948, although these plans may be revised as changing
conditions are reflected in subsequent quarterly surveys.1
On the basis of partial returns giving manufacturers' an-
ticipated expenditures for new plant and equipment in 1948,
it seems probable that the estimate of these outlays when all
returns are in will approximate the 1947 dollar total. Manu-
facturers now anticipate a slight rise in their outlays from
the first to the second half of 1948, although this is probably
attributable to seasonal factors which normally slow plant
construction and, to a lesser extent, equipment deliveries in
earlier months of the year. In view of the rise in prices over
1947, these estimates imply a small drop in physical volume
for the year as a whole.

Another important business group, the electric and gas
utilities, expect moderate growth in expenditures for new
plant and equipment in 1948, according to preliminary
indications. Although somewhat more of the utilities' out-
lays will be made in the second than in the first half of 1948,
for the year as a whole the expenditure rate is anticipated at
about the same level established in the second half of 1947.

The railroads look forward to a very large increase during
1948 in their expenditures for road and equipment. The
spending anticipations of the railroads are at this time closely
related to the availability of steel, particularly for freight-
car construction. This has been a retarding influence on the
railroads' outlays so far in the postwar period and may
again result in some reduction of the 1948 expenditure
program.

Recent commodity price declines, if they have had any
effect upon capital programs, would not be reflected in this
survey. Questionnaires were mailed out in early January
and the returns for the most part reflect business plans before
the price declines occurred. Although it is possible that
some expansion plans have already been reduced or dis-
carded, it seems unlikely that there would have been this
general reaction among the larger units of industry which
dominate the expenditure totals. Price adjustments had
been anticipated in some degree and large-scale industrial
expansion usually involves fairly long-term considerations.

* The complete results of this latest survey will be presented in next month's issue.
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Seasonal Slowdown in Construction
The short month of February marked the first month since

last May in which total value of new construction put in
place fell below a billion dollars. From 1,180 million dollars
in December of 1947, the value dropped to 1,070 million
dollars in January and to 960 million dollars in February of
this year. Private residential construction activity fell
sharply from the high monthly volume it had maintained
throughout the last quarter of 1947 and accounted for most
of the seasonal declines in total new construction.

The trend of construction work in the private residential
field reflects changes in the number of new privately financed
dwelling units started in each month, with a lag of one or
two months. The number of starts reached a peak of 93,000
in October and fell off in each of the following months, the
number being estimated at 50,000 in January 1948. In
view of the unseasonally high number of starts last October
and of the severe winter, the number in January cannot be
considered a poor beginning for residential building in 1948.
The January total is more than 25 percent above the com-
parable figure for 1947.

The \% million new permanent dwelling units which were
started in 1946 and 1947 created a huge demand for auxiliary
types of construction, such as private commercial structures
and public sewer and water facilities, but materials shortages
and restrictions on nonresidential construction had held
down activity in these fields during 1947 until the latter
part of the year. The pressure of the work backlog in these
two categories of construction was sufficient to prevent any
significant decline in activity at the turn of the year, and
the amount of private commercial construction put in place
actually advanced from January to February, a period when
every other type of construction declined.

Little Change in Employment
The general employment situation over the winter months

has shown few changes other than those associated with
special or seasonal factors. Nonagricultural employment,
as estimated by the Bureau of the Census, reached 51 million
last December, with most of the late 1947 gains seasonal in
nature. In early February, nonfarm employment was
600,000 short of the seasonal peak two months previous, but
was higher than in January.

Mainly as a result of the severe winter weather and of
shut-downs in industrial areas affected by gas shortages,
unemployment rose by 600,000 from January to February.
At an estimated 2.6 million, the number of persons available
for work but without jobs in February was about 150,000
above a year ago. In view of the increase in the civilian
labor force, however, the proportion of unemployment was
practically unchanged from last year.

Commodity Prices

The interruption of the steady climb of commodity prices
in January and February is of especial significance because
of its potential effects on the future course of business. The
decline was centered in the prices of agricultural commodities,
but it spread to the industrial sector as a result of the price
softening in agricultural raw materials. Thus, prices eased
for hides, leather, and print cloth. On the whole, however,
the average of industrial prices to early March remained
relatively unaffected by the developments in agricultural
markets. Price advances for semimanufactured and finished
goods continued to be announced, and the price cuts that
were made for finished manufactures (excluding foods) were
an exception to the general trend.

The limited nature of the downward adjustment was illus-
trated by the movement of the BLS weekly wholesale price
index covering more than 850 commodities which declined

4 percent from its January high, returning the index to the
level prevailing in November 1947. Farm product prices,
on the other hand, declined to the approximate level of July
1947, while food prices also lapsed to last summer's mark.

Wheat Prices in Forefront of Price Break
The recent decline of farm product prices was initially

characterized by a softening of wheat prices in January, which
developed into a sharp break in early February. After de-
clining 19 cents between January 16 and February 3, cash
wheat prices at Kansas City fell 48 cents to $2.30 per bushel
between February 4 and February 13. At the end of the
month wheat prices were back to $2.38, a level comparable
to that prevailing early last year and again in July 1947.

The decline in wheat prices expressed the impact of several
factors generally reducible to an improved outlook for do-
mestic and world wheat supplies in the near-term and in the
next crop year. The announcement early in the year that
near-completion of the 1947-48 export goal for wheat had
been accomplished made apparent that larger quantities of
wheat would be available to domestic buyers. Other factors
were the unexpectedly light feeding of wheat in the last half
of 1947, the mandatory requirement of 150 million bushel
carry-over, and the marked improvement in crop prospects
for most importing countries as well as for this country
because of favorable winter weather conditions.

Relation of Price Supports to Recent Declines
The latest weakening in prices of agricultural commodities

again brings into prominence the role played by price sup-
ports, a subject which was analyzed in an article, "Farm Price
Supports and the General Price Level," in the July 1947
issue of the SURVEY. At no time in February were any addi-
tional price support operations needed, since most prices
remained well above current support levels. However, price
movements of supported commodities are influenced not
merely by the current support price but also by the support
price which is to be effective for the crop year beginning
generally in July 1948. Were the new supports to be cal-
culated on the basis of parity prices in February, they would
average about 5 percent higher than the current supports.
In the case of wheat, for example, a support price based on
90 percent of the February parity price would amount to
$1.97 per bushel at the farm level, as against the currently
applicable support price of $1.83. The current support was
fixed on the basis of the parity price prevailing last July.

A similar situation exists with respect to other supported
commodities, especially in those instances such as peanuts
and flaxseed where the price support is only slightly below
the current market price. Chart 2 illustrates for several
commodities the margin between the actual prices received
by farmers in mid-January and mid-February, the current
support prices, and 90 percent of parity prices in February.

Sensitive Hide Price
In the few industrial areas affected by the February price

declines, the new alignment of prices has generally reflected
the reduction in material costs as a result of the agricultural
price drop. In the case of the decline in hide prices, however,
reduced consumer purchases were a factor. The drop in the
price of hides anticipated the general decline in grain and
livestock prices by moving downward in late December from
36 cents per pound at Chicago—the approximate high of the
year—to 32 cents at the end of January. Thereafter, the
characteristically sensitive hide price fell to 25 cents by early
March, or about the same as a year ago.

Tanning production schedules were curtailed in January
and February and new orders received by shoe manufacturers
have declined more than seasonally since late last year as a
result of disappointing shoe sales in the final quarter of 1947,
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Chart 2.—Prices Received by Farmers and Support Prices
for Selected Commodities
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tory level of support for all commodities shown, except cotton which is supported at 92.5
percent of parity. Computations are based upon parity prices as of February 15, 1948.
Ninety percent of the parity price is not shown for flaxseed because it is supported well above
the minimum.

Sources of data: U. S. Department of Agriculture, Bureau of Agricultural Economics, ex-
cept percent of parity which was calculated by U. S. Department of Commerce, Office of
Business Economics, from Bureau of Agricultural Economics data.

especially in higher priced lines. Reports from department
stores for this quarter reveal that sales of women's and
children's shoes were 6 percent above a year ago, while boys'
and men's shoes were practically unchanged, though prices
for all types of shoes were substantially higher. Shoe sales
in bargain basements for this period, on the other hand,
averaged about one-fifth higher than a year ago. Sales at
independent shoe stores at the end of 1947 were about the
same as at the end of 1946 and were lagging far behind sales
at the generally lower-price chain stores.
Mixed Price Trends at Retail Stores

As prices declined in primary markets during February,
concurrent reductions in food prices were made by retailers,
both in anticipation of lower replacement costs and to move
slow-moving stocks. A special report from 12 cities in mid-
February revealed that 13 out of 20 foods surveyed had
declined in price, 5 had increased, and 2 showed no change.
On the average, the month-to-month decline is estimated at
3.5 percent, with normal seasonal downturns reinforcing the
declines in some cases.

Although no reports for February are available as yet on
nonfood retail prices, there was little evidence to suggest a
decline from the January 1948 peak. To the contrary,
increases in wholesale prices of furniture and apparel and
the upward trend in rent costs since last summer suggested
no immediate weakening in the average of nonfood con-
sumers' prices.

Trend of Production and New Orders
The over-all rate of industrial activity in January and

February was maintained on the high plateau reached in

the fourth quarter of 1947. Moderate but numerous de-
clines in the heavy basic industries between December and
January were offset by increases in output in most nondur-
able goods industries. The Federal Reserve index of indus-
trial production, adjusted for seasonal variation, remained
at 192 (1935-39 = 100) in January, unchanged from the
index for November and December.

The decline in durable goods output was due chiefly to
adverse weather conditions which extended over a period of
three weeks—from January 25 through February 14. On
the other hand, activity in the nondurable goods industries
showed more than the normal seasonal increase between
December and January. The rise was featured by a large
gain in cotton consumption and a continuation of the strong
uptrend in output of paperboard, refined petroleum products,
and printing and publishing. Cotton consumption rose
from 753,000 bales in December 1947 to 860,000 bales in
January. The rate of consumption in the latter month was
the highest since April 1947.
Steel Output at 87-Million-Ton Rate

Steel mill operations during the first 2 months of 1948
averaged about 93 percent of the new rated capacity of 94.2
million net tons. On a daily average basis, production in
January and February was at an annual rate of 87 million
tons, and compares with a rate of 89 million tons in Decem-
ber and 84 million tons in the January-February period a
year ago, when rated steel-making capacity was lower by
3 million tons.
Gas Shortages Slow Auto Assembly Lines

Shortages of gas forced shut-downs in a number of auto-
mobile plants in the Detroit area for three consecutive weeks
and resulted in a sizable loss of output, notably in passenger
cars. Temporary shut-downs for inventory purposes, coupled
with model change-overs at the start of the year, contributed
to the reduced volume. As a result, factory sales of cars
and trucks fell from the postwar peak of 470,000 units in
December to 402,000 units in January, and to about 380,000
units in February. Output was stepped up in the last two
weeks of February as industrial gas supplies again became
available. In the last week of the month, 114,000 passenger
cars and trucks were assembled.
Declining New Order Volume in 1947

Examination of the trend of new orders in various manu-
facturing industries in 1947 reveals in general a U-shaped
curve which reflects the underlying trends discussed in last
month's Annual Review Number. Despite the pick-up of
orders in the second half, they remained below the high
levels of 1946 when the postwar acceleration of production
was under way. Satisfactory data on the physical volume
of new orders are limited but information is available for
a selected list of products. These data suggest that the
decline in the rate of incoming business has been of sufficient
magnitude relative to the current volume of shipments to
cut rather sharply into the high manufacturers' backlogs
for some types of goods. However, with more regularized
production, both the placing and receipt of orders have no
doubt come more into line with production probabilities
and users' actual needs.

Charts 3 and 4 illustrate the movement of the physical
volume of new orders for 12 commodities of varying impor-
tance in manufacturing.2 New order placing continued on
a rising scale throughout most of 1946, the peak generally
being reached in the final months of that year. Thereafter,
a declining trend gradually set in which was accelerated in
the succeeding months and was not arrested until the second
half of 1947, coincident with the marked upswing in general

2 In 6 of the 12 series shown, new orders were derived from data on shipments and unfilled
orders; the other 6 are published series.
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Chart 3.—New Orders for Selected Commodities l
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Sources of data: U. S. Department of Commerce, Bureau of the Census, for all commodities except electric motors (polyphase induction and fractional horsepower) and paperboard, data
for which are from the National Electrical Manufacturers Association and the National Paperboard Association, respectively.

Chart 4.—Shipments and New and Unfilled Orders of
Iron Castings for Sale 1
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Source of data: U. S. Department of Commerce, Bureau of the Census.

business activity. Despite a noticeable pick-up in ordering,
the rate at the year end was below orders in the comparable
months of 1946 in 7 of the 10 series included in chart 3.

The rates at which backlogs of iron castings—widely used
in the automobile, construction, machinery, and railroad
equipment industries—have been declining in the past 12
months are shown in chart 4, which also provides a compari-
son of monthly shipments and new orders. Manufacturers
of iron castings were able to reduce their order backlogs in
1947 as the physical volume of shipments exceeded the new

order flow in all but 2 or 3 months. The drop in unfilled
orders was much more pronounced for malleable iron cast-
ings than for gray iron castings. It should be noted, how-
ever, that large backlogs remain on the books of these
manufacturers. The volume of unfilled orders was some-
what less than 5 times the current monthly rate of shipments
for both malleable and gray iron castings.

Reduction in Unfilled Orders
Further evidence that backlogs have tended to move

downward from the very large volume held on manufacturers'
books at the beginning of 1947 is provided by data submitted
by a sample of identical companies in the durable goods
industries (excluding automobiles) reporting to the Office of
Business Economics in connection with the Industry Survey.
As pointed out on several occasions in the SURVEY, new
orders for durable goods have tended to lag behind the value
of shipments since October 1946.

The drop in unfilled orders between 1946 and 1947 for
these companies represented a reduction from 7 to 5 months'
shipments at the December rates in each year. Part of
this decline, however, may reflect the more immediate effect
of rising prices on the value of shipments than on order
backlogs. Furthermore, backlogs at the end of 1947 still
were large relative to prewar years; unfilled orders on manu-
facturers' books represented 3 months' shipments at the end
of 1939, a period when shipments were running far below
the current rate.

Order Placing Stepped Up by Department Stores
Information available for industries outside the durable

goods area suggests that the movement of unfilled orders
over the past year has varied from the pattern just described
for the durable goods sector. The data illustrated in chart
5, which apply to a sample of 296 relatively large depart-
ment stores reporting sales, stocks, and outstanding orders
monthly to the Federal Keserve Board, throw light on the
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backlog position of those manufacturers selling to depart-
ment stores and to retailers in closely allied lines. It may
be noted that backlogs play at less important role in soft
goods manufacturing than in the heavy goods industries
where production must be planned long in advance of de-
livery dates.

Net new orders placed by this sample of stores have moved
through contracting and expanding phases since the peak
reached in mid-1946, when it was apparent that the stores
had overextended their commitments. The low point in
the downswing occurred in April 1947, coincident with a
general lull in buying activity throughout the retail com-
munity. The peak of the subsequent upswing was in
October 1947, just prior to the busy holiday season. The
volume of new orders in January 1948, the latest month for
which data are at hand, was about one-fifth higher than in
January 1947. In appraising these movements, allowance
should of course be made for the changing level of prices.

The value of total outstanding orders at the end of Jan-
uary was about as high as a year earlier, although it exceeded
the value in the spring of 1947, at the end of the contracting

Shase, by about 80 percent. The value of merchandise on
and at the end of January was relatively unchanged from

a year ago. Because of a rise of about 6 percent in sales,
the ratio of outstanding orders and stocks to sales was
somewhat lower than at the end of January 1947.

Chart 5.—Orders, Receipts, and Stocks for 296 Depart-
ment Stores
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Chart 6.—Consumer Credit Outstanding, End of Month
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Sources of data: Orders outstanding and stocks, Board of Gfovernors of the Federal Reserve
System; receipts and new orders (net), computed by, U. S. Department of Commerce, Office
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Consumer Credit

After reaching a peak of 13.4 billion dollars in December,
the volume of consumer credit outstanding declined season-
ally to about 13 billion dollars at the end of January. As
shown in chart 6, the reduction centered in charge account
credit and reflected repayment of debt incurred in the holi-
day buying season.
Effects of Termination of Controls

During the last two months of 1947, consumer indebted-

Source of data: Board of Governors of the Federal Reserve System.

ness increased by 1% billion dollars. While one-third or
more of this increase was due to the usual seasonal influences,
it appears that the expansion in the late months of 1947
was more rapid than the pace established in the earlier
months of the year. The acceleration was undoubtedly due
in large part to the reduction of credit terms following the
termination of controls on instalment credit on November 1.
A reduction in requirements for downpayments results in
an immediate increase in credit extension; a lengthening of
maturities has the same effect, although it takes a longer
period of time to work itself out. The process of credit
liberalization already initiated may therefore be expected
to have a continuing expansionary effect. At the same
time, it is likely that competitive bidding for consumer
patronage through the offering of more attractive terms of
lending will become more general in the period ahead. Both
the proportion of credit sales to total sales and the terms of
credit have not approached prewar standards in the short
time which has elapsed since controls were lifted.

The liberalization of credit terms has had its most notice-
able effect on credit purchase of durable goods other than
automobiles. In the case of automobiles, relaxation of con-
trols generally resulted more in extended maturities of loan
and sales credit than in reduced down payments.

In the case of other durable goods, on the other hand,
both down payments and maturities were affected. The
greater impact of changes in down payments on these latter
purchases as compared with automobile credit purchases may
explain the larger and more immediate increases in debt
extended to finance nonautomotive credit sales, although
allowance also should be made for differences in the supply-
demand situations for automobiles and other consumer
durables. In the latter instance, the closer approach to a
balanced market position and the consequent emergence of
more competitive sales efforts have spurred the shift to
easier terms of credit.

Since the present volume of consumer indebtedness is not
excessively high in terms of ability to meet charges out of
current income, further expansion may be expected both as
the result of the liberalization of credit terms and of larger
supplies of automobiles and other durable consumer goods.
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Trends in Textiles and Clothing
Consumer expenditures on clothing and accessories in 1947

reached the record total of 16 billion dollars, almost 3 times
the 1939 amount, but only 3 percent higher than the level
of 1946. Despite the increase in dollar expenditures, unit
volume in 1947 was off considerably from the 1946 volume as
a more balanced distribution of production between men's
and women's clothing was achieved.

The decline in unit volume, confined almost wholly to
women's clothing, represents a partial return toward a more
normal level of women's clothing expenditures. Sales in
women's clothing stores relative to the level of disposable
income of consumers have been abnormally high through
most of the war years and the postwar period. In 1946,
women's clothing store sales were one-third higher than would
be expected on the basis of the prewar relationship with
disposable income and in 1947 were still one-fifth higher.

The various branches of the textile industry fared better
than the clothing industry in 1947, essentially because of
the diversified nature of the demand for textiles. The out-
put of the cotton textile industry increased over the year as
demand for cotton goods by agricultural and industrial
users was well maintained and export demand reached an
all-time high. Woolen and worsted goods production fell
from its 1946 peak while rayon goods advanced. In the case
of both wool and rayon the sharp change in the styles of
women's clothing toward greater fabric consumption per
garment cushioned the impact of reduced garment produc-
tion. Textile production in 1947 was also characterized by
the large-scale return of staple fabrics, which in turn per-
mitted greater production of staple clothing items, previously
in short supply.

Except for a fairly brief period in the spring of 1947 the
general trend of textile prices was upward. The recent price-
softening in some commodity markets has, on the whole, had
little effect on the average of textile and fiber prices up to the
latest period for which data are available, although there
have been frequent trade reports of hesitancy on the part of
purchasers of cotton textiles over the past month and a half.
Spot prices of raw cotton had been edging down steadily
during January and in mid-February were more than
10 percent below the high which prevailed at the beginning
of the year; however, much of this drop had been recouped
by early March. Small decreases have occurred in the prices
of some cotton textiles and there has been a marked drop in
the high premiums for immediate delivery which certain
fabrics in relatively short supply have been commanding.

Divergent Movement in Measures of Activity

One of the interesting developments in the textile field
over the past year has been the divergent movement among
the different measures of cotton textile activity. Cotton
consumption, which is generally used in indexes of industrial
production to measure productive activity in the cotton
textile industry, declined approximately 3 percent from
1946 to 1947. Aggregate spindle hours, on the other hand,
increased 6 percent, while output of cotton broad woven
goods showed a rise of 7 percent over the same period.

The apparent discrepancy between the movements in cot-
ton consumption and the other measures of cotton textile mill
activity is not indicative of any inconsistency in the figures.
Cotton consumption, strictly speaking, is an input measure,
a bale of raw cotton being " consumed" when it is opened in
the cotton mill in the initial stage of the production process.
Obviously, the amount of processing which is done to the
cotton will not show up in the consumption data. A good
indication of manufacturing activity, however, is afforded by
aggregate spindle hours, spinning being the final process in

Chart 7.—Active Spindle Hours and Cotton Consumption
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the production of yarn and an intermediate process in the
production of woven goods, by far the most important
category of cotton textile production. As finer yarns and
thus lighter-weight fabrics are produced, there is a rise in
both the number of spindle hours of activity and the number
of yards woven per bale of cotton consumed.

The movement of cotton consumption relative to spindle
hours, illustrated in chart 7, can be explained largely in
terms of the changing composition of cotton textile output.
For example, between 1939 and the peak year in cotton
textile manufacturing in 1942, cotton consumption rose
relatively more than spindle hours because of the heavy con-
centration on the production of coarse fabrics needed for the
war, such as ducks, yarns for which can be spun relatively
quickly.

The change in the pattern of broad woven goods output
from 1946 to 1947 was characterized by a shift away from
heavy coarse-yarn fabrics to light fine-yarn goods. This is
illustrated most clearly by the 12-percent increase in the
production of print cloth yarn fabrics and the 12-percent
decrease in ducks which occurred over the year.

Linear Yardage Rises in Cottons

In terms of linear yardage, the production of 9.8 billion
yards of cotton broad woven goods in 1947 represents the
highest amount turned out by the cotton goods industry since
1943. The 1947 output may be compared with 11.1 billion
yards produced in the peak year of 1942 and 8.3 billion yards
produced in 1939.

Table 1 shows the changes in production from 1946 to 1947
by broad classes of cotton fabric. More than half the in-
crease from 1946 to 1947 occurred in the print cloth yarn
fabric group. This group embraces staple cloths which are
especially important in clothing—although it should be
noted that print cloths are widely used for agricultural
bagging, home furnishings, and industrial purposes as well.
The rise in the colored yarn fabric group marks the increase
in staple work-clothing fabrics such as denims.

The small increase in fine cotton goods reflects divergent
trends. Fabrics such as broadcloths, which had fallen sharp-
ly all during the period of price control, showed marked in-
creases, while the heavier fine goods, like twills, used for
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military clothing during the war and now used for sportswear
and better-quality work clothing, declined.

Of the fabric classes showing decreases over the year, the
most marked decline was registered in the specialty and other
fabric group, in which drapery and upholstery fabrics showed
the greatest reductions. The decline in ducks is due to a
variety of reasons, among which may be cited the existence
of large surplus supplies of duck at the end of the war and
the marked falling off in fabric shoe production.
Cotton Textile Prices Move Up

Despite the improvement in the supply situation during
1947, cotton goods prices increased considerably over the
year under the pressure of increased market demand. The
BLS wholesale price index of cotton goods rose approxi-
mately one-sixth from January to December and for the
year averaged 198 (1926 = 100), or higher than the level
reached in the boom of 1920.

Table 1.—Production of Cotton Broad Woven Goods, by Type of
Fabric, 1946-47

[In millions of linear yards]

Total (except tire fabrics) _.

Print cloth yarn fabrics
Narrow sheetings and allied coarse and medium yarn fabrics
Colored yarn fabrics
Wide cotton fabrics
Napped fabrics
Fine cotton goods.. _. •
Towels, towelings, and wash cloths
Cotton duck ' . . _ . _ _ _ _ _ _
Specialties and all other fabrics

1946

9,144

2,885
2,205

616
563
456

1,275
415
241
488

1947

9,791

3,238
2,351

723
647
508

1,316
409
213
386

Increase

647

353
146
107
84
52
41
-6

-28
-102

Source: U. S. Department of Commerce, Bureau of the Census.

The course of prices throughout the year, however, was not
steadily upward. The lull in purchasing which characterized
most wholesale markets in the spring was evident in cotton
textile markets; prices edged off between March and May
but resumed their upward trend from then on. The increases
in the final quarter of the year were particularly pronounced.
Price advances have not been uniform for all fabrics. The
largest increases have been registered in the heavily de-
manded print cloths, while goods like ducks, production of
which has fallen, showed little price change over the year.
Wider Spread Between Raw Cotton and Cloth Prices

Although raw cotton prices rose during 1947, the rise was
less than that which took place in cloth prices, with the result
that the spread between cloth and raw cotton prices was
increased still further. This spread covers all manufacturing
and selling costs in addition to the producer's profit. In
December 1947, the month when spreads were at their peak,
they were approximately double those prevailing in October
1946. The spread on print cloth, widely used in clothing and
in tight supply, was roughly three times that in effect just
prior to the abolition of price ceilings.

The spread referred to above is based on "spot" and
"nearby" cloth prices, which—especially in the case of print
cloth—command a substantial premium over fabrics sold
for delivery at more distant dates. Before the war most
transactions involved "spot" and "nearby" deliveries—for
print cloths, the latter are defined as less than 3 months
from the date of sale—but today most sales involve "future"
deliveries.

If spreads were recalculated to show the difference be-
tween prices for future deliveries—"contract" prices, so-
called—and raw cotton prices, they would be sustantially
less than those based on "spot" and "nearby" prices. None-
theless, in the case of print cloth, they would still be more
than double those prevailing before the controls which

limited cost and price increases were finally removed. In
the case of fabrics which are in easier supply, the spreads
rose considerably less than for print cloth.

Much of the widened spread between raw cotton and cloth
prices is accounted for by higher wage rates and other costs,
but a significant portion represents higher unit profits. One
of the reasons for the increase in profits for the cotton tex-
tile industry as a whole has been the shift in production to
fabrics like print cloths which are in wide-spread demand
and command large premiums for "spot" and "nearby"
deliveries.
Cotton Cloth Exports Double From 1946 to 1947

A record of 1.5 billion square yards of cotton cloth, both
finished and unfinished, was exported during 1947—almost
15 percent of total cotton-fabric output.

Chart 8 shows cotton cloth exports in square yards bien-
nially from 1919 through 1941 and annually from 1942 to
date, as well as the estimated percent of production repre-
sented by exports. Cotton cloth is the most important
segment of the cotton manufactures group which, however,
also includes items such as thread, housefurnishings, bag-
ging, and clothing. Exports were high immediately after
World War I—in fact, the peak prior to 1947 was 1920,
when over 800 million yards of goods were sold to foreign
countries.

The export controls which had been imposed during the
war were retained through the first quarter of 1947, after
which there was a marked jump in shipments abroad, which
remained high through November. December shipments
dropped off noticeably, however, approximating those of
December 1946, and reports were current at the beginning
of 1948 that the export trade was still falling off.
Sharp Drop in Woolen Industry

The decline which occurred in the production of woolen
and worsted textiles between the fourth quarter of 1946
and the second quarter of 1947 was, with two or three ex-
ceptions, the largest decline for any of the components of
the Federal Keserve index of industrial production during
this period. Apparel-wool consumption, after adjustment
for seasonal variation, dropped almost 20 percent. Produc-
tion of nongovernment apparel fabrics fell from 137 million
linear yards to 96 million over the same period. After show-

Chart 8.—Cotton Cloth Exports: Total and Percentage
of Production
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ing little change in the third quarter of 1947, however, there
was a substantial pick-up iix linear yardage in the final quar-
ter, although average weekly production was still 26 percent
below the final quarter in 1946. For the year as a whole,
total woolen and worsted yardage was off by approximately
one-sixth from the record reached in 1946, while nongovern-
ment apparel yardage fell by some 20 percent.

The decline in production was confined chiefly to the
woolen as contrasted with the worsted branch of the industry.
Worsteds are of primary importance in the production of
men's suitings, whereas woolens are used mostly in the'
production of women's wear fabrics and men's overcoatings
and topcoatings. There can be little doubt that, were it not
for the sweeping changes in the styles of women's clothing
introduced in 1947, output of woolens would have fallen even
more sharply. The slowdown in production also reflected
the sharp decline in the output of knitting yarns, used in the
production of knitted outwear (sweaters, bathing suits, etc.).

Cost increases throughout the year in the form of higher
raw wool prices and wage rates in general have been reflected
in higher yarn and fabric prices. The BLS wholesale price
index for woolen and worsted goods in January 1948 was
17 percent higher than in January 1947. Leading pro-
ducers in the industry recently announced price advances
on men's wear worsteds for fall 1948 delivery averaging 10
percent.
Rayon Industry Buoyant

The most buoyant of the textile industries during 1947
was the rayon industry. Shipments of rayon filament yarn
increased over 10 percent over 1946 and more than doubled
the 1939 figure.

The production of 1.9 billion yards of rayon broad woven
fabric in 1947 was 11 percent above the previous year and
more than a third above the combined rayon and silk total
for 1939. As was true in the case of wool textiles, however,
the increased yardage required per garment has offset to a
considerable extent the effect of lower dress and underwear
output. Production of rayon dress and underwear fabrics
was only slightly over the 1946 total.

Both filament yarn and staple fiber prices were advanced
during 1947, bringing the BLS wholesale price index for
rayon 35 percent above the October 1946 level, although the
rise since 1939 has been only 41 percent. Prices of both
rayon grey goods and finished goods have risen substantially
since the end of price ceilings. Price quotations for standard
constructions of rayon grey goods used in the dress and under-
wear trades have risen 75 to 100 percent over the last OP A
ceilings.
Clothing Demand Falls

Although consumer expenditures on clothing in 1947
advanced over 1946, lower demand in physical terms was
evident from the reduction of clothing output. The bulk
of the decline in production occurred in women's clothing,
output of men's and boys' wear being substantially un-
changed from a year ago. Relative to disposable income,
consumer expenditures on clothing and accessories are still
higher than would be expected on the basis of prewar
experience.

Not only did the proportion of women's clothing to the
total decline over the year, but staple clothing items—
supplies of which were exceptionally low just prior to the
abolition of price controls—reappeared in large volume on
retail counters, while sportswear and other less essential
articles of apparel, which had hitherto enjoyed an unprece-
dented boom, underwent sharp declines.

Table 2 shows indexes of clothing production for 1946 and
1947 on a 1939 base. Aggregate production in units—this
does not include shoes—was down by 9 percent over the
year and stood only 16 percent higher than the 1939 level.

779554—48 2

Table 2.—Indexes of Clothing Production, 1946 and 1947
[1939 daily average=100]

All clothing--
Men's, youths', and boys' _ _ _

Outerwear _
Suits__
Topcoats and overcoats
Separate coats and trousers .._ _
Shirts (excluding work)
Work clothing. _ _

Underwear and nightwear
Women's, misses', and children's __

Women's, misses', and juniors' outerwear -
Dresses
Coats, suits, jackets, and skirts-
Blouses

Women's and children's undergarments _ _ _
Hosiery . , _ _
.Knitted outerwear
Gloves

Footwear
Clothing and footwear, total

1946

128
118
121
99

145
200
109
118
96

141
149
119
194
233
121
103
102
125
114
126

19471

116
117
117
107
127
178
122
103
112
121
126
102
162
208
108
97

109
110
108
115

Percentage
change,
194b-47

—9
-1
-3
+9

—13
—14
+12
-13
+17
—14
—15
—14
-16
—11
—10
-6

—33
-12
—5
—9

i Preliminary. Based in part on 9 months' data.
Source: U. S. Department of Commerce, Office of Business Economics. For description

of these indexes and data back to 1939, see "Indexes of Clothing and Footwear Output for
Civilians, 1939-47," June 1947 SURVEY.

The decline in women's and children's wear over the year
was one-seventh, whereas men's and boys' production was
only fractionally lower than production a year earlier. These
indexes do not take into account any shifts in quality that
may have occurred between the two years.
Men's Clothing Backlog Diminishes

The failure of men's suit production to show an appreciable
pickup over 1946 after the first quarter of 1947 was indicative
of the filling up of pipe lines and the disappearance of most
of the backlog which had been built up as a result of the low
level of suit production during the war years. Year-to-year
changes in production after March were quite small in the
case of suits, while output of separate coats and trousers was
well below that achieved in 1946. Nonetheless, supply-
demand conditions varied within the suit industry; better
grade worsteds were short relative to demand while woolens
were in fairly easy supply.

As table 2 shows, and as was explained, in previous
SURVEY articles, production of separate coats and trousers
experienced very heavy increases throughout 1946 in com-

Earison with 1939—at the same time that suit output was
elow that of the prewar period.3 Production of overcoats

and topcoats was also well below the 1946 figure. The
improved supply of men's clothing at retail is also seen in
the 68-percent increase in department-store stocks of men's
clothing for December 1947 in comparison with December
1946, as well as in the increase in the stock-sales ratio for
men's clothing from 1.3 in December 1946 to 1.9 a year later.

Production of men's dress shirts increased substantially
during 1947, while that of sport and utility shirts decreased.
The low level of dress-shirt production during 1946 stemmed
from the very short supply of suitable shirting fabrics,
especially combed and carded broadcloths. Despite con-
tinuing high levels of industrial and agricultural activity,
work-clothing production was down considerably from
1946—which was a peak year for output. Here again, how-
ever, a marked change in the composition of output took
place. In general, the lower-priced garments (made of
denims and coverts) increased while the higher priced goods
(made of drills, twills, jeans, and ducks) declined.
Women's Clothing Production Off Sharply for Year

The decline in the production of women's clothing should
be viewed in the light of the relatively high level of women's

(Continued on p. 2Jf)

s See Developments in the Textile and Apparel Industries, SURVEY, May 1947.
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The Business Situation
(Continued from p. 9)

and the low level of men's clothing purchases which charac-
terized the war and early postwar period. The year 1946
was a peak year in women's clothing production. To some
extent, then, the decline represents a correction of the dis-
tortions brought on by the war. Nevertheless, it should be
remembered that the change in styles which began about a
year ago outmoded wardrobes and caused many women to
make purchases which otherwise would not have been made.
Most of the change will probably have been completed by
the end of this spring's production season and the stimulus
to demand which the present fashions have created should
have disappeared.

Production for the year was down in all lines compared
with 1946, decreases ranging Irom 13 percent for blouses to
25 percent for suits. Increased orders by retailers—who
had been curtailing purchases almost steadily for close to a
year—in the late spring and summer of 1947 were manifested
in a relative pickup in most lines of women's outerwear in
the third quarter of the year. This is illustrated in table 3,
which compares the 1946-47 change for the third quarter
with that for the first half for the important lines of outer-
wear. Blouses and skirts increased moderately, while
coats, suits, and unit price dresses showed considerably
smaller percentage declines. Only dresses sold by the dozen
showed a larger year-to-year decline in the third quarter
than in the first half of 1947.

Extent of Postwar Adjustment

The textile and clothing industries moved into 1948 with
the essential postwar adjustments more or less completed.
The distortions in the composition of fabric production,
which developed during the war period and continued through
1946, gradually disappeared in 1947. This made possible a
corresponding shift in clothing production, so that by the
end of 1947 retailers were better stocked with staple mer-
chandise than at any time since early in the war period.
The downward adjustment in the demand for women's
clothing—which had risen to an abnormally high level in
the late war years and the early postwar period—and the
progress in working off the backlog for men's apparel have
been further aspects of the postwar adjustments which the
clothing industry has undergone.

Because the textile industry caters to a highly diversified
market, the lower output of clothing in 1947 did not have an
adverse effect on its operations, except in the case of woolen
manufacturers. For this reason, prices of fibers and fabrics
have remained as high or higher than in the early months of
1947, despite the softening which occurred in February, and
to date there has been insufficient pressure to reduce the
enlarged margins which most textile producers and distribu-
tors have been realizing. Taken in conjunction with the

Table 3.—Percent Change in Production of Selected Items of
Women's Clothing, First Half and Third Quarter, 1946-47

Blouses _
Fur trimmed coats
Un trimmed coats
Unit price dresses _ . - _ _ . . _ _ _ _ _
Dozen price dresses
Skirts .- . . . . . .
Suits

Percentage change

First half
1946 to first

half 1947

-24
-47
-27
-23
-16
-31
-32

Third quarter
1946 to third
quarter 1947

H-7
—5

-14
-8

-17
+9

-13

Source: U. S. Department of Commerce, Bureau of the Census.

steady rise in wage rates, the firm prices for fabrics have
resulted in higher prices for clothing at a time when consumer
demand has tended to move downward.

New or Revised Series
Expenditures for New Plant and Equipment: New Series for

Page S-l i

[Millions of dollars]

Year and quarter

1929 . . . .
1930
1931
1932
1933
1934 . . .
1935
1936 . .
1937
1938 . . .
1939
1940
1941
1942
1943
1944
1945:

1st quarter
2d quarter ..
3d quarter
4th quarter -

Total
Quarterly average. _

All in-
dustries

9,165
7,610
4,712
2,608
2,137
3,080
3,738
5,077
6,730
4,520
5,200
6,490
8,190
6,110
4,530
5,210

1,170
1,450
1,680
2,340

6,630
1,658

Electric
and gas
utilities

(s)
(3)
(3)

(4)
(3)

(3)
(3)

(3)
(3)

(3)
480
550
710
680
540
490

110
140
160
220

630
158

Manu-
facturing
and min-

ing

3,596
2,541
1,435

930
992

1,460
1,790
2,450
3,330
1,830
2, 310
3,140
4,080
3,170
2,610
2,890

600
750
920

1,380

3,650
913

Railroad

840
865
360
164
101
218
166
306
525
238
280
440
560
540
460
580

120
130
140
160

550
138

Commer-
cial and
miscella-
neous 2

4,729
4 204
2,917
1,514
1,044
1,402
1,782
2,321
2 875
2,452
2 130
2, 360
2,840
1,720

920
1,250

340
430
460
580

1,800
450

1 Compiled by the Securities and Exchange Commission and the U. S. Department of Com-
merce, Office of Business Economics, beginning 1945; earlier data are from the Board of Governors
of the Federal Resene System. These figures are estimates for the whole of American private
industry, exclusive of agriculture. Estimates beginning 1945 are based on reports from a sam-
ple consisting of most of the corporations registered with the Securities and Exchange Com-
mission, reporting to the Commission, and a large sample of unregistered manufacturing com-
panies, unincorporated and incorporated, reporting to the Department of Commerce. Quar-
terly estimates are not available prior to 1945. Quarterly data for 1946 and 1947 are shown on
p. S-3 of the March 1947 Survey and p. S-l of this issue. The annual data for 1929-44 are
revised estimates of the compiling agency, based on Securities and Exchange Commission
and other data.

These figures do not agree precisely with the totals included in the gross national product
estimates of the Department of Commerce. The main difference lies in the inclusion in Com-
merce figures of certain outlays charged to current account.2 Includes trade, service, finance, communication, transportation other than railroad and
prior to 1939, electric and gas utilities.3 Included in "Commercial and miscellaneous'' prior to 1939.
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THE

SITUATION
By the Office of Business Economics

Dc"OMINANT among the new developments affecting the
business situation during March was the change in the Gov-
ernment's near-term fiscal position resulting from the request
by the President for additional armed forces appropriations
and from Congressional enactment of a general tax reduction.
Together these would bring about a large net shift in the
Government's budget position. The larger part of this shift
would directly increase disposable personal incomes of indi-
viduals—which have recently been running at an annual
rate of about 185 billion dollars—thro ugh the reduction in
tax liability. The remainder would represent the increase
in Government expenditures for additional personnel and
materiel for the military establishment.

Final favorable action on the Foreign Assistance Act
covering related programs, while generally anticipated as a
business factor, nonetheless made concrete the requirement
for a large flow of goods abroad. To the extent possible, the
6 billion dollars authorized for these programs over the next
year will be utilized to procure scarce goods for Europe from
other sources of supply, principally in the Western Hemi-
sphere, but most of the requirements will of necessity come
from the United States. These aid programs mean a dollar
volume of exports over the remainder of 1948 perhaps 10 to
20 percent above the level to which they had declined in the
early part of this year. This decline is shown in the lower
part of the chart on this page.

Against this background, domestic markets in March
generally displayed firming aspects. The weakness in some
of the commodity markets described in last month's review
of the business situation was not extended, and some of the
decline was recovered. On the whole, the general wholesale
price average was not much changed, as also can be seen in
the chart. In the stock market, prices moved ahead after
the rather general weakness which characterized the opening
months of the year. The cautious buying attitude of busi-
ness purchasers in nondurable goods markets, previously
apparent as prices softened, was modified.

General business indicators give evidence of little change
in the volume of business activity during March. Industrial
production and employment were sustained, though before
the end of the month the tie-up in the coal mines was threat-
ening the maintenance of output and had forced a curtail-
ment of operations in the steel industry where the rate of
production, even with full utilization of facilities, was in-
adequate to meet all the needs of the durable goods indus-
tries. Expansion of output in these durable goods lines made
little progress during the first quarter.

Consumer purchasing has continued relatively strong in
the aggregate, though more selective as to particular lines and
as to quality. Some lines of nondurable goods, while still

782774°—48 1
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experiencing favorable results, are showing declines in unit
volume from a year ago. Spring buying, relatively slow in
the early part of March, picked up in the later weeks so that
department stores reported a moderately better-than-sea-
sonal performance. The indicated total retail sales for the
first quarter were larger in dollar amounts than in the fourth
of 1947, with due allowance for seasonal movements, and
were about 15 percent larger than in the initial quarter a
year ago.

Personal incomes, though dropping in February by reason
of the decline in farm incomes resulting from the drop in
farm prices, and influenced by some production declines
incident to adverse winter weather, averaged 209 billion
dollars at annual rates in the first two months of 1948.
Disposable personal incomes in the first quarter are esti-
mated to have increased further over the fourth quarter
1947 rate. This figure would be adjusted upward if allow-
ance were made for the retroactive features of the tax reduc-
tion law which, insofar as current income taxes are con-
cerned, made the new rates applicable as of January 1.
The lower withholding rates are effective as of May 1, and
the law will reduce the quarterly payments due in June,
though much of the adjustment for the excess withholdings
so far this year will not be made until 1949. The details of
the new tax law are covered in a later section of this review.

Six Billion Surplus in First Quarter

The request for additional appropriations for the military
establishment, the passage of the Foreign Assistance Act,
and the tax cut came at a time when the budget surplus was
at its seasonal peak. The March bulge in income tax col-
lections swelled the net surplus for the first quarter of 1948
to an unprecedented 6 billion dollars, about 2% billion dollars
more than in the opening quarter of 1947. Net budget
receipts in the 3-month period rose to 14.9 billion dollars,
about 1 billion dollars higher than a year ago. They were
also slightly in excess of the peak quarter of the war period
when, although tax rates were substantially higher, inflation
was held in check by wartime price controls. Total expen-
ditures of 8,8 billion dollars in the first quarter compare with
10.6 billion dollars in the same period of last year.

The improved Federal revenue receipts this year as com-
pared with last are due primarily to increased individual
income tax collections stemming from the enlarged dollar
flow of personal income. Income tax withholdings in the
first quarter of 1948 amounted to 3.2 billion dollars, as
compared with 2.7 billion dollars a year ago. There was
little change in other categories of Federal budget receipts.

The large budget surplus so far this fiscal year will be
reduced in the remaining months of the fiscal period. As
may be seen from chart 2, revenues typically decline in the
second quarter of the calendar year while expenditures pick
up in part as a result of heavy June interest payments on
the Federal debt. As already noted, the enactment of the
new income tax law will result in a larger first-to-second-
quarter decline in revenues than would otherwise have
occurred; at the same time, new spending requirements will
add to budget expenditures. The transfer to the Foreign
Economic Cooperation Trust Fund of 3 billion dollars,
which is provided for in the Foreign Assistance Act, does
not affect the Treasury's cash position.

Private Money Holdings Down

The large excess of Federal receipts in the first quarter
reduced the money holdings of the public and, in conjunc-
tion with the debt management program of the Treasury,
caused commercial banks to sell some of their Government

securities in order to maintain their reserve position. Treas-
ury deposits with the Federal Reserve and commercial
banks in leading cities increased by about \% billion dollars
from December 31 to the end of March. At the same time,
the confinement of Treasury debt-redemption operations
largely to securities held by Federal Reserve banks served
to maintain the reduced level of private money holdings
resulting from the heavy first-quarter tax payments. Com-
mercial banks were able to offset most of the depletion of
reserve balances involved in the large budget surplus by
selling U. S. bonds to the Federal Reserve banks. The
banking system's ability to lend was buttressed also by the
larger than usual return flow of circulating cash since the
year-end, and by the continued inflow of gold.

Chart 2.—Federal Budget Receipts and Expenditures
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The decline in publicly held cash is shown by the 3.4
billion dollar reduction in adjusted demand deposits at
member banks in leading cities from the year-end to the
close of March. In the comparable period of 1947 the
reduction was 2.1 billion dollars. The restrictive effects
of heavy first-quarter tax payments on general business and
consumer spending are always moderated by the widespread
practice of anticipating these payments by accumulating
cash or deposit balances or other liquid assets in advance
of the tax date.

It is uncertain to what extent the leveling off of bank
loans so far in 1948 is attributable to the heavy net flow of
funds to the Federal Government and the resulting effect
on bank reserves, or whether it is due to other factors such
as the generally more conservative lending policies of banks
and, possibly, to lower business borrowing needs as compared
with a year ago. Loans by member banks in leading cities
show almost no net change in the first 3 months of this
year, whereas a year ago there was an expansion of 600
million dollars. The separate data for commercial, in-
dustrial, and agricultural loans provide even more of a
contrast; the reduction this year compares with a sizable
expansion a year ago. Some areas of bank lending, however ?
appear to have been largely unaffected by the Federal fiscal
position. Keal estate loans and "other" loans—largely to
consumers—at reporting member banks in leading cities
continued upward in the opening months of 1948.
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Foreign Assistance Act Passed

The foreign-aid program enacted by Congress and
promptly signed by the President in the opening days of
April provides for the extension of loans and grants totaling
6.1 billion dollars for purchases here and in other countries in
a position to supply needed materials and equipment.
Under the terms of the new law, a sum of 5.3 billion dollars
is authorized for the European Recovery Program, of which
at least one billion is to be in the form of Export-Import
Bank loans. An additional 738 million dollars is provided
for military and economic aid to Greece, Turkey, and China,
and 60 million for the International Children's Emergency
Fund.

Of the ERP funds spent in this country, a large portion
will be for foodstuffs, but the contemplated rate of exports
of foodstuffs will be below the volume in 1947. Moreover,
the contemplated export volume for most other commodities
will not exceed the previous high rates of shipment, although
the trend will be upward during 1948. In general, relief-
type products such as foodstuffs, fuels, fertilizer, and textile
materials will decrease in importance as the 4-year program
proceeds, and recovery-type needs, such as steel and indus-
trial and farm equipment, will become increasingly more
important. To minimize the delay in getting the program
into operation, the legislation makes immediately available
1.1 billion dollars from the Reconstruction Finance Corpora-
tion to be repaid after the appropriations for the programs
are provided by the Congress.

Net Export Surplus Narrows

As shown in the lower tier of the set of business indicators
illustrated on the opening page of this issue, the value of
exports in the first 2 months of 1948 was lower than in the
same period of last year and the value of imports was sub-
stantially higher. As a result, the very large net excess
of exports was reduced by about one-fourth during this
period.

The January-February decline in the value of exports was
less than the decline in the number of working days. The
further rise in imports in the short February month put the
total close to the figure for December 1947, which is the
highest month on record in value terms, though not in terms
of physical volume.

Larger Total for Private Domestic Investment

Although the net foreign investment segment of the gross
national product was lower in the first quarter of 1948 than
in any quarter of 1947, preliminary data place the seasonally
adjusted rate of gross private domestic investment at a higher
figure than in any previous quarter. The latest information
on business plant and equipment expenditures, including
anticipated outlays for the full year 1948, is reviewed in a
special article in this issue. A second article analyzes the
backlog demand for consumers' durable goods, a class of
expenditures which has many of the characteristics of pro-
ducers7 durable goods purchases although they are classified
in the consumption segment of the national product.

The book value of business inventories has increased at an
accelerated rate in recent months at both the manufacturing
and distributive levels. Manufacturers added to the value
of their holdings of raw materials, goods in process, and
finished goods at a rate of 300 million dollars a month in
January and February, as compared with a 200-million-
dollar monthly rate in the last half of 1947. The additions
to the value of distributors' stocks in January and February
totaled 1.1 billion dollars, or considerably more than the
usual increase following the drawing down of stocks during

the holiday buying season. With sales holding relatively
steady, the large inventory advance for wholesalers and
retailers in February reflects the stepping-up of the rate of
shipments by manufacturers.

Stock-Sales Ratio Rises at Department Stores

The department store segment of retail trade provides
some interesting comparisons with the inventory situation in
the comparable period of last year. At the end of February,
the inventory position of department stores was very similai
to the position a year earlier. The book value of stocks was
somewhat higher this year, but sales volume also was larger.
The ratio of stocks to monthly sales was the same in both
periods and higher than at the end of any of the intervening
months. In February of 1947, however, the stores were
shortening their outstanding commitments and attempting
to unload some of their inventories in anticipation of possible
price declines. The value of inventories declined for several
months in the spring and summer of last year and the value
of outstanding orders was sharply reduced. These trends
were reversed in the fall, so that by February 1948, the
stocks-sales position was back to where it was a year ago.

Detailed information on sales, stocks, and outstanding
orders for the sample of 296 large department stores report-
ing to the Federal Reserve shows a sizable increase in mer-
chandise receipts and in stocks in February, and a decline in
outstanding orders. These changes are consistent with trade
reports that the easier supply situation and price softening
in a few areas have induced soft-goods manufacturers to
step up the rate of shipments to distributors and retailers.
The heavy volume of consumer buying, however, makes it
unlikely that any substantial amount of "unwanted" in-
ventories is accumulating in the hands of department stores.
Merchandise in inventory this year is of better quality than
last year's goods, and more complete selections are available,

Uptrend in Private Residential and Public Construction

The value of new construction put in place in March is
estimated at 1,090 million dollars. After seasonal adjust-
ment, total construction activity in the first quarter was at
an annual rate of over 15 billion dollars, as compared with
last year's total of 12.8 billion dollars.

The resumption of a rate of more than a billion dollars a
month of total new construction activity in March, after a
drop below that mark in February, can be traced largely to
concurrent upward movements in private residential con-
struction and in public construction. The upswing in
private residential construction activity can be attributed
to the nearly 100,000 dwelling units started in the first two
months of this year as well as to continuing operations on.
many of the 390,000 uncompleted units carried over from
last year. Among the types of public construction which
showed a greater than seasonal advance in March over the
previous month were public educational buildings, hospitals,
highways, and sewer and water projects.

There are indications that the uptrend in new construc-
tion will continue. The F. W. Dodge Corp. figures for
January and February on dollar value of construction con-
tracts awarded in 37 Eastern States were about 30 percent
higher than in the same months of last year. Large por-
tions of the work under these contracts will be put in place
in April, May, and June. During the four-month period of
November through February, mortgage insurance applica-
tions for 222,000 new dwelling units were received by the
Federal Housing Administration, whereas only 79,000 units
were started under the FHA program during that period.
Since many of these starts resulted from applications filed
prior to November, the cumulation of potential dwelling
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unit starts under FHA operations during these four months
alone is apparently between 150,000 and 200,000. A small
portion of this building potential, however, may not be
actually realized because some applications are not ap-
proved or are allowed to lapse.

Rent Control Extended

The further extension of rent control through March 31,
1949, protects the occupants of the 13 million controlled
housing units against sharp rent increases such as those
which in the past followed a lapse of rent controls in certain
areas, but it modifies the existing control regulations in
such fashion that some rent advances can be expected. .The
new Act renews the 15-percent voluntary increase provision
which had expired at the end of the 1947 calendar year under
the old law, but prohibits such an increase on top of an old
one. It also decontrols nonhousekeeping rooms in private
homes; provides relief for landlords who can prove operating
losses as a result of controls; and permits evictions on sixty
days' notice for remodeling or for occupancy by the land-
lord's family.

As passed by the Congress, the law continues the authority
of local rent control boards to make recommendations for
general rent increases or for decontrol in a control area, but
provides that if the Expediter vetoes the board's advice the
board may appeal to the Emergency Court of Appeals
(created in 1942 to review OPA cases) for a reversal of the
decision.

Work Stoppages Cut Off Production Rise

The industrial production index, which is plotted in the
upper right corner of the chart on page 1, held steady in the
first 2 months of 1948 at the high rate attained in the October-
December quarter of last year. Small declines in durable
goods manufacturing in February were counterbalanced by
expanded operations in the nondurable goods sector. An
increase in the total index which was in the offing for March
was checked by work stoppages at the coal mines and in the
meat packing industry. Coal output was reduced from 13
million tons a week in early March to 2 million tons at the
month's end, while operations at Federally inspected meat
plants were cut almost in half.

Steel output was little affected during the first 2 weeks of
the coal tie-up, but by the third week dwindling coal sup-
plies reduced operations below 90 percent of rated capacity
for the first time since last September (excluding the Christ-
mas holiday week). With operations in important heavy
goods industries closely dependent upon the availability of
steel, the effects of a continuation of the coal stoppage will
fan out throughout industry and will be felt long after a
settlement is reached.

Among the more immediate effects of the coal tie-up were
the prohibition of coal exports and the placing of restrictions
on the use of coal in railroad transportation. The Office of
Defense Transportation issued an order, effective March 21,
calling for a reduction of 25 percent in passenger-train mileage
using coal-burning locomotives. A subsequent order by the
Interstate Commerce Commission, effective March 30, re-
quired a similar reduction in coal-burning freight locomotive
mileage. It is estimated that coal-burning locomotives ac-
count for approximately 45 percent of passenger-train car-
miles and almost 70 percent of gross freight ton-miles hauled
by all locomotive-propelled trains. Because of flexibility in
railroad operations, however, the carriers are able to effect
a 25-percent reduction in the use of coal without curtailing
either freight or passenger service by the same margin.

Coal Stocks at Seasonal Low Point in February

The impact of work stoppages on coal production is illus-
trated in chart 3 which shows the daily average rate of pro-
duction and stocks of coal by months beginning in 1946.
Average production of bituminous coal and lignite generally
held well above 2 million tons per working day during the
period shown, except for the months when there were work
stoppages. For the month of March, which included 2%
weeks of the shutdown over a very large fraction of the
industry, output was at a daily rate of 1.2 million tons, but
at the month's end the daily average was less than 400,000
tons.

Chart 3.—Production and Stocks of Bituminous Coal and
Lignite
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i Data represent stocks held by industrial consumers and retail dealers at end of month,
in terms of the number of days' supply on hand at the rate of consumption in the month
plotted.

Source of data: U. S. Department of the Interior, Bureau of Mines.

The high rate of industrial consumption, which is at its
peak in the winter season, and exceptionally large shipments
for export have held aggregate consumption of coal above
production for several months. Stocks of coal in the hands
of industrial consumers and in retail yards at the end of
February, normally the low point in the year, totaled 48.5
million tons and were equivalent to 28 days' supply at the
daily average rate of consumption in February. This com-
pares with 47.9 million tons and 27 days' supply on the same
date a year ago.

Information available for industries reporting inventories
of coal shows that at the end of February public utilities
(with 55 days' supply), cement mills (45 days'), and mis-
cellaneous manufacturing (39 days') were in the relatively
most favorable supply position. Stocks of coal available to
the important steel industry totaled 28 days' supply, while
railroads reported only 22 days' working supplies on hand.
These supply estimates, of course, are averages for the firms
in each group; there are large differences in the supply posi-
tion of individual firms within the group.

Rise in Employment in March

With the waning of the severe winter weather the number
of persons at work rose by 1 million from the second week of
February to the corresponding week in March, according to
Bureau of the Census labor force estimates. Total employ-
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ment, including those with a job but not at work, underwent
little change over the period, the rise of 200,000 being
accounted for in large part by the expected seasonal pick-up
in trade and in outdoor employment. Estimated employ-
ment of 50.5 million persons in nonagricultural industries in
March of this year was 1.7 million higher than a year earlier.

Estimated unemployment of 2.4 million in March was
about the same as a year ago and was slightly less than in
February. The postwar low point in unemployment was
reached in the final quarter of last year when the number was
well under 2 million. Much of the rise since then is traceable
to seasonal factors.

Personal Income Higher in First Quarter

The flow of income to individuals was further augmented
in the first quarter of the year, as both the agricultural and
nonagricultural sectors registered increases over the previous
quarter. At a seasonally adjusted annual rate of 211 billion
dollars, personal income in January was well above the fourth
quarter rate of 206 billion.

Primarily as a result of the drop in farm prices, which oc-
curred between January and February, personal income de-
clined to a rate of 207 billion in the latter month. The
reduction in farm proprietors' income accounted for about
two-thirds of the total decline. As a result of reduced em-
ployment and shorter hours, manufacturing wages and sal-
aries declined from January to February and construction
pay rolls also fell off.

Consumer Purchasing Levels Off

Preliminary estimates show that consumption expenditures
moved upward with the further rise in consumer incomes
from the closing quarter of 1947 to the first quarter this year.
The increase indicated on the basis of preliminary data was
not so large as the average quarterly rise in 1947, but there
is little indication of any general weakness in this period.
Some individual lines of nondurable goods are experiencing
a fall in volume, but still have a high rate of sales.

On the basis of a year-to-year comparison, the latest
months show an apparent increase in total retail sales of
somewhat under 15 percent. Jewelry stores were the only
major retail group reporting lower dollar sales totals in
February of this year than a year ago. In the following
groups of nondurable goods stores, however, the year-to-year
gains were 5 percent or less (after adjustment for differences
in the number of working days): apparel, drug stores, eating
and drinking places, and general merchandise stores. The
largest increases over sales in February 1947 were made by
filling stations, building materials and hardware stores, and
automotive stores. At food stores, the increase over sales
in February 1947 was 14 percent.

Preliminary data from department stores in March indicate
that, while pre-Easter buying got off to a rather slow start,
there was a marked pick-up in the week immediately preced-
ing the holiday. The preliminary seasonally adjusted index
shows an advance over February.

Commodity Prices Somewhat Firmer

The behavior of commodity prices in March was marked
by partial recovery in most areas where declines had oc-
curred in the previous month and by firming tendencies
elsewhere. By the month's end, however, some of the
recovery had been lost in the farm and food products groups,
although raw cotton prices were continuing to move upward.

In the week ending April 3, the weekly index of farm

prices was 9 percent lower than the January high. Food
prices recovered slightly to 5 percent below their January
peak. Meat prices moved erratically during March, while
meat production was curtailed because of a work stoppage
in the industry.

Prices of other-than-farm-and-food products remained
virtually stable over the past month. Declines in textile
and leather prices have compensated for the increases which
have been fairly general among other major commodity
groups. Prices of hides, leather, and shoes are discussed in
greater detail in another section.

The February decline in food prices at retail stores did
not extend into March. Final estimates for the consumers7

price index placed the drop in food prices between January
and February at less than 2% percent and the drop in the
over-all cost of living at less than 1 percent.

One method used by manufacturers for reducing prices in
the face of declining unit volume and unused productive
capacity has been the introduction of lower-priced, lower-
quality goods. This is illustrated by the action of leading
tire manufacturers who announced late in March the re-
sumption of production of tires of "second line" quality
which have not generally been produced since before the
war. This practice, though not apparent to any consider-
able extent at present, can be expected to spread to other
fields where supplies of high-price lines show signs of backing
up and consumers are in a position to dictate their preference.

State Veterans' Bonuses

State bonuses being paid this calendar year to veterans of
World War II will augment the flow of personal income by
a total of perhaps 750 million dollars. This amount is more
than double last year's payments of 350 million dollars and
about double the total State bonus payments made over a
period of several years to veterans of World War I. As indi-
cated in chart 4, the larger part of the payments in calendar
1947 was in the second half of the year. Thus the increase
in the rate of payments from the first to the second half of
the year was larger than the further increase expected in the
first half of 1948.

Almost all of the 1948 payments will be made by the
States of Illinois and New York whose programs are now in
operation, and by Ohio where disbursements are expected to
begin about mid-year. The earlier programs comprised
those of five New England States and the State of Michigan.

1948 May Be Peak Year

Total bonus payments under the nine State programs en-
acted to date will be close to 1.5 billion dollars. Of this sum,
about 500 million dollars had been disbursed by the end of
1947 and something like 200 million will probably remain to
be paid in 1949. Additional programs approved by the legis-
latures of six North Central States, but subject to referenda
next November, would add about 375 million dollars to the
1.5 billion now paid or payable. In view of the time required
to place the State programs in operation, however, it seems
unlikely, even if all proposals are approved by voters, that
much more than half of this money will be paid in 1949.
Thus total payments in 1949 under programs enacted or ap-
proved by legislatures to date will probably not exceed 400
million dollars. In some additional States, however, enact-
ment in 1948 and payment in 1949 is still a possibility.
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Chart 4.—State Cash Bonus Payments to Veterans
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Individual Payments Based on Length of Service
Individual bonuses range from the 20-dollar minimum in

several States to the 900-dollar "next-of-kin" benefit in
Illinois, but the average payment is in the neighborhood of
300 dollars. Except in the case of Rhode Island, which paid
a flat sum of 200 dollars to each veteran and wartime member
of the Merchant Marine, each State program has provided a
sliding scale of individual benefits, based upon length or loca-
tion of service, or both. Most of the States pay lump sums,
determined at the rate of 10 dollars for each month of service,
or 10 dollars for each month of service in the United States
and 15 dollars for each month of foreign service. Each of the
States, except Illinois, places a definite maximum on the

individual bonus, such maxima ranging from 100 to 500
dollars. In most cases, next-of-kin of veterans who died
while on active duty or from service-connected causes are
eligible for the set maximum.
Economic Impact

With the exception of Vermont, all of the bonus-paying
States have resorted to borrowing to meet part or all of the
cash requirements of their programs. In most cases the bor-
rowing has taken the form of bond issues with 10- or 20-year
maturities. Most States have levied additional or increased
taxes, usually in the form of some combination of taxes on
cigarettes, liquor, and corporate and individual income.
Several States, however, have earmarked no specific tax for
servicing and retiring the bond issue.

State bonus payments, like the proceeds from the redemp-
tion of armed-forces leave bonds issued by the Federal Gov-
ernment, increase the disposable income of young persons
having a relatively high propensity to spend—largely
individuals with family responsibilities and incompletely
satisfied needs for houses and consumer goods. Since current
financing of these payments is chiefly by borrowing rather
than by additional taxes, there is no substantial offset to the
resulting increase in disposable money income of consumers.

In terms of immediate impact upon the national economy,
however, bonus payments present certain elements of con-
trast with the redemption of leave bonds. Redemptions of
leave bonds during the closing months of 1947 were at an
annual rate of nearly 4 billion dollars. Since the holders
had the option of leaving their funds invested at 2% percent
interest, it is probable that most of those who redeemed their
bonds intended to use the proceeds in the immediate future.
State bonus payments are running at an annual rate of less
than 1 billion dollars, and, of this, a slightly smaller pro-
portion may be spent.

Although unspectacular in their national impact, State
bonus payments this year will, of course, have a noticeable
effect upon the retail trade of those States wherein the pay-
ments are made.

The Revenue Act of 1948
J_ HE Revenue Act of 1948, which became law on April 2,

will reduce individual income tax liabilities by approximately
5 billion dollars under a full year of operation on an assumed
level of personal incomes at about the rate in the first quarter
of 1948. An additional estimated tax reduction of 200 to
250 million dollars a year will result from changes hi estate
and gift tax law provisions.1

Major Provisions Summarized

The major provisions in the new tax law, which is retro-
active to the beginning of 1948, except in the case of estate
and gift taxes, are summarized below:

(1) Personal and dependency exemptions are raised from $500 to
$600 per capita. Thus, a married person with two dependents having
an income after deductions of $2,400 would not be required to pay a
tax under the new law. Under the old law, his tax would have been
$76. With the higher exemptions, more than 7 million persons will be
relieved of any income tax liability in 1948.

(2) Percentage reductions in tax rates, which vary according to
the amount of surtax net income, are provided as follows:

i The report of the Senate Committee on Finance estimates the reduction in individual
income tax liabilities at 4.6 billion dollars, on an assumed level of personal income of 208 billion
dollars a year. The Treasury Department's estimates, which assume a 200-billion-dollar
income level, place the individual income tax reduction at 4.7 billion dollars. An approxi-
mate adjustment of the Treasury's estimate to the higher income level used by the Senate
Committee raises the estimate above 5 billion dollars. The range of 200 to 250 million dollars
for the estimated reduction in estate and gift taxes represents the difference between the Senate
Committee and Treasury figures.

Reduction in
Surtax net income (dollars) tax rates

(percent)
0-2,000 12. 6
2,001-136,719.10 7. 4
Over 136,719.10—• 5. 0

Surtax net income may, generally speaking, be defined as income
after allowable deductions and exemptions.

(3) Married persons are permitted to split their income for tax
purposes. Under the old law, earnings of husbands and wives and
their respective property incomes could not be split for tax purposes,
except in States where the community-property system is in effect.
In the latter States, the community income of one spouse could be
divided equally between the husband and wife regardless of the amounts
of income actually received by each spouse. Where a family's income
when undivided would be subject to higher tax rates, the income
splitting provision makes for considerable tax savings.

(4) The new estate tax provisions incorporate an estate-splitting
feature analogous to the income-splitting feature of the income tax
law. Under these provisions, only one-half of the property transferred
at death to a spouse is taxable. Under the terms of the old law, estate
tax liabilities applied to property economically attributable to the
deceased whether in community-property or other states. The new
provisions reduce tax liabilities under the estate and gift tax laws by
about one-third.

(5) Other provisions serving to reduce taxes follow from increased
exemptions for persons over 65 and for the blind and an increase in the
allowable standard deduction.

Tax Reduction by Income Classes
As may be seen from chart 5, the bulk of the aggregate

amount of the individual income tax cut accrues to incomes
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Chart 5.—Distribution of Aggregate Federal Individual
Income Tax Liability Under Old and New Laws, by
Income Classes
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Source of data: Report of the Senate Committee on Finance on the Revenue Act of 1948.

under $5,000 (after deductions but before exemptions). The
concentration of the tax cut in the lower income brackets
reflects the higher percent tax rate reductions granted to these
income groups, as well as the heavy concentration of tax-
payers in this income range. Of the estimated number of
taxpayers under the old law, 95 percent fall within the income
class under $5,000. About 80 percent of income after de-
ductions but before exemptions is estimated to fall in the
class under $5,000.

If the estate and gift tax reduction, which accrues almost
entirely to income recipients in the higher ranges, is combined
with the individual income tax reduction, the allocation of
the total tax savings between income groups under and over
$5,000 is about in the proportion of 60 and 40 percent,
respectively.

Income-Splitting Feature

The effect of the " income-splitting" feature of the new law
varies widely among persons with different incomes. The
gains from the introduction of this provision are relatively
greatest for families with incomes of from $5,000 to $500,000,
the extent of the gain depending on the extent of separate
ownership of family income by one spouse.

To illustrate this, reference is made to chart 6, which
applies to a married person with 2 dependents. The upper
line in this chart represents the computed effective tax rates
under the old law at different levels of income, where the
entire income is earned by one spouse. The middle line also
shows the effective tax rates under the old law, but it applies
to a family whose income is equally divided between husband
and wife. These two lines, therefore, represent the two
extremes under the old law. The bottom line represents the
effective tax rates under the new law; because of the income-
splitting provision, the rates are the same regardless of the
division of family income.

It is clear from the chart that the reduction in the effective
tax rate which stems from the income-splitting privilege is
not particularly important at the lower income levels. On
the other hand, in the income ranges up to approximately
$500,000, the effect of income-splitting can be substantial.
The explanation for the relatively small effect in the upper-
most range is due to the rate graduation and to the maximum
effective rate limitation.

Reduction in Effective Rates

Chart 6 also reveals the steady rise in effective tax rates
to a maximum of 85.5 percent under the old law and 77

Chart 6.—Effective Individual Income Tax Rates Under Old and New Laws1
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percent under the new. Apart from the benefits of income-
splitting, the tax reduction as a percent of income before
tax shows little variation throughout the income scale.
As a percent of income after tax, the tax reductions increase
with income. As already noted, as a percent of tax liability
under the old law, the tax reduction becomes less important
as income rises.

Timing of Tax Reduction

The new tax legislation makes the income-tax reduction
retroactive to the first of the year. The new withholding
rates become effective as of May 1. Any excess of with-

holding that has already taken place will not, however, be
refunded until after the end of 1948, although taxpayers
making quarterly payments on their estimated tax liability
for 1948 are permitted to take account of the tax reduction
by filing an amended return in June.

While most of the tax savings will accrue in the form of
small additions to the spendable incomes of the many income
taxpayers in the lower income-tax brackets, the addition to
spendable income will be proportionately larger in the upper
than the lower brackets. Thus, the effect of the tax legis-
lation will be to bolster consumer spending at the same time
that it augments the volume of personal savings available
for investment.

Government-Guaranteed Home Loans to Veterans
OlNCE the spring of 1946 Government housing policies have
been chiefly concerned with providing houses for veterans.
Assistance has taken two broad forms; one concerned with
expediting the production and sale or rent of houses to
veterans, under the authority of the Veterans' Emergency
Housing Act of 1946, and the other designed to assist veterans
in financing home purchases, under the provisions of the
Servicemen's Readjustment Act—the GI bill—of 1944.

With the substantial improvement in the materials supply
situation which has taken place since the spring of 1946, the
only control of importance still remaining over production
and sale is the requirement that sellers and renters of new
houses give veterans a 30-day preference in purchasing or
renting. On the other hand, the loan guarantee activities
of the Veterans' Administration have continued to expand,
although there is some evidence that the importance of
guaranteed home loans to veterans has been diminishing since
mid-1947.

Under the provisions of the GI bill the Veterans' Adminis-
tration is empowered to guarantee home loans to veterans to
the extent of 50 percent of the amount of the loan but the
guarantee cannot exceed $4,000. To be eligible for the
Government guarantee, no loans may carry an interest rate
in excess of 4 percent nor may any loan exceed the value of
the property as determined by the Veterans' Administration.
The effect of the guarantee is such that in the event of a
foreclosure sale, the Government bears any loss which may
be entailed provided the loss is less than 50 percent of the
loan value or $4,000, whichever is less. The large measure
of protection which is thus afforded has encouraged lending
institutions to extend credit to veterans on generally more
favorable terms than is customary with conventional bor-
rowers.

Through February 1948 approximately 1.2 million applica-
tions for home loans had been received by the Veterans' Ad-
ministration and more than 1 million loans had been granted
by private lenders, involving a principal amount of 6.3
billion dollars. These loans involve the purchase of both
old and new houses as well as alterations and repairs and
refinancing; the last two categories are a fairly small segment
of the total. Veterans' Administration guarantees on all
home loans approximated 3 billion dollars. To date fewer
than 800 claims have been paid by VA to lenders in cases
where the borrower has defaulted on a home loan.

Applications For Loans Slacken

Despite the continuing rise in loans outstanding under the
guarantee program, it appears that the rate of activity has
slowed down from the peak reached about a year ago. This
is illustrated in chart 7 which shows the number of applica-

Chart 7.— Applications Received for Government-Guar-
anteed Home Loans to Veterans 1
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tions received for all types of GI home loans monthly starting
in 1946. Although the program was started in 1944, lending
activity was very small prior to widespread demobilization
in 1946.

Applications are submitted by banks, savings and loan
associations, and other types of lenders to the Veterans'
Administration for approval after the lender has agreed to
make the loan. As chart 7 shows there was a very rapid
increase in applications in the middle of 1946 when an aver-
age of 50,000 were being received monthly. After a sea-
sonal decline in the latter part of 1946 there was another
pickup in the spring of 1947. Starting in July 1947, the
number of applications received each month was below the
level of the corresponding month in 1946, while in the first
2 months of 1948 applications were well below those re-
ceived in the like period a year earlier. It is interesting to
note that there was no apparent bulge in applications during
the fall of last year when house completions rose rapidly
and, in addition, when the cashing of terminal leave bonds
was permitted.

VA Loans for New Houses .Show Little Change

More important than total GI loans insofar as the impact
on new construction activity is concerned are loans involving
new houses for owner occupancy. Chart 8 shows the
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Chart 8.—Total Private Nonfarm Dwelling Units Com-
pleted and Number of Government-Guaranteed Home
Loans to Veterans for New Structures
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estimated number of new housing units completed monthly
since the beginning of 1947 and the estimated number of
GI home loans made for the purchase or construction of a
new house. Loans for the purchase of existing structures,
for repairs, or for refinancing are excluded. Some lack of
comparability between the two series is still present because
the completions include multifamily units; the latter, how-
evers, were less than 10 percent of the total in 1947.

Chart 8 indicates that the number of VAJoans made for
new structures was fairly constant throughout 1947 while the
total number of completions rose rapidly after the middle of
last year. New private nonfarm dwelling units completed
during 1947 totaled 835,000 and the ratio of the GI new
home loans to total completions was in the neighborhood of
25 percent. In the first quarter of 1947, however, the ratio
was close to 30 percent and by December of last year it had
fallen to almost 20 percent.

In the absence of more detailed information on the cir-
cumstances surrounding home purchases by veterans, it is
difficult to assess the importance of the reasons for the trend
of VA guaranteed home loans in the second half of 1947.
Among the influences that may have played a part in the lack
of expansion are (a) the fact that the most urgent needs
have probably been met; (6) a growing unwillingness or
inability of veterans to pay current housing prices, and (c)
increased hesitancy on the part of lenders to expand their
investments under this program.

No Down payments Made on One-third of House Purchases

Some preliminary data are also available from the Vet-
erans' Administration on downpayments paid by veterans
for houses purchased under the GI bill. Table 1 shows for
the single month of October 1947 the average price paid for
old and new houses, classed according to whether or not the
loan involved a downpayment. In addition, the relative

importance of downpayment loans as against 100 percent
loans is shown.

The average purchase price for all houses was just over
$7,500, new residences averaging $8,500 while existing
structures averaged $7,000. For all transactions down
payments averaged 12 percent of purchase price, but for
those involving a down payment the average down payment
was 16 percent. There was little difference in the ratio of
down payment to purchase price as between existing and new
structures.

Perhaps the most interesting point shown in the table is
that over 30 percent of all the purchases were made without
a down payment. Additional information, not shown in
the table, indicated that most of the 100 percent loans
were for lower priced houses and the ratio of loan to price
varied inversely with price. Data relative to down payments
in earlier periods are not available at the present time,
although there is evidence that average purchase prices on
both old and new houses rose over the year. It is fairly
likely that with the concern over the high level of construc-
tion costs together with uncertainty as to the continued
strength of the veterans' housing market, lenders have been
asking for down payments in increasing numbers and for
larger down payments as well.

Tightened Credit Situation

Since the rise in long-term interest rates in the fall of 1947,
the differential between mortgage loans at 4 percent and
yields on other types of investments has been considerably
narrowed. While long-term governments and high-grade
corporate bonds have been yielding from 2.5 to 3.0 percent
in recent months, it should be remembered that the net
yield from a 4 percent mortgage is substantially less than
the 4 percent rate because of the cost of servicing mort-
gages. Although the net yield on guaranteed mortgages is
still higher than that on governments, lenders may have
been concerned with the loss of liquidity entailed in a shift
to home mortgages.

Table 1.—Average Purchase Price and Loan Amount of First-
Mortgage Home Loans Guaranteed by Veterans' Administration,
by Downpayment Status and Type of Structure, October 1947

Type of loan

All loans, total
Existing structures
New structures.

100 percent loans, total
Existing structures
New structures

Downpayment loans, total -
Existing structures ._
New structures

Number of
loans as

percent of
total

100
58
42

31
18
13

69
39

'30

Average
loan

amount

$6, 700
6,100
7,600

6,300
5,600
7,200

6,900
6,300
7,800

Average
purchase

price

$7, 600
7,000
8,500

6,300
5,600
7 200

8,200
7,600
9,100

Ratio of
loan to

purchase
price

88
87
89

100
100
100

84
83
86

NOTE.—Data are preliminary. Loans for alterations, repairs, and refinancing are excluded.
Source: Veteran's Administration.

Shift to Second Mortgages

That lenders as a group have found VA guaranteed first-
mortgage loans increasingly less attractive relative to
other types of mortgages is seen in the composition of
guaranteed home loans over the past year or so, shown in
table 2. This table shows the ratio of VA guaranteed second

782774°-
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Table 2.—Number of Home Loans Guaranteed by Veterans' Ad-
ministration and Ratio of Second Mortgage Loans to Total

Month

1947
January
February .
March
April
May
June __
July
August .
September
October. _ _ _ _ .
November
December.. _ _

1948
January
February

Total first
and second
mortgage

loans

47, 360
44, 066
39, 024
49, 577
41,816
47, 638
45, 254
44, 036
47, 861
45, 604
46, 336
43, 350

42, 484
39, 908

Second
mortgage

loans

1,355
1,705
2,084
3,310
3,138
3,734
3,994
4,477
5,081
5,459
6,431
6,660

7,068
7,778

Ratio of
second mort-
gage loans to

total

2.9
3.9
5.4
6.7
7.5
7.8
8.8

10.2
10.6
12.0
13.9
15.4

16.6
19.5

NOTE.—Loans are for purchase of both old and new structures, alterations, and refinancing.
Data represent loans paid out by the lender and approved by Veterans' Administration.

Source: Veterans' Administration.

mortgages to the total number of VA guaranteed first and
second mortgages from January 1947 to date. For February
1948, the proportion was almost 20 percent as compared
with only 4 percent in February 1947. The second mortgages
referred to in this section are part of the so-called "com-
bination loans77—consisting of an FHA insured first mort-
gage and a VA guaranteed second mortgage—which lenders
have been offering to veterans to an increasing extent.
One reason for this shift lies in the fact that the "combina-
tion loans" find ready acceptance in the secondary market.
The Federal National Mortgage Association, a subsidiary
of the Reconstruction Finance Corporation, is empowered to
purchase FHA small home first mortgages at par, but this
support is not available at the present time for VA guaranteed
mortgages. In addition, the "combination loans" are 100
percent insured—the first mortgage being completely in-
sured by FHA while VA second mortgages, unlike VA first
mortgages, carry a 100 percent guarantee.

Production and Sales of Footwear

Y EAR-TO-YEAR comparisons of sales at different types
of retail stores indicate that sales at shoe stores are lagging
behind the general trend. In the 2 opening months of
1948 dollar sales volume at shoe stores was no higher than
in the same period of last year. The seasonally adjusted
sales index for these stores declined from the fourth quarter
rate of 269 (1935-39 = 100) to 240 in January and February.

Total production of nonrubber footwear has declined
from the high volume reached in the second quarter of 1946,
although in the most recent months production has been as
high as a year ago. The decline from the earlier peak has
been entirely accounted for by the falling off in output of
nonleather types. Total production of footwear other than
rubber amounted to about 470 million pairs in 1947, more
than one-tenth below the record output of the preceding
year. Production of ordinary-type leather shoes, on the
other hand, advanced from 1946 to 1947 and slightly ex-
ceeded output in 1941, the best previous year.

A second characteristic of footwear production in 1947

Chart 9.—Production of Footwear Other than Rubber
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as shown in chart 9, was the reappearance of seasonality
which had been absent during the war and early postwar
period when the combined strength of military and civilian
demand necessitated close to capacity operations the year
round. As noted below, the industry's productive capacity,
which had been expanded during the war, was less than
fully utilized last year because of the decline in the physical
volume of sales. Advancing shoe prices which resulted
from limited supplies of raw materials and generally higher
costs of production made for larger dollar sales in 1947 but
for smaller unit volume. However, a general improvement
in quality was noted from 1946 to 1947.

Table 3.—Production of Civilian Leather Shoes and Slippers
|[Totals in million of pairs; per capita in pairs]

Period

1936 ...
1937
1938 ._
1939

Average, 1936-39 _

1940
1941 .
1942
1943
1944
1945
1946
1947-..

Men's

Total

130.8
102.9
96.7

103.8

101.8

102.4
120.5
102.1
83.9
66.1
65.4

103.1
106.3

Per
capita

2.1
2.1
1.9
2.6

2.1

2.0
2.4
2.1
1.9
1.6
1.6
2.9
2.0

Women's

Total

161.9
149.7
147.8
167.7

156.8

151.9
184.9
181.7
153.2
117.0
120.1
180.3
191.4

Per
capita

3.4
3.1
3.0
3.4

3.2

3.0
3.6
3.5
2.9
2.2
2.2
3.3
3.4

Juveniles' l

Total

75.0
80.2
78.6
84.9

79.7

77.8
95.2
84.0
77.5
81.0
86.6

106.2
105.3

Per
capita

2.4
2.6
2.5
2.8

2.6

2.6
3.1
2.7
2.4
2.5
2.6
3.2
3.0

Total

340.7
332.7
323.1
356.4

338.2

332.1
400.6
367.8
314.6
264.1
272.1
390.5
403.2

Per
capita

2.7
2.6
2.5
2.7

2.6

2,5
3.0
2.8
2.5
2.1
2.1
2.8
2.8

1 Includes youths', children's, and infants' shoes.

Sources: Production and basic population estimates, U. S. Department of Commerce,
Bureau of the Census; per capita computations, U. S. Department of Commerce, Office of
Business Economics.

20 Lower Output of Nonstaple Types

Postwar production of leather shoes has been spurred by
large backlog demands stemming from war-depleted stocks
of consumers and distributors and from the needs of veterans
returning to civilian life. The sharp decline in requirements
of military-type shoes permitted a rapid rise of production
of leather shoes for civilians from the wartime low of about
260 million pairs in 1944 to just over 400 million pairs in
1947. With more ample supplies of leather shoes, consumers
curtailed their purchases of less serviceable fabric and
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Table 4.—Consumption and Imports of Hides and Skins

[Amounts in thousands of pieces]

Period

1936
1937
1938
1939
1940 _ _ . _
1941
1942 . _ _ .
1943
1944 _ _ _
1945
1946 ._ _
1947

Cattle hides

Consump-
tion

22, 628
22, 380
19, 047
22, 095
21,070
28, 121
30, 828
25, 656
26, 152
27, 566
27, 032
28, 774

Imports

3,057
2,616
1,300
3,247
4,583
8,733
6,075
4,548
2,967

891
1,304
1,270

Imports as
percent of

consumption

14
12
7

15
22
31
20
18
11
3
5
4

Calf and kip

Consump-
tion

13, 127
12, 027
12, 991
14, 027
11, 387
13, 098
12, 264
11,112
10, 930
11, 636
10, 882
12, 471

Imports

2,964
2,685
3, 357
3,914
2,280
3,606
2, 380
2,425
1,922

938
465
625

Imports as
percent of

consumption

23
22
26
28
20
28
19
22
18
8
4
5

Goat and kid

Consump-
tion

47, 363
46, 554
31, 905
40, 419
37, 697
45, 373
41, 127
37, 351
34, 653
24, 026
24, 137
37, 385

Imports

46, 721
51,826
29,938
39, 018
40, 153
49, 470
36, 707
35, 428
29, 175
24, 372
28, 743
37,468

Imports as
percent of

consumption

99
111
94
97

107
109
89
95
84

101
119
100

Sheep and lamb

Consump-
tion

37,326
34, 077
28, 675
38, 914
37, 920
51,915
53, 629
59, 891
55, 296
52, 450
47, 971
36, 214

Imports

20, 780
22, 596
14,564
28, 729
24, 425
42,143
37, 665
34,500
42,032
38, 637
38,465
24,514

Imports as
percent of

consumption

5ft
66
51
74
64
81
70
58
76
74
80
68

Sources: Consumption, Tanners' Council of America; imports, U. S. Department of Commerce, Bureau of the Census.

part-fabric types to which they had turned during the period
of short supplies of leather types and consumer rationing.

Nonleather shoe production declined from 170 million
pairs in 1945 to 135 million in 1946 and 65 million last year.
At the latter figure they accounted for less than 15 percent
of total output, or less than the proportion of the total in
1939 and 1940. At the war peak one-third of total footwear
production was in nonleather types.

Women and Juvenile Shoe Output of Increased Importance

The rise in the birth rate in recent years and the greater
entry of women into the labor force with their resultant
increase in income have considerably affected the composi-
tion of leather shoe output and have been important in sus-
taining the level of output. As shown in table 3, total
production of men's leather shoes in 1946 and 1947 was only
slightly above the prewar average of 1936-39. Women's
shoe output, however, advanced one-fifth during this period,
while production of children's and infants' shoes and of
other types of juvenile shoes rose about 30 percent over the
prewar average.

When show production is reduced to per capita figures,
somewhat similar results are indicated. Per capita leather
shoe production in 1946 and 1947 was significantly higher
than before the war only for juvenile and women's shoes. Per
capita output of men's leather shoes at 2 pairs in 1946
and 1947 was virtually unchanged from the prewar average.
Women's shoe production per capita, on the other hand, rose
from 3.2 in prewar to 3.4 and juvenile production from 2.6
to 3.1.

Limitations to Shoe Production

A limiting factor in shoe production has been the heavy
world-wide demand for hides and skins which has restricted
domestic imports and resulted in higher prices for hides and
skins. Limits to the importation of hides and skins have
been set by adverse consumer reaction to advancing shoe
prices. As shown below, retail sales of high-priced shoes
have been lagging since the summer of 1947.

Although the supply of domestic hides and skins increased
in 1947, the increase was partly offset by reduced imports
of some types and stepped-up exports. The relationship
between imports and the domestic consumption of hides and
skins for the years 1936-47 is shown in table 4 During
1936-40, imports of cattle hides averaged 14 percent of con-
sumption, compared with 4 percent in 1947. Calf and kip
imports normally were about one-fourth of domestic con-
sumption, but in 1947 were one-twentieth. The ratio of
sheepskin and lambskin imports to consumption in 1947

was about in line with the prewar ratio, but was lower than
during the war.

Since the United States is dependent almost entirely on
imports for the supply of goat and kid skins, the tight domes-
tic supply situation in this area reflected a reduction of im-
ports from an average of 41 million skins in the prewar period
to 37 million in 1947. Women's shoe production and prices
have been particularly affected by this reduction of imports,

Not only- has there been a reduction in the flow of hides
and skins into the United States, but in some types the pull
of foreign demand has resulted in a net outflow of domestically
produced hides and skins which generally are exported only
in small quantities. In 1947, the normally large net import
balance of cattle hides was transformed into a small net
export balance. Similarly, the usually large import balance
of calf and kipskins was nearly eliminated in 1947 because
of the large rise in exports.

High Hide Prices

The strength of both foreign and domestic demand has
resulted in large increases in prices of hides and skins.
Despite the recent declines, heavy native cattle hide prices
were two-thirds higher in Februray 1948 than in December
1945. Calfskin prices have about doubled in the last two
years as have imported goatskin prices. The combined
wholesale price index for hides and skins advanced three-
fourths from December 1945 to February 1948, as shown
below:

Date

December 1939
December 1945 r...
December 1946
December 1947 _ _ _ . _ .
February 1948

Combined
hides and
skin index
(1926=100)

105.2
117.6
216.5
256.9
207.2

Heavy
native
cattle
hides

Per pound
$0. 144

.155

.276

.359

.257

Calfskins

Per pound
$0. 222

.218

.414

.745

.415

Imported
goatskins

Per pound

i$0. 45
1.25
1.083
1.073

1 Price is for January 1946, when series was begun.

Source: Department of Labor, Bureau of Labor Statistics.

Since hides and skin prices represent roughly more than
half of leather costs, whereas leather represents roughly half
of shoe costs, it is evident that both leather and shoe prices
would reflect the advances in raw material costs during the
last two years. Leather prices, on the average, have nearly
doubled in the past two years, whereas wholesale shoe prices
have risen more than 50 percent.

(Continued on p. 21)
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Chart 6.—Retail Prices of Selected Consumer Durable
Goods

INDEX, 1935-39 = 100
225

200 -

INDEX, 1935-39 = 100
225

WASHING MACHINES

\
AUTOMOBILES

100

75

- 125

100

1939 2d. 3d.
1947

75
4th.

1 Data are for table models.
2 Represents electric washing machines (nonautomatic). Figure for 1942 is an average

for first eight months.3 Represents Chevrolet, Ford, and Plymouth 4-door sedans; data for 1942 are not available.
4 Represents electric floor-type vacuum cleaners. Prices are based upon upright models,

without attachments, and tank-type models, with attachments.
6 Represents electric, standard, and semideluxe model refrigerators.

Source of data: U. S. Department of Labor, Bureau of Labor Statistics.

the general conclusions reached above as to the size of the
postwar backlogs, and the rates at which they are being
exhausted.

Summary and Conclusion

The rate at which consumers' durables backlogs are being
worked off and the extent of the subsequent adjustment once
pent-up demands are satisfied are important determinants of
present and future levels of business activity. Barring
unfavorable demand developments originating in other sec-
tors of the economy which would result in a general business
decline, the backlogs calculated for the five selected con-
sumers' durable goods discussed in this article will tend to
be exhausted in a staggered pattern over the next few years
rather than all ending at once or at nearly the same time.

Aside from some types of radios which are already experi-
encing a decline in demand, vacuum cleaners are expected
to be the first to feel the effects of easing demand, with wash-
ing machines, refrigerators, and passenger cars following in
that order. While the backlog for conventional-type radios
is being rapidly exhausted, the introduction of new types is
opening up a new market whose full potentialities are still
to be determined.

At the beginning of 1948, therefore, the backlog of demand
for these products was an element of strength in the general
economic picture. This was particularly true in the im-
portant automobile industry where current production,
restricted because of supply difficulties, is only about equal
to the requirements for replacement and normal growth in
the car population. To date no net reduction ha?£ been
made in the accumulated demand built up during the war.

As for the near-term outlook, any serious weakening in
aggregate demand is not likely to originate in the consumers'
durable goods sector.

Production and Sales of Footwear
(Continued from p. 11)

Lower per Capita Consumption

Consumer expenditures on footwear in 1947 were up about
one-tenth over 1946, although it is evident that because of
the large retail price advance during the year, the physical
volume of unit sales declined. Per capita physical consump-
tion of all types of footwear is estimated at 2.9 pairs in 1947,
compared with 3.7 in 1946. Thus, the high prices which
contributed to the increase in dollar expenditures also con-
tributed to a reduced physical unit consumption.

As already noted, production of leather shoes increased
from 1946 to 1947 by about the same relative amount as the
change in civilian population. If an allowance is made for
some inventory accumulation last year, the production data
suggest a small decline in per capita consumption of leather
shoes. This decline, however, would account for only a
small part of the decline in total footwear consumption noted
above, which includes the fabric types that have found less
consumer acceptance as leather shoes became more available.

Shift in Retail Shoe Sales
As the more important deficiencies in shoe wardrobes

created by wartime shortages have been met, price advances
have led consumers to exercise greater selectivity in purchases
of footwear. This tendency is illustrated in chart 10, showing
shoe sales trends of independent and chain shoe stores and in

Chart 10.—Percentage Change Over Corresponding Period
of Preceding Year in Retail Sales of Shoes, by Type of
Store

PERCENTAGE CHANGE
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1 Change was —1.8 percent.
2 Change was —2.5 percent.
Sources of basic data: Department-store sales, Board of Governors of the Federal Reserve

System; shoe-store sales, U. S. Department of Commerce, Office of Business Economics and
Bureau of the Census. Computations by Office of Business Economics.
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main-floor and basement shoe sections of department stores.
In general, prices of shoes are higher in independent stores
than in chain stores and in main-floor shoe departments in
department stores than in basement stores.

The chart indicates that sales in lower-priced shoes of
chain stores throughout 1947 maintained a steady margin of
gain over sales in the same quarter of 1946. In the final
quarter of 1947, the margin had increased to 11 percent over
the last quarter of 1946. Independent store sales, on the
other hand, have shown a steadily decreasing margin since
the completion of the initial buying wave to restock shoe
wardrobes in the summer of 1946. Similarly, the lower-
priced shoes in basement stores have maintained a greater
margin of increase than has been the case in the higher-
priced main-floor shoe departments. In the final quarter
of 1947, sales at basement stores were 18 percent above the
last quarter of 1946, whereas main-floor sales were only 5
percent greater.

Postwar Adj ustment Nearing End

The course of developments over the past year suggests
that the major postwar adjustments in the shoe industry are
nearing completion. The wartime distortions in footwear
production and consumption have been largely eliminated
as the less staple of the fabric and part-fabric types have
been unable to maintain their position in the more competi-
tive postwar market. In addition, higher-priced lines which
were popular during the war—although still in demand—
have fared less well than lower-priced ones. Both consumers
and distributors have made considerable progress in rebuild-
ing and rounding out their inventories, so that current
purchases largely reflect replacement and normal growth
requirements, with style changes and some technological
developments reappearing as important market factors.

As consumer expenditures on footwear in 1947 approached
their long-term relationship to income, the future course of
production in the shoe industry was more closely tied to
price trends and to changes in personal income than at any
time since early in the war. The declines in hides and skin
prices since the highs of last November provide a basis for
moderately lower shoe prices which may be realized in
offerings for the fall trade.

Current and Prospective Plant and Equipment
Expenditures

(Continued from p. 14)
Summary

The expenditures on capital facilities planned by business
for 1948 are the largest for any year in our history. There
is, however, definite indication of a leveling off in the rate
of such capital outlays, which contrasts with the rapid up-
ward surge of expenditures since the end of the war. In
fact, the volume of capital expansion planned by business for
1948 may in physical terms be somewhat below the rate in
the closing months of last year. On the other hand, it
should be noted that the volume of expenditures on new
producers7 durable goods planned for 1948 is fully as large,
even in physical terms, as in the past year of peak business
activity when our economic resources were with minor
exceptions already being fully utilized.

There are considerable differences among the various
industry groups in their expansionary plans. Manufactur-
ing as a whole anticipates little change in the volume of their
plant and equipment expenditures from the 1947 average,
which implies some drop from the rate at the end of 1947.
Railroads, on the other hand, plan very substantial increases
in their capital outlays. Electric and gas utilities and com-
mercial and miscellaneous firms occupy an intermediate
position between manufacturing and railroads, planning
moderate increases in expenditures over 1947.

Though the volume of capital outlays is an extremely
important factor in determining the level of business activity,
changes in business prospects would in turn have a very
considerable effect on such outlays. It should be pointed
out, therefore, that the plans for expansion of capital facilities
in 1948, referred to above, were generally made in the early
part of the year. Consequently, though they may have
allowed for the recent passage of the tax-reduction bill and
the European Recovery Program, they presumably do not
reflect much of the effect of the commodity price decline in
February or the changed international outlook and related
defense program. The latter will probably be the single
most important factor influencing business in any revision
of their capital programs for the rest of the year.

Production-Worker Employment and Pay Rolls in the Chemicals Industry: Revised Data for Pages S—10 to S—12 *

Month

January
February _
March
April
May _
June
July
August
September
October _. --
November
December

Montlhy average

Estimated number of production workers
(thousands)

1939

66
66
67
66
66
66
67
69
72
77
79
78

70

1940

77
77
77
77
77
79
82
83
85
88
91
91

82

1941

93
96
99

101
105
109
111
114
115
117
118
119

108

1942

121
122
126
128
130
133
133
132
134
134
136
137

131

1943

138
139
139
141
142
145
146
147
148
151
150
149

145

1944

150
154
152
154
153
152
152
152
152
152
152
155

152

1945

157
161
163
165
165
167
165
161
164
161
162
166

163

1946

169
171
172
176
175
178
176
177
179
182
186
191

178

Indexes (1939=100)

Production-worker employment

1939

94.4
94.7
95.5
94.5
94.8
94.9
95.7
98.1

102.3
110.3
113.0
111.8

100.0

1940

110.2
110.3
109.9
110.1
111.0
112.9
116.7
119.1
122.2
125.3
129.7
130.8

117.4

1941*

133.4
136.6
141.0
144.2
149.4
155.3
158.8
163.0
164.9
166.9
169.2
169.7

154.4

1942

172.4
175. 1
180.0
183.3
186.4
190.3
190.7
189.2
191.2
191.8
194.5
196.4

186.8

1943

197.2
198.8
199.3
201.3
202.6
207.3
209.2
210.1
211.9
215.2
215.1
212.5

206.7

1944

214.2
219.9
217.9
219.6
218.9
217.7
217.0
217.1
217.2
217.7
218.0
221.5

218.1

1945

225.1
229.9
233.5
235.4
236.5
239.5
236.5
230.5
234. 4
229.6
231.1
237.4

233.3

1946

242.0
243.9
245.7
251.3
250. 8
254.5
251.8
253.1
255.6
259.7
265.9
272.6

253.9

Production-worker pay rolls

1939

92.1
93.1
94.4
92.5
93.9
94.0
93.9
98.5

101.3
114.2
116.3
115.8

100.0

1940

113.8
113.5
113.3
113.9
115.8
118.4
121.9
124.9
127.9
133. 0
139.6
143.8

123.3

1941

144.9
149.8
156.6
162.2
174.2
184.0
189.7
196.2
198.9
208.1
212.8
218.1

183.0

1942

224.9
227.4
236.3
244.1
255.4
261.7
267.3
263.9
266.7
278.4
287.1
295.0

259.0

1943

305.0
308.1
314.8
324.5
329.4
341.7
344.5
348.0
353.0
360.3
360.7
352.6

336.9

1944

362.6
373.0
371.3
375.0
376.3
375.6
377.8
376.8
378.2
377.1
380.9
388.3

376.1

1945

398.7
409.6
418.2
422.0
425.5
433.6
424.9
412.1
399.5
382.2
379.1
290.7

408.0

1946

401. 6
402. 5
409.2
419. ()
415.8
426.2
432.4
432. 5
441.7
449.8
462.3
483.3

431.4

1 Compiled by the U. S. Dpartment of Labor, Bureau of Labor Statistics. The series have been adjusted to levels indicated by data through 1945 from the Bureau of Employment Security
of the Federal Security Agency. This industry includes establishments primarily engaged in the manufacture of coal-tar crudes and intermediates; finished coal-tar; products; plastic mate-
rials and synthetic resins such as phenolic plastics, casein, and celluloid; synthetic organic and inorganic chemicals; industrial chemicals by electrochemical and electrometallurgical processes
such as carbide, sodium, ferro-alloys, acids, alkalies and salts; and chemicals not elsewhere classified.
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Chart I.- COMPOSITION OF GROSS
NATIONAL PRODUCT
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SOURCE OF DATA: U. S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS.

MAY 1948

THE

SITUATION
By the Office of Business Economics

BUSINESS and consumer purchasing rose in April, but
industrial production declined as a result of the work stop-
page in the coal mines. The general situation was summed
up in the increase in employment and in the renewed price
advance in stock and commodity markets. Consumer in-
come was steady or rising; with the reduction in income tax
withholding rates which became effective at the beginning
of May, there was a further rise in disposable income.

Production trends in April were warped by the disruption
of coal production with the resultant slackening of the out-
put of steel. Although the resumption of coal mining and
the upturn in steel production started industrial output on
the uptrend by the end of the month, the limited availability
of steel continued to retard the assembly rate of broad cate-
gories of producers' and consumers' durable goods.

Increase in Manufacturers9 New Orders

Among the concrete evidences of the influence of the
recent domestic and international developments on business
expectations is the renewed upturn in new orders placed with
manufacturers. The increase is of particular significance in
view of the declining trend in orders in relation to sales vol-
ume over the past year. The more important of the recent
developments—namely, the announcement of enlarged
Government expenditures—did not come until alter the
middle of March. Nevertheless, the daily average of new
orders placed during the month rose 5 percent from Febru-
arv to March. In view of the longer month, March new
orders represented in the aggregate an increase of more than
15 percent. The Office of Business Economics index of new
orders, covering all manufacturing except transportation
equipment, rose to 264 (average month 1939 = 100), or slightly
below the peak recorded in November.

Orders placed in March showed the greatest advance in
those industries where shortages might develop as a result
of an expanded rearmament program. The additional flow
of new business to the metal-producing and fabricating in-
dustries exceeded 15 percent on a daily average basis. The
other durable-goods industries showed more modest gains.
Daily average new orders for the nondurable group moved
fractionally below the February rate, although the total
dollar value of orders placed during March was higher than
in the previous month.

The rise in new business was accompanied by an increase
in unfilled orders in the heavy goods industries, according
to reports submitted by a sample of identical companies to
the Office of Business Economics. In the iron and steel and
the electrical machinery industries, backlogs rose in March
to dollar levels higher than last spring.

786405°—48 1
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In spite of this increase in backlogs, the ratio of unfilled
orders to sales showed no significant charge from the previous
month, in view of the increase in sales during March.

Consumer Purchasing

Data now available covering the first quarter of 1948 give
confirmatory evidence of some easing of buying pressures
during the first 3 months of the year. The advance in the
seasonally corrected total of consumer expenditures was less
in the first quarter than in any other quarter of the recovery
period. On the chart on page 1 the line definitely flattened.
This development is analyzed in a later section, where the
over-all economic tendencies of the period are discussed
within the national product and income framework.

Analysis of the pattern of retail sales, which include the
bulk of consumer expenditures, reveals a sagging tendency
in some lines but with no wide deviation in trends. The
movement of inventories discussed later in the quarterly
review, however, suggests that retailers7 forward ordering
in the latter part of 1947 had not anticipated the flattening
of the consumers' expenditures curve which actually oc-
curred. This latter development led in the opening months
of 1948 to some curtailment in commitments, but this was
not extended because of the introduction of new factors
which improved the outlook before the end of the quarter.

Examination of the movement of sales in the first quarter
reveals a tendency for most of the nondurable goods groups,
except food stores, to level off or decline. Filling stations,
however, provided an outstanding exception to this general-
ization. The durable goods groups showed a less uniform
picture in the first quarter than in 1947. With the exception
of jewelry sales, where the trend has been downward since
the latter half of 1946, the month-to-month changes reflect
for the most part production trends—as in the case of auto-
mobiles—or the winter lull in construction—as in the case
of building materials. As discussed in last month's SURVEY,
expectations of a sustained high volume of sales, or of
further expansion, are general for these durable goods.

In April, there was a noticeable pick-up in sales through
retail stores. General merchandise sales, as reflected by the
department stores, advanced to the average level of the
fourth quarter of 1947, after a mild decline in the first
quarter. Similarly, chain store sales (including the food
chains) revealed some advance in this latest month.

Table 1.—Wholesale Commodity Prices for Selected Weeks in 1948

[Indexes, 1926=100]

All commodities
Farm products. . - _ _ _ _ - . _ _
Foods
All commodities other than farm and food

Hides and leather products
Textile products
Fuel and lighting materials
Metal and metal products
Building materials
Chemicals and allied products
Housefurnishing goods

Week ending-

January
17

165.5
201.5
181.2
147.4
201.4
145.7
130.0
153.2
191.7
140.8
136.9

February
28

159.2
182.8
170.5
147.3
188.5
146.2
131.7
155.6
192.1
135.3
143.7

April 3

160.1
183.9
172.4
147.7
186.0
145.1
131.7
156.6
193.2
135.5
144.3

May 1

162.6
186.9
177.5
148. 7
188.0
148.1
132.6
157.2
195.2
133.7
144.4

Source: U. S. Department of Labor, Bureau of Labor Statistics.

Price Advance Reflects Broadening of Demand

With increased consumer and business buying as a back-
ground, weekly commodity prices moved irregularly upward
during April and early May, and the number of groups
registering advances was greater than in March (see table 1).
Since the decline from January to February in the prices of

farm products and foods, the recovery in wholesale markets
has been larger for foods than for farm products. Much of
the differential movement in the two groups is traceable to
the larger price increases for meats than for livestock.
Higher meat prices have resulted from the reduction in
supplies because of a work stoppage at some of the major
packing plants; at the same time, the advance in livestock
prices has been limited by the contraction in purchases by
slaughterers. Prices of food grains have advanced at a
somewhat slower pace than have feed grain prices.

Earlier price declines within the textiles and clothing and
hides and leather groups have generally been reversed. In
such areas as metals, building materials, and house-furnish-
ings, all of which remained firm during the period of weak-
ness in farm and food prices, the upward price trend was
resumed during April. Announcement was made of reduc-
tions on a number of important types of finished steel, a
reversal of the moves earlier in the year, and in selected
electrical products. At the same time, however, steel con-
sumers were feeling the impact of lower output during April
and the prospect of an increased use of metal products for
Government programs.

Larger Employment Total in April

Both farm and nonfarm employment advanced from
March to April, reflecting in large part the seasonal pattern
which is steadily upward until the summer peak. With the
year-to-year increases holding in the neighborhood of 1%
million workers in recent months—about the same size as
the expansion in the civilian labor force—seasonal influences
alone would push total civilian employment well above the
60-million mark reached for the first time last summer.

Unemployment, at 2.2 million, was moderately lower in
April than in the previous month. The number of persons
actually at work in manufacturing and mining industries
declined from March to April because of labor-management
disputes. Apart from the industries affected by disputes,
the employment changes were generally upward, featured
by a greater than seasonal advance in contract construction
employment.

Coal Stoppage Leads to Lower Industrial Output

Industrial production turned downward in April, chiefly
because of the work stoppage at the coal mines, which lasted
from about mid-March to mid-April and enforced a sharp
curtailment in the output of iron and steel. Operations in
steel mills advanced after the return of the miners to the
pits, but by this time the effects of the reduction in steel had
spread to some metal fabricating industries. Automobile
production, for example, fell below 100,000 units a week in
early May.

Among the nondurables, the downward adjustment of
meat production which has been under way for several
months was accentuated by a work stoppage in some of the
major packing plants. The production of shoes slowed from
recent high rates as consumers did not move up their pur-
chases in a volume sufficient to maintain the recent flow of
footwear from the factories.

Manufacturers' Durable Goods Sales Higher in March

The index of manufacturers' sales was fractionally higher
in March than in February, on the basis of the revised
estimates introduced in this issue. A rise in unadjusted
dollar value of sales from 16 billion dollars in February to
18 billion dollars in March was mainly the result of the
longer work-month. In comparison with March 1947, the
increase in sales amounted to 16 percent.
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In the durables group, an advance over February in the
index of daily average sales was registered in all major com-
ponent industries. For the group as a whole, the index
advanced 4 percent. The index of sales by nondurable
goods manufacturers was down 3 percent during the month
as all major groups either declined or remained unchanged.

Large Rise in Public Construction

The value of total new construction activity advanced to
1,240 million dollars in April. Publicly-financed construc-
tion rose by about one-fourth, largely because of the increase
in highway work. Activity in the private sector made good
progress in April. In the case of residential building, the
moderate advance from March to April reflected the heavy
volume of work put in place in the earlier month when work
was pushed to finish the comparatively large number of
units carried over from the previous year because of the
pattern of late starts in 1947.

The heavy concentration of completions during the spring
months coincides with the active selling season for new
houses. The number of units started during the first quarter
of 1948 was approximately 15 percent higher than in the
opening quarter of last year.

Personal Income at 209 Billion Rate in March

With a moderate advance in nonagricultural income from
February to March, total personal income showed a slight
rise over the period. The seasonally adjusted annual rate
of about 209 billion dollars for March is somewhat above
the rate in the fourth quarter, but below that in December
and January. Most of the major components of personal
income were unchanged from the previous month; the prin-
cipal exception was transfer payments, where an accelera-
tion of veterans' bonus payments in the State of New York
accounted for most of the increase.

The income of farm proprietors continued at a high rate
though off from the January top, chiefly because of the
effect of the drop in prices. The slight decline in March
income, however, was due to a larger than seasonal decline
in marketings which more than offset a rise in farm prices.
Wage and salary receipts remained unchanged from February
as increases in durable goods factory pay rolls and construc-
tion pay rolls were offset by a counter seasonal decline in
nondurable goods factory pay rolls and wage losses resulting
from labor-management disputes. Federal civilian Govern-
ment pay rolls expanded slightly as a result of increased
employment.

Trend of Hourly Earnings

As shown in chart 2, the increase in straight-time average
hourly earnings in the nondurable goods manufacturing

industries has continued. The durable goods industries
(solid line) do not show the same steady pattern of rise. For
the most part, first quarter changes in the latter reflect the
seasonal pattern of wage negotiations, since relatively few
contracts in important durable goods industries are renewed
during the initial quarter of the year. In the two earlier
years, the major advance in hourly earnings in these indus-
tries. occurred in the second quarter.

In the nondurable goods sector, average hourly earnings
increased 3.8 cents from December 1947 to March 1948, as
compared with an increase of 4.8 cents in the same period a

Chart 2.—Straight-Time Average Hourly Earnings, Manu-
facturing Industries
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Source of data: U. S. Department of Labor, Bureau of Labor Statistics.

year ago. Important wage settlements in textiles, apparel,
and printing and publishing account for the December-
March rise.

The movement of hourly wage rates in nonmanufacturing
industries has also been upward over the past 2 years. In
industries such as retail trade, the upward trend has been
fairly steady, following much the same course as the lower of
the two lines in the chart. As in the case of the nondurable
goods manufacturing industries, the increase in hourly pay
in retail trade from October 1947 to February 1948 was less
than during the same period of the previous year. In the
highly unionized industries, such as railroad transportation,
coal mining, petroleum production, and construction, the
advances have reflected the timing of wage negotiations.

National Product and Income in the First Quarter of 1948

1_ HE gross national product was at an annual rate of 244
billion dollars in the first quarter of 1948. The 3 billion gain
in the dollar total over the fourth quarter of 1947 was due
mainly to higher prices.

The slackened rate of increase in the money value of gross
national product reflected the easing of inflationary tend-
encies which had characterized the economic scene in the
second half of 1947. After a succession of sharp monthly
increases both wholesale and retail prices reached a peak in
January 1948. In February, farm prices broke sharply.
Declines in nonfarm wholesale prices were confined to a few
sensitive commodity groups and were much smaller. But a

tapering off in the price increase was evident over a much
wider range of items. The cost of living also showed a
fractional drop.

It appeared that the inflationary pattern of business
expectation which had emerged in the middle of 1947, as a
result of persistently strong domestic demand, the anticipa-
tion of foreign aid, crop shortages, and rising costs, had
found its major reflection in. the price structure, although
upward pressure continued to be felt during the quarter in
areas in which shortages remained acute. Once more the
business community was giving weight to evidence that the
peak of war-induced consumer and business demand had
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been passed. A period of hesitancy developed pending
further concrete developments in such strategic matters as
foreign aid, national defense, tax reduction, and the third
round of wage increases. Some of these uncertainties were
being resolved towards the end of the first quarter and
resulted in firmer wholesale prices in March, as well as in a
renewed upturn in other economic indicators.

The shifts which occurred in the components of production
and income from the fourth to the first quarter throw light
on the manner in which temporary stability was being
maintained. The demand for fixed domestic capital invest-
ment, which includes construction and producers' durable
equipment, had about the same intensity as in previous
quarters. Changes were apparent, however, in other markets
for the national product. Total consumer expenditures
registered the smallest quarterly increase since the end of
the war, confirming qualitative information indicating a
flattening in consumer demand. The sharp drop in foreign
purchases of American output from the extraordinarily high
levels maintained throughout 1947 constituted another
important change in the basic demand situation.

Partly offsetting the contraction of foreign purchases,
there was a widening flow of foreign aid, largely under the
interim-aid program, which was reflected in increased
Federal Government purchases of goods and services. Also
there occurred a large increase in the accumulation of
nonfarm business inventories over the rates which had
obtained in the second half of 1947. There is evidence,
cited below, that this accumulation was, in'part at least, un-
intended and occurred as a temporary result of slackening
in other purchases.

Under the offsetting influence of these demand factors,
the major components of the income flow showed" little

Table 2.—National Income and Product, Fourth Quarter 1947
and First Quarter 1948 *

[Billions of dollars]

Table 2.—National Income and Product, Fourth Quarter 1947
and First Quarter 1948 x—Continued

[Billions of dollars]

Item

NATIONAL INCOME BY DISTRIBUTIVE SHARES

National income
Compensation of employees __ . _

Wages and salaries _
Private
Military. _ _
Government, civilian _ _ _

Supplements to wages and salaries
Proprietors' and rental income * -

Business and professional _ _ -
Farm __ __ - -
Rental income of persons _

Corporate profits and inventory valuation adjustment. _
Corporate profits before tax _ _

Corporate profits tax liability..
Corporate profits after tax _ _
Inventory valuation adjustment _

Net interest
Addendum: Compensation of general Government

employees

GROSS NATIONAL PRODUCT OR EXPENDITURE

Gross national product ... - _ _ _
Personal consumption expenditures

Durable goods _ _ . . . _
Nondurable goods
Services

Gross private domestic investment
New construction

Residential nonfarm
Other

Producers' durable equipment
Change in business inventories, total

Nonfarm only
Net foreign investment _ _ _
Government purchases of goods and services

Federal - - -
Less' Government sales _
State and local .,

Unadjusted

1947

IV 2

54.1
33.7
32.5
27.9
1.0
3.6
1.2

12.9
6.3
4.6
1.9
6.6
8.1
3.2
4.9

-1.5
1.0

4.3

62.7
45.8
6.1

28.0
11.8
7.1
3.2
1.6
1.5
4.8

— 8
-!4
2.0
7.7
4.4
.2

3.4

1948

I

(3)
33.3
31.9
27.4
1.0
3.6
1.3

13.1
6.4
4.8
1.9

8
8

-1.5
1.0

4.2

59.8
41.4
4.7

24.7
12.0
9.6
2.7
1.3
1.4
4.8
2.2
2.3
1.0
7.7
4.7
.3

3.3

Seasonally
adjusted, at
annual rates

1947

IV 2

214.3
132.9
127.8
110.3

3.8
13.7
5.1

51.5
25.4
18.5
7.6

26.1
32.2
12.6
19.7

-6.1
3.8

16.4

240.9
172.5
21.3

104.2
47.0
29.9
12.4
6.3
6.1

18.8
-1.3

.6
8.2

30.3
17.7

.8
13.3

1948

I

(3)
134.6
129.5
111.9

3.8
13.8
5.1

52.6
25.5
19.3
7.8

(3)
(3)
(3)
(3)
-5.9

3.8

16.3

244.3
173.2
20.7

104.3
48.2
36.0
13.1
6.6
6.5

18.8
4.1
4.8
4.2

31.0
19.0
1.3

13.3

Item

DISPOSITION OF PERSONAL INCOME

Personal income ._ _ _
Less : Personal tax and nontax payments

Federal
State and local

Equals: Disposable personal income
Less: Personal consumption expenditures _ _ _ -
Equals: Personal saving

RELATION OF GROSS NATIONAL PRODUCT, NATIONAL
INCOME, AND PERSONAL INCOME

Gross national product
Less: Capital consumption allowances _ .

Indirect business tax and nontax liability
Business transfer payments
Statistical discrepancy .

Plus: Subsidies less current surplus of government enter-
prises

Equals: National income
Less: Corporate profits and inventory valuation adjust-

ment --. - -_
Contributions for social insurance
Excess of wage accruals over disbursements

Plus: Government transfer payments
Net interest paid by government .. ._ _ . - _ .
Dividends -
Business transfer payments

Equals: Personal income

Unadjus ted

1947

IV 2

52.5
4.2
3.8
.4

48.3
45.8
2.4

62.7
3.2
4.9
.1
.3

-.1
54.1

6.6
1.2
.0

2.7
1.1
2.2
.1

52.5

1948

I

51.6
9.2
8.6
.6

42.4
41.4
1.0

59.8
3.2
4.6
.1

(3)

-.1
(3)

(3)
1.4
.0

2.8
1.1
1.7
.1

51.6

Seasonally
adjusted, at
annual rates

1947

IV 2

205.8
22.1
20.2
1.9

183. 7
172.5
11.2

240.9
12.7
19.1

.5
-5.9

—.2
214.3

26.1
5.2
.0

10.5
4.4
7.3
.5

205.8

1948

I

209.2
23.0
21.1
2.0

186.1
173.2
12.9

244.3
12.7
18.7

.5
(3)

-.4
(3)

(3)~ *o. 3
.0

10.9
4.5
7.5
.5

209.2

See footnotes at end of table.

1 Detail will not necessarily add to totals because of rounding.2 Data for the fourth quarter of 1947 are the same as those in the February issue of the
SURVEY with the exception that an actual estimate of fourth quarter corporate profits has
been substituted for the arbitrary figure previously aasumed. Revisions of the national
income and product estimates for 1947 to incorporate recent information will be made in the
July issue of the SURVEY. It should be noted that in the interim national product data w ill
not agree fully with revised information already published for certain components of national
product, notably new private construction and net foreign investment.

3 Not available.4 Includes noncorporate inventory-valuation adjustment.
Source: U. S. Department of Commerce, Office of Business Economics.

change. The drop in farm prices, the only development
significantly affecting incomes, was not fully reflected in
farm income for the first quarter, which includes the month
of January, when prices received by farmers were at an
all-time peak.

Developments in the major components of the product arid
income flow are reviewed briefly below.

1. Personal consumption expenditures were at an annual
rate of 173 billion dollars in the first quarter of 1948. As
already noted, the less than 1 billion increase from the
fourth quarter was the smallest since the end of the war
and reflected a small price increase rather than volume.
On an over-all basis, the high rate of consumer spending
characteristic of the postwar period was maintained, but
there was a noticeable easing of inflationary pressures.

2. Private domestic capital formation, which includes new
construction, the purchase of producers7 durable equipment,
and the net change in.business inventories, rose to 36 billion
dollars in the first quarter.

In spite of an unusually severe winter, private construc-
tion (both residential and nonresidential) continued to
advance on a seasonally adjusted basis. The heavy de-
mand for auxiliary commercial construction created by the
high rate of residential building in the past 2 years and
deferred needs was clearly evident in nonresidential con-
struction activity.

Purchases of producers' durable equipment likewise showed
little change from the quarters reviewed in previous issues
of the SURVEY. Expenditures for these items continued at
the extraordinarily high annual rate of 19 billion dollars to
which they had risen in the fourth quarter. Purchases of
equipment by certain industries—mainly, transportation and
public utilities—were still expanding. However, limitations
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of productive capacity in certain lines, which are not likely
to be remedied in the short run, the gradual working down
of the backlog of most important requirements, and surveys
of actual business investment plans, all constituted evidence
that barring new factors the volume of such purchases was
at a maximum.

The significant developments in domestic investment
occurred in business inventories. As compared with a 1.3
billion dollar reduction in the fourth quarter of 1947, inven-
tories were being added to at an annual rate of over 4 billion
in the first quarter. Part of the 5.4 billion change from the
fourth quarter—about 1 billion—reflected farm inventories,
and, owing to certain arbitrary conventions adopted in the
statistical measurement of the quarterly movement of this
item, must be discounted in an interpretation of the first
quarter economic situation.

The bulk of the increase, however, was due to a much
heavier accumulation of nonfarm business inventories. In
interpreting this increase, it should be noted that it was con-
fined to trade and concentrated at the retail level. It coin-
cided, moreover, with the flattening of retail sales and a
shift towards more cautious inventory-buying policies.
These circumstances suggest that at least part of the first
quarter inventory accumulation was due to a failure of sales
to measure up to business expectations. The enactment of
tax reduction and the Foreign Assistance Act and the pros-
pect of increased defense expenditures, however, introduced
new concrete factors into the economic outlook which over-
shadowed the tendency for inventories to increase at a rate
higher than contemplated in the retail field.

3. Net foreign investment declined from an annual rate
of over 8 billion dollars in the fourth quarter of 1947 to just
above^ 4 billion in the first quarter of 1948. This sharp de-
cline reflected primarily a contraction of commercial exports,
and to a lesser extent larger imports. The increasing drain
upon foreign gold and dollar resources was the major factor
in the fall in exports. These shortages began to be felt in
the second half of 1947 and found their expression in a
spreading of import restrictions by foreign countries. But
their effect on the actual level of exports was moderate in
1947. The first quarter contraction coincided with the ex-
pansion of direct foreign aid under the interim-aid program
reflected in Federal Government expenditures.

4. Government purchases of goods and services, includ-
ing Federal as well as State and local governments, were at
an annual rate of 31 billion dollars in the first quarter.
State and local government purchases were stable. Virtu-
ally the entire increase was in Federal purchases. It re-
flected largely the flow of foreign aid, and followed a some-
what smaller increase from the third to the fourth quarter
of 1947, which was attributable to the same cause. It
should be noted that the full expansion in foreign aid ex-
genditures is not visible in the total because of offsetting

quidation of Government inventories, including inven-
tories of surplus goods. It is apparent that Federal pur-
chases are on the upgrade, owing mainly to the impact of
the international situation.

5. Paralleling the flow of production, incomes also leveled
off in the first quarter. Total compensation of employees,
at an annual rate of 135 billion dollars, showed a quarterly
increase of less than 2 billion. The monthly movement of
pay rolls reflects more clearly the nature and extent of the
retardation. The distributive and service industries and
government changed little from the levels attained at the
end of 1947. Pay rolls in the commodity producing indus-
tries showed small declines from their December peaks.
A similar pattern was common to all the major divisions of
the commodity producing industries—manufacturing, min-
ing, construction, and agriculture—although the timing and
extent of the movement differed among these groups. For-
tuitous circumstances, such as fuel and material shortages
and labor disputes, contributed to the retardation in the
flow of labor income. But viewed in conjunction with
developments in the national product, it would appear that
the flattening out of general economic activity was a factor
also,

After reaching an all-time high in January, farm incomes
declined by about one-tenth, as a consequence of the Febru-
ary break in crop and livestock prices. Thus the full effect
of this price fall was not reflected in first quarter incomes,
which, compared with the last quarter of 1947, also tended
to be maintained by offsetting movements in farm inventories
to which reference has already been made.

No significant changes occurred in nonfarm entrepre-
neurial income, in rental and interest income, or in dividend
disbursements. Transfer payments also remained stable,
larger unemployment compensation payments and State
bonuses to veterans offsetting the decline in the cashing of
terminal leave bonds from the high levels that had obtained
in the second half of 1947.

Information on first quarter corporate profits is too limited
at present to permit an over-all estimate. Data now avail-
able for the fourth quarter of the past year confirm the
analysis of 1947 profits that was made in the February issue
of the SURVEY on the basis of information referring to the
first three quarters. They show, in addition, a substantial
spurt of profits in the final quarter, rounding out the picture
of intensified inflationary developments in the latter half of
1947.

6. Personal saving, at a seasonally adjusted annual rate
of 13 billion dollars, was a slightly larger percentage of dis-
posable income than in the fourth quarter of 1947. It
should be noted that saving is estimated as a residual by
deducting taxes and consumption expenditures from personal
income, and that the seasonal pattern for these series is
difficult to compute, especially under present conditions.
Small imperfections in these calculations, as well as in other
aspects of the estimates, may have a disproportionate effect
on the amount and movement of personal saving. Accord-
ingly, too much weight should not be attached to data for
a single quarter. For over a year there has been little
change in the savings ratio, indicating that the downward
trend in the ratio associated with the postwar shift to con-
sumption has substantially ceased.

United States Balance of Payments with ERP Countries
Estimates for 1947 and the First Program Year

JjURING April the European recovery program became
a reality. The Economic Cooperation Administration was
established to administer the program and the first ship-
ments financed under the Foreign Assistance Act of 1948
actually left the country soon after the Act was signed by
the President. About the middle of April a tentative pro-

gram was published 1 showing for each of the ERP countries
estimated expenditures on goods and services to be obtained
in the Western Hemisphere during the first 15 months of

1 European Recovery Program, Proposed Distribution of Economic Cooperation Act
Financing by Country and Commodity; Estimated Balance of Payments on Current Account
of the Participating Countries, April 1, 1948-June 30, 1949; Estimated Commodity Imports
and Exports of the participating countries by Value and Quantity, April 1,1948-June 30,
1948 and July 1, 1948-June 30, 1949.
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the program and the extent to which these expenditures
might be expected to be financed through the countries7

own financial resources (including proceeds from current ex-
ports), through aid under the ERP program, and through
other means.

To permit a comparison of these data with the situation
prevailing in the recent past, an attempt has been made to
separate transactions with Western Europe from the over-
all statistics on the balance of payments of the United States
in 1947 (see table 3). At a later date an attempt will be
made to prepare further break-downs of the global data.

Table 3.—Financing United States Foreign Trade in 1947

[Millions of dollars]

Exports of goods and services

MEANS OF FINANCING

Foreign resources:
U S. imports of goods and services
Liquidation of gold and dollar assets by foreign

countries
Dollar disbursements by the Monetary Fund and

International Bank. _ _
United States Government:

Grants (net)
Loans

United States private sources:
Remittances (net) • - -
Loans and investments (net)

Dollars transferred by ERP countries and unidenti-
fied transactions _

All
countries

19, 603

8,327

4,494

761

1, 753
4,017

695
638

-1,082

ERP
countries

7,236

1,695

1,890

727

968
3,676

414
46

-2, 180

Other
countries

12, 367

6,632

2,604

34

785
341

281
592

-f 1, 098

Source: U. S. Department of Commerce, Office of Business Economics.

Dollar Payments by ERP to Other Foreign Countries
Exceeded 2 Billions

Exports of goods and services from the United States to
the ERP countries exceeded our imports from these coun-
tries by about 5.5 billion dollars in 1947 (see table 4). Grants
and loans by the United States, dollar disbursements by the
International Bank, private aid and capital, and the liqui-
dation of foreign gold and dollar assets amounted to 7.7
billion and thus exceeded the dollar requirements arising
from the transactions of the ERP countries with the United
States alone by about 2.2 billion dollars (see table 3).

Almost this entire excess of dollars utilized over net ex-
penditures in the United States can be accounted for by
apparent net transfers by the United Kingdom of 2.1 billion
dollars to meet obligations in third countries (excluding
countries participating in the European Recovery Plan).
The distribution of such payments is shown in table 5.
On the basis of the data for the ERP countries as a whole,
it appears that very few of the dollars supplied to Western
Europe were hoarded or otherwise used in unrecorded
transactions. This, however, does not preclude the possi-
bility of capital movements between ERP countries which
escaped official controls.

The countries not participating in the ERP program had
an import surplus with the United States in 1947 of 5.7
billion dollars which they partially financed through grants
and loans of 2.0 billions and through liquidation of approxi-
mately 2.6 billion dollars of their own gold and dollar bal-
ances. In addition, however, these countries appear to have
received from the ERP countries and the International Bank
and Monetary Fund about 2.2 billions. Total utilization of
dollar resources by these countries exceeded, therefore,
their apparent net expenditures for goods and services in
the United States by about 1.1 billion dollars (see table 3).
This amount corresponds to "errors and omissions" for the
balance of payments of the United States, as shown in the
March SURVEY (pp. 17-23).

Table 4.—Merchandise and Service Transactions of the United
States in 1947, European Recovery Program and "Other"
Countries

[Millions of dollars]

Receipts:
Goods and services:

Goods __
Income on investments
Travel....
Shipping
Miscellaneous services

Total goods and services
Payments:

Goods and services:
Goods .
Income on investments _
TraveL-..
Shipping
Miscellaneous services

Total goods and services . __
Excess of receipts

All
countries

16 022
1,026

278
1 728

549
19, 603

6,047
226
535
730
789

8,327
11, 296

ERP
countries

5,704
143
57

1 033
299

7,236

777
132
95

366
325

1,695
5,541

Other
countries

10 318
882.
22]
695
250

12, 367

5 270
94

440
364
464

6, 632
5, 73 .1

Source: U. S. Department of Commerce, Office of Business Economics.

Table 5.—Transfers of Dollars by the United Kingdom to Third
Countries During 1947

United Kingdom deficit with dollar area
Less: Deficit with the United States

Equals: United Kingdon deficit with dollar area excludimg the
United States _ _ _ _

Less: Utilization of Canadian credit and gold sales to Canada

Equals: Transfers of U. S. dollars by United Kingdom to meet
U K deficit with dollar area except United States __ _ __

Other sterling area deficit with dollar area
Sterling area net dollar payments to non-dollar-area countries

Total U. K. utilization of United States dollars outside the United
States .

Less' Dollars transferred to other ERP countries

Equals: Net transfers of dollars by United Kingdon to non-ERP
countries excluding the United States

Billions of dollars

2.5
1.3

1.2
.5

0.7
1.1
.6

2.4
.3

2.1

Source: Based on published data of the British and Canadian Governments and estimates
of the U. S. Department of Commerce, Office of Business Economics.

International Flow of Dollars Reversed

During the interwar period also, Europe customarily had
a net import surplus in its current balance of payments with
the United States, although of much smaller magnitude than
in 1947. In 1938 U. S. merchandise exports to all European
countries amounted to 1.3 billion dollars and U. S. imports
from Europe to 600 million. On service transactions, in-
cluding income on investments and remittances, we paid
Europe approximately 300 million net. European countries
financed the deficit with the United States of about 400
million dollars by an equal amount of dollars received from
the "other" countries. Thus, before the war there was a net
flow of dollars from the United States to non-European
countries, from these countries to Europe, and from Europe
back to us.

Since the war, however, the whole world—with few ex-
ceptions—has been running a heavy balance-of-pa3onents
deficit with the United States, while Western Europe has
had a deficit not only with the United States but with the
world as a whole. The prewar system of multilateral trade
has not yet reappeared and Europe has not been able to
recover its positive balance of payments with the "other"
countries.

Several circumstances may account for the reduced ability
of European countries to obtain dollars from the "other"
countries:

(1) The inability of Asia (which includes many European
dependencies and dominions) to earn dollars by reestablish-
ing its prewar export surplus with the United States
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(2) Even if Asia and the other non-European countries as
a group had continued as before the war to have a dollar
surplus from their transactions with the United States,
European countries would not ha\ e been able to secure these
dollars because of (a) their reduced export capacity, and (b)
their reduced net receipts on investment income and service
accounts.

Exports to ERP Countries Not Likely to Rise over 1947

The situation in the international flow of dollars in the
first ERP year should not be basically different from 1947.

Table 6.—United States Transactions With European Recovery
Program Countries in 1947 and Projections for the Year Ending
March 31, 1949

[Billions of dollars]

Means of Financing provided by the United States and Inter-
national Institutions:

U. S. Government aid:
1. ERP . _ ._ _ .
2. Other
3. U. S. private capital, net, excluding amortization _
4. Total means of financing provided by the United States

(1+2+3) _ . _
5. Dollars provided by the International Bank and Monetary

Fund _ _ _ .
6. Total dollars provided by the United States and interna-

tional institutions (4+5)
7. Dollars required to meet deficit 3 with the United States
8. Dollars available from United States and international sources to

meet deficit in other countries (6— 7)
9. Utilization of ERP countries' own gold 6 and dollar assets

1947

M.7
.1

4.8

.7

5.5
5.2

.3
1.9

Year
ending

March 31,
1949

14.5
1.2
.1

5.8

.1

5.9
*4.2

51.7

1 Amount authorized of 5.3 billions less administrative costs and obligations for future
delivery.

2 Net grants and loans excluding the Greek-Turkish program and unilateral receipts from
occupied countries.

3 Deficit on current account including transactions in goods and services, remittances, and
amortization on long-term loans, but excluding shipments under the Greek-Turkish Program.
Because of these adjustments which were necessary to make the 1947 data comparable with
the projected deficit on current account, these figures are different from the export surplus in
goods and services only as shown in tables 3 and 4.

4 Data in the published projections were adjusted to insure comparability with 1947 balance-
of payments estimates. The projected export surplus applies only to the transactions of the
United States with the ERP countries excluding their dependencies. Oil sales from Western
Hemisphere sources outside the United States were excluded from United States exports.
Both merchandise exports and import projectfons were adjusted to current prices.

5 Including 0.2 billion representing the deficit of Western Germany with nonparticipating
countries outside the Western Hemisphere.

e Does not include gold sales outside the United States (see table 3).
Sources: Estimates for 1947, U. S. Department of Commerce, Office of Business Economics.

Projections based on data from "European Recovery Program," released by the Economic
Cooperation Administration, April 8,1948.

As shown in table 6, Government aid under the ERP author-
izations and other grants and loans—including civilian sup-
plies for Western Germany and the unexpended funds of the
interim-aid program—would be about 1 billion higher than
in 1947. The expected decline of dollars made available by
the International Monetary Fund and the International Bank
will, however, offset a large portion of this increase.

The deficit of the ERP countries with the United States
is assumed to decline, largely because of the disappearance
of surplus and military sales—including surplus ships—
which in 1947 amounted to nearly 500 million dollars, and
because of an expected increase in U. S. imports of about
300 million. The ERP deficit with the United States on
service transactions and private remittances is also ex-
pected to be about 200 million dollars smaller. Exports
from the United States are expected to be approximately
equal to those in 1947.

Dollar Stringency in Other Countries to Continue

Under these assumptions ERP countries will have 1.7
billions to pay for supplies obtained outside the United
States, principally in the Western Hemisphere. While
this amount is larger than the dollars available in 1947 from
grants and loans by the United States and international
institutions for payments in other countries, it cannot be
expected that the ERP countries can continue to supplement
these funds from their own reserves to any sizable degree as
they did last year (see table 6, line 9).

Other foreign countries, therefore, may not be able to
receive more dollars from the ERP countries than in 1947.
Because of the considerable decline of their gold and dollar
reserves during the past year, the "other" countries also
will have to meet an increasing share of their dollar expen-
ditures from current dollar receipts. This will presumably
involve a reduction of U. S. exports to those areas, even
though certain grants and loans may increase. In fact, it
has been proposed to increase the lending power of the Ex-
port-Import Bank by 500 million dollars and the Interna-
tional Bank has under consideration several loans to Latin
America. Only a relatively small part of these financial
resources could be counted on to become available and to
be used within the year ending March 31, 1949.

Business Sales Anticipations for the Year 1948

MANUFACTURERS anticipated ar? increase of 5 percent
in their 1948 sales as compared with 1947, according to
reports made during the first quarter of this year by more
than one thousand companies representing all areas of man-
ufacturing industry.2 For the most part, the manufac-
turers' sales estimates for 1948 were made early in the first
quarter. The estimates thus give an indication of business
attitudes toward prospective sales as projected from the
conditions prevailing at the beginning of the year. Pre-
sumably any revisions of these figures currently would be
in an upward direction in view of the reaction of business
expectations to the enlargement in Government expenditure
programs that came concurrently with tax reduction.

Assuming that the anticipations of a 5-percent rise in
dollar volume for 1948 were based upon the prices at the
turn of the year, there would be no increase from 1947 to
1948 in physical volume implied by these figures and possibly
a slight drop. Manufacturers' sales expectations for 1948,

2 Data on sales anticipations and plant and equipment expenditure programs for 1948 were
collected jointly by the Office of Business Economics and the Securities and Exchange Com-
mission. Plant and equipment estimates were presented in the April SURVEY. The sample
reporting sales was about one-half the companies reporting capital outlays.

however, may have been influenced by limits of productive
capacity and the prospect for continued restriction of
supplies of raw materials as w^ell as by reservations concerning
the future strength of consumer demand. Moreover,
developments since early this year, when manufacturers'
reports of 1948 sales anticipations were made, indicate a
strengthening of the demand picture.3

Durable goods manufacturing industries anticipated an
increase in sales of 7 percent in 1948, while a smaller gain
of 4 percent was the outlook presented by nondurable goods
industries at the opening of this year. The dollar volume
of sales of durable goods manufacturers last year was up
37 percent from 1946, with sales in the nondurable sector
increasing 24 percent. Price rises were an important factor
in last year's record sales volume, but the increases also
reflected the reconversion of manufacturing industry to new
high levels of peacetime production.

Anticipated changes in 1948 sales did not show wide

3 It may be noted that manufacturers' sales in the first quarter of 1948 were about 9 percent
above the average for 1947, according to estimates presented in the Industry Survey of the
Office of Business Economics. Manufacturers' sales were particularly strong in March,
after a moderate dip in the first 2 months of the year.
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variation among individual industries from the average for
all manufacturing. Within the durable group, the trans-
portation equipment industry (including automobiles) ex-
pected the largest gain in 1948 sales, whereas furniture
manufacturers at the other extreme expected a minor decline
in sales. Among nondurables, the chemical and petroleum
manufacturing group looked forward to the largest sales
gain in ^1948, while food manufacturers anticipated the
smallest increase.

As shown by the accompanying table, there is a relation-
ship between the size of company and the magnitude of sales
increase anticipated for 1948. In both durable and non-
durable lines the largest companies expected the greatest
sales gains in 1948 over 1947. The medium and small
companies anticipated smaller increases. This relationship
between size of company and anticipated sales increase
characterized most of the individual industries comprising
the durable and nondurable groups.
Table 7.—Manufacturers' 1948 Anticipated Sales as Percent of 1947

Actual Sales, by Major Industry and Asset Size Group

Industry

Durable goods
Nondurable goods . _ _ _ _.

Size group (total assets in millions
of dollars)

Under 1

101
100

1 to 4.9

102
101

5 and over

108
105

The negligible sales increase in 1948 anticipated by the
smaller companies is perhaps in some measure a reflection
of differences in estimating techniques. Larger companies
tend to make use of methods giving fairly careful and more
consistent budget estimates. Estimates of smaller com-
panies were probably based in many cases on the general
assumption that sales dollar volume during 1948 would not
be significantly changed from 1947. In this connection it
may be noted that, while the data on anticipated plant and
equipment expenditures available for large manufacturing
companies indicate a continuation during 1948 of outlays
for new capital at about the same level as last year, the
medium- and smaller-sized units anticipate a moderate in-
crease in their aggregate capital outlays during 1948.

For the nonmanufacturing sectors of American business,
data on the 1948 sales outlook as viewed by business at the
opening of the year are less satisfactory than for manu-
facturing. In the general area comprising the public-
service enterprises, including the railroads, electric and gas
utilities, and the communication industry, anticipated in-
creases in 1948 sales, or revenues, appear to average between
12 and 15 percent, or considerably more than the 5-percent
increase estimated for manufacturing. In appraising the
larger gains estimated for the public service enterprises,
it is significant that they have requested increases in rates
to consumers and are also expanding facilities as rapidly as
possible in response to extraordinary demands for service

Revised Indexes of Manufacturers9 Sales and Inventories, 1939-47

A. CHANGE in the coverage of the manufacturing sector
of business, in order to conform with that used in the esti-
mates of National Income and Product, has led to a revision
of the indexes of manufacturers7 sales and inventories which
appear each month on page S-3 of the SURVEY. New series
showing sales of all manufacturers and sales and inventory
book values for the durable and nondurable goods industries
are being added. Greater industry detail is given, and
improvements both in the sample used for the estimates and
in the methods of estimation are being incorporated.

Tables 8 and 9 show the new estimates and indexes
annually, 1939-47, and monthly, 1946-47. Current figures
are shown on page S-3. Monthly data from 1939-45 will
appear in a subsequent issue of the SURVEY.

The monthly indexes of sales are adjusted, as before, for
the number of working days each month. It is planned to
compute a seasonal adjustment for both sales and inventories,
and a revised new orders index will also be computed at a
later date.

Basis of Revision

The revised indexes use weights based on the 1939 data of
the Bureau of Internal Revenue as published in Statistics of
Income, with an adjustment for unincorporated manufactur-
ing concerns. The old weights were derived from the enu-
meration of manufacturing establishments by the Bureau of
the Census, published in the Census of Manufactures, 1939.
This change has the effect of raising the dollar values of both
sales and inventories.

The increase in the level of sales which derives from a
change to the Statistics of Income base is due primarily to
the fact that sales and receipts involved in any activity of
a manufacturing corporation are reported. In the Census of
Manufactures tabulation, however, only establishments
actually engaged in manufacturing were included. Trans-
fers between plants of the same company are counted as
sales in the estimates based on the census data, whereas

Table 8.—Manufacturers' Sales and Inventories, 1939-47

[Millions of dollars]

Year and month

1938
1939
1940
1941
1942
1943 -
1944
1945
1946 - ---
1947
1946:

January _
February
March _ _ _ _ _ _ _
April
May .
June
July
August
September
October
November _ _ _ _ _ .
December

1947:
January
February
March _ _ _ _ _
April
May
June _
July
August _ - _
September _.
October
November _ _ _
December

Sales

Total
manu-
factur-

ing

61, 340
70, 313
98, 069

124,150
151,233
160, 826
148, 456
144, 246
185, 652

9,790
9,096

10, 712
11,298
11,313
11, 132
11, 565
12, 914
13, 055
14, 256
14, 481
14,634

14, 454
14, 177
15,548
15, 152
14, 813
14, 817
14,099
14, 996
16, 308
17, 779
16, 271
17, 238

Total
durable
goods

22,454
28, 736
44,307
59, 113
77, 720
81, 866
69, 147
54, 220
74, 370

3,434
2,872
3,866
4,302
4,304
4,318
4,587
5,022
4,884
5,607
5, 438
5,586

5,714
5,643
6,217
6,341
6,158
6,131
5,546
5,859
6,395
7,027
6,350
6,989

Total
non-

durable
goods

38, 886
41, 577
53, 762
65, 037
73, 513
78, 960
79, 309
90,026

111, 382

6,356
6,224
6,846
6,996
7,009
6,814
6,987
7,892
8,171
8,649
9,043
9,048

8,740
8,534
9,331
8,811
8,655
8,686
8,553
9,137
9,913

10, 752
9,921

10, 249

Book value of inventories 1

Total
manu-
factur-

ing

10, 803
11,516
12, 873
17, 024
19, 221
19, 897
19, 122
17, 924
23,432
28, 016

18, 168
18, 460
18, 773
18, 918
19, 177
19, 468
20, 446
20,994
21,500
22, 480
23, 013
23, 432

24, 211
24, 826
25, 392
25, 847
26, 435
26, 475
26,842
27, 048
27, 053
27, 395
27, 625
28, 016

Total
durable
goods

4,864
5, 172
6,127
8,352

10, 073
10, 729
9,907
8,337

11,130
13, 331

8,386
8,476
8,782
8,959
9,185
9,456
9,774

10,007
10, 334
10, 582
10, 850
11, 130

11, 408
11, 814
12, 191
12,443
12, 724
12, 829
13,011
13, 128
13, 129
13, 220
13, 224
13, 331

Total
non-

durable
goods

5, 939
6, 344
6, 746
8, (572
9, 148
9,:i68
9, 215
9, .587

12, 302
14,085

9,782
9,984
9,991
9,959
9,992

10, 012
10, 672
10, 987
11,166
11, 898
12,163
12, 302

12,803
13, 012
13, 201
13,404
13,711
13,646
13, 831
13, 920
13, 924
14,175
14, 401
14,685

1 Data as of end of period.

Source: U. S. Department of Commerce, Office of Business Economics.

they are excluded in the revised estimates, and this partly
offsets the increase which results from the wider coverage
on the new basis.

Inventory valuations are also higher after the revision,
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Table 9.—Indexes of Manufacturers' Sales and Inventories, 1939-47
Average month 1939=100

Year and month

Monthly average:
1939 .
1940 - - _ - - -
1941
1942 _ _-
1943
1944 -
1945
1946 -
1947

1946* January
February _ _ _
March
April
May
June _
July
August
September
October
November _ _ . __ -
December

1947: January _ _ - -
February
March
April
May -_ --
June
July ..
August
September
October
November
December

End of year:
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947

End of month:
1946' January

February ._
March
April
May
June
July
August ._.
September -
October
November .__ . _.
December _ _

1947: January - -
February
March
April - _ --.
May
June
July
August
September
October
November -_ _ - -
December

T
ot

al
 m

an
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tu

ri
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3
£
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0.

•d
03 "o
-fl

1
1

T3

3
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ft
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Nondurable goods

3
O
H

T31
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1
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1>
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l>
3~
-O ®

ft6S
.-g
33
0> ®

£
0
3
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T3
•2
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11
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T3
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^
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1

I
1
X5

«
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Jio>
"3

1

3

1

1

1

_o
3
03

ID
3
O
fl

I
O

SALES

100
115
160
202
247
262
242
235
303
185
185
202
212
212
218
217
234
266
258
283
286
272
289
292
285
279
290
265
282
319
322
331
324

100
128
197
263
346
365
308
241
331
177
160
199
221
221
231
236
248
272
278
291
299
293
315
319
326
316
338
285
301
342
348
353
360

100
126
196
239
274
289
271
242
312
193
126
226
252
236
249
258
243
255
260
270
261
282
286
299
305
298
306
267
296
321
330
335
331

100
123
178
194
262
271
250
276
393
202
202
214
217
228
246
237
293
311
333
372
380
372
395
414
399
369
376
310
327
392
386
442
423

100
133
203
240
300
369
328
252
393
153
173
181
202
214
254
236
261
302
302
319
368
329
369
375
362
359
394
331
349
410
421
444
470

100
132
207
288
339
349
311
250
328
202
195
204
221
231
238
235
245
269
279
292
318
289
327
324
336
330
339
278
295
324
329
325
347

100
131
183
221
379
420
319
229
372
122
113
144
191
196
193
239
260
297
298
317
319
304
346
350
362
338
364
345
326
399
410
401
424

100
182
452

1,172
1,832
1,810
1,266
351
467
300
290
302
322
354
331
313
331
397
380
378
432
422
427
436
454
467
508
390
406
483
489
486
514

100
113
146
154
158
166
167
194
253
16)1
163
168
175
170
176
169
201
214
231
235
226
246
256
242
245
234
203
212
247
281
274
267
270

100
113
153
154
157
152
155
205
236
145
156
178
199
191
195
195
216
232
226
244
235
204
205
216
237
228
244
223
226
249
255
250
236

100
118
181
213
262
272
222
219
276
160
181
202
207
204
216
206
223
238
245
241
245
262
271
263
278
281
274
230
262
274
279
293
277

100
107
138
167
189
203
204
232
286
188
200
203
208
208
210
208
226
263
247
279
279
260
274
277
262
257
268
254
271
306
307
319
304

100
105
134
178
191
202
197
228
281
188
197
183
187
177
177
210
237
282
238
304
300
277
290
289
241
238
259
259
264
301
290
303
285

100
108
133
158
193
224
260
284
327
270
277
250
234
232
258
277
255
331
309
316
319
306
300
281
275
258
292
281
296
356
397
416
373

100
109
156
199
213
204
204
257
295
197
213
231
236
251
263
210
234
278
301
300
305
279
293
290
277
255
279
235
275
312
319
319
327

100
104
143
173
173
178
181
209
271
158
204
189
196
203
183
158
213
241
181
248
277
267
255
266
251
257
222
245
277
288
306
251
286

100
116
159
164
186
198
203
243
317
149
166
177
228
234
232
214
232
249
252
276
279
292
310
303
317
312
315
288
295
312
331
328
312

100
107
116
120
140
157
173
213
259
219
230
177
207
190
200
187
196
253
249
275
261
198
222
234
232
224
242
218
251
289
291
344
300

100
112
151
168
200
228
229
248
319
163
168
235
238
237
227
220
231
247
250
279
288
301
318
317
322
305
304
280
287
329
336
328
312

100
108
157
175
270
310
313
305
329
211
214
223
291
297
302
278
292
321
344
324
363
301
326
332
320
309
322
298
312
346
348
354
307

100
105
126
141
161
186
189
189
260
255
252
160
167
176
182
187
188
201
193
209
223
211
219
223
233
242
254
258
257
269
267
302
318

100
107
119
136
159
162
169
206
222
170
173
175
197
212
193
214
202
229
229
206
216
192
199
197
200
222
237
223
213
239
223
226
232

100
105
143
178
208
218
200
232
289
158
181
235
222
225
234
182
221
273
257
291
252
221
260
283
269
269
257
221
284
336
341
352
305

INVENTORIES

101
107
120
158
179
185
178
167
218
261

169
172
175
176
179
181
190
195
200
209
214
218
225
231
236
241
246
246
250
252
252
255
257
261

101
107
127
173
209
223
205
173
231
277

174
176
182
186
191
196
203
208
214
219
225
231
237
245
253
258
264
266
270
272
272
274
274
277

103
107
120
135
152
149
141
145
172
204

144
146
150
150
152
156
162
163
167
170
170
172
170
178
181
185
189
192
197
199
200
201
203
204

95
98
106
124
129
158
146
160
229
251

162
165
171
177
185
189
199
206
212
217
222
229
245
249
254
254
255
253
258
262
259
259
249
251

103
110
136
220
273
292
280
223
313
370

224
231
240
251
261
267
273
279
286
294
306
313
322
333
347
359
372
374
376
375
374
375
373
370

101
108
128
182
222
209
207
189
241
285

193
193
200
204
207
211
215
221
229
235
240
241
248
252
258
264
268
271
275
276
277
280
282
285

104
122
145
215
279
331
326
256
366
447

258
265
277
294
298
308
322
333
343
354
354
366
378
395
411
415
431
443
444
452
451
449
449
447

81
135
269
550
885

1,122
894
382
523
623

378
375
402
397
411
428
440
457
474
496
514
523
542
573
596
607
629
630
630
644
634
637
621
623

99
103
114
135
125
112
72
113
179
228

118
120
125
128
135
140
149
152
158
161
166
179
179
184
192
201
204
203
205
203
201
209
207
228

100
104
113
124
121
120
114
110
135
170

110
110
109
104
103
103
106
106
118
115
127
135
143
152
157
156
160
161
161
161
157
162
168
170

107
92
96
127
131
128
128
107
1*
222

107
104
106
110
119
128
132
135
140
140
156
171
177
182
192
198
198
195
204
206
210
213
219
222

100
107
114
146
154
155
156
162
208
248

165
169
169
168
169
169
180
186
189
201
205
208
216
220
223
226
232
230
234
235
235
239
243
248

106
113
115
155
162
174
166
164
212
250

158
152
145
135
129
130
162
165
168
206
218
212
220
211
207
192
200
194
208
213
220
238
244
250

99
102
112
135
147
160
173
193
283
335

199
203
199
199
199
200
232
256
260
275
275
283
293
295
302
304

* 332
334
316
327
338
345
336
335

99
109
118
146
157
141
142
152
199
224

160
168
175
183
187
182
190
194
196
199
200
199
205
212
219
225
225
221
223
223
220
218
226
224

100
108
109
139
137
120
121
132
168
223

135
141
141
143
144
139
150
143
137
144
157
168
164
187
192
196
201
208
213
207
198
195
209
223

101
109
122
147
153
138
135
154
194
268

155
160
163
162
161
167
175
185
191
195
194
194
197
203
209
213
219
229
241
253
260
262
265
268

102
109
114
141
145
151
154
165
267
361

1/3
184
198
204
227
229
230
254
253
255
253
267
276
292
305
335
358
366
373
370
368
367
355
361

99
107
115
161
166
181
182
183
226
271

185
188
191
192
192
194
198
198
202
206
212
226
240
247
252
263
269
265
262
261
256
253
259
271

100
108
127
147
174
175
172
166
209
257

171
177
183
190
188
185
187
191
197
204
207
209
229
241
253
270
279
277
268
258
246
247
242
257

100
103
109
129
126
118
127
128
150
178

129
130
132
130
132
134
136
141
145
148
149
150
150
149
154
157
160
162
164
169
171
174
176
178

100
104
108
124
144
154
167
208
229
233

218
220
217
210
208
204
203
210
214
224
230
229
237
237
233
227
219
216
211
212
216
225
229
233

92
105
113
172
187
177
167
149
223
293

165
177
175
177
184
187
199
205
205
219
221
224
249
262
264
289
289
293
301
297
288
288
290
293

Source: U. S. Department of Commerce, Office of Business Economics.

since the census listed only those inventories physically
located in the manufacturing establishments covered, and
consequently made no allowance for such items as goods
in transit or in warehouses, inventories of manufacturers'
sales branches, and the like.

Since the end product of one manufacturer may be sold
to another producer, to be used as the material for further
fabrication, the aggregate value of sales is duplicative, and
accordingly is much greater than the value added in manu-
facturing. The exclusion of intracompany transfers from

786405°—48 2

the new sales estimates has eliminated only a relatively
small part of such duplication. However, the estimates of
the book values of inventories are not influenced by double
counting.

The change to a new base carries with it some practical
advantages. On a Statistics of Income basis, corporate sales
and inventories are subject to annual verification, and conse-
quently small errors cannot produce a cumulative effect
over time of serious magnitude; on the old basis, no depend-

(Continued on p. 23)
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Chart 6.—Long-term Debt and Interest Payments,
Class I Railways 1
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1 Excluding switching and terminal companies. Long-term debt is the amount outstanding
at end of year; interest payments are the total amount for year. Data for interest payments
for 1947 are preliminary.

2 Unpaid interest accruals for certain years prior to 1942, which were charged to interest
account in 1942 by the Seaboard Air Line Ry. Co., were distributed over the years 1940,
1941, and 1942 when the liability actually accrued.

3 Represents receivers' and trustees' certificates and amounts payable to affiliated com-
panies.

4 Data for 1940,1941, and 1942 represent total funded debt of two years maturity and over;
data for subsequent years represent total funded debt of one year maturity and over.

5 Data are not yet available.
Sources of data: Interstate Commerce Commission, except for the adjustment (see foot-

note 2 above), which was made by the U. S. Department of Commerce, Office of Business
Economics.

financial operations followed by other industries. In con-
trast with other industries, however, a substantial portion of
the net debt reduction and interest savings by the railroads
during the past 7 years was realized through reorganizations.
On the average, a road which has come out of receivership has
had its fixed interest costs reduced by about three-fourths,
partly because a substantial part of the long-term debt of
the reorganized road generally has taken the form of income
bonds, interest on which is made contingent upon earnings.
The average reduction in total interest costs of roads which
have come out of receivership has been about 50 percent.

With most of the reorganizations completed and with
interest rates edging upward, reductions in debt and interest
costs will decline in amount in the period ahead. The total
funded debt of all line-haul steam railroads still in receiver-
ship or trusteeship as of April 1, 1948, is estimated at slightly
over 1 billion dollars, as compared with 4 billion dollars on
December 31, 1939. Fi^e major class I railways with funded
debt of approximately 900 million dollars have come out of
receivership since January 1, 1947.

The reduction in fixed interest costs and the shift to income
bonds have financial implications for the railroads which are
out of proportion to the actual dollar savings which have been
realized. The roads are given much-needed flexibility in the
management of their financial affairs. Such flexibility is at a
premium in an industry such as the railroads because past
experience has demonstrated that the industr37?s earnings
are so highly sensitive to changes in general business condi-
tions.

Summary
Railway earnings have passed through successive phases

since the end of the war. In late 1945 the dominating factor
depressing monthly earnings was the concentration of deduc-
tions for amortization of emergency facilities—such deduc-
tions had significance for the immediate accounting problems
of the roads, and for the computation of tax credits, but
were not a reflection of the current earnings position.

Net deficits again were reported for a few months during
the first half of 1946. In this period, which was the recon-
version low for general business activity, earnings were held
down by the low production in the durable goods sector and
by the granting of wage rate increases. These wage in-
creases advanced the operating ratio, since there was a lag
before upward adjustments were made in freight rates.

Net income held above the 40-millionTdollars-a-month
level during most of the second half of 1946 and rose to al-
most 90 million dollars in the final month when many carriers
took their full year's tax credits. A second freight-rate in-
crease went into effect at the beginning of 1947, but net
income remained somewhat under the level during the last
half of 1946, chiefly because of the steady increases in costs
of fuel and materials. Wage rates again were advanced
later in the year, and a succession of freight-rate increases
soon followed.

The analysis in this article has indicated that the major
adjustment in railway traffic in the postwar period has been
in passenger travel, but that total freight volume, measured
in ton-miles, has remained somewhat under the peak war-
time freight load. Special postwar influences, such as the
heavy volume of goods being shipped abroad, continue to be
reflected in the pattern of rail freight movement.

Railway earnings have lagged behind earnings in other
industries in the postwar period. Differences in results
among the carriers by regions have been marked, with the
Eastern roads reporting very low earnings despite the high
traffic volume. As a result of the recent rate increases, a
general improvement in the earnings position of the railroads
relative to the position of other industries seems to be
indicated.

Revised Indexes of Manufacturers' Sales and
Inventories, 1939-47

(Continued from p. 9)

able checks on the levels of the dollar estimates are available
from 1939 to the present. Also, the firms which make up
the sample used to estimate the aggregate figures generally
submit company data, and consequently the reports are
better suited for estimation under the revised concept.
Effect of Revision

The new and the old series for both sales and inventories
show substantially the same movements, as may be seen by
reference to chart 3. The major difference in movement
arises from the fact that the old indexes did not adequately
allow in 1946 for the activity of small and of new firms.
The current levels of the indexes of sales of tbe durable and
nondurable goods industries are almost identical after
revision with those on the old basis. The indexes of inventory
book values are raised, particularly for the nondurable goods
industries.

The increase in the inventory-sales ratio for the non-
durable group that results from the revision has the effect
of bringing these inventories somewhat closer to the value
that would be expected on the basis of their prewar relation-
ship to sales. Book values of the durable goods inventories
are moderately higher than their calculated level; the growtbJ
of the transportation equipment industry, with its high
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inventory-sales ratio, helps to account for this. When the
durable and nondurable goods groups are combined to give
total inventories, these are almost exactly in line at the
present time with the value calculated on the basis of their
historical relationship (chart 4). This is essentially the same
picture as that obtained by the use of the old series.

Method of Estimation

The technique of estimation has been changed in several
respects. A summary account of the procedure is given here
for those who may be interested in the technical aspects of
the methods used.

The year-to-year changes in sales and inventories are
estimated first, using a sample comprising about 45 percent
of total sales. These annual estimates are subject to adjust-
ment as the corporate data of the Bureau of Internal Eevenue
become available for each corresponding year. The latest
year for which this adjustment has been made is 1945. In
constructing the revised estimates of monthly figures for the
back data, monthly movements are interpolated between the
annual levels thus obtained; current monthly figures are
projected forward from the latest estimated yearly level,
which ordinarily will be one year subsequent to the available
Statistics oj Income data. Thus, current data will be revised
once a year. The monthly changes are estimated from a
sample smaller than that used for the annual aggregates;
this sample accounts for about 30 percent of all sales.

In estimating each industry group aggregate, companies
are classified into large, medium, and small, according to
their total assets in 1941. The asset size groups included in
each category vary by industry group. The relative change
in each size subgroup, as derived from the corresponding
sample, is applied to the total for the preceding month to
give the total for the current month. The estimates, there-

Chart 3.—Manufacturers' Sales and Inventories

Chart 4.—Relationship Between Manufacturers' Inven-
tories and Sales
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fore, are ratio estimates. As soon as the annual change is
estimated on the basis of the larger sample, the projected
monthly changes are revised accordingly.

Comparison with Other Series

In attempting to compare the new series with other data
on manufacturing activity, differences in coverage should
be kept in mind. The distinction between Census data
and the revised figures has already been pointed out. Dif-
ferences from the figures of the Bureau of Internal Revenue
are attributable to the adjustment of the sales data for rene-
gotiation of war contracts, and to the inclusion of unincor-
porated concerns. A further difference arises in the indus-
trial classification; in the new series, companies are maintained
during the war years in their peacetime industry groups,
whereas in Statistics of Income they were classified according
to their current activities.

The revised monthly figures exceed the sales and inventory
book values shown in the quarterly estimates of selected
income account and balance sheet items published jointly
by the Federal Trade Commission and the Securities and
Exchange Commission. In the case of inventories, the
difference is explained almost entirely by the inclusion of
unincorporated enterprises. The present estimates of sales
are higher for two reasons.

Roughly 40 percent of the difference reflects the activity
of the noncorporate sector and practically all of the remain-
der is due to the fact that the Federal Trade Commission-
Securities and Exchange Commission estimates are on a
completely consolidated basis and hence do not count sales
by a corporation to other companies in the same consoli-
dated structure. Moreover, the distribution by industry
group is also changed by consolidation, since subsidiary
corporations are classified in the Federal Trade Commission-
Securities and Exchange Commission estimates in the indus-
try group of the parent company.
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SITUATION
By the Office of Business Economics

E<ECONOMIC developments in May and early June re-
established for the time being the greater strength of the
factors of demand relative to those governing supply. Wage
settlements in a number of major industries provided the
basis for an extension of the uptrend in wage rates and,
with employment rising and hours of work steady, for a
further rise in personal incomes.

Consumer purchasing and construction increased and ex-
ports are tending to rise as the European Recovery Program
gets under way, so that the large increase in business in-
ventories which featured the first quarter—when both for-
eign and domestic demand eased—has not continued in the
current quarter.

In response to these and other developments, commodity
markets registered further general advances in prices. In-
dustrial output also rose as work stoppages growing out of
labor-management disputes were settled. Thus, the period
of temporary hesitation in business activity that began
during the first quarter ended with a general increase in
demand which has been reflected in a renewal of the price
advance, and in a firming of production schedules for the
period ahead. The importance of the foreign-aid and
defense programs and the individual-income-tax cut in this
change in expectations and market actions has been con-
sidered in previous issues of the SURVEY.

Trading was heavy in securities markets in May and
common stock prices rose to 20-month highs by mid-month.
There also has been some price appreciation in bonds, chiefly
in response to the recent action by the Treasury to hold at
1% percent the rate on one-year certificates of indebtedness,
after a rise from the rate of % percent which prevailed until
the fall of 1947. In the field of bank lending, real estate and
consumer loans have continued to expand and there was a
small increase in commercial and industrial loans in May,
following the decline—partly seasonal—in earlier months of
the year.

Plant and Equipment Programs Remain Firm

A survey made in the opening weeks of 1948 and summa-
rized in the April issue of the SURVEY indicated that business
planned at that time to spend between 18 and 19 billion
dollars for new plant and equipment during the course of the
year, or over 15 percent more than in 1947. This was be-
lieved to be a near-maximum amount for such outlays under
the prevailing circumstances and, in terms of physical
volume, a rate of expenditure about equal to that reached in
the second half of 1947. Preliminary results of a more recent
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survey, covering actual expenditures for new plant and equip-
ment in the first quarter of 1948 and similar outlays antici-
pated for the second and third quarters, do not reveal sub-
stantial modifications of the programs reported earlier in
the year for the major sectors of business.

The latest survey indicates that the actual outlays made
during the first quarter of 1948 were somewhat below the
anticipated amounts, attributable in part to the unusually
severe weather conditions which slowed construction and
equipment deliveries. For the second and third quarters,
however, the preliminary indications of outlays now antici-
pated for new plant and equipment do not appear to reflect
significant changes in the annual expenditure programs re-
ported earlier.

In the interval since the business programs of capital
outlays for 1948 were first reported, the economic outlook
has been influenced by several major developments, including
on the one hand, the drop in commodity prices in February
and, on the other, the enlarged defense spending, the Euro-
pean Eecovery Program, and tax reduction. These different
developments have apparently balanced out with little
net effect on the earlier plans for capital expansion. The
details of the latest survey will be available in next month's
issue.

Prices Up

In wholesale commodity markets the upward price pres-
sures have been uneven, but the basic trend has been towards
higher quotations. Prices of livestock, meats, and vegetable
oils, among the farm products and foods, have advanced.
Quotations have been raised for various industrial materials
(such as wool tops, coal, and selected building materials)
often as a result of the latest increases in railway freight
rates, and for a wide variety of finished manufactures. The
granting of wage rate advances under the major union con-
tract extensions this spring has affected costs and has been a
factor in the demand situation as well.

By the beginning of June the weekly wholesale price index
of commodities other than farm products and foods was
about 50 percent above the 1926 average and 2 points higher
than in January 1948. The combined wholesale price index
was within 1 percent of its January high, with prices of hides
and leather, paints, and of certain chemicals as the only
commodity price areas outside the immediate farm and food
products areas which were not above their earlier levels.
Prices of farm products were about 4 percent lower than in
mid-January and prices of foods about 2 percent lower.

The Consumers7 Price Index advanced above the January
high to 169 (1935-1939=100) in April, with retail food
prices, which carry an important weight in the index, about
1 percent lower than in January. Eecent advances have
been broadly distributed among the various price groups.

In comparison with April 1947, the Consumers7 Price
Index has advanced about 8 percent or less than half as much
as the rapid rise experienced between April 1946 and April
1947, following the ending of price controls. The 1947-48
advance was moderately higher for food prices than for the
over-all index, although the contribution of higher food
prices to the total rise in the index was not so large in 1947-48
as it was in 1946-47. This comparison is shown in table 1.
The largest relative shift in the composition of the price
advance during the 2 years covered by the statistics in the
table has occurred in rents, where the advance during the
war and immediate postwar period was more strictly limited
than in the case of most commodities. Higher residential
rents account for one-tenth of the total rise in the latest
12-month period, even though rents still lagged behind the
general advance of consumer prices.

Table 1.—Distribution of Increase in the Consumers' Price Index

Group

Combined index
Food
Apparel.
Rent
Fuel, electricity, and ice_
Housefurnishings
Miscellaneous

April 1946 to April 1947

Percent
change

19.1
32.7
19.7

.6
7.2

20.1
9.9

Contri-
bution
to total
change

19.1
13.1
2.7
.1
.4
.6

2.1

Percent
distribu-
tion of
total

change

100.0
68.8
14.0

.5
2.2
3.4

10.8

April 1947 to April 1948

Percent
change

8.4
10.6
6.2
6.7

10.4
6.7
6.2

Contri-
bution
to total
change

8.4
4.5
.8

1.9
.5
.3

1.3

Percent
distribu-
tion of
total

change

100.0
53.8
9.6

10.4
6.2
4.0

15.7

NOTE.—Detail may not add to total because of rounding.
Source: Calculated from data of U. S, Department of Labor, Bureau of Labor Statistics.

Broad Advance in Retail Trade

The small declines in various lines of business which were
evident in retail trade in the opening 2 months of the year
gave way to a general pick-up in March which gained momen-
tum in April and May. The Office of Business Economics
index of sales at retail stores, which is adjusted for seasonal
changes, was 336 in April as compared with 328 in March and
about 323 in the preceding 2 months (1935-39 = 100). The
only sales information as yet available for May is the Federal
Reserve department store index which advanced 2 percent
from April, after seasonal correction, and exceeded last
December's high by the same margin.

The recent pick-up in sales was most marked at durable-
goods stores, particularly in the home-furnishings, building-
materials, and hardware groups. The advances in the
nondurable-goods groups were more moderate, but drug
stores were the only one which failed to record a higher sales
total.

Mixed Pattern as Compared With Sales a Year Ago

As shown in the chart on the opening page, dollar sales
this year are running well ahead of last year's amounts. In
April the margin over a year ago was 13 percent^ for all retail
stores combined. The use of a ratio scale in the chart places
the changes in perspective from the standpoint of the rela-
tive importance of the various groups of stores which are
shown.

The year-to-year rates of advance have, of course, been
narrowed over the past year, but the differential behavior
by lines of business has been only slightly modified since the
spring of 1947. The bulk of the advance over sales a year
ago continues to be found in the automotive and building-
materials groups and at food stores and gasoline filling sta-
tions. These 4 groups accounted for about one-half of total
retail sales volume in the first 4 months of this year and for
about three-fourths of the increase over sales in the same
period of 1947.

At the other extreme are the apparel group (including
shoe stores), jewelry stores, and eating and drinking places,
where sales have been running little if any higher than in
either 1947 or 1946. Women's apparel, while slightly higher
than last year, is still not above 1946; men's wear fell below
last year in March and April. Further evidence of the mixed
pattern of consumer purchases is provided by the Federal
excise tax data discussed below.

Higher Prices a Factor

The price indexes illustrated in chart 2 have a bearing
upon the year-to-year sales comparisons. These indexes
represent the prices of goods sold at retail stores. The "all
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commodities'7 index differs from the Bureau of Labor Sta-
tistics Consumers' Price Index because of the exclusion of
rent and other services and the inclusion of building ma-
terials, feed, fertilizer, and a few other commodities not con-
sidered as cost-of4iving items. The separate price groups
which are illustrated, however, are virtually identical with
the corresponding series in the BLS index.

A similarity between the behavior of prices and retail
sales exists in the case of food and homefurnishings, but not
in the case of apparel where sales trends have lagged behind
the advance in prices since 1946. Limitations on both the
sales and price measures prevent any exact statements about
the physical volume of trade at the different classes of stores,
but corroborative evidence of the slackening in unit sales at
apparel stores, particularly in ladies apparel, is found in pro-
duction reports.

Chart 2.—Retail Prices of Commodities 1
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Sources of data: U. S. Department of Commerce, Office of Business Economics, based upon
price information collected by U. S. Departments of Labor and Agriculture and by certain
private agencies.

Sales Pattern Adjusting to Postwar Situation

One method of describing the pattern of retail sales in any
given period is to express the data in terms of percentage
distributions of the total. Table 2 presents the information
in detail insofar as the available data permit. The time
periods shown illustrate the magnitude of the adjustment
from the prewar to the war economy, as well as the gradual
move towards a peacetime pattern in successive quarterly
periods beginning in 1946.

The main outlines of the postwar adjustment in retail
sales can be derived by tracing the changes in the relative
distribution of total sales between durable- and nondurable-
goods stores. For example, sales at durable goods stores
moved steadily upward from a wartime low of 14 percent in
1944 to 21 percent in 1946, 23 percent in the first quarter of

1947, and 25 percent in the first quarter of 1948. The data
for 1940 suggest that the growth in the relative position of
durable goods stores may not have run its full course. In
that year these stores accounted for 27 percent of the total.
Because of the existence of sizable demand backlogs, the
relative importance of durables may exceed the 1940 figure
as limitations on production of automobiles and a few other
durables are overcome.

Table 2.—Percentage Distribution of Total Retail Sales,
by Class of Store

Class of store

Total retail sales

Durable goods stores
Automotive group

Motor- vehicle dealers
Parts and accessories

Building-materials and
hardware group

Building materials
Farm implements
Hardware

Home-furnishings group
Furniture and house

furnishings
Household appliances

and radios _ _ _
Jewelry

Nondurable goods stores
Apparel group

Men's clothing and furn-
ishings __ _ _ .

Women's apparel and
accessories

Family and other ap-
parel

Shoes
Drugstores
Eating and drinking places _
Food group

Grocery and combination.
Other food

Filling stations
General merchandise group.

Department (excluding
mail-order)

Mail-order
General, including gen-

eral merchandise with
food _ _

Other general merchan-
dise and dry goods

Variety
Other retail stores

Feed and farm supply
Fuel and ice
Liquor _
Other

1940

100.0

28.6
14.8
13.6
1 2

6.7
4.3
.9

1 5
4.4

3.0

1.4
.9

73.2
7.4

1.9

3.0

1.1
1.4
3.5
8.4

23.5
17.9
5.6
6.4

14.8

8.1
1.1

2.0

1.4
2.2
9.3
1.9
2.5
1.4
3.6

1944

100.0

14.3
4.2
3.0
1. 2

5.2
3.1
.6

1.4
3.5

2.8

.7
1.4

85.7
9.9

2.3

4.6

1.4
1.5
4.0

13.5
27.3
20.9
6.4
3.7

15.6

8.9
.9

2.0

1.7
2.2

11.6
3.3
2.3
2.1
4.0

19461

&
Ss

100.0

17.9
5.3
3.6
1.7

6.4
4.0
.6

1.8
4.7

3.4

1.3
1.4

82.1
9.5

2.3

4.4

1.3
1.5
3.7

13.0
25.9
19.9
6.1
4.0

14.8

8.8
.9

1.7

1.5
1.8

11.0
3.0
2.0
2.0
4.1

&
S|
S
100.0

20.2
7.0
5.3
1.7

6.6
4.1
.6

1.8
5.2

3.5

1.7
1.4

79.8
9.3

2.3

4.3

1.3
1.5
3.6

12.7
24.8
19.0
5.8
4.0

14.9

9.0
1.0

1.7

1.5
1.8

10.5
2.8
1.5
2.0
4.2

0<JD

%

100.0

21.5
8.3
6.6
1.6

6.6
4.1
.7

1.8
5.3

3.5

1.8
1.3

78.5
8.8

2.3

3.9

1.3
1.4
3.4

12.1
25.3
19.6
5.7
4.1

14.5

8.7
1.0

1.6

1.4
1.7

10.3
2.7
1.8
1.8
4.0

&
3s
£3
^

100.0

22.8
9.4
7.8
1.6

6.8
4.3
.7

1.9
5.3

3.4

1.9
1.2

77.2
8.3

2.1

.6

1.2
1.4
3.4

11.6
25.9
20.1
5.8
4.1

13.8

8.2
.9

1.6

1.4
1.7

10.1
2.6
1.8
1.8
3.9

19471

&

^

100.0

23.3
9.8
8.3
1.5

6.9
4.3
.7

1.9
5.5

3.5

2.0
1.2

76.7
7.9

2.0

3.4

1.1
1.3
3.2

11.2
27.0
21.3
5.7
4.0

13.4

8.0
.9

1.6

1.3
1.6
9.9
2.6
1.9
1.7
3.8

&
gS

nd
<M

100.0

23.9
9.9
8.6
1.5

7.0
4.5
. 7

1.8
5.8

3.6

2.1
1.2

76.1
7.9

2.0

3.5

1.1
1.3
3.1

10.8
26.7
21.2
5.5
4.3

13.6

8.1
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Source: U. S. Department of Commerce, Office of Business Economics.

The postwar expansion in the durable-goods sector has
carried some of the component groups above their prewar
share of the aggregate retail sales dollar. This is true of
building materials, hardware, furniture and housefurnishings,
and home appliances and radios. The housefurnishings and
appliance groups, however, have tended to lose some ground
since the third quarter of last year. Progress in narrowing
the margin between the postwar and the prewar proportions
has been slowest for sales of motor-vehicle dealers.

The small deficiency in sales of the durable-goods group
as compared with the 1940 is, of course, counterblanced by
the slightly higher position of nondurable-goods stores.
Only two classes of stores in the latter group are appreciably
more important in the total than in 1940: food stores and
eating and drinking places. The others in the group are
either below their prewar proportions—as in the case of
drug and dry-goods stores and mail-order houses—or they
do not show any significant difference.
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Lower Excise-Tax Yields

The area of spending covered by the Federal retailers'
excise taxes and the admission taxes is small in terms of
dollar volume—aggregating less than 1 billion dollars in the
first quarter of this year—but it is more highly sensitive to
changes in the consumers' budget position than are most
other types of spending. While the taxable classes of spend-
ing are not entirely comprised of "luxury" outlays—all
types of handbags and wallets are taxed, for example, even
though some are wholly functional—changes in the amounts
of taxes collected are largely associated with changes in the
amounts of income available to consumers for what is often
called "discretionary" spending.

In chart 3 the trend of collections under four of the
Federal taxes is illustrated in terms of the quarterly move-
ment of the calculated amounts of spending for taxable goods
and services. A 2-month lag in tax collections was assumed
in the computations. As in the case of the sales and price
charts already discussed, a ratio-scale is used in order to
focus attention on the relative changes, rather than on the
absolute amounts of the changes, from one period to another.

A similar presentation in the April 1947 SURVEY (p. 4)
indicated that cabarets and night clubs were among the

Chart 3.—Taxable Expenditures Indicated by Federal
Excise-Tax Collections 1
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first areas to feel the decline in "free spending" after the end
of the war. It is apparent from the upper right-hand panel
in chart 3 that business did not improve at these establish-
ments during 1947 and that in the first quarter of 1948 it
was the lowest for the period shown. The fact that sales
reports from all classes of eating and drinking places do not
show comparable year-to-year declines is in part accounted
for by shifts of establishments out of the taxable class—which
generally occurs when "live" entertainment is eliminated—
and by shifts in patronage between taxable and nontaxable
places.

Expenditures for general admissions (covering movies,
theaters, concerts, sports events, etc.) have been running
moderately below the preceding year's amounts for a full
12-month period. Purchases of taxable luggage goods were
below 1946 volume throughout 1947, but in the first quarter
of this year they were ahead of a year ago. A similar situa-
tion has prevailed in the case of toilet preparations, with
the exception that 1947 purchases generally were lower than
in 1945 as well as in 1946.

In short, the downward adjustment which was first noted
in business at cabarets and night clubs in late 1946 has spread
during the past year to other places of entertainment which
cater to a broad cross-section of the population, and to the
types of spending covered by Federal retailers' excise taxes.
On the whole, these lines of business were favored during the
war and early postwar period when goods were short relative
to the available spending power; consequently, they were
known to be vulnerable in the face of increased competition
for the consumer's dollar.

Lower Proportion of Cash Sales at Department Stores

Another aspect of the adjustment of consumers to the
changed postwar situation—though here the situation has
been influenced by wartime credit controls—is the shift in
the relative proportions of cash and credit sales at retail
stores. The available current statistics on this sub jest are
limited to department stores, but a similar situation un-
doubtedly prevails at other retail stores.

Charge-account credit has been free of controls since De-
cember 1946, so that the rising proportion of charge-account
sales at department stores during the past year and one-half
partly reflects the lifting of controls. It is significant, how-
ever, that the proportion in the first quarter of 1948 still
was lower than in 1941, the first year for which comparable
statistics are available. The statistics for department stores
follow:

January-March

1941
1942
1943__
1944
1945__
1946
1947-
1948

Percentage distribution of sales

Cash

48
50
59
63
63
62
56
53

Installment

9
8
5
4
4
4
6
7

Charge ac-
counts

43
42
36
33
33
34
38
40

Source: Board of Governors of the Federal Reserve System.

Personal Income Relatively Steady Through April

As already noted, the upturn in consumer purchasing in
April did not stem from any immediate change in the aggre-
gate personal income flow, although the tax cut which in--
creased disposable income was a direct market factor in
May and its effects had been anticipated to some extent a
month ahead. At an annual rate of 209 billion dollars
(seasonally adjusted), personal income in April was about
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1 billion dollars higher than in March, but was unchanged
from the first quarter average (see chart 4).

The rise in April was due to higher farm income as both
marketings and prices advanced. For the nonagricultural
sector as a whole, income continued unchanged for the
fourth consecutive month. Fractional declines occurred in
wage and salary payments in manufacturing, reflecting both
direct and indirect effects of work stoppages.

Chart 4.—Personal Income
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Source of data: U. S. Department of Commerce, Office of Business Economics.

Wage Settlements

Wage contracts negotiated in May and June signalized
the extension of the "third round" wage increases to major
segments of the mass-production industries which in pre-
vious years established the pattern of wage increases for
many other industries. The agreements generally called
for hourly wage increases of from 11 to 13 cents, or some-
what under 10 percent and below the increases embodied
in last year's pattern. In addition, there are fewer fringe
benefits this year and, in the case of two major contracts,
provisions are made for annual "productivity" wage ad-
vances, coupled with quarterly cost of living adjustments
over a 2-year period.

Numerous deviations from this wage pattern can be ex-
pected. The experience so far suggests that there has been
less widespread acceptance of a set pattern than in the
previous 2 years.

Recovery in Production Follows Settlement of Disputes

Industrial production recovered in May, owing chiefly to
increased activity in steel and coal operations following the
settlement of the labor-management dispute in the coal in-
dustry. The Federal Keserve production index, after adjust-
ment for seasonal variation, advanced from 187 in April to
190 (preliminary) in May (1935-39=100). This compares
with an average of 193 in the first quarter, before the coal-
steel tie-up.

Coal output made a rapid comeback after the miners
returned to the pits in the third week of April and soon
exceeded the prestrike rate. Output of about 55 million
short tons in May was the highest monthly total since
October 1947 when 57 million tons were produced. Steel-
mill operations likewise advanced, from 91 percent of rated
capacity in the first week of May to 96 percent in the closing
weeks of the month. In terms of tonnage, output is estimated
at 7.5 million net tons of steel ingots and castings, which is
equivalent to an annual rate of 90 million tons. An annual
rate of 91 million tons had been reached in March.

In the other major heavy-goods industries, production
trends in May were generally mixed. Deliveries of freight
cars by car builders and railroad shops were somewhat better
than the monthly production rate of 9,000 units which has
been maintained during the past six months. Motor-vehicle
production, however, skidded sharply as assembly lines of
the "big three" manufacturers were temporarily stalled by
strikes, model changes, and material shortages. Assemblies
of passenger cars and trucks in the United States dropped
from 437,000 in April to 336,000 in May, the lowest monthly
total since September 1946. In the first 5 months of
1948, U. S. factories rolled out more than 2 million units, a
gain of 6 percent over the comparable period last year.

Some Easing in Supplies of Construction Materials

Data now available for the first quarter of 1948 indicate
that, with few exceptions, production of construction mate-
rials is at a rate which is ahead of the increase in the physical
volume of construction activity since last year. To some
extent this is the result of seasonal influences, since construc-
tion work gradually rises from a winter low to a peak in the
late summer.

Outstanding among materials registering large increases
in production or shipments are gypsum board, which gained
30 percent over the corresponding quarter last year; gypsum
lath, 50 percent; softwood plywood, 23 percent; cast-iron
radiation, 19 percent; concrete reinforcing bars, 15 percent;
and clay sewer pipe, 10 percent. In some cases, the increases
have been sufficiently large to provide dealers with inventories
for the first time since the end of the war.

For certain other materials, of which lumber is a good
example, output at levels no higher than last year has never-
theless permitted an increase in stocks. Stocks of lumber at
mill and wholesale levels increased from 5.2 billion board
feet in April 1947 to 5.8 billion board feet as of April 30, 1948.

Although the demand-supply situation appears to have
eased for most construction materials, a few shortages of
critical items still persist and exert a retarding effect on all
construction. Conspicuous chiefly for their importance in
home building, cast-iron soil pipe and wire nails are among
the few materials which have lagged behind 1947 production
rates in the first quarter this year.
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Expansion in the Aircraft Industry Resumed

June 1948

appropriation of increased funds for aircraft and
other procurement lor the military establishment, voted in
mid-May, along with the enactment of the Foreign Assistance
Act and the tax reduction, has given a new impetus to business
activity. Of these three factors, increased procurement by
the military is quantitatively least important in terms of
immediate magnitudes of added expenditures, though in
indirect influence upon the business situation it undoubtedly
ranks high. Like the tax reduction, it represents an addition
to demand above pre-existing levels.

New obligational authority for aircraft procurement has
been increased to 2.8 billion dollars, against the previous
rate of .9 billion dollars, although the expenditure of these
increased funds will be spread over a considerable period.
An additional amount to cover previous contract obliga-
tions raises the total aircraft appropriation for the fiscal
year 1949 to 3.2 billion dollars.

The Office of the Secretary of Defense announced that
new orders for military aircraft procurement totaling 2
billion dollars had been placed by the end of May and that
delivery of finished aircraft under the expanded program is
expected to begin at the end of the year. The magnitude of
the additional pressures upon the economy arising from
the aircraft production program is not large in the over-all,
particularly since the aircraft production industry has
considerable unused capacity, and some of the expansion
will take place where the labor market is not tight. The
impact of new military orders on the aircraft production
industry, however, will affect considerably the volume of
output and the financial condition of the industry.
Aircraft Production at Fraction of Wartime Volume

The aircraft industry—by reason of its importance in the
war economy—was foremost among those which bore the
brunt of postwar cut-backs of Government orders. Output
of aircraft (chart 5) declined from the peak of nearly one
billion pounds of airframe weight (excluding spares) in 1944
to less than 30 million pounds in 1947.1 Employment at
airframe manufacturers' and airplane engine and propeller
plants fell from nearly one million production workers in
1944 to 163,000 in 1947. In March 1948, industry employ-
ment amounted to 161,000 production workers.

Floor area of the airframe producers at the war peak came
to 111 million square feet—with output at almost 10 pounds
of airframe weight per square foot per year. Current floor
area in use by the major airframe manufacturers has dwindled
to under 40 million square feet with output at less than one
pound per square foot per year, thereby creating a condition
of considerable excess capacity in the industry.

Limited Postwar Transport Plane Market
At the end of World War II, the aircraft industry based its

plans on private airline orders, the advance in the demand
for personal aircraft, and a continuation of progress in the
development of military types. However, in contrast to
most other durable-goods industries, the cutback of military
orders for aircraft could not be followed by a commensurate
increase in the volume of civilian demand.

Preparations for the production of civilian-transport air-
craft were retarded until war requirements were met. As
orders for transport aircraft began to be placed in large num-
bers in 1946, only a segment of the industry was prepared to
produce aircraft of civilian design. Consequently only 433
transport aircraft—most of which were on the production
line as military airplanes—amounting to an airframe weight
of 5.5 million pounds were shipped in 1946.

i Airframe weight is the weight of the airplane less the weight of the engine, propeller parts,
wheels, and miscellaneous parts.

By the beginning of 1947, more of the airframe manufac-
turers had completed the design and development required
for new type transport airplanes and were ready to fill the
initial block of booked orders which then totaled about 750
airplanes. However, some of the orders were based upon
optimistic traffic surveys, and performance expectations of
yet unproven transport planes. Cancellation of orders and
the drying up of new orders resulted when these expectations
were not realized, and when increasing financial difficulties
of the airlines made economy essential.

Chart 5.—Production and Employment in the Aircraft
Manufacturing Industry
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stration; employment, U. S. Department of Labor, Bureau of Labor Statistics.

Heavy expenditures incident to expanding routes and
services, increased costs of labor and materials, and less-than-
fully-utilized capacity resulted in operating losses for many
airlines in 1946 and 1947.2 As the financial position of the
air carriers became less favorable, cancellations of orders for
new aircraft increased. In terms of actual numbers, the
output of transport planes in 1947 slipped below the low 1946
mark, although in terms of airframe weight an advance of
one-fifth to 6% million pounds was recorded.
Personal Plane Production

The market for personal airplanes, which had been esti-
mated in 1945 at 400,000 registered aircraft by 19553, proved
to be immediately sizable only in 1946. Reconversion prob-
lems in personal aircraft production were quickly overcome,

2 See "Postwar Operating Experience of Domestic Airlines," SURVEY, December 1947.
a See ''Civil Aviation and the National Economy," Civil Aeronautics Administration,

June 1945.
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and the industry achieved an output of almost 35,000 planes
with an airframe weight of 20 million pounds in that year.
The brisk postwar demand for personal aircraft was also
met by the sale of surplus aircraft by the War Assets Ad-
ministration. However, the market for personal aircraft is
limited because of high purchase and operating costs and
the inadequate number of airports, so that production fell
to 11 million pounds of airframe weight in 1947. This has
compelled aircraft companies which had been dependent on
these orders to adjust their production plans. Several of
the companies specializing in the production of personal
aircraft fell into receivership in 1947, while others attempted
to remain solvent by diversifying the composition of their
output to include nonaviation items.

Export Market Expanded in 1947

Foreign demand for aircraft, which in the prewar period
had provided an important market for the U. S. aircraft
industry, continued to be an important market factor in the
postwar period. Exports in 1946 amounted to 2,300 air-
planes, nearly double that of 1939. Despite the sale by the
U. S. Government of surplus planes left in foreign countries,
the 1947 total rose to more than 3,000, with about half of the
value of shipments abroad consisting of transport-type air-
craft. Orders currently on the books presage continued
heavy exports, although the total will probably not exceed
more than 15 percent of 1947 airframe weight production.

Operating Losses Incurred

The decline in output of the aircraft industry has naturally
resulted in a change in the financial position of most of the
airframe manufacturers from the unusually favorable results
of the war years. Individual companies have fared quite
differently in this shift, with some continuing to maintain
substantial profits.

In the first full year of peacetime operations, sales of 19
aircraft manufacturing companies reporting to the Securities
and Exchange Commission were 747 million dollars, com-
pared with 5,700 million dollars in 1945 and 8,200 million
in 1944. An operating deficit of 78.6 million was incurred
during 1946 for these companies, although the application
of tax-refund credits raised net profits after income taxes
to 15 million. The operating loss incurred in 1946 resulted
to a large extent from the heavy costs attached to developing
new models of commercial aircraft and from the inability
of the aircraft companies to reduce expenses in line with
the decline in sales. Interim reports from the major pro-
ducers indicate that aggregate losses were greater in 1947
than in the previous year, while tax credits were no longer
available in most cases to limit the decline of profits after
taxes.

In addition to the factors given above, operating losses in
the past 2 years have resulted from a rise in unit costs
of production, particularly labor costs. Because of the
reduction in orders, aircraft manufacturing has largely
reverted from the assembly-line methods used during the
war to the methods of prewar production. There has
consequently been a marked reduction in output per employee
as compared with the high rate achieved under mass produc-
tion for military use.

As shown in table 3, output per employee directly engaged
in the industry rose during the war period from 335 pounds in
1941 to a peak of 900 pounds in 1944. The rise was made
possible not only by more efficient use of existing plant and
by assembly line methods, but also by extensive use of sub-
contractors in airframe assemblage. With the end of the
war, the proportion of employees engaged in design and
development aspects rose, the companies no longer needed
to subcontract, and mass-production techniques were no
longer possible to the same degree. As a result, production

per employee in 1946 fell to 242 pounds, to be followed by
an even lower record in 1947.

Despite operating losses in 1946 and 1947, the aircraft
companies retain much of the vastly improved financial
position built up during the war years. The net-working
capital balance of 15 major producers increased from 64
million dollars in 1939 to more than 600 million dollars in
1945. Although the postwar experience of the companies
was accompanied by some reduction in working-capital
balances, the aircraft producers are in a favorable position
to expand operations. Technological developments have
been rapid, however, and in any expansion of facilities
problems of costs in relation to orders arise, problems which
differ in some cases only in degree from those encountered
during the war when the Government underwrote the
expansion.

Table 3.—Output per Employee in Airframe Manufacturing

Year

1941 _
1942
1943, ...
1944
19454
1946
1947

Airframe pro-
duction i (mil-
lion pounds of

airframe
weight)

81 4
275 9
654.7
962 4

38 5
29.3

Employ-
ment 2 (in
thousands)

242.9
607 9

1, 106. 6
3 1 070 0

158 7
151.2

Production
per employee
(in pounds)

335
454
592

3 899

243
194

1 Excluding spares and experimental planes.
2 Includes production workers plus other plant employees. Employment estimates for

1941-44 include allowance for subcontracting. Data for 1946 and 1947 do not allow for sub -
contracting employment, which is estimated at less than 10 percent.

3 Based upon employment estimates for January-August 1944.
4 Data for 1945 are omitted because no estimate is available for employment which includes

an allowance for subcontracting.
Source: Airframe production 1941-44 from Civil Aeronautics Administration, "U. S.

Military Aircraft Acceptances, 1940-45, Aircraft, Engine, and Propeller Production"; 1946-47
production from C. A. A. Employment 1941-44 from U. S. Department of Labor, Bureau of
Labor Statistics, "Wartime Development of the Aircraft Industry", Bulletin No. 800; 1946-47
employment data from U. S. Department of Commerce, Bureau of the Census.

Effect of Increased Military Expenditures

The recent developments have improved the production
outlook for the aircraft-manufacturing industry, though
expansion is a relatively slow process. The tentative,
long-term schedule of delivery of finished military aircraft
under the 70-group air force program calls for steady in-
creases to a rate of 110 million pounds of airframe weight
annually at the level-off period in 1953. The 2-billion dollars
of contracts already awarded provide for about 46 million
pounds. However, because of required developmental
phases, the currently low production rate of finished aircraft
will not be appreciably affected in 1948.

With initial deliveries of aircraft scheduled for early next
year, material and manpower requirements must be filled in
the immediate months ahead. Engineering and technical
organizations will need restaffing and additional numbers of
both skilled and unskilled workers will be required. Esti-
mated manpower needed under the expansion program is not
large in the aggregate, though the kinds of personnel re-
quired—particularly engineers, draftsmen, and mechanics—
are in heavy demand in other industries. Reports of the
U. S. Employment Service indicate that aircraft-producing
centers in the West and Southwest, where large facilities
exist, are in a better position to recruit any increased demand
for workers than centers in the Great Lakes and Middle
Atlantic regions, and this will be a factor to be considered
in expanding activities.

As in the case of labor needs, requirements for materials
such as steel and aluminum for the present program are not
large in total. The increase in demand for these materials
serves to emphasize current supply shortages and, in the
case of aluminum—where production has been declining in
recent months—may place some pressures on local electric-
power facilities.
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International Transactions of the United States During
the First Quarter of 1948

J_HE principal development in the international trans-
actions of the United States during the first quarter of 1948
was the decline in the liquidation of foreign gold and dollar
assets, to 368 million dollars (see table 5). This quarterly
figure was the smallest since the third quarter of 1946.

The decline in the liquidation of foreign gold and dollar
assets from the last quarter of 1947 in itself amounted to
nearly 900 million dollars, while foreign purchases of goods
and services in this country were reduced by only 400 mil-
lion. This was due mainly to the following factors: (a) an
increase of imports by 270 million; (6) of Government grants
by 420 million; and (c) of Government loans by 300 million.

Thus, the liquidation of foreign reserves could be smaller
because other means of financing became available to a

Seater extent than during the preceding 3-month period,
owever, foreign countries did not use the enlarged dollar

supply to increase their purchases here.
Anticipation of the passage of the European Recovery

Program may have been partly responsible for this policy.
Some countries participating in the program may have
postponed purchases in the United States until the new
means of financing become available. However, in view of
the fact that our exports to Europe fell from the last quarter
of 1947 to the first quarter of 1948 by only 46 million dollars,
while exports to other countries declined by nearly 300
million, this factor could not have been of major significance
in the decline in the liquidation of foreign gold and dollar
assets.

The countries in the Western Hemisphere, which accounted
for 250 million of the export decline, may have increased
their restrictions on dollar expenditures with the expectation
that these restrictions would be necessary only until their
receipts of dollars from "offshore" purchases under the
European Recovery Program increase again. However, as
was pointed out in the May SURVEY (p. 7), the offshore
purchases under ERP would hardly make more dollars
available to non-participating countries than they had
received from ERP countries in 1947.

The decline in the liquidation of foreign gold and dollar
balances is particularly significant in the case of Argentina,
which reduced its gold reserve from 1,055 million dollars to
319 million dollars during the year 1947, but only by an-
other 25 million in the first 2 months of 1948. The decline
in the rate of liquidation of Argentine reserves can be attrib-
uted to the recent intensification of exchange controls and
restrictions upon imports from the United States. The ex-
port surplus in our trade with Argentina declined to 79
million dollars in the first quarter of 1948, from 133 million
in the previous quarter.

The situation was somewhat similar in the case of Canada.
Gold and United States dollar holdings declined during 1947
from 1,245 million to 501 million dollars while, in the first
quarter of 1948, Canadian dollar balances increased by about
100 million. This change in the Canadian dollar position
was facilitated by the decline of our export surplus from
206 million in the last quarter of 1947 to 97 million dollars
in the first three months of 1948, and by drawings of 80
million dollars on the Export-Import Bank credit which was
extended in November of last year.

Pressure upon British gold and dollar reserves was some-
what relieved through the use of the last 300 million dollars
of the British loan and of 60 million obtained from the Inter-
national Monetary Fund, and by the greatly diminished
trade deficit of the sterling area with the United States.
French reserves could be maintained mostly because of the
Interim Aid Program under which a large part of French

imports from the United States were financed. This pro-
gram also included reimbursements for payments made by
France for certain eligible purchases during December of
last year. Dollars were also made available to France from
the remainder of the loans from the International Bank and
the Export-Import Bank and from a 100 million dollar short-
term bank credit.

Since the end of 1945 foreign payments to the United
States from accumulated gold and dollar assets (and to a
relatively minor extent from new gold production) amounted
to 6.9 billion dollars and financed 17 percent of our exports
of goods and services. In the first quarter of 1948 this
share declined to about 8 percent.

Table 4.—International Transactions of the United Statesl

[Millions of dollars]

Item

Receipts:
Goods and services:

Goods .
Income on investments-
Other services

Total goods and services

Unilateral transfers
Long-term capital:

Movements of United
States capital invested
abroad

Movements of foreign
capital invested in the
United States

Total long-term capital-

Total receipts

Payments:
Goods and services:

Goods .
Income on in vestments. ~
Other services..

Total goods and services

Unilateral transfers
Long-term capital:

Movements of United
States capital invested
abroad-. _ _ _ _ _ _

Movements of foreign
capital invested in
the United States

Total long-term capital-

Total payments

Excess of receipts (+) or pay-
ments (— ):

Goods and services
Unilateral transfers

Goods and services and
unilateral transfers

Lon g-term capital _

All transactions

Net flow of funds on gold
and short-term capital
account:

Net increase (— ) or de-
crease (+) in gold stock. _

Net movement of United
States short-term capital
abroad

Net movement of foreign
short-term capital in the
United States

Net inflow (+) or out-
flow (-) of funds

Errors and omissions

1945

12, 473
589

3,211

16, 273

2,922

541

51

592

19, 787

5,666
231

4,335

10, 232

10,035

1,836

155

1,991

22, 258

+6, 041
-7, 113

-1,072
-1,399

-2,471

+548

-274

+2, 189

+2,463

+8

1946

11,874
820

2,272

14, 966

362

1,181

1

1,182

16, 510

5,168
216

1,783

7,167

3,239

4,437

348

4,785

15, 191

+7, 799
-2, 877

+4, 922
-3, 603

+1,319

-6 3

-175

-676

-1, 474

+155

1947

Total

16, 056
1,074
2,611

19, 741

605

1,030

58

1,088

21, 434

6,071
227

2,165

8,463

2,985

8,665

164

8,829

20, 277

+11, 278
-2, 380

+8, 898
-7, 741

+1, 157

-2, 163

-299

+301

-2, 161

+1, 004

I

3,954
212
650

4,816

213

286

12

298

5,327

1,507
51

464

2,022

802

4,210

59

4,269

7,093

+2, 794
-589

+2, 205
-3, 971

—1, 766

+81

-135

+1, 673

+1,619

+147

II

4,308
243
726

5,277

166

303

5

308

5,751

1,562
55

532

2,149

742

1,844

26

1,870

4,761

+3,128
-576

+2, 552
-1, 562

+990

-793

-364

-318

-1, 475

+485

III

3,875
251
675

4,801

117

222

5

227

5,145

1,353
47

674

2,074

747

1,944

68

2,012

4,833

+2, 727
-630

+2,097
-1, 785

+312

-667

+180

-173

-660

+348

IV

3,919
368
560

4,847

109

219

36

255

5,211

1,649
74

495

2,218

694

667

11

678

3,590

+2,629
-585

+2, 044
-423

+1, 621

-784

+20

-881

-1, 645

+24

1948

I

3,686
217
547

4,450

78

88

2

90

4,618

1,935
56

494

2,485

1,079

869

56

925

4,489

+1, 965
-1,001

+964
-835

+129

-346

-55

-203

-604

+475

i Data for 1945 in this and the following tables represent revisions of data appearing in
"International Transactions of the United States During the War, 1940-45" ;data for 1946 and
1947 are revisions of data previously published in the SURVEY.

Source: U.S. Department of Commerce of Business Economics.
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Table 5.—Exports of Goods and Services and Means of Financing

[Millions of dollars]

Exports of goods and services

MEANS OF FINANCING

Foreign resources:
United States imports of goods

and services _ _
Liquidation of gold and dollar

assets ! _ _
Dollar disbursements by:

International Monetarv Fund.—
International Bank _

United States Government aid:
Grants (net)
Long- and short-term loans

(net) 2_ _
United States private sources:

Remittances (net) _ _ w _ _ _ _
Long- and short-term capital

(net) 3

Errors and omissions

16 273

10 232

—2 633

6,640

1,019

473

550
Q

14 966

7 167

1 968

2,279

2,774

598

335

—155

Total

19 741

8 463

4 514

464
297

1,812

3,900

568

727

— 1 004

I

4 816

2 022

1 197

444

854

145

301

—147

1947

II

5 277

2 149

1 144

56
92

457

1,538

119

207

—485

III

4 801

2 074

856

148
142

492

1,201

138

98

—348

IV

4 847

2 218

1 317

260
63

419

307

166

121

— 24

1948

I

4 450

2 485

368

132
103

842

606

159

230

—475

1 Excluding assets held by the International Bank and the International Monetary Fund.
2 Excluding the subscriptions to the International Bank and the International Monetary

Fund.
3 Excluding the purchase of debentures issued by the International Bank.

Source: U. S. Department of Commerce, Office of Business Economics.

Government Aid Increases

As far as Government loans and grants are concerned, the
first quarter of 1948 represented the transition between the
various aid and loan programs initiated around the end of
the war, including the British loan, UNRRA, the reconstruc-
tion loans by the Export-Import Bank, and the coordinated
approach of the European Recovery Program, which officially
came into effect early in the second quarter of this year.

Net Government aid during the first quarter of 1948
amounted to over 1.4 billion dollars, about twice the amount
disbursed during the last quarter of 1947 (see tables 5, 8, 9).

Disbursements on Government grants, which reached an
annual rate of nearly 3.4 billion (see table 8) were larger than
at any other time since the end of the war. This situation
reflects the economic and political instability of large parts
of the world during that period, as well as the inclusion in the
unilateral aid program of countries which formerly were not
eligible for outright grants.
Sharp Rise of Merchandise Purchases

Several factors influenced the increase, by 300 million
dollars, of United States foreign purchases of merchandise
from the last quarter of 1947 to the first quarter of 1948—
to the annual rate of 7.7 billion (see table 6). The increase
in prices (as reflected in the unit-value indexes computed
by the Department of Commerce) may, however, account
for more than one-third of the total rise in import values.

The larger volume of imparts is partly due to increased
foreign production, particularly in certain far eastern coun-
tries such as British Malaya, the Philippines, and to a lesser
extent Japan and the Netherlands East Indies. The same
factor may also account partly for the rise in our imports
from Europe.

Another reason for the rise in U. S. imports is the expan-
sion in production abroad, and the extent to which, with
the increasing stringency of dollar resources abroad, pres-
sure exists to sell an enlarged volume of goods to the United
States. Clearly, in view of existing domestic conditions,
there is a ready market here for a larger volume of some

foreign merchandise than is currently being received. There
is likewise increasing incentive to divert more of the foreign
efforts to this market to secure more dollar resources.

Table 6.—Merchandise Transactions With Foreign Countries

[Millions of dollars]

Transfers to foreign countries:
Exports, including reexports, re-

corded by Bureau of the Census _
Other transfers:

Private, miscellaneous ad-
justments

Government:
Lend-lease ..
UNRBA
Post-UNRRA
Civilian supplies for oc-

cupied countries
Surplus property includ-

ing ship sales
Miscellaneous adjusr-

mfints (tifit)

Total transfers to for-
eign countries

Transfers from foreign countries:
General imports recorded by

Bureau of the Census
Other transfers:

Private, miscellaneous ad-
justmens (net)

Government:
Reverse lend-lease _ _ . _ _
Military purchases abroad
Miscellaneous adjust-

ments (net) _

Total transfers from
foreign countries

9,806

-132

1,632
86

724

88

269

12, 473

4,136

144

1,250
421

-285

5,666

9,739

4

56
155

447

1,294

179

11, 874

4,908

183

11
176

-110

5,168

Total

14, 427

128

-22
10
25

800

342

346

16, 056

5,733

105

122

111

6,071

I

3,586

28

-14
7

177

93

77

3,954

1,412

32

36

27

1,507

1947

II

3,943

21

-6
3
1

195

50

101

4,308

1,449

27

33

53

1,562

III

3,411

26

-1

5

249

104

81

3,875

1,323

22

23

-15

1,353

IV

3,487

53

-1

19

179

95

87

3,919

1,549

24

30

46

1,649

1948

I

3,318

34

-1

4

44

244

43

3,686

1,794

37

50

54

1,935

Source: U. S. Department of Commerce, Office of Business Economics.

It may be expected that, even after the dollar stringency
is partly relieved through the ERP and other aid programs,
foreign exports to the United States will remain approxi-
mately at the first-quarter rate or even continue to rise.
Programs for the first year of operation of ERP were pre-
pared under the assumption that U. S. imports from these
countries would rise by approximately 40 percent over 1947.
During the first quarter of 1948 the rise amounted to 30
percent. Since the ERP allocations are probably smaller
than estimated requirements, there should be every incen-
tive to supplement the aid through dollars earned by sales
to the United States.

As was pointed out in the May SURVEY, dollars used by
other-than-ERP countries should be expected to be less than
last year, particularly because of the progressive exhaustion
of their gold and dollar reserves. These countries should
be expected, therefore, to keep their sales to the United
States as high as possible. However, a larger flow of foreign
commodities to the United States would not necessarily
speed-up the restoration of a world-wide economic equilib-
rium, unless the higher imports are obtained from increased
foreign production or reduced nonessential consumption, and
thus do not represent merely a diversion of materials and
resources essential for reconstruction purposes into export
channels to the United States. In the latter case, the ob-
jectives of the recovery program would not be met.

In addition to recorded imports, goods purchased abroad
include about 50 million dollars of sugar and some other
commodities which were shipped directly to foreign destina-
tions. Such transactions are of increasing importance, par-
ticularly in foreign relief programs.

790693°-48 2
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Table 7.—Service Transactions With Foreign Countries

[Millions of dollars]

Ttom

Eeceipts:
Transportation
Travel
Miscellaneous services:

Private
Government _

Total receipts _ . _

Payments:
Transportation
Travel
Miscellaneous services:

Private
Government

Total payments

1,308
162

453
1,288

3,211

420
309

153
3,453

4,335

1 375
252

483
162

2,272

534
457

185
607

1,783

Total

1 709
334

504
64

2,611

701
544

255
665

2, 165

I

439
67

128
16

650

160
93

63
148

464

1947

II

481
92

134
19

726

188
131

66
147

532

III

436
106

120
13

675

192
230

63
189

674

IV

353
69

122
16

560

161
90

63
181

495

1948

I

333
62

128
24

547

164
104

75
151

494

Source: U. S. Department of Commerce, Office of Business Economics.

Exports Lowest Since 1946

Total dollar expenditures by foreign countries during the
first quarter of 1948 were not significantly smaller than
during the last quarter of 1947. However, it has not been
possible so far to account for the utilization of nearly 500
million dollars. The reappearance of large net receipts of
funds outside of known transactions may indicate the con-
tinuation of international financial uncertainties which were
discussed in the SURVEY for last December (p. 17).

Table 8.—Gifts and Other Unilateral Transfers

[Millions of dollars]

Government:
Payments:

Lend-lease
UNRR'A
Post-UNRRA
Interim aid
Civilian supplies for occupied

countries
Greek-Turkish program
War damage payments and

other transfers to the Phil-
ippine Republic

International Refugee Organi-
zation

Aid to China
Other transfers

Total payments
Receipts:

Reverse lend-lease and lend-
lease settlements. _

Other

Total receipts

Net Government payments.

Private remittances:
Payments
Receipts

Net private payments - -

7,613
589

871

225
217

9,515

2,761
114

2,875

6,640

520
47

473

209
1,524

539

60

15
170

2,517

38
200

238

2,279

722
124

598

Total

543
245
12

980
74

96

17

305

2,272

206
254

460

1,812

713
145

568

I

285

219

18

101

623

106
73

179

444

179
34

145

1947

II

209
2

240

20

113

584

79
48

127

457

158
39

119

III

49
98

306
38

38

15

33

577

19
66

85

492

170
32

138

IV

145
12

215
36

20

2

58

48 8

2
67

69

419

206
40

166

1948

I

35
342

340
85

13

33

39

887

45

45

842

192
33

159

Source: U.S. Department of Commerce, Office of Business Economics.

About 40 percent of the 400-million-dollar decline in
transfers of goods and services took place in the service
accounts, but the reduction of income on foreign investments
by about 150 million is seasonal (see table 4). The larger
receipts during the last quarter of 1947 represented a con-
siderable amount of year-end transfers of earnings accumu-

lated through the preceding 12-month period. Among the
other service receipts, income from transportation repre-
sented the only major reduction. This is due to reduced
exports as well as to a higher proportion of freight carried
by foreign vessels (see table 7).

Transfers of merchandise were only about 6 percent smaller
than during the last quarter 1947. These transfers, however,
included 220 million dollars of surplus property sold against
credit to Germany. They also included the 50 million dollars
of sugar and other relief goods purchased abroad and shipped
from there, gift parcels of an estimated value of 50 million
dollars, and some adjustments for other unrecorded exports
or revaluations.

Table 9.—Movements of United States Long-term Capital

[Millions of dollars]

Government:
Outflow:

Lend-lease credits
Credits on sales of surplus

property _ _
Credits on sales of ships
Export-Import Bank loans. __
Subscriptions to the:

International Bank
International Monetary

Fund
British loan
Other. . _. __

Total outflow.

Inflow

Net outflow of Government
long-term capital

Private:
Outflow:

Purchase of debentures of the
International Bank

Other

Total outflow

Inflow
Net outflow of private long-

term capital -

830

63

~ ~ ~ 3 5 ~

12

940

99

841

896

896

442

454

600

810
31

945

317

5
600
12

3,320

90

3, 230

1,117

1,117

1,091

26

Total

2

120
154
796

318

2,745
2,850

80

7,065

174

6,891

243
1,357

1,600

856

744

I

25
71

280

159

2,745
500
28

3,808

51

3,757

402

402

235

167

1947

II

22
38

249

159

950
49

1,467

34

1,433

377

377

269

108

III

1

31
22
61

1,300
1

1,416

40

1,376

243
285

528

182

346

IV

1

42
23

206

100
2

374

49

325

293

293

170

123

1948

I

221
13

170

300
2

706

46

660

163

163

42

121

Source: U.S. Department of Commerce, Office of Business Economics.

Total Trade Maintained

As a result of restrictions imposed upon imports, but
also because of higher exports, several important countries
succeeded in balancing their trade or even developing an
export surplus with the United States.

To this group belong Chile, Uruguay, Sweden, Finland,
Spain, India, and Australia. It may be interesting to note
that in comparison with the whole year 1947 the balance of
trade with the two Latin American countries was achieved
with an increase of total trade, while, in the case of the other
5 countries, total trade had to be curtailed. Only for
Sweden, however, did total trade shrink by more than 20
percent.

It may also be noted that in the first quarter of 1948 the
deficit on goods and services of all foreign countries with the
United States had declined to an annual rate of about 7.9
billion dollars—as compared with 11.3 billion in 1947—but
that the total of such transactions during the same period
had shrunk only by about one-half billion dollars (at an
annual rate).
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THE

SITUATION
By the Office of Business Economics

HE national product continued its rise during the
second quarter of 1948 chiefly as a result of the sustained
uptrend of commodity prices. Purchases by consumers and
business outlays for plant and equipment were maintained
at or above their previous high levels. Demand for the
national output was further strengthened by the projected
increases in Government procurement and in exports and
by the renewed rise of wage rates. The latter rise also
exerted price pressure through its effects on costs.

Aggregate production has shown little change since the
latter part of 1947, apart from seasonal influences and the
effects of labor-management disputes. Over a large segment
of industry, operating rates have held at maximum levels
consistent with available facilities and supplies of materials,
particularly of steel. In those areas where there is leeway
for further expansion, such as in cotton textiles, current
requirements of business and consumers have generally
served as the basis for steady operations in the recent period;
one of the few exceptions is shoes, where output has moved
downward. The field of residential building stands out as
an area where volume has continued to increase.

Labor Market Absorbs Summer Entrants

The volume of employment exceeded 61 million in the
June census week, as large numbers of seasonal workers
entered the labor force to work on the farms and to take
other summer jobs. The May-to-June rise was better than
the usual seasonal advance, partly because of higher labor
requirements in construction and because of unseasonable
weather which retarded the expansion in farm employment in
the preceding months. The latest increase in nonagricultural
employment raised the year-to-year gain above 2 million
workers. On the other hand, the estimated number em-
ployed in agriculture has for several months been lower than
in the corresponding months of 1947.

Throughout the second quarter of 1948 there were some-
what fewer persons without jobs and actively seeking em-
ployment than the same months of the last 2 years. About
half the 2.2 million persons unemployed in June were out
of work for 3 weeks or less. Many of these persons, of
course, were just out of school.

Retail Trade Pick-up Slows Inventory Accumulation

The quickened pace of retail sales during the second quar-
ter of the year was in part attributable to the reduction in
individual income taxes and the granting of wage increases.
The pattern of sales has continued to favor the durable goods
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groups—although sales of automobile dealers declined from
April to May because of lower production—but food-store
sales also are running well ahead of last year. With in-
creased income at their disposal, consumers have been able
to step up their durable goods purchases without any further
curtailment in other types of spending.

Inventory changes have tended to move inversely with
changes in consumer takings. While retail trade was slug-
gish in the first quarter, stocks accumulated in the hands of
distributors—the increase in the book value of inventories
held by wholesalers and retailers exceeded 500 million dollars
a month during this period, apart from the expected seasonal
changes. In the 2 months following March, the pick-up in
consumer buying moved goods out of distributors' hands
faster than the rate of merchandise receipts. This permitted
some improvement in stock-sales ratios from March to May
at the distributive level. The book value of manufacturers'
inventories continued to rise through May.

Shift in Federal Fiscal Position

Among the other more dynamic factors during the second
quarter was the shift—actual and prospective—in the fiscal
position of the Federal Government. Business developments
reflected both the immediate impact of the cut in the income-
tax withholding rate and the further fiscal shift in prospect
as the flow of funds is stepped up for foreign aid and for the
expanded defense programs.

These fiscal developments mark the reversal of the trends
in receipts and expenditures shown in the chart on the open-
ing page. In the fiscal year which ended June 30 the excess
of cash income approached 9 billion dollars, as compared with
less than 7 billion dollars in the preceding fiscal year. Cash
receipts responded to the higher income level in the private
economy and cash outgo moved slightly lower as a result of
further reductions in military outlays. These summary
results for the fiscal year were only slightly affected by the
new financial developments mentioned above as just getting
under way.

As shown in the lower three panels of the chart on page 1,
there has been a substantial reduction in the public debt
during the past 2 years. That the amount of debt retirement
this past fiscal year was smaller than in 1947, even though
the size of the cash surplus was larger, reflects the fact
that at the start of the latter fiscal period the Treasury cash
balance was still larger than needed for postwar requirements
and hence provided an additional source of funds for debt
retirement.

The debt-reduction program has centered in bank holdings,
which have been reduced by about 30 billion dollars since
February 1946 when the repayment program was initiated.
To this extent, therefore, the repayment program did not
add to private bank deposits or currency outside banks.
However, the expansion of bank loans during this period, and
the gold inflow, tended to counteract the anti-inflationary
effects of the Treasury's excess of cash income over outgo.

Corporations and insurance companies have also lowered
their holdings of Federal securities since 1946, the former
largely as a result of the need for cash to meet their capital
requirements, and the latter because of the greater avail-
ability of higher-yield private issues as business and consumers
increased their indebtedness.

"Cash" Versus "Budget" Accounts

As in previous years there are sizable differences between
the "cash" and "budget" results for the fiscal year 1948.
The former accounts reflect the actual money flow between
the Federal Government, which is treated on a consolidated
basis, and the rest of the economy. The official budget

accounts are designed to meet certain legislative and account-
ing requirements and thus include various noncash and intra-
governmental transactions, while excluding other transac-
tions, which involve cash payments or receipts.

A new source of difference between the two sets of accounts
was introduced with the passage of the Economic Coopera-
tion Act which required that the sum of 3 billion dollars be
transferred to a trust fund and "considered as expended
during the fiscal year 1948, for the purpose of reporting
governmental expenditures." This transfer is included in
budget expenditures—and the budget surplus for the fiscal
year 1948 is correspondingly reduced—tut the expenditure of
the funds will not appear in the cash accounts until payments
are actually made. The "cash" and "budget" results are
contrasted in the following table (amounts are in billions
of dollars):

Receipts
Expenditures __ __ __ _
Surplus or deficit (— )

Fiscal years

1946

Cash

47.8
65.7

-17.9

Budget

43.0
63.7

—20.7

1947

Cash

46.6
40.0
6.7

Budget

43.3
42.5

.8

1948

Cash

47.7
38.7
8.9

Budget

44.7
39.3
5.4

Wage Increases Augment Income Flow

With respect to the amount of income available for con-
sumer spending, the major change in the recent period has
been the tax cut. However, wage and salary payments
increased in May, after declining in the preceding 3 months,
and the total personal income recorded a further advance to
208 billion dollars on a seasonally adjusted annual rate basis.

For the most part, the small declines in wage payments
had reflected the variation in industrial activity because of
work stoppages incident to labor-management disputes and
the uneven flow of materials. The underlying trend of
basic wage rates was upward throughout this period. Aver-
age hourly earnings in manufacturing industries rose to $1.30
in May, immediately preceding wage settlements in impor-
tant segments of the automobile, electrical-machinery, and
meat-packing industries. In May 1947 the figure was $1.21.

The rise in average weekly earnings in manufacturing
industries in May was relatively smaller than the change in
hourly earnings because of a shorter work week. Work
stoppages at some auto-manufacturing plants, seasonal
declines in non-durable-goods industries, and materials
shortages in metal-working industries accounted for the
decline in hours worked.

Weekly Commodity Price Index Tops Earlier Peak

Five months after the BLS weekly index of wholesale;
commodity prices turned downward, chiefly because of the
weakening of various farm product and food prices, the index
has regained and exceeded its earlier high point. By the end
of June the farm product price average had advanced to
within 1 percent of the mid-January figure, as the easing of
grain prices in anticipation of enlarged supplies in the coming-
crop year was outweighed by advances ffor livestock and
livestock products. Higher meat prices were important in
raising the wholesale food price average above the January
level by the end of June and in moving the Consumers' Price
Index into new high ground.

At the end of June there were only two wholesale com-
modity price groups other than farm products which were
lower than in mid-January—hides and leather products,
about 6 percent lower, and chemicals and allied products,
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about 4 percent lower. As shown in chart 2, the combined
index for prices outside the farm and food products areas
recorded only a slight dip in February and has edged upward
since then. As compared with the closing week in June 1947,
the average price advance has been 11 percent for farm
products, 13 percent for foods, and 14 percent for all other
commodities. (It may be noted the chart makes use of a
ratio scale in order to place the relative changes in the indexes
in true perspective.)

Chart 2.—Wholesale Prices by Major Commodity Groups
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Sources of data: U. S. Department of Labor, Bureau of Labor Statistics, through May
1948; data for June 1948 estimated by the y. S. Department of Commerce, Office of Business
Economics, from Bureau of Labor Statistics weekly wholesale price indexes through July 3,
1948.

Price increases announced during June for industrial prod-
ucts affected -copper and brass products, crude rubber and
rubber tires, passenger cars and trucks, and electrical prod-
ucts. In many cases, the timing of the price adjustments
coincided with wage settlements.

Plant and Equipment Survey

American business, exclusive of agriculture, plans to make
outlays of 4.6 billion dollars for new plant and equipment
during the third quarter of 1948, according to the regular
quarterly reports submitted to the Department of Commerce
and the Securities and Exchange Commission by business
concerns.1 These expenditures planned for the third quarter
are about on a par with the outlays which business now
anticipates for the second quarter, and are above the actual
first-quarter outlays largely as a result of seasonal factors.
The rates of aggregate business expenditures for new plant
and equipment anticipated in the second and third quarters
of 1948 are considerably above those in the corresponding-
period of 1947, though most of the increase from last year
reflects the upward movement in prices.

According to reports submitted earlier this year, the total
of expenditures for new plant and equipment in 1948 was
expected to reach 18.6 billion dollars, of which about one-half
was planned for the first 6 months. Partly because of severe
weather conditions, actual outlays of 4.2 billion dollars during
the first quarter were 300 million dollars below the figure
anticipated for that quarter. However, expenditures now
planned by business for the second and third quarters of
1948 do not appear to differ greatly from those originally
anticipated for this period in the opening months of the year.

i This survey was conducted in the second quarter of the year.

For most of the separate areas of business shown in table
1, the revised estimates of outlays for new plant and equip-
ment through the third quarter of 1948 indicate that expendi-
tures in the third quarter are generally expected to continue
at the high level of previous months. There are, however,

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

[Millions of dollars]

Industrial group

Manufacturing _
Mining
Railroad _ _
Other transportation
Electric and gas utilities ,. _ _ _
Commercial and miscellaneous3

Total, actual

Second estimate 4 _
First estimate 4

Jan.-
Mar.

1,450
150
160
180
330
900

3,160

3,440
3,640

Apr.-
June

1,850
160
220
230
450

1,030

3,940

3,670
3,560

1947

July-
Sept.

1,870
180
230
200
500

1,160

4,140

4,070
3,770

Oct.-
Dec.

2,290
210
300
190
620

1,340

4,950

4,440
4,020

Total

7,460
690
920
800

1,900
4,430

16, 200

15, 680
15, 180

Jan.-
Mar.

1,800
180
270
180
500

1,240

4,170

4,480
4,100

1948

Apr.-
June2

2,010
180
350
210
610

1,330

4,690
4,780

July-
Sept.2

1,850
180
380
170
650

1,340

4,570

1 Excluding agriculture.
2 Estimates based on anticipated capital expenditures of business.
3 Includes trade, service, finance, and communications.
4 In reporting actual figures for each quarter, business concerns also give estimates of similar

outlays planned for the 2 quarters following. The second estimate is thus a revision of the
first estimate.

NOTE.—Figures are rounded and will not necessarily add to totals.
Source: U. S. Department of Commerce and Securities and Exchange Commission.

some notable differences in trend. Manufacturing companies
anticipate a slight drop in capital outlays from the second
to the third quarter of this year, which may be partly seasonal
in character, while railroads and electric and gas utilities
look forward to further acceleration in the rate of their
expansion. The other major group, consisting of commercial
and miscellaneous companies, showed little change in
expected expenditures.

First-Quarter Corporate Profits

Corporate profits in the first quarter of 1948 were slightly
below the record levels reached in the last quarter of 1947,
according to preliminary estimates of the Department of
Commerce. During recent quarters, seasonally adjusted
profits have followed closely the course of national income.
After a period of stability lasting through the first three
quarters of 1947, both series showed sharp gains in the fourth
quarter which were approximately maintained in the first
quarter of 1948.

Table 2 presents revised estimates of profits before and
after Federal and State income and excess profits taxes for
each of the four quarters of 1947, and an initial estimate for
the first quarter of 1948, classified by broad industry groups.
A first-quarter 1948 estimate for corporate sales is also in-
cluded. Additional profits data, including seasonally ad-
justed aggregates are shown elsewhere in this issue of the
SURVEY.

No great significance should be attached to the small
decline in profits in the first quarter of 1948, inasmuch as the
interpretation of fourth-to-first quarter movements is espec-
ially difficult because of seasonal movements and complica-
tions introduced by year-end adjustments in reported profits
data.

Profits before taxes had by the last quarter of 1946
recovered from the low levels to which they had fallen in
some industries during the reconversion period, especially
in the metal industries. The level reached in this period
and maintained through the first three quarters of 1947 was
considerably higher than the highest wartime quarter, or at
a seasonally adjusted annual rate of 28.0 to 29.1 billion
dollars as compared with 25.4 billion dollars in the first
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Table 2.—Corporate Profits Before and After Taxes, and Corporate Sales: 1947 by Quarters, and First Quarter of 1948 1

[Millions of dollars]

Industry group

All industries, total 2 3.

Mining
Manufacturing

Metal industries 4 . _
Other manufacturing

Wholesale and retail trade
Finance, insurance, and real estate 2

Transportation
Communications and public utilities
All other industries 5

Corporate profits before taxes

1947

First
quarter

7,207

188
4,397
1,617
2,780
1,151

494
215
439
323

Second
quarter

7,214

215
4,334
1,609
2,725
1,183

505
290
339
348

Third
quarter

7,262

223
4,399
1,543
2,856
1,151

518
312
294
365

Fourth
quarter

8,101

250
5,070
1,841
3,229
1,258

530
278
358
357

Quar-
terly

average

7,446

219
4,550
1,652
2,898
1,186

512
274
357
348

1948

First
quarter

7,831

253
4,862
1,784
3,078
1,232

542
186
429
327

Corporate profits after taxes

1947

First
quarter

4,356

134
2,655

952
1,703

679
291
120
267
210

Second
quarter

4,378

152
2,627

948
1,679

698
296
171
207
227

Third
quarter

4,412

155
2,669

905
1,764

679
306
187
179
237

Fourth
quarter

4,929

176
3,086
1,081
2,005

743
314
161
216
233

Quar-
terly

average

4,519

154
2,759

971
1,788

700
302
160
217
227

1948

First
quarter

4,794

178
2,979
1,056
1,923

727
320
111
261
218

Corporate sales

1947

Quar-
terly

average

79, 885

1,471
44, 158
14, 824
29, 334
24, 580

3,824
2,270
3,582

1948

First
quarter

84, 144

1,582
47, 752
16, 208
31, 544
24, 707

3. 951
2,570
3,582

1 Annual corporate profits and sales estimates by major industrial groups for 1947, and
revised series for 1944,1945, and 1946 are published in this issue of the SURVEY on pp. —. For
similar data for the years 1929 through 1943, consult the National Income Supplement to the
SURVEY OF CURRENT BUSINESS for July 1947, pp. 30-32,41. Concepts and methodology have
been described in Trend of Corporate Profits, 1929-45, SURVEY, April 1946, pp. 11-12. The
principal change made since that statement was prepared has been to adjust for tax credits
flowing from the carry-back of unused excess-profits tax credit and net operating loss; that is,
these tax credits were added to profits after taxes in those years to which the tax credit was
carried back.

2 Sales figures exclude the industrial division of finance, insurance, and real estate. Pres-
entation of sales data for these industries would be misleading in view of the large part of
their receipts which is in the form of property income.

It should be noted that the corporate sales estimates above are gross; that is, they include

quarter of 1944. During this period of stability variations
by industry from the over-all pattern were not appreciable.

In the more dynamic fourth quarter of 1947 and first
quarter of 1948, there were some significant gains and losses
by certain industrial groups. Within manufacturing, profits
in the food and kindred products group dropped off sharply
in the first quarter of 1948. The petroleum and coal
products and the iron and steel industries reported large
advances in both the fourth quarter of 1947 and the first of
1948. The automobile industry showed a substantial
increase in the fourth quarter of 1947 and a moderate one
in the first quarter of 1948.

Outside the manufacturing group, the railroad industry
experienced a large decline in profits in the first quarter
of 1948. First-quarter profits in trade, on a seasonally
adjusted basis, represent a moderate increase over the
fourth quarter of 1947. The motion-picture industry re-
corded a substantial profit decline in the first quarter of 1948.
Most of the other industries showed no clear-cut movement
from the third quarter of 1947 to the first quarter of 1948.

Profit Rates

In evaluating current profits, it is important, first, to
realize that the estimates in table 2 represent profits before
inventory-valuation adjustment. Thus, the 1947 figure of
29.8 billion dollars includes over 5 billion dollars which
reflects higher unit costs of inventories. Second, current
profits should be examined in the light of the record value of
output now prevailing. After inventory-valuation adjust-
ment, corporate profits before taxes in 1947 represented
about the same proportion of total income originating in
corporate business as they did in 1929—that is, about 22
percent. Both of these periods were below the wartime
peak of 26% percent, but far above the level during the
thirties.

Profits after taxes in 1947, measured either before or after
inventory-valuation adjustment, are below 1929 levels as a
percent of income originating in corporate business, due to the
currently higher income tax rates. Current profit-after-tax
rates, however, are sharply higher than during the war
period, when heavy excess profits tax rates were in force.

interbusiness transactions and thus to a large extent represent a duplicated count. This
is so since the sales of each firm entering into the corporate total include not only the value
added by it, but also the value of the materials purchased from other firms, which is already
included in the sales of those other firms.

3 Total profits for all industries include the adjustment for the net flow from abroad of
dividends and branch profits.

4 Metal industries comprise iron and steel, nonferrous metals, machinery (except electrical),
electrical machinery, transportation equipment (except automobiles), and automobiles.

5 All other industries comprise agriculture, forestry and fisheries, contract construction,
services, and the international balance adjustment.

Source: U. S. Department of Commerce, Office of Business Economics.

Chart 3.—New Nonfarm Dwelling Units Started: Total
and Number Under F. H. A. Commitments

THOUSANDS
125

100

75

50

25

TOTAL I/

1945 1946 1947

U. S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS.

1948

1 Represents privately financed conventional and prefabricated types of dwelling units.
Data beginning with 1946 are f9r permanent units only, while data for 1945 also include a
small number of temporary units started which were not reported separately. Estimates
are based upon permit data and sample field surveys and represent starts as of the time
foundation work is begun.

2 Represents units started under F. H. A. insurance commitments, recorded as of the time
footings are put in place. Because of differences in methods of derivation and in timing, the
F. H. A. series is not strictly comparable on a month-to-month basis with the estimates of
total starts.

Sources of data: Total, U. S. Department of Labor, Bureau of Labor Statistics; F. H. A.
commitments, Housing and Home Finance Agency, Federal Housing Administration.

Advance in New Construction Activity

The value of new construction put in place rose to 1.6
billion dollars in June, bringing the value for the first
half of the year to 7.7 billion dollars, as compared with
5.7 billion in the first half of 1947. Somewhat more than
half of the year-to-year increase has occurred in private

(Continued on page 30)
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Changes in Food Supply in 1948
IVlIDYEAR prospects for crop production indicate a

record outturn in 1948. In spite of this, total food pro-
duction for this year is expected by the Department of
Agriculture to be lower than in recent years primarily be-
cause of reduced marketings of livestock and livestock
products.

Total United States food "disappearance" in 1948 is
estimated to be lower than in the past two years, but it
will still be about a third higher than the average for the
years 1935-39 (see chart 4). The portion of the total going
into noncivilian channels is expected to be lower in 1948
than a year earlier principally because of a reduction in
exports, both commercial and governmental relief shipments.

Domestic civilian food consumption per capita in 1948 is
estimated at 112 percent of the 1935-39 average, or 3 per-
cent lower than in 1947 (see chart 4). The index of per
capita civilian food consumption reached a high point of
118 percent of the 1935-39 average in 1946.

Chart 4.—Total U. S. Food Disappearance 1
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1 Includes both domestically produced and imported foods.
2 Includes military civilian feeding.3 Data for 1948 are forecasts as of May 1948.
Source of data: U.S. Department of Agriculture, Bureau of Agricultural Economics.

Less Meat and Dairy Products

The principal change in the food supply from a year ago is
the reduction in livestock and livestock products, which is an
adjustment made necessary by the short corn crop harvested
in 1947. Civilian meat consumption is estimated at about
145 pounds per capita, as compared with 155 pounds last year.
In the first 6 months of the year the principal reduction has
been in the supply of beef; pork production has been running
about the same as a year earlier. In the latter half of the
year, however, both pork and beef will show reductions from
the corresponding period in 1947.

Consumption of dairy products on a per capita basis will
average about 3 percent lower in 1948 than a year earlier
and 4 percent below the 1935-39 average, if the high rate
of milk production per cow continues during the remainder
of the year. The decline below the prewar figure is wholly
confined to butter consumption, as explained below.

Shifting Utilization of Milk

The small changes in total milk consumption mask the
major shifts which have taken place between the consumption
of fluid milk and cream on the one hand and manufactured
dairy products on the other. In the war and postwar period
as a whole, the proportion of total milk production consumed
as fluid milk and cream has increased over the prewar average,
as the failure of production to keep pace with the growth
in consumer demand for all dairy products has curtailed
the utilization of milk in other forms, notably butter.

The reason for this lies in the structure of the market for
milk products. Milk can be readily diverted from one use to
another, and since a higher price is obtained for that used for
fluid purposes, the fluid market is satisfied first and the re-
maining milk goes into manufactured products. The shifts
in milk utilization from the prewar pattern have taken place
in two distinct phases. From the beginning of the war
through 1945, fluid milk and cream consumption expanded,
reaching a total of 433 pounds per capita in the latter year,
or 27 percent more than the average for 1935-39. In part,
this expansion reflected the influence of Government sub-
sidies in restraining the rise in the price of milk to consumers
during this period. In each year since 1945 fluid milk and
cream consumption per capita has fallen concurrently with
the rise in retail milk prices. In 1948, fluid milk and cream
consumption per capita is estimated at 388 pounds, to be
about 14 percent higher than the prewar average but nearly
10 percent lower than in 1945. Retail milk prices in May of
1948 were 13 percent higher than in May of 1947, and 36
percent higher than in May of 1945.

Declines in Some Poultry Products

Egg consumption may be about the same as in 1947, as
shown in the lower portion of chart 5, despite a reduction in
the number of layers on farms. Somewhat fewer chickens
for eating will be available and turkey supplies will be the
smallest in 10 years. The number of turkeys being raised
is down 20 percent and cold-storage holdings are only about
half as large as last year.

Adjustments in Livestock

Farmers are thus curtailing their livestock programs this
year as the feed pinch develops. In some cases, however,
they are getting more production per head of livestock, and
in other instances the full impact of lower output is not being
felt by consumers either because of withdrawals of food from
storage holdings or because of reduced exports. Just as
these adjustments have been delayed from several months
to a year or more after the cause (i. e., the short corn crop)
appeared, improvement in food supplies will be correspond-
ingly delayed even if—as now appears likely—a bumper corn
crop is harvested this fall.

For example, the Department of Agriculture reports, on
the basis of a survey of breeding intentions, that the pig crop
to be farrowed this fall (and marketed next spring) is ex-
pected to be no larger than the small crop farrowed a year
earlier and nearly 10 percent smaller than the average fall
pig crop for the past 10 years.

A dearth of cattle flowing from corn-belt feed lots—partic-
ularly of long-fed steers—during spring and early sum-
mer, a season in which these classes normally comprise a
large portion of the beef supply, has resulted in advancing
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beef prices. In the first two weeks in June, the composite
retail price of steer beef in New York City was 26 percent
higher than in the same period a year earlier.

Chart 5.—Per Capita Civilian Consumption of Major
Foods1
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1 Data are for calendar years except fresh citrus fruits, which are for crop years beginning
in October of the previous year.

2 Data for 1948 are estimates based upon prospective supplies as of May 1948.

Source of data: U. S. Department of Agriculture, Bureau of Agricultural Economics.

Mixed Changes for Other Foods

Edible fats and oils will be about as abundant on a per
capita basis in 1948 as a year earlier. Consumers will have
less butter but more margarine, and about the same quan-
tities of the other fats and oils. As compared with the
average for 1935-39, consumption of fats and oils in 1948
will show a decline of about 7 percent, despite substantial
advances for margarine and lard.

Consumption of fresh cirtus fruit from the crop which
started to move to market last October will be lower than
from the previous year's large crop, but citrus products
have continued in good supply. Consumption of canned
fruit and juices will be about 10 percent higher during the
current calendar year than in 1947.

Vegetable supplies, both fresh and canned, are estimated
to be about the same or slightly improved this year over
last year, when consumption was lower than in the preceding
two years.

Farm Income Sustained at High Level

Cash farm income continues high, averaging about 5 per-
cent higher than a year earlier during the first 6 months of
this year. On the whole, the basic forces sustaining farm
income have been stronger so far in 1948 than in the corres-
ponding period in 1947.

An analysis of farm income for the years 1922 through 1947
shows that cash farm income is highly correlated with dis-
posable income of consumers and the value of agricultural
exports. During this period, each change of 10 billion
dollars in disposable income was associated with an average
change of 1.4 billion dollars in cash income from farm
marketings and each 1-billion-dollar change in agricultural
exports was associated with an average change of 1.8 billion
dollars in cash farm income.2 In 1947, the calculated value
for cash farm income was 28.6 billion dollars, which was 1.6
billion less than actual income for the year.

As in the past, any substantial change in farm income will
be closely dependent upon changes in exports and personal
income. The export portion of the market for farm products
in the first few months of 1948 is less strong than in 1947,
although the value of farm exports is still high in relation
to previous periods.

The domestic demand for farm products has increased.
Disposable personal income, at 184 billion dollars in the
first quarter of 1948, was up 3 billion from the previous
quarter and 14 billion from the first quarter of 1947.

The current position of agricultural and food prices which
emerges from a consideration of production, exports, and
consumer demand is one in which the strong elements
continue to predominate. The reduction in export demand
for food from the extraordinarily high rate of a year ago is
more than offset by the increased civilian demand associated
with the advance in disposable income. On the supply side,
the volume of food for civilian consumption is somewhat
lower in areas such as meat and dairy products where prices
are sensitive to changes in volume.

Recent trends in consumption expenditures show little
evidence of a shift away from food purchases. Increased
sales of consumers' durables and building materials have
been accompanied by lagging sales in apparel and in such
semiluxuries as jewelry, entertainment, and eating and
drinking establishments rather than in food sales.

2 These relationships, which are averages for the 1922-47 period, show a greater sensitivity
of farm income to changes in disposable income and agricultural exports than similar relation-
ships fitted for the period through 1940 or 1941. (See SURVEY December 1946, pp. 4-6, and
chart 5.) For the years 1922-40, the coefficients in the regression equation which correspond
to 1.4 and 1.8 in the test are 1.2 and 1.6, respectively. Inclusion of the years 1941-47 in fitting
the equations increases slightly the absolute divergencies between the actual and calculated
values for farm income during the years 1922-40, but results in closer estimates for subsequent
years, particularly the postwar years.

The complete regression equations are as follows (all figures in billions of dollars): 1922-47
period: y (cash income from farm marketings) = — 3.0+0.14xi (disposable personal income)-f-
1.70x2 (value of agricultural exports). Coefficient of determination CR2)—o. 99 (Note: This
equation was computed before the revised income estimates published in this issue became
available). 1922-40 period: y= -1.6+0.12^+1.SUxz. -R2=0.96.
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Changing Patterns of Fuel Consumption
(Continued from p. 11)

the light of price developments in the decade prior to the
outbreak of the recent war. Between 1929 and 1939 the
wholesale price of crude petroleum and refined products
declined by more than one-fourth, as supplies were aug-
mented by the discovery of new fields both at home and
abroad, and demand, while still growing in terms of secular
change, was nonetheless held down by the relatively low
level of income. Advances in technology were an addi-
tional factor in the price decline. The prices of gas and
anthracite also declined over this period—the former, largely
because of the opening up of new natural-gas fields, and the
latter, because of its declining position in the field of resi-
dential heating. Bituminous coal prices, on the other hand,
rose between 1929 and 1939 despite the drop in the level
of income, primarily because of increased costs following
the extension of unionization in the industry, and because
of the efforts of the industry and Government toward price
stabilization.

Under wartime price control the price of gas drifted down-
ward, while prices of coal and petroleum advanced by roughly
the same percentages, under the impact of increased costs.
Since the first quarter of 1947, prices of petroleum moved
up at a relatively faster rate than did those of bituminous
coal, while gas prices held steady. In May 1948 the BLS
wholesale price index for petroleum was 56 percent higher
than in the first quarter of 1947 and 134 percent higher
than the index for 1939. The corresponding advances in
soft coal prices were 27 percent and 86 percent, respectively.

Large Capital Expenditures

Both the aggregate demand and the postwar pattern of
fuel consumption and prices have given considerable impetus
to capital-in vestment programs in all the fuel industries.
In the case of petroleum and gas, additional facilities have
been needed primarily to take care of the heavy demand
which has developed since the prewar years. With coal, on
the other hand, new expenditures have arisen to a large
extent out of the declining position of the anthracite and
bituminous-coal industries. Emphasis here has been on
mechanization in order to reduce mounting unit labor costs.
In addition, new techniques for using coal are being de-
veloped, such as the new coal-fired turbine locomotive; and
already pilot plants are in operation manufacturing syn-
thetic petrolem products from coal.

High fuel prices have acted as a stimulus to capital expan-
sion and the favorable postwar profit position of the fuel
industries has made possible in large measure the heavy
volume of investment which has been undertaken in this area.
The tight supply situation in steel has limited expansion
programs here as in other parts of the economy.

While it would be desirable to show total ^ investment
outlays for all fuel industries, information covering all fields
is not available at the present time.

As one example of the large expenditures for plant and
equipment which are now being made, some data on the
petroleum industry may be cited. In 1947, it is estimated
on the basis of data from the Department of Commerce and
the Securities and Exchange Commission that roughly 2%
billions were spent for new production, refining, transporta-
tion, and marketing facilities in the domestic petroleum in-
dustry. It should be pointed out that these expenditures
cut across many fields—-mining, manufacturing, transporta-
tion, and distribution.

For the petroleum industry alone, capital expenditures in
1947 were almost one-seventh of total nonfarm business ex-
penditures for new plant and equipment, according to esti-
mates of the Department of Commerce and the Securities
and Exchange Commission.4 Expenditures in petroleum
last year were some two and one-third times as large as they
were in 1939. This increase is somewhat less, percentage-
wise, than that which took place in industry generally over
the same period, because of the fact that investment outlays
for petroleum already were relatively high in 1939.

While the bulk of plant and equipment expenditures in the
petroleum field have been for the extraction and refining of
crude, substantial outlays have also been made for transpor-
tation and marketing purposes. In 1946, for example, ap-
proximately one-fourth of total outlays by petroleum com-
panies was for transportation—pipe lines, tank cars, tank-
ers—and marketing facilities.6

On the basis of anticipation of a sample of petroleum
companies reporting to the Department of Commerce and
the Securities and Exchange Commission at the beginning of
1948, it appears that expenditures for plant and equipment
in the petroleum industry during 1948 will exceed actual
outlays in 1947 by a sizable margin. The indicated increase
in the petroleum field is larger in 1948 than for manufacturing
and mining generally and is indicative of the current and
prospective strength in the demand for petroleum products.
Coupled with the capital expenditures now being made in
other fuel industries, these expenditures constitute an
important segment of new capital formation in the domestic
economy.

Business Situation
(Continued from p. 4)

residential building, even though the latter has accounted
for only two-fifths of the construction total this year.
Private industrial building has been running under a year
ago, but most other components show substantial advances.

Of prime importance in the high levels of housing-con-
struction activity initiated during the past 12 months
have been the mortgage insurance operations of the Federal
Housing Administration. Interest rates have generally
moved higher for investment funds, and presumably for
npn-FHA mortgages, though they still are low from an
historical standpoint. Despite the limits on interest rates
on mortgage loans issued under Federal Housing Adminis-
tration insurance, housing starts under FHA operations
accounted for an increasing proportion of the total of private
housing starts until April 1948. (See chart 3.)

Between 80 and 95 percent of FHA starts in each month
of 1947 and 1948 have been under title VI of the National
Housing Act. Passed originally as an emergency war
housing measure and extended in May 1946 as an aid to
veterans' housing, title VI lapsed on April 30 and failed
of extension in the closing hours of the congressional session.
After its temporary lapse in late 1947, full-scale activity
under the provisions of title VI in the first 4 months of tiiis
year created a backlog of current applications which can
be expected to maintain total units started under the FHA
program for several months ahead close to the level of
March and April. Thus, the effects of the lack of support
of title VI on the rate of total new housing units started
are not likely to be felt in any appreciable degree at least
until the fall.

4 See "Current and Prospective Plant and Equipment Expenditures," SURVEY, April 1948.
s See "Financial Analysis of 30 Oil Companies for 1946," Chase National Bank, New York.
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jCONOMIC activity was sustained at a high rate in
June and July. Rising costs and increasing demand relative
to the flow of goods were reflected in a further advance in. the
price level.

In recent weeks, the area of rising prices has broadened and
the pace of the advance has quickened. A diverse group of
important industrial raw materials, coal, iron and steel
together with fabricated metal products, and such major
foods as meat, dairy, and poultry products all registered
increases. Grain prices weakened, however, as crop pros-
pects continued to improve both at home and abroad.

In view of the mounting pressure on prices, new legislation
was enacted in early August by the special session of Congress
authorizing the Board of Governors of the Federal Reserve
System to raise reserve requirements of member banks, and
to reestablish control of consumer installment credit which
had lapsed at the end of October of last year. As a comple-
mentary measure, the Secretary of the Treasury raised in-
terest rates on short-term Government borrowing. Pro-
vision for easier housing credit was made, however, by the
liberalization of provisions of the National Housing Act.

Employment expanded more than seasonally in June and
rose again in July. Industrial production, though at a high
rate, was nevertheless moderately lower in June and July
than the rate attained in the first quarter of the year, as
operations continued to be handicapped by material short-
ages in basic industries (see table 1). For the first 6 months
of the year total nonagricultural production of commodities
averaged higher than in the latter half of 1947, but the gain
was narrow and confined wholly to the first quarter of the
year with some easing during the second quarter. The
trend of manufacturing output is analyzed in some detail in
a subsequent section.

In the agricultural sector, the output of goods for con-
sumers is appreciably lower in the first half of 1947 than a
year earlier. The curtailment in marketing extended to
both crops and livestock and livestock products.

The progress of wage settlements in the "third round"
adjustment in the basic industries was reflected in a rise in
earnings data for June compiled by the Department of Labor.
Hourly earnings in manufacturing rose about two cents an
hour from May to June, and some major wage increases have
been granted since that time. This rise coupled with the
expansion in employment accounted for half of the 4.7
billion-dollar increase in total personal income from 207.2
billion dollars (annual rate) in May to 211.9 billion in June.
Most of the additional gain for the month was in farm
income.
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Table 1.—Production

1947:
First quarter . . .
Second quarter.
Third quarter..
Fourth quarter

1948:
First quarter. _.
Second quarter

June

Industrial
(adjusted)

Farm
marketings

(unadjusted)

(Index 1935-39=100)

189
185
182
191

193
190
192

130
127
164
170

118
121
130

Sources: Industrial Production, Board of Governors, Federal Reserve System; Farm
Marketings, U. S. Department of Agriculture, Bureau of Agricultural Economics.

The increase in personal disposable income from the first
to the second quarter of the year was accompanied by in-
creases in both consumer spending and consumer prices (see
the chart on page 1). Part of the rise in disposable in-
come, as is brought out in the second panel of the chart, was
due to the reduction in personal taxes. Recent changes in
the national income and product are discussed in detail in a
later section.

The value of goods flowing through distribution channels
was moderately higher at all levels, with the principal ad-
vance registered in durables. A 2-percent rise in the index
of manufacturers' sales from May to June was principally
due to a 6-percent advance in durables. New orders of
manufacturers—always a sensitive measure of general busi-
ness sentiment—had drifted lower during the first few months
of the year, but in June they rose in a broad group of in-
dustries.

Second-quarter retail sales were from 2 to 3 percent higher
than in the preceding quarter as June sales increased slightly
over May almost to the high point reached in April of this
year. After adjustment for seasonal variation and the
number of trading days, the June index of retail sales stood
at 334 (1935-39 = 100) compared with 328 in May. Im-
portant factors acccounting for this rise were the improved
supply position of automobile dealers and the larger sales
of building materials and hardware dealers arising from the
heavy volume of construction and home repairs. With
apparel and general merchandise stores leading, most of the
nondurable stores registered advances of 1 to 3 percent;
food-store sales, however, edged downward for the second
month despite continued rises in food prices.

A renewed rise took place in business inventories during
June. Manufacturers' inventories rose 400 million dollars
with most of the gain in the nondurable industries. Trade
inventories were substantially unchanged at a time when a
seasonal decline normally takes place.

Construction Higher
New construction activity rose to 1.7 billion dollars in July,

one-third higher than the same month a year earlier. A por-
tion of the rise is attributable to increasing costs during the
12-month period. Private residential construction continues
to be the leading individual component, accounting for 700
million dollars of value put in place during the month.
In June 93,500 new dwelling units were started, marking the
fourth consecutive month in which the 90,000 figure was
exceeded in this series and assuring a high volume of resi-
dential construction activity for several months to come.
A total of 450,000 housing starts during the first 6 months of
this year represents about half of the 950,000 starts projected
for the year as a whole. Commercial-building construction
and public-highway construction also showed substantial
dollar advances over June.

Widespread Price Advances
Upward price pressures were featured in commodity

markets in July (see table 2), with the latest increases pushing
the monthly general wholesale price index above the post-
World War I peak of May 1920. Numerous price advances
were made affecting basic raw materials, which along with
higher wage rates will affect the cost of production of manu-
factured products. Supplementing the June 1948 advances
in such raw materials as aluminum and rubber, price in-
creases in July and early August were announced for coal,
finished steel, copper, lead, zinc, glass, and nickel. Aside
from any effects resulting from the dropping of the basing-
point price system, steel prices were advanced about 10
percent in July. Subsequently, rises have occurred in scrap
steel and other materials entering into finished-steel produc-
tion.

These higher prices of basic materials and higher wage
rates have already been reflected in rising prices of various
manufactured goods such as agricultural machinery, auto-
mobiles and rubber tires. To a considerable extent, however,
adjustment of prices of fabricated products has not yet
reflected the full impact of these cost increases.

Table 2.—Prices

Wholesale

All Farm
Other

than farm
and food

(Index 1926=100)

1947:
First quarter. .
Second quarter.
Third quarter..
Fourth quarter

1948:
First quarter. „
Second quarter.

June

145.2
147.5
153.9
160,5

162.6
164.3
166.2

172.7
176.8
183.2
191.4

190.2
190.6
196.0

129.1
131.8
135.9
142.7

147.8
149.0
149.5

Consumers'
price index

(Index
1935-39=100)

154. 3
156.4
160.8
165.2

167. 7
170.5
171. 7

Source: U. S. Department of Labor, Bureau of Labor Statistics.

Effect of Agricultural Price Supports
The outstanding deviation from the general upward trend

of prices was in agricultural crop prices where there is the
prospect of bumper crops aggregating about 6 percent larger
than the previous record harvest of 1946. Although the
August 1948 crop report indicates a slight decline in wheat
production from a year ago, a record corn output is ex-
pected—more than two-fifths above last year—while other
grains such as barley, oats, and rye will also be considerably
above 1947. The pressure of the prospective enlarged grain
supply has reduced the average of wholesale grain prices
about 15 percent in the past 3 months, a period when the
usual seasonal movement is upward. Cotton prices have also
declined in reaction to the forecast of the largest output in
several years.

The Government price-support program has thus far
played a minor role in impeding the downward movement of
commodity cash prices, since most prices have been sub-
stantially above support levels. In the futures markets for
some important crops such as corn, wheat, and cotton,
however, supports have been a factor, these prices have
tended to fluctuate in recent months close to the expected
support-price level.

Of the major farm products for which price supports are
required under existing legislation, extensive support opera-
tions this year have been applied only to potatoes, eggs, wool,
peanuts, and some types of tobacco. The prospective exten-
sion of support operations to additional commodities reflects
downward adjustment of crop prices which will affect farm
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income directly. The effect of this adjustment upon products
purchased by consumers, however, will for the most part be
indirect, as in cotton, or delayed, as in the feed grains.

Meat, poultry, and dairy products—which enter most
directly into the cost of living—have maintained or widened
their margin over their support prices since last year. Hog
prices, for example, in July 1948 were 54 percent above the
support-price level, as compared with a similar percentage
prevailing in 1947. Chicken prices both in 1947 and thus far
in 1948 were sufficiently above mandatory support levels to
make unnecessary any announcement of support operations,
a situation which also characterized wholesale milk and but-
terfat prices.

Chart 2.—Employees in Nonagricultural Establishmentsx
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1 Includes all full- and part-time wage and salary workers who worked or received pay
during the pay period ending nearest the 15th of the month. Proprietors, self-employed
persons, domestic servants, and personnel of the armed forces are excluded.

Sources: Basic data, U. S. Department of Labor, Bureau of Labor Statistics; indexes com-
puted by the V. S. Department of Commerce, Office of Business Economics.

Recent Labor-Market Developments
In response to expanding employment opportunities, the

labor supply has increased during the past year somewhat
more than might have been expected on the basis of changes
in the working population. In June and July, for example,
the labor force averaged about 1 million more than a year
ago as compared with an expected normal growth of about
a half million. Employment has been expanded also by
drawing on the already low ranks of the unemployed which
in July were down to 2.2 million, about 400 thousand less
than a year ago. Total employment in July reached 61.6
million, a rise of 1.5 million or 2.5 percent over July a
year ago.

An added factor, important because of its future bearing
3n the civilian supply of labor, was the recent enactment of
selective service legislation which may be expected over the

coming year or so to absorb a considerable portion of the
normal growth in the labor force. On the other hand, there
is reason to believe that some of those veterans who have
been kept out of the labor force by unusual schooling sched-
ules may seek work. In general, in view of these consider-
ations coupled with the already high employment rates, it
would appear that labor supply in the months ahead will be
only moderately increased.

The employment increase over the past year has been
confined to nonfarm areas. According to Census Bureau
estimates, total nonagricultural employment reached 52.5
million in July, a half million more than in June, and 2.5
million above a year ago.

The latest data on the industrial distribution of employ-
ment relate to the month of June. Indexes of employment
by major nonfarm industry groups are shown in chart 2,
using June 1939 as equal to 100. Compared with 1939, all
nonfarm industries showed substantial increases in the
number of persons at work. The larger relative rise over
this period in durable manufactures and in construction
reflects in part the fact that these industries were more
affected by the underemployment conditions prevailing in
1939, but more important, perhaps, these increases indicate
the large backlog of demand for heavy goods and construc-
tion built up during the war period.

Little Change in Durable-Goods Employment
The more recent changes in the general employment

situation are interesting in several respects. For example,
whereas most of the postwar gain in employment in durable-
goods manufacturing has occurred by mid-1947, contract-
construction employment has continued to move steadily
ahead. Although the supply of materials has been a limiting
factor in both areas, improvement in employment and output
in recent months has been more feasible in the construction
field where the supply of steel is not so important a factor as
in the metal-fabricating industries. Only in the case of the
"lumber and timber basic products" group was there any
substantial employment gain in the hard-goods industries.
This increase and scattered smaller increases in other major
groups producing hard goods were largely offset by reduc-
tions in shipbuilding and in radio and electrical-equipment
manufacturing employment.

Increase in Nondurable-Goods Employment
As is clear from the chart, the rise in manufacturing

employment over the last 12 months centered in nondurable-
goods industries, chiefly in textiles, apparel, and food manu-
facture. In part, this is a reflection of a substantial reduc-
tion in employment in the spring and summer months of
1947 in the textile and apparel groups, which represented
not only a part of a major reversion to prewar seasonal
patterns of production but also some softening of demand.
This year the post-Easter employment decline was more
moderate and apparently of shorter duration than last year.

Among the nonmanufacturing groups other than con-
struction, the largest 12-month increase in employment was
in the government sector, where an expansion of 230,000 at
the State- and local-government level was greater than the
drop of 80,000 in the number of Federal workers. The rise
for the "State and local" group for the most part reflects
continued expansion of public-works programs. Employ-
ment in trade, practically steady so far in 1948, was also
well above last year's level.

Workweek Stable
The increase in nonagricultural employment in the last

12 months resulted in a corresponding gain in man-hours of
work as the average number of hours worked remained

(Continued on p. 24)
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National Product and Income in the Second Quarter of 1948
VFROSS national product, which measures the value of

the nation's output of goods and services at market prices,
reached a seasonally adjusted annual rate of 248 billion
dollars in the second quarter of 1948. This total reflects an
increase of abouc 3 billion dollars from the preceding quarter,
when a temporary leveling-off had occurred after an extra-
ordinarily pronounced spurt in the final months of 1947.

These movements may be placed in perspective by ref-
erence to chart 3, which shows the trend of gross national
product and of its major components over the past 2% years.
Gross private domestic investment, perhaps the most dyna-
mic of these components during the recent past, is further
analyzed in chart 4, where the volatile movements of business
inventories during 1947 and 1948 are highlighted.

The accelerated second-quarter growth of product repre-
sents a resumption of inflationary pressures temporarily
abated earlier this year. Consumer and business expendi-
tures are rising, influenced by the income-tax reduction,
the further increase in wage rates, and the projected expan-
sion of government expenditures for European aid and
rearmament. None of these major factors was fully opera-
tive during the second quarter, but all of them have tended

Chart 3.—Gross National Product and Major Components
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to exert mounting force upon the economy during the
current quarter.

The recent 4-billion-dollar increment in national product
resulted from divergent changes in various sectors of demand.
Consumers and government purchased considerably more
goods and services than earlier in the year, but the increase
in aggregate national product was dampened by a decline in
gross private domestic investment, due solely to reduced
accumulation of business inventories. Net foreign invest-
ment remained stable at the first-quarter level. These
developments are described in some detail in the following
paragraphs.

Chart 4.—Composition of Gross Private Domestic
Investment
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Source of data: U. S. Department of Commerce, Office of Business Economics.

Source of data: U. S. Department of Commerce, Office of Business Economics.

Consumer Expenditures Higher
After the hesitation apparent in the first quarter, when

personal consumption expenditures showed their smallest
increase since the end of the war, consumer spending ac-
celerated moderately again. An advance of 3.1 billion dol-
lars in the second quarter brought the seasonally adjusted
annual rate to 175.1 billion dollars. The increase was
spread fairly evenly, in absolute terms, among durable goods,
nondurables, and services, with the first-named group ex-
periencing the largest proportionate rise. This effort on the
part of consumers to replenish depleted stocks of durable
articles has characterized the entire postwar period. Sales
of furniture and housefurnishings, which had slackened early
this year, moved above the previous fourth-quarter peak
and accounted for most of the increased expenditure for
durables. Expansion of nondurable-goods sales in the second
quarter was concentrated in clothing and food, and reflected
price movements in the main, rather than a change in real
terms.
Private Investment Strong

Gross private domestic investment absorbed a smaller
fraction of the national output in the second quarter than
during the earlier months of 1948. This was due entirely to
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the reduced rate of nonfarm inventory accumulation noted
below, as other components of private investment either
remained constant or increased moderately.

After a rapid rise in the latter half of 1947, new private
construction activity has continued at the high rate of the
fourth quarter. A slight increase was registered in the first
3 months of this year, the resultant rate of 14.3 billion dollars
being sustained in the second quarter. For three consecu-
tive quarters, private construction has constituted a larger
proportion of gross national product than in any year since
1930.

No significant shifts in the composition of new construc-
tion occurred during the second quarter. There were frac-
tional declines in industrial and nonfarm residential building,
Table 3.—National Income and Product, First and Second Quarters

of 1948 i
[Billions of dollars]

Item

National income by distributive shares

National income
Compensation of employees

Wages and salaries
Private
Military
Government civilian

Supplements to wages and salaries
Proprietors' and rental income2

Business and professional
Farm
Rental income of persons

Corporative profits and inventory valuation
adjustment

Corporate profits before tax
Corporate-profits tax liability
Corporate profits after tax

Inventory valuation adjustment
Net interest
Addendum: Compensation of general govern-

ment employees

Gross national product or expenditure

Gross national product
Personal consumption expenditures

Durable goods
Nondurable goods
Services

Gross private domestic investment.
New construction _..

Residential nonfarm
Other

Producers' durable equipment
Change in business inventories, total

Nonfarm only
Net foreign investment
Government purchases of goods and services.

Federal
Less: Government sales
State and local

Disposition of personal income

Personal income
Less: Personal tax and nontax payments

Federal
State and local

Equals: Disposable personal income
Less: Personal consumption expenditures
Equals: Personal saving

Relation oj gross national product, national income,
and personal income

Gross national product
Less: Capital consumtpion allowances _

Indirect business tax and nontax liability
Business transfer payments
Statistical discrepancy

Plus: Subsidies less current surplus of govern-
ment enterprises

Equals: National income
Less: Corporate profits and inventory valuation

adjustment
C ontributions for social insurance
Excess of wage accruals over disbursements..

Plus: Government transfer payments
Net interest paid by government
Dividends
Business transfer payments

Equals: Personal income

Unadjusted

53.2
32.9
31.6
27.1

.9
3.6
1.3

12.6
6.3
4.5
1.9

6.5
7.8
3.0
4.8

-1 .3
1.2

4.2

41.0
4.9

23.7
12.5
10.0
2.9
1.4
1.5
4.9
2.2
2.3
1.0
7.3
4.3
.3

3.3

51.1
9.3
8.6
.6

41.8
41.0

.7

59.3
3.5
4.6

.2
-2 .2

- . 1
53.2

6.5
1.3
0
2.7
1.1
1.7
.2

51.1

()
33.5
32.3
27.7

.9
3.7
1.2

13.0
6.4
4.7
1.9

()
- . 6
1.2

4.3

60.5
43.0
5.3

25.0
12.6
8.4
3.6
1.7
1.8
5.1

- . 3
- . 4
1.0
8.2
4.6
.2

3.7

52.4
3.9
3.3
.6

48.5
43.0
5.5

60.5
3.6
4.8

.2

- . 1
)

()
1.3
0
2.7
1.4
1.7
.2

52.4

Seasonally adjusted,
at annual rates

I

215.1
133.7
128.8
111.1

3.5
14.2
4.9

50.6
25.0
18.0
7.5

26.2
31.4
12.2
19.2

-5 .3
4.6

16.5

243.8
172.0
21.4

101.0
49.6
38.5
14.3
7.0
7.3

19.6
4.6
5.1
3.9

29.4
17.3

1.3
13.4

207.3
23.6
21.5

2.1
183.7
172.0
11.7

243.8
14.0
18.9

a. 0
-5 .2

- . 3
215.1

26.2
5.0
0

10.9
4.6
7.3

.6
207.3

I I

133.9
129.1
111.0

3.6
14.5
4.9

51.9
25.4
18.9
7.6

(3)
(3)
(')
(*)

-2 .5
4.7

16.9

248.2
175.1
22.3

102.4
50.4
37.2
14.3
6.9
7.4

20.6
2.3
1.8
3.9

32.1
18.6

. 7
14.2

208.8
21.6
19.4
2.1

187.3
175.]
12.2

248.2
14.2
19.4

a. 0

- . 3
(3)

(3)

5.0
0

10.6
4.7
7.3

.6
208.8

* Detail will not necessarily add to totals because of rounding.
2 Includes noncorporate inventory valuation adjustment.
* Not available.

offset by minor gains in the public-utility group, but sea-
sonal adjustment factors are not sufficiently precise to permit
attachment of meaning to changes of such magnitudes.
Residential building continued, as in the previous two
quarters, to constitute an extraordinarily large portion—
about half—of new private construction.

Business investment in producers' durable equipment ad-
vanced to an annual rate of 20.6 billion dollars, as compared
with 19.6 billion dollars during the first quarter. Virtually
all components, including machinery, commercial motor ve-
hicles, and railroad equipment, shared in the advance. How-
ever, a considerable part of the increase was probably attrib-
utable to price factors rather than to an increase in the physi-
cal volume of production.

The accelerated accumulation of business inventories
which took place in the first quarter of 1948 was curtailed in
the second to a billion dollar annual rate. As noted in the
May SURVEY, the increase in the early months of the year
had been restricted to trade inventories and was concentrated
at the retail level. Its association with a flattening of con-
sumer expenditures suggested that the accumulation was, at
least in part, involuntary. In the second quarter, however,
with disposable personal income increasing, retail sales
picked up again. In consequence, retailers' stocks were
more readily moved, and these inventories, in real terms,
remained very nearly constant. The less pronounced ac-
cumulation of wholesale trade inventories in the first quarter
also virtually disappeared in the second.

In contrast with trade stocks, manufacturing inventories,
which had remained stable (after valuation adjustment) in
the early part of the year, rose moderately in the second
quarter to account for the bulk of the nonfarn business in-
ventory movement shown in table 3.

Shift in Financing Foreign Requirements
Net foreign investment, following the large decline in the

first quarter, held steady at an annual rate of approximately
4 billion dollars. While merchandise imports fell off some-
what from the peak achieved earlier in the year, this was
offset by an increase in Government unilateral transfers,
which had the same statistical effect upon the net foreign
investment figure as a rise in imports (or a reduction of
exports). The drain on foreign gold and dollar reserves,
which had slackened sharply in the first quarter, was tempo-
rarily renewed (although by no means to the 1947 level)
pending full-scale operation of the European Recovery Pro-
gram. This shift in foreign countries' means of financing
imports from the United States was occasioned primarily by
reduced disbursements of Government loans.

In interpreting changes in net foreign investment between
1947 and 1948, an' important alteration in the form of U. S.
Government assistance should be borne in mind. Last year,
American aid consisted predominantly of loans, and expend-
iture of the proceeds of such loans by foreigners for our
exports entered gross national product under the heading of
net foreign investment. This year, on the other hand,
direct assistance in the form of grants will predominate, and
these are reflected in the gross national product as Govern-
ment expenditures. In the computation of the balance of
international payments, the recording of unilateral transfers
representing such direct aid offsets a corresponding amount
of exports, and thus eliminates that amount from net foreign
investment. It is apparent, then, that a shift from foreign
investment to Government expenditures may transpire
without a significant change in the actual net international
flow of goods and services. To a considerable degree, this
has been, in fact, the nature of the decline in net foreign
investment in 1948.

The aggregate Government component of gross national
product accelerated its slow climb from the postwar low

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

August 1948



SUKVEY OF CURRENT BUSINESS August 1948

reached in the initial quarter of 1947. The advance of 2.7
billion dollars recorded for the 3 months ending in June
1948 is the most marked in this series of increments, but
the appearance is partially misleading. The real turn in
Federal expenditures (on a gross basis) came in the first
quarter, when the downward drift prevalent in 1947 was re-
versed, principally by a swelling of interim aid to Europe.
This development was obscured in the Government total by
a sharp temporary jump in the volume of foreign surplus-
property sales netted out.

A similarly marked, but inverse, movement of Govern-
ment sales abroad in the second quarter accounted for well
over half a billion dollars of the increase in net Federal pur-
chases. Even on a gross basis, however, the commencement
of operations by the Economic Cooperation Administration,
along with continuation of interim aid, brought an incre-
ment in excess of the first quarter's, and the amount may be
expected to move further upward as European aid and the
expanded rearmament program reach their scheduled volume
in the latter half of 1948. As noted more fully in the com-
mentary on net foreign investment, the expansion of Federal
outlays for goods and services this year reflects in large
measure the switch in financing of European aid from loans
to grants, rather than a change in over-all foreign assistance.

State and Local Government Expenditures
State and local government purchases resumed the rise

almost continuously evident since the end of the war. The
expansion had been interrupted in the first quarter by a
decline in public construction occasioned by adverse weather
conditions and materials shortages. In the more recent
period, however, state and local construction, especially of
highways, accounted for the bulk of the advance in non-
federal government expenditures.

Flow of Income Increasing
In the absence of data on corporate profits, no national-

income estimate for the second quarter is yet available.
Such developments as are noteworthy in its components,
other than corporate profits, are touched upon below in the
framework of the personal-income concept.

Total personal income increased slightly from the first to
the second quarter of 1948. The increase was concentrated
in farm income, which, as measured in the personal-income
series, rose nearly 1 billion dollars at an annual rate. Ab-
sence of seasonally-adjusted quarterly data measuring in-
ventories of crops and livestock held on farms prevents
exact measurement of quarterly variations in farm income,
but the general character of the upward movement is clear.
Both the large volume of production and the recovery of
prices after the February break contributed to high agri-
cultural income.

Wage and salary receipts did not show any appreciable
increase between the first and second quarters. This was
primarily due to a continuous decline of some magnitude
from January through April in the commodity-producing
industries. During the early months of the year, slackening
employment underlay this movement, but it was intensified
by labor-management disputes and attendant fuel and ma-
terial shortages in April and May. By June, however,
settlement of these disputes with increased wage rates had
lifted wages and salaries above the first-quarter average.
Thus, in the absence of significant changes in employment
or further major labor-management difficulties, the newly
negotiated rates will be more fully reflected in higher wage
and salary receipts in the second half of the year.

Dividends and rental income were stable in the second
quarter, and interest remained very nearly so, showing only
an insignificant rise. Nonfarm proprietors' income increased

less than half a billion dollars, while transfer payments
exhibited a decline of little consequence.

Despite the relative stability of personal income, an
important increase in disposable income occurred during the
second quarter. This major development took place chiefly
by virtue of the reduction in rates of Federal income-tax
withholding in May. It is estimated that an annual rate of
about 2 billion dollars was put at the disposition of con-
sumers in the second quarter by the operation of the new tax
law. Since, however, the results anticipated from a full
year's operation under its provisions are by no means fully
reflected in the second-quarter estimates, an examination of
its expected impact in the near future may be of interest to
many readers.
Effect of Reduced Taxes on Income

Throughout the following commentary, it should be
remembered that in the disposition-of-income statistics,
personal taxes are counted on a collections rather than a
liability basis. As a result of this concept, the ultimate
effects of the new Federal tax rates will be felt only in staggered
fashion over a considerable period of time.

The first and most immediate reflection is in withholdings,
which account for more than half of Federal income-tax
collections. In this area the new rates became effective at
once for wage and salary payments made after April 30.
At the current level of personal income, the resultant reduc-
tion in withholding-tax collections at annual rates is estimated
at approximately 3 billion dollars. Continuation of collec-
tions at the old rates during April, however, restricted the
second-quarter decline by one-third. The full amount, of
course, will be apparent in the third quarter.

Nonwithholding Federal income taxes fall into three broad
groups, of which only one will be affected at all in 1948 by
the recent rate change.

First, we may mention back taxes. This group, defined
by the Treasury to include only taxes more than a year over-
due, constitutes a relatively small portion of the total.
These collections are at a fairly stable level determined by
prior years' liabilities, and are completely unaffected by the
new law.

Secondly, there is a large volume of end-of-year settle-
ments, related to the previous year's income and computed
at the old rates. In the calculation of seasonally-adjusted
personal taxes, these are spread evenly through the calendar
year of collection; hence the new law will not affect them
until 1949.

Finally, there are the quarterly declaration payments, due
in March, June, September, and January for the first, second,
third, and fourth quarters, respectively. The January in-
stalment may also include final settlement of the year's
liability, and is subject to the considerations outlined above
for end-of-year payments, i. e., that collections are go kerned
by prior-year income and tax rates. Since, for 1948, the
March declaration payment fell due before passage of the
tax bill, only the June and September instalments are po-
tentially subject to the influence of the recent rate reduction.
If all taxpayers complied quite literally with the regulations
regarding quarterly instalments, and if all were able and
willing to estimate accurately their incomes for the year, a
pronounced impact of the new legislation upon this tax
category would be apparent in the estimated annual rates
for the second quarter. The decline under these circum-
stances would have exceeded the effects of rate reduction,
due to permissible credits for overpayment in March. As a
matter of fact, however, taxpayers in the aggregate have
consistently underestimated their liabilities in making quar-
terly declarations, as is attested by the very large volume of
end-of-year settlements. Except on the unlikely hypothesis
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that the systematically adjusted their underestimates in
proportion to the rate change when filing June returns, no
very material drop could be expected in this group for the
remainder of 1948. Accordingly, only a modest allowance
has been made in the second-quarter estimates for reduced
nonwithholding income-tax collections. This condition will
persist m the third and fourth quarters of this year, but the
full reduction—an additional amount probably not far from
2 billion dollars—will be felt in 1949 when final settlements
are being made at the lower rates.

Moreover, the volume of refunds netted out of personal
taxes next year is expected to be particularly large, due
to overwithholding in the first 4 months of 1948. The
result will be to exaggerate the impact of reduced rates,
the income-splitting privilege, and increased exemptions,
beyond that contemplated for a normal full year's operation
of the new law.

The staggered effects of Federal income-tax revision upon
our personal-tax series, then, may be summarized as follows:
(1) In the second quarter of this year, personal taxes reflected
two-thirds of the estimated withholding reduction, but only
a small fraction of the ultimate decline in nonwithholding
collections. (2) The situation with respect to the latter

group will not change in the second half of 1948, but the
full drop in withholding will then become apparent. (3)
Beginning with the first quarter of 1949, the entire reduction
in other-than-withholding payments will be reflected for the
first time, as end-of-year settlements are made under the
new law, and all the effects of a lower tax structure will be
reinforced by abnormally large refunds.

Each of these declines in personal taxes must, of course,
exercise an opposite influence upon disposable personal in-
come. The increase in the latter measure thus induced in
the second quarter of 1948 somewhat outweighed the con-
comitant increment resulting from the rise in personal income
before taxes. It is expected that disposable income will be
further bolstered by effects of the tax cut in the third quarter
and again—more pronouncedly —at the beginning of 1949.

The second quarter pick-up in consumption expenditures
was slightly more than offset by the swelling of funds at the
disposition of consumers, with the result that personal saving
edged up. The fact that saving has been maintained at a
slightly higher ratio to disposable income for two quarters of
1948 than in the second half of last year seems to confirm
the suggestion made in the May SURVEY that the postwar
downdnft in this ratio has ceased.

Trend of Manufactures
MANUFACTURING production edged higher during the

first half of 1948. The rate of advance, after full allowance for
seasonal influences, was probably the slowest for any 6-month
period since the postwar uptrend began; likewise, there were
fewer industries reporting gains in output this year than in
previous periods and more where downward adjustments
were recorded. Nevertheless, the weight of evidence points
to a net improvement in the flow of supplies to businesses
and consumers. It is apparent that additional industries
have been added to the list of those which have worked off
demand backlogs, while at the same time some industries
have staged a renewed upturn after experiencing an earlier
setback.

Production alone, however, does not tell the full story.
The quality of goods manufactured in the past 12 months
has undoubtedly shown improvement. Moreover, the con-
sumer is currently finding some previously scarce goods more
readily available and with more choice in variety—both fac-
tors are real in terms of consumer desires but are not subject
to quantitative measurement. Thus, while it appears that
production gains have been small, comparison with previous
periods should take into account the above and other in-
tangible factors which are not directly measurable in any
over-all production index.

The magnitude of the gain in manufacturing output is
difficult to measure, although it is known to have been
small in the recent period. For the past 18 months or
more there has been virtually no slack in the use of the
nation's productive capacity and in raw materials supplies.
In general, the further additions to output may be traceable
to the accumulated benefits resulting from the improvement
in the flow of raw materials, the substantial investment in
new plant and equipment, larger employment, and its more
effective utilization.
Irregular Upward Movement

During the past year and a half, when industrial output
was increasing at a considerably slower rate than in 1946,
there have been periodic interruptions of the upward move-
ment. For the most part these interruptions have been
localized and associated with work stoppages and with
instances where the consumption of raw materials has
temporarily outdistanced the production of new supplies.
The only period when there was any general hesitation in

activity was in the second quarter of 1947, when a faltering
in the rate of buying by business concerns was translated
into lower production in some manufacturing industries.
After the summer shut-downs, the productive curve turned
upward, reaching a high rate in late 1947 and since then it
has held close to that level.
Relative Stability in Recent Months

The accompanying table shows the movement of manu-
facturing production since the final quarter of last year. On
the whole, the results for the first quarter of 1948 were some-
what better than seasonal expectations; on the other hand,
the second quarter turned in a less-than-seasonal perform-
ance largely because of the 4-week work stoppage at bitu-
minous coal mines and the resultant curtailment in the rate
of steel operations. Most of the increase in output from the
second half of 1947 to the first half of 1948 is traceable to
the third-to-fourth-quarter advance rather than to any
important gain subsequent to the fourth quarter.
Contrasting Production Patterns

It is difficult to generalize about the pattern of production
in individual industries during the 3 years since VJ-day
because there has been considerable variation. The indexes
of output assembled in chart 5 provide one method of illus-
trating this variation. In each case the production series
has been converted to an index with the highest quarterly

Table 4.—Manufacturing Production
[Seasonally adjusted indexes, 1935-39=100]

Period

1946:
First quarter..
Second quarter
Third quarter _.
Fourth quarter

Year
1947:

First quarter..
Second quarter.
Third quarter..
Fourth quarter

Year
1948:

First quarter...
Second quarter.

Total
manufactures

163
173
182
190
177

197
192
188
198
193

200

Durable
manufactures

162
186
207
213
192

223
220
211
225
220

228

Nondurable
manufactures

165
162
162
172
165

176
170
168
176
172

178

*> Preliminary.
Source: Board of Governors of the Federal Reserve System.
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production in the postwar period equal to 100. This method
of presentation facilitates comparisons of the current position
of various industries relative to their best postwar per-
formance.

Once postwar reconversion had been achieved, industry
after industry reached new production marks. Some have
then receded to lower rates of output but, on the whole, the
industries where manufacturing activity either has been
sustained at or close to peak rates, or is still rising to the
extent permitted by available materials, are far more
important in terms of production than the industries which
have shown appreciable declines. This accounts for the
continued uptrend in production which has already been
described.

Of the 26 manufactured products covered in the chart,
the first to reach its postwar high mark was women's, misses',

and children's clothing. Output of this class of clothing was
highest in the initial quarter of 1946—even after allowance
for seasonal influences. Footwear was next to reach its
postwar peak—which came in the June quarter of that year,
normally a seasonally low period—and two additional prod-
ucts, truck trailers and cigars, turned in their highest output
to date in the final quarter of 1946.

New postwar production records were successively made
by other products—automobile tires, nonelectric water
heaters, and glass containers in the first quarter of 1947, and
oil burners and coach trailers in the third. A much larger
group of commodities hit their best postwar marks in the
final 1947 quarter when many industries were operating at
seasonally high rates. It should be noted that some of the
subsequent production declines were due to normal seasonal
factors.

Chart 5.—Postwar Production Trends
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For as many as nine of the products shown, however, the
postwar uptrend in output has proceeded almost uninterrupt-
edly through the first half of 1948. Included among these
products are many of those produced in the reconversion
industries where backlogs have been large—refrigerators,
washing machines, electric ranges, nonelectric cooking stoves,
railway freight cars, and trucks.

Passenger automobiles are in the position of having a large
backlog of unsatisfied demand and of being unable, so far
in 1948, to exceed the rate of output in the December
quarter of last year when about 1 million cars rolled off the
assembly lines. The availability of steel has been a chief
factor in determining the rate of operations in the automo-
bile industry and in other important metal-using industries
such as railway-transportation equipment.

A few soft-goods industries also have been operating close
to their postwar peaks in the most recent quarter. These
included men's clothing, paper and products, and ciga-
rettes. These products have been produced at a high rate
throughout the postward period.

Magnitude of Downward Adjustment
In some cases the adjustment of production schedules to

a less intensive demand basis has involved a significant cut-
back in the rate of operations. Oil burners provide an
example of extreme change, since the output rate in the
second quarter of 1948 was only one-fourth of the earlier
peak rate. This reduction, however, reflects to a large
extent the tightened fuel-oil supply situation. Declines in
the neighborhood of 50 percent have been experienced in a
few other durables such as truck trailers, heating stoves, and
nonelectric water heaters.

The adjustment in rubber tires has been of much smaller
magnitude. In the March and June quarters output was
running at better than 80 percent of the peak quarterly
volume of 25 million casings.

Similarly, shipments of glass containers have been taper-
ing off since the first quarter of 1947 with output in the latest
quarter representing 80 percent of its earlier high. To some
extent, renewed competition from metal and paper containers
and higher inventories in the hands of manufacturers account
for the downturn in this industry.

The decline since late 1947 in the number of radio sets
manufactured largely reflects, apart from seasonal factors,
the drop in shipments of table models which has been in
evidence for over a year and, more recently, in console
models. At the same time, the number of television re-
ceivers produced has advanced sharply. In the third
quarter of 1947 these receivers were being turned out at a
rate of 18,000 units a month; in the quarter just ended, the
monthly rate was up to about 60,000. When the various
types of radio and television sets are combined into a
weighted index of production, a considerably smaller decline
is indicated.

Women's apparel is one of the lines where output has
staged a moderate comeback. The latest production re-
ports for this industry cover the first quarter of 1948 when
operations were within 10 percent of the postwar peak. A
year previous, production in terms of numbers of garments
produced was running 20 percent below the peak quarter.
These comparisons, however, are of numbers and do not
allow for changes in the composition of the product or the
amount of materials and workmanship involved.

Comparison With Prewar Volume
Additional perspective on the present position of 15 im-

portant durable goods manufactured by the reconversion
industries is provided by chart 6. This chart compares the
rate of output in the first half of 1948 with the average
monthly rate in 1941, which was generally the peak prewar
year.

The recent rate of output for four of the products shown
was more than double the prewar rate. For five others, the
rate of increase ranged from 25 to 50 percent and for three
others the increase was more moderate.

Output of passenger automobiles, truck trailers, and
nonelectric cooking stoves in the first 6 months of the year
was below the base period by a small margin. In the case
of passenger cars it will be recalled that production was
being curtailed in the latter part of 1941 to release resources
for defense production.

Chart 6.—Production of Selected Manufactured Prod-
ucts : First Half of 1948 as a Percentage of 1941*
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Table 3.—Wholesale Sales, Monthly 1947-48
[Millions of dollars]

Type of establishment

All establishments
Durable goods _- _
Nondurable goods

Service and limited function
Durable goods

Automotive - - -
Lumber and building mate-

rials
Electrical goods .
Hardware
Housefurnishings _ _ _
Jewelry and optical goods
Machinery and metals - -

Nondurable goods _
Apparel
Beers, wines, and liquors
Drugs and sundries
Dry goods
Food
Paper and its products
Tobacco products - -
AH other

Janu-
ary

6,967
1,685
5,282
5,284
1,660

377

321
227
159
78
36

462
3,624

186
250
105
267

1,294
128
183

1,211

Febru-
ary

6,459
1,708
4,751
4,931
1,684

385

311
269
165
69
46

439
3,247

170
236
98

237
1,172

112
172

1,050

March

6,796
1,848
4,948
5,197
1,823

413

321
294
189
66
47

493
3,374

166
265
110
249

1,265
119
175

1,025

April

6,843
1,939
4,904
5,196
1,911

436

324
327
196
73
48

507
3,285

155
258
110
238

1,234
126
186
978

M a y

6,859
1,884
4,975
5,171
1,856

423

302
316
185
80
47

503
3,315

149
249
99

233
1,251

124
194

1,016

1947

June

6,800
1,817
4,983
5,065
1,792

418

296
309
172
81
41

475
3, 273

138
261
92

218
1,273

127
193
971

July

7,096
1,761
5,335
5,230
1,734

415

307
297
170
71
39

435
3,496

144
279
98

231
1,337

122
204

1,081

Au-
gust

7,072
1,791
5,281
5,342
1,766

410

318
276
173
92
52

445
3,576

160
288
95

274
1,244

125
202

1,188

Sep-
tember

7,763
1,951
5,812
5,912
1,923

452

354
304
189
104
58

462
3,989

190
316
111
311

1,411
146
202

1,302

Octo-
ber

8,716
2,179
6,537
6,679
2,144

471

410
333
215
118
69

528
4,535

218
424
135
336

1,545
157
219

1,501

Novem-
ber

8,013
1,998
6,015
6,036
1,967

453

362
314
189
99
68

482
4,069

189
291
111
285

1,346
132
198

1,517

Decem-
ber

8,262
2,076
6,186
6,178
2,046

447

354
416
177
85
74

493
4,132

156
352
115
231

1,389
134
218

1,537

Janu-
ary

7,692
1,901
5,791
5,720
1,874

432

355
296
170
82
38

501
3,846

170
268
115
242

1,373
133
182

1,363

Febru-
ary

7,121
1,893
5,228
5,282
1,867

425

331
309
173
84
48

497
3,415

170
243
102
238

1,163
123
174

1,202

1945

March

7,726
2,176
5,550
5,868
2,143

476

380
368
205
92
58

564
3,725

198
277
120
283

1,343
128
194

1,182

April

7,652
2,225
5,427
5,815
2,193

485

405
382
214
90
55

562
3,622

177
275
115
256

1,382
126
192

1,099

May

7,389
2,076
5,313
5,517
2,047

458

371
344
195
94
51

534
3,470

147
265
104
236

1,358
119
187

1,054

June

7,763
2,145
5,618
5,732
2,114

473

384
348
198

98
49

564
3,618

134
285
107
249

1,434
127
202

1,080

Source: Office of Business Economics, U. S. Department of Commerce.

Under 35

11. 9
12. 2
12. 7

35-40

41. 0
45. 7
45. 5

Over 40

47.0
42. 2
41. 7

Total

100.
100.
100.

0
0
0

Business Situation
(Continued from p. 3)

virtually stable over this interval at slightly in excess of 42
hours per week.

The following figures on the number of hours worked in
nonfarm areas summarize the significant shifts in the length
of the workweek:

Hours Worked in Nonagricultural Employment

Proportion of persons working by number of
Average hours hours worked per week (percent)
worked (hours

Survey week per week)

June 1946 43. 0
June 1947 42.4
June 1948 42. 3

It is clear that the major changes have been the decrease
in the relative number of persons working more than 40
hours a week and a corresponding return to the more typical
"40 hour week." For the past 2 years the length of the
workweek has been virtually stabilized.

Wage-Rate Increases Boost Pay Rolls
The influence upon income of recent labor developments

has also been significant. With demand for labor continuing
high, wage increases have served to lift labor income and
incomes generally. In the year between the second quarters
of 1947 and 1948, private nonagricultural pay rolls increased
by about 13 percent. Of this gain, two-thirds represents a
rise in hourly earnings and the remainder is due to a rise of
man-hours of employment. While the share of the rise
attributed to the increase in earnings may be due in part to
the changed composition of the working force, the major
part of this gain is undoubtedly due to higher wage rates.
Wages in Durable-Goods Manufacturing Rise

With a number of the more important recent wage settle-
ments reflected for the first time in the earnings data,
earnings in manufacturing rose by almost two cents an hour
in Jurie to $1.32. This June earnings figure does not include
some major wage increases which have since been granted.

Chart 7 shows for the two major manufacturing branches
the average hourly earnings adjusted to eliminate the effect
of changes in premium rates for overtime. As may be seen,
the May-to-June rise this year was more prominent in the
durable-goods sector, reflecting wage increases in the auto-

Chart 7.—Straight-Time Average Hourly Earnings,
Manufacturing Industries
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U. S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS.

1948

Source of data: U. S. Department of Labor, Bureau of Labor Statistics.

mobile, electrical equipment, and machinery groups. The
flattening out of the trend of hourly earnings in the months
of 1948 prior to June stands in contrast to the movement
for the similar periods of 1946 and 1947, when wage increases
in the hard-goods group were somewhat more rapidly nego-
tiated and of larger magnitudes.

As average hours of work have undergone little change
over the last year, weekly earnings in manufacturing have
closely paralleled changes in wage rates, increasing about
7.5 percent between the second quarters of 1947 and 1948.
A rough estimate for nonmanufacturing industries indicates
a slightly lower percentage increase, with the result that the
rise for all private nonfarm groups amounts to roughly 7
percent during this same interval. It should be pointed
out, however, that the different timing of the wage adjust-
ments in 1947 and 1948 tends to understate the year-to-year
wage increases actually received. Furthermore, in terms
of take-home pay, the rise is somewhat greater than the
indicated 7 percent because of the tax reduction effective in
May and June of this year.
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THE

SITUATION
By the Office of Business Economics

SEASONAL factors dominated business developments
in August with no significant change in the underlying
trend. Resumption of factory operations after the mid-
summer vacation shut-downs lifted industrial output, but
retail trade was erratic under the influence of weather
changes. The general commodity price level continued to
edge higher notwithstanding the declines, depicted in the
chart on this page, in crop prices resulting from actual or
prospective bumper harvests.

Total August civilian employment of 52.8 million persons
in nonagricultural pursuits was over 2 million larger than a
year ago, while unemployment remained at the low figure
of 1.9 millions. Except in agriculture, employment was
generally higher throughout the entire economy in July and
August than a year ago, with the largest relative gain occur-
ring in the construction industry.

Upon the basis of the expanded employment and larger
flow of building materials compared with last year, the total
volume of new construction put in place in August was valued
at 1.8 billion dollars as the seasonal peak of operations for
the year was approached. During the first 8 months of this
year, new construction has aggregated 11.2 billion dollars
or 35 percent more than in the same 1947 period but at the
same time building costs have averaged substantially higher.

The durable-goods industries continue relatively more
active in comparison with last year than the nondurable-
goods industries. This has been generally true so far this
year and applies to both manufacturers' output and sales
and to sales of retail stores. It is, of course, to be expected
that during a period of exceptionally active capital forma-
tion, such as the present, durable-goods industries would
be more stimulated than nondurables. The most recent
survey of plant and equipment expenditures, the preliminary
results of which are discussed below, shows that producers
are still acquiring new productive facilities from the capital-
goods industries at an unprecedented rate.

Because of the increasingly widespread practice of shutting
down plants for summer vacations, manufacturers' sales
were off about 10 percent in July as compared with the
month before. The drop was somewhat sharper than that
which occurred last summer as nondurable-goods sales were
affected to a greater extent this year. Early indications
point to improvement in August.

Seasonal accumulations of raw materials, particularly in
food products, helped to lift the book value of manufacturers'
inventories nearly half a billion dollars in July. As a result,
the value of these inventories moved above the 30-billion
dollar mark. Durable-goods inventories showed only a
minor increase.

803819°—48 1
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New orders received by manufacturers, which had jumped
in June, receded again in July. Since sales declined less
than orders, however, backlogs continued upward. Although
the pattern of autumn business has not yet emerged from the
seasonal lull depicted in most economic statistics, there is
little indication of any let-up in the basic upward trend of
the national product and income.

Personal income in July aggregated 211.5 billion dollars
at a seasonally adjusted annual rate. The nominal decline
from 212.3 billions in June was chiefly due to a less-than-
seasonal rise in farm income, as total nonagricultural income
continued upward.

Latest Plant and Equipment Survey

Expenditures for new plant and equipment by nonagri-
cultural business will continue through the end of 1948 at
the peak level reached in the fourth quarter of 1947, accord-
ing to preliminary estimates of expenditures reported by
business for the remainder of the year. Actual business
outlays for new producers' capital in the first half of 1948
and those anticipated for the second half of the year, ac-
cording to the current quarterly survey conducted jointly
by the Department of Commerce and the Securities and
Exchange Commission, are quite close to the estimated an-
nual total of more than 18.5 billion dollars based upon business
reports made at the beginning of the year.

Manufacturers7 actual outlays for new plant and equip-
ment in the second quarter of 1948 appear to have been some-
what larger than were anticipated earlier, and outlays at
approximately this higher rate are planned for the last half
of the year. This represents some increase in expenditures
in prospect for the second half of 1948 over those planned
at the time of earlier surveys. The electric and gas utilities
also spent more than anticipated in the second quarter and
forecast moderate gains in the rate of expansion for the sec-
ond hall of 1948. While the railroads look forward to further
growth in their outlays for new capital, expenditures actu-
ally realized in the second quarter were below expectations
and estimates for the second half year may also be scaled
down though they probably still will be at record highs.
For the commercial and miscellaneous group of business, the
rate of outlays planned for the second half of 1948 closely
approximates the large new plant and equipment expenditures
actually realized in the second quarter.

New Credit Controls

Legislative action taken at the recent special session of
Congress permitted the renewal of consumer instalment
credit controls and a raising of bank reserve requirements.

The wartime control of consumer credit had been extended
in modified form until last November when all remaining
restrictions were lifted. The new restrictions, to become
effective September 20, are, broadly speaking, similar to those
in effect before decontrol last November, except that on
nonautomotive instalment credit, required down payments are
somewhat lower, being one-fifth under the new Regulation W,
as compared with one-third, except in the case of furniture
which required one-fifth under the previous regulation. On
automotive credit, the minimum down payment is renewed at
one-third. On all instalment credit, the maximum maturity
terms remain limited to 15 months, except that an 18-month
period is permitted where the loan is greater than $1,000 and
monthly payments are at least $70.

While consumer debt may be expected to continue to in-
crease as the unit sales of consumer durables sold on credit
expand, one important effect of renewed credit control will
be to eliminate that part of the increase which has been
resulting from the liberalizing of terms following decontrol—

a process still under way. The regulation of competition in
credit terms will tend to place more emphasis on price and
quality competition in some lines, such as in many types of
home furnishings and appliances whose sales are approaching
a balance with supplies. In other lines where supply con-
ditions are still tight, such as in the case of new automobiles,
the new controls will probably not greatly affect the current
competitive situation.

Chart 2.—Consumer Spending and Short-Term Credit
Outstanding
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Sources of data: Expenditures, U. S. Department of Commerce, Office of Business Eco-

nomics; credit, Board of Governors of the Federal Reserve System.

Recent Consumer-Credit Trends

Even if the new credit controls serve only to dampen the
rise in aggregate consumer debt, the effect will nevertheless
be helpful in restoring a better balance between consumer
demand and the still relatively short supplies of various
major consumer goods. The changing relation between con-
sumer credit and spending in recent years is made clear in
chart 2, where in the upper panel total consumer short-
term credit outstanding is compared with consumption
expenditures for goods and services, other than food and
rentals. These latter groups are excluded because it is
believed that no great quantity of credit is involved in their
purchase. The lower panel depicts the trend of instalment
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credit, the most volatile item in total short-term consumer
debt, as compared with expenditures for consumer durables.

The chart shows that early in the postwar period, as
civilian-type goods reappeared on the market, consumer
credit rose at about the same rate as total consumer outlays
exclusive of food and clothing. In the past year, however,
the situation has been quite different as the rate of credit
expansion has exceeded that of consumer spending. While
this rise in consumer credit was only one of the generally
rising demand pressures which stemmed from increased
incomes and reduced personal taxes, it has nevertheless been
a contributory influence in the rising trend of prices.

Consumer Debt Low Relative to Prewar Standards

Notwithstanding the sharp postwar rise in short-term
consumer debt, the amount of such credit outstanding is still
relatively low if judged by prewar standards. It may be
seen from chart 2, for example, that outstanding credit has
been less relative to consumer expenditures than generally
prevailed before the war. This continuing divergence from
the prewar pattern can be explained in part by the still low
volume of automobile sales, relative to postwar income levels.
Much more important, however, would appear to be the
greatly improved financial position of consumers, who hold
about 170 billion dollars of liquid assets at the present time
in contrast to the prewar situation—for example in 1939,
when holdings of assets amounted to less than 50 billion
dollars. With this large postwar backlog of assets, consum-
ers have found it possible to finance a larger proportion of
their postwar requirements by means of cash payments.

Required Bank Reserves Raised

The legislation permitting the recontrol of consumer
credit terms also provides that the Board of Governors of
the Federal Eeserve System may, up to June 30, 1949, raise
the reserve requirements of the System's member banks, as
part of a program of tightening commercial bank credit.
Since the provisions of the act do not apply to nonmember
commercial banks, about 85 percent as measured by de-
posits of all commercial banks are subject to this new
restriction on lending.

On September 8, the Federal Eeserve Board of Governors
announced that it would require member banks later in the
month to increase reserves by about 2 billion dollars, or 2
percent of their net demand deposits and \% percent of
time deposits. As the situation now stands the Board has
the power to raise requirements by an additional 4 percent
on net demand deposits at New York and Chicago banks,
and by 2 percent at other member banks.

Since many member banks have few reserves in excess of
legal requirements, the action taken by the Federal Eeserve
Board of Governors will probably require sale of Govern-
ment securities to meet the new requirements. In view of
large holdings of these securities by member banks—amount-
ing to over 60 billion dollars on June 30 of this year—and in
the light of Government support of the Federal security
markets, banks will undoubtedly be able to obtain whatever
additional reserves are required under the terms of the new
law. Although the recent reserve action is not designed to
reduce bank loans, the reserve increase will tend to restrict,
in some degree, further expansion in loans to private business
as bank holdings of highly liquid assets are reduced and
pressure continues to be exerted to raise the cost of short-
term borrowing.

In August, the Federal Reserve Board of Governors
announced an increase in its rediscount rate—that is, the
rate at which member banks can borrow funds from the
Federal Reserve Banks. Yields on short-term Treasury
securities have also continued to inch upward. The yield

on 3-month Treasury bills, for example, averaged in August
1.05 percent as compared with 0.75 percent a year ago, as
can be seen in chart 3.

The chief significance of these higher yields on short-term
Federal securities lies in the fact that banks may be thereby
induced to purchase these securities from the Federal
Reserve banks. To the extent that they use their available
cash in this manner, banks will reduce the funds available for
private loans.

Industrial Prices Continue Advance

The momentum of the August wholesale price rise has
been entirely due to the advance of the industrial products.
Wholesale prices of industrial (nonfarm, nonfood) products,
as measured by the Bureau of Labor Statistics index (1926 =
100), Ijad risen by the last week of August to 153.2 from
152.1 in the last week of July, while the all-commodities
index (including farm products) which dropped during the
month, and foods, which remained on about the same level
as in July, stood at 168.4 as compared with 168.3 at the end
of July. Leading the advances in industrial prices were
those in metals and metal products and in building materials,
reflecting not only the general strength of the durable-goods
sector of the economy but also the rise of costs. In the non-
durable-goods sector, declines occurred in textiles and
products and in chemicals prices.

At the retail level, higher prices for many consumer goods
carried the consumers' price index in July above the June
1948 peak of 174 (1935-39 = 100). Rises in food prices—
which carry the heaviest weight in the index—reflected
higher quotations in meat, poultry, and dairy products. As-
indicated in the following section, the major effect of de-

Chart 3.—Long-Term Bond Yields and Short-Term
Money Rates
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1 Bond yields are averages of daily figures. Rates on prime C9mmercial paper are averages
of weekly prevailing open-market money rates in New York City. Rates for Treasury bills
are averages for new issues offered within the period; tax-exempt bills prior to March 1941,
taxable bills thereafter.2 Represents yields on bonds due or callable after 15 years or more with the exception of
data prior to November 30, 1935 which include issues due or callable after 12 years. On
November 30, 1935 the series were identical. The partially tax-exempt series was discon-
tinued December 15, 1945, because there were no longer bonds of this classification due or
callable after 15 years or more.3 Includes the following maturities: 3 months, to February 16, 1934, and from December
17,1937 to date; 6 months, from February 23,1934 to February 23,1935; 9 months, from March
1,1935 to October 15,1937; bills maturing about March 16,1938, from October 22 to December
10, 1937.

Sources of data: U. S. Treasury Department; Board of Governors of the Federal Reserve
System; and Moody's Investors Service.
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clining grain prices on prices of animal products will be
deferred by the time periods required to produce additional
numbers of poultry, hogs, and beef cattle. All other major
groups entering into the consumers7 price index also rose,
with the chief advances being made by fuels (other than gas
and electricity) and housefurnishings.

Crop Prices and Farm Income

The principal developments in recent months affecting
farm prices have been the excellent growing weather in the
United States which is bringing a record domestic harvest
and, in the case of wheat, prospect also of improvement in
foreign supplies. The effect of these factors on crop prices
has more than outweighed the influence exerted by advanc-
ing consumer income. Prices of wheat, feed grains, cotton,
and oil crops have fallen, and the support programs for these
crops have been activated.

The earliest of the adjustments was in wheat, where crop
prospects became favorable several months ago. A domestic
crop almost as large as last year's, combined with good
harvests abroad, has lowered wheat prices about 80 cents a
bushel since the beginning of the year. As compared with
an average price of $2.29 per bushel for the 1947 crop, prices
received by farmers have been in the neighborhood of $2 per
bushel during the first 2 months of the 1948 marketing
season; and temporary gluts have forced prices below support
in the Southwestern area at the peak of marketing.

As in the past two seasons, production of wheat in 1948 is
geared to the huge import needs of Western Europe. Sup-
plies available for the 1948-49 season (1.5 billion bushels)
are about half again as large as the prewar average. In con-
trast to the demand for most farm products, domestic
consumption of wheat is relatively unresponsive to changes
in income. Thus, domestic disappearance during the current
season is estimated by the Department of Agriculture to be
approximately 750 million bushels—only slightly higher than
the prewar average—leaving about 725 million bushels
available for export and carry-over at the end of the crop
year.

In view of Europe's continuing needs and our large supply,
storage of which is difficult because of large yields of other
crops to be harvested this fall, wheat is being moved abroad
at a rapid rate in the third quarter of the year and large ship-
ments are scheduled during the final quarter.

Feed Shortage to End

The prospective bumper crop of feed grains, principally
corn and oats, will lead to an abundance of feed during the
year ahead. This situation contrasts sharply with the
severe shortage last year which forced the liquidation of a
part of the livestock on farms.

The increase in the prospective feed-grain supply as com-
pared with that of prewar years is not large in relation to
the growth in human population and to the higher demand
for livestock and livestock products associated with in-
creased real income. The apparent surplus for the feeding
year ahead is due to the fact that the livestock population
has been reduced substantially since the end of the war and
that the scope for its expansion within the year is very
limited. Thus, the number of grain-consuming livestock to
be fed during the year beginning in October is about the same
as the average in the 5 years 1937-41. At the same time,
the total feed-grain supply for the year ahead, estimated by
the Department of Agriculture at 141 million tons, is a
fifth higher than the average supply for the same prewar
years.

Feeding Ratios More Favorable

The bumper feed crops will mean more and cheaper live-
stock feed. The ratios of the prices of livestock and products
to the prices of feed, which have been relatively unfavorable
during the past year, are improving as the price of feed
declines and prices of livestock and products are not directly
affected. Once the corn harvest is in, livestock farmers will
have a real incentive to expand numbers and production.

Barring unlikely shifts in inventories, the main outlines of
the timing of the expansion in marketings of livestock and
products can be indicated because of the fixed biological time
factors and the seasonal influences involved. For example,
the first improvement in the meat supply will be a small gain
next spring and summer from increased corn feeding of
steers, but the first substantial increase can come no earlier
than the fall and winter of 1949-50 from the marketing of
spring-born pigs. Improvement in the beef supply will
require at least an additional year because of the longer
period required for cattle to reach maturity.

A gain in egg production may be achieved in the late fall of
1949 as pullets hatched in the spring reach laying age.
Meanwhile, egg output may continue for several months to
lag behind the output in the same period a year earlier, re-
flecting the 15-percent decline in the number of chickens
raised in 1948 and the smaller number of hens on farms on
August 1 of this year as compared with a year earlier. An
expansion in broiler marketings may show up within a few
months, however, as increased hatching of chicks for broiler
production may take place at any season of the year.

Dairy production responds very sluggishly. Any substan-
tial increase will be difficult to achieve as long as prices for
meat animals, including culls from the dairy herd, remain at
or near current levels. As mentioned earlier, expanded mar-
Beting of cattle cannot be obtained promptly. Little gain
can result from more liberal feeding since cows have already
been fed at a high rate throughout the past year.

In summary, the expansion in output of livestock and prod-
ucts resulting from the bumper feed crops will be delayed.
However, the incentive to expand livestock production is
strong, and such expansion will, in time, benefit consumers.
But larger supplies will not in all instances lead to lower
prices. As shown in chart 4, egg prices are near support
level; consequently, lower egg prices will not result directly
from expanded production unless the support price is lowered.
The other livestock and product prices are well [above sup-
port levels.

Changed Outlook for Cotton

Cotton prices have drifted near support level since the
announcement that the largest crop since 1937 is expected.
This is not a reversal of trend, however, as cotton prices
averaged lower from the 1947 crop than from the crop of
1946.

A combination of factors have contributed to the reduction
in the price of cotton. Reduced domestic consumption—
down to 9.3 million bales in 1947-48 from 10 million the year
before—and the lowest peacetime exports in 75 years resulted
in an increased carry-over on August 1 instead of the reduc-
tion that had been anticipated a year earlier. World pro-
duction this year is up an estimated 17 percent from last
year.

In spite of these factors, the reduction in the price of cotton
will be moderate. Cotton averaged 34.6 cents per pound
for the year beginning August 1, 1947, which is only about 4
cents per pound higher than the loan rate established for the
1948 crop. In view of the large crop and the moderate price
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fall which is in prospect, it is likely that the income from cot-
ton from the 1948 crop will exceed that obtained from the
1947 crop.

Farm Income Continues High

In the aggregate, farm income in 1948 continues to show
gains over the corresponding months in 1947. The most
significant reduction in farm income resulting from the un-
usually favorable harvests of this season will be in the wheat
belt, and this reduction is traceable to improved crops
abroad as well as at home. However, income from wheat will
still be unusually high. The wheat crop in 1948 is larger than
in any year prior to 1947, and the loan rate is only 13 percent
lower than the price received by farmers for the 1947 crop and
higher than the price received in any other recent year.

The feed grains are mostly used on the farm, but receipts
from the grain entering market channels will remain high as
the larger volume sold offsets the reduction in price received.
On the basis of present crop estimates, increased cotton out-

Chart 4.—Prices Received by Farmers as a Percentage of
Parity or Comparable Price, August 15, 1948
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put in 1948 will more than offset the lower unit price if
farmers receive approximately the support level for the
season, and the same is true for oil-bearing crops.

Some reductions may be expected, however, in income re-
ceived from this year's crop of tobacco, where, in response to
reduced exports, output has been curtailed by marketing
quotas.

The large feed crops will have little influence upon farm re-
ceipts from livestock and products during this year, although
'feed costs will decline as supplies become more abundant. To
date, the small reductions in livestock and products marketed
have been more than offset by advancing prices; farm income
from livestock has been running ahead of a year ago.

Second-Quarter Corporate Profits

Corporate profits, on a before-tax basis, advanced from
$7.8 billion, to which they had receded in the first quarter
of 1948, to $8.4 billion in the second quarter, according to
preliminary estimates of the Department of Commerce. This
represents an increase of 7 percent for the period, as com-
pared with a 4-percent increase in corporate sales. Profits
before tax in the second quarter were 16 percent above the
same quarter of 1947.

Adjustment of the profits estimates to take account of
seasonal variations has virtually no effect on the percentage
increase from the first to the second quarter. At annual
rates on this basis, the advance in profits before taxes is from
$31.4 billion to $33.4 billion.

The percentage change in profits before taxes from the
first to the second quarter is considerably greater, however,
when account is taken of the inventory valuation adjust-
ment. This is due to the substantial diminution of the rate
of increase in costs as they affected inventory replacement.

Profits after taxes moved in a manner similar to profits
before taxes, but at a level approximately 60 percent as high,
reflecting an effective income-tax rate of almost 40 percent.

Attention is again directed to the difficulties encountered

Table 1.—Corporate Profits Before and After Taxes, and Corporate
Sales: First and Second Quarters of 1948 1

[Millions of dollars]

Industry group

All industries, total 2 3

Mining
Manufacturing _

Metal industries 4

Other manufacturing
Wholesale and retail trade _
Finance, insurance, and real estate 2

Transportation
Communications and public utilities
All other industries 5-_.

Profits before
taxes

First
quar-
ter

7,831

253
4,862
1,784
3,078
1,232

542
186
429
327

Second
quar-
ter

8,371

288
5,131
1,869
3,262
1,289

554
363
378
368

Profits after
taxes

First
quar-

ter

4,794

178
2,979
1,056
1,923

727
320
111
261
218

Second
quar-
ter

5,117

202
3,138
1,108
2,030

761
327
217
230
242

Corporate sales

First
quar-

ter

84, 144

1,582
47, 752
16, 208
31, 544
24, 707

3,951
2,570
3,582

Second
quar-
ter

87, 471

1, 766
48, 685
16, 643
32, 042
26, 642

4,082
2,484
3,812

1 Includes some farm products not shown separately in chart.

Source of data: U. S. Department of Agriculture, Bureau of Agricultural Economics.

1 Similar quarterly data for 1947 were given in the July 1948 SURVEY, p. 4. Annual cor-
porate-profits and sales estimates by major industrial groups for 1947, and revised series for
1944,1945, and 1946 were published in the July 1948 issue of the SURVEY on pp. 20 and 23. For
similar data for the years 1929 through 1943, consult the "National Income Supplement" to
the SURVEY OF CURRENT BUSINESS for July 1947, pp. 30-32, 41.

2 Sales figures exclude the industrial division of finance, insurance, and real estate. Pres-
entation of sales data for these industries would be misleading in view of the large part of their
receipts which is in the form of property income.

It should be noted that the corporate sales estimates above are gross; that is, they include
interbusiness transactions and thus to a large extent represent a duplicated count. This is
so since the sales of each firm entering into the corporate total include not only the value added
by it, but also the value of the materials purchased from other firms, which is already included
in the sales of those other firms.

3 Total profits for all industries include the adjustment for the net flow from abroad of
dividends and branch profits.

4 Metal industries comprise iron and steel, nonferrous metals, machinery (except electrical),
electrical machinery, transportation equipment (except automobiles), and automobiles.

5 All other industries comprise agriculture, forestry and fisheries, contract construction,
services, and the international-balance adjustment.

Source: U. S. Department of Commerce, Office of Business Economics.

(Continued on page 9)
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International Transactions of the United States During the Second
Quarter of 1948

1 HE highlight of developments in our international
transactions during the second quarter was the passage of
the Foreign Assistance Act of 1948 on April 3, and the sub-
sequent appropriation of 6.1 billion dollars for the 12 months
ending March 31, 1949, to make the program effective.'
Actual disbursements under the act amounted to only 200
million dollars during the quarter but authorizations rose
to 762 million by the end of June, and to 1,330 million by
the end of August. Time is required to set up the adminis-
tration of a program of this size and importance, and to
evolve the rules and procedures under which foreign govern-
ments, as well as domestic banks and business enterprises,
may be compensated for previously authorized expenditures.

Because this new foreign-aid program was in its initial
phase, total Government aid (grants and loans) in the second
quarter was lower than in the first 3 months of the year.
Some foreign countries, therefore, had to draw more exten-
sively upon their gold and dollar reserves to finance their
purchases in the United States. The low levels to which
these reserves had fallen in many countries, however, pre-
vented such drawings from being sufficiently large to compen-
sate for the drop in Government aid, with the result that
exports from the United States declined.

Decline of Merchandise Exports Continues

Transfer of goods to foreign countries during the second
quarter were about 300 million dollars less than during the
preceding 3-month period (see table 3). About half of the
decline represented reduced transfers of surplus property.
Exports from the United States, as recorded by the Bureau
of the Census, fell by only 80 million. The remainder repre-

sented decreased shipments of goods, such as sugar, purchased
in other countries and shipped directly from there under the
civilian-supply or other foreign-aid programs.

The decline of merchandise transfers to other countries
involved only transactions through United States Govern-
ment channels, exports through private trade channels did
not change significantly (see table 3). Exports to Europe
declined nearly 150 million, on the basis of the recorded
statistics, but this was partly offset by increased exports
to Canada and southern North America (see chart 1).

Changes in Flow of Good

Changes in the flow of goods from the United States which
have taken place during the last year are shown in table 7,
where export data for the first 6 months of 1948 are compared
with corresponding figures for 1947. Exports declined to all
areas except Africa, but relatively and absolutely the greatest
decline occurred in exports to Europe. This reduction to a
large extent was due to import restrictions necessitated by
the loss of financial reserves and the decline in Government
aid. However, as industrial production in Europe has con-
tinued to rise, the reduction in the outflow of merchandise—
evident even in the case of shipments to Switzerland—may
also be attributed to smaller needs resulting from the recon-
struction of productive facilities, including transport, and the
rebuilding of working inventories. The dollar value of ex-
ports of grains and grain products, on the other hand, did not
change, but the substantially better harvests in Europe this
summer should help to improve conditions abroad.

The reduction in our exports to Asia and Oceania was con-
centrated in foodstuffs and textiles, indicating a similar

Chart 1.—United States Exports and Imports, by Geographic Areas
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Table 1.—International Transactions of the United States

[Millions of dollars]

Item

Receipts:
Goods and services:

Goods - -
Income on investments
Other services

Total goods and services

Unilateral transfers
Long-term capital:

Movements of United States capital invested
abroad -

Movements of foreign capital invested in
United States - - --

Total long-term capital

Total receipts

Payments:
Goods and services:

Goods
Income on investments
Other services

Total goods and services _ _

Unilateral transfers -
Long-term capital:

Movements of United States capital invested
abroad --

Movements of foreign capital invested in
United States

Total long-term

Total payments

Execss of receipts (+) or payments (-):
Goods and services -
Unilateral transfers

Goods and services and unilateral trans-
fers - -

Long-term capital _ - - .-

A.11 transactions

Net flow of funds on gold and short-term capital
account:

Net increase (— ) or decrease (+) in gold stock _ _
Net movement of United States short-term

capital abroad
Net movement of foreign short-term capital

in United States

Net inflow (+) or outflow (-) of funds

Errors and omissions

1

First
half

8,262
455

1,376

10 093

379

589

17

606

11 078

3 069
106
996

4 171

1 544

6,054

85

6 139

11 854

+5 922
— 1 165

+4 757
—5, 533

—776

-712

—499

-f-1, 355

+144

+632

347

Second
half

7,794
619

1,235

9 648

226

441

41

482

10 356

3 002
121

1 169

4 292

1 441

2,611

79

2 690

8 423

+5 356
— 1 215

+4 141
—2, 208

+1 933

-1,451

+200

— 1, 054

-2, 305

+372

First
quarter

3,658
231
555

4 444

100

184

5

189

4 733

1 935
57

503

2 495

1 068

841

54

895

4 458

+1 949
968

+981
—706

+275

-348

—15

—145

-508

+233

1948

Second
quarter

3,378
263
602

4 243

124

72

8

80

4,447

1,803
68

617

2 488

1 153

388

112

500

4 141

+1 755
— 1 029

+726
—420

+306

-525

+5

—148

-668

+362

First
half

7,036
494

1, 157

8 687

224

256

13

269

9 180

3 738
125

1 120

4 983

2 221

1 229

166

1 395

8 599

+3 704
1 997

+1 707
—1 126

+581

-873

—10

—293

-1, 176

+595

Source: U. S. Department of Commerce, Office of Business Economics.

but perhaps more limited development than in Europe.
Shipments of machinery and vehicles to that area did not
change materially.

Exports to Western Hemisphere countries showed the
greatest reductions in textile manufactures and in food prod-
ucts. The value of machinery and vehicles exported declined
only about 50 million dollars, or 5 percent, as compared with
the total decline in exports to that area of 324 million or 12.5
percent. The commodity composition of exports and the
decline in shipments to Cuba, which is not affected by ex-
change difficulties, suggest that the over-all decline in exports
from the United States to the Western Hemisphere also may
be attributed to reduced demand as well as to increased
import restrictions. However, it must be recognized that
import restrictions may more rapidly affect nondurable
goods, such as textiles, than durable goods, such as ma-
chinery.

There seems to be some evidence—based on available trade
statistics—that the reduced demand for products from the
United States was due not so much to a lack of foreign
demand as to shifts of foreign buyers to other sources of
supply. Such shifts, facilitated by incresaes in foreign
production, may be attributed to the desire of the importing
countries to obtain goods abroad without the need for de-

pleting their gold and dollar resources, but may also indicate
increased competition for United States products, as in the
case of those countries which are not affected by lack of
dollar exchange.

Imports Lower

The decline of United States purchases from foreign coun-
tries in the second quarter should not obscure the underlying
trend in imports, which seems definitely to be rising. Com-
pared to the second quarter of 1947, the value of imports
into the United States was about one-sixth larger, and even
after adjustment for higher prices, the rise amounted to 10
percent. Larger imports as compared with a year ago were
obtained from all geographic areas (see chart 1), except
southern North America, particularly Cuba. The greatest
percentage increase took place in imports from Europe but
two-thirds of the total rise came from the Western Hemi-
sphere. Imports from Canada rose by 88 million and from
South America by 73 million dollars.

Our total imports were still considerably below the level
that would correspond to our gross national product, if pre-
war relationships between these economic magnitudes had
continued.

However, the rise which took place from the second quarter
of 1947 up to the first quarter of this year was largest in
the case of South America, imports from which were already
above the calculated level, and smaller in the case of the
relatively low imports from Europe and Asia. Increased
imports from South America, particularly Argentina and
Chile, coincided with the intensification of foreign exchange
difficulties in these countries. Both countries made efforts
to reduce prices of their products to make them more
attractive to American purchasers.

Table 2.—Exports of Goods and Services and Means of Financing
[Millions of dollars]

Item

Exports of goods and services

MEANS OF FINANCING

Foreign resources:
United States imports of goods and services- . .
Liquidation of gold and dollar assets l

Collar disbursements by:
International Monetary Fund
International Bank

United States Government aid:
Grants (net) _ -
Long- and short-term loans (net)2

United States private sources:
Remittances (net) - - _
Long- and short-term capital (net) 3

Errors and omissions - _ _ _ .

IS

First
half

10 093

4,171
2,341

56
92

901
2,392

264
508

-632

47

Second
half

9 648

4,292
2,173

408
205

911
1,508

304
219

-372

First
quarter

4 444

2,495
307

132
103

807
511

161
161

-233

1948

Second
quarter

4 243

2,488
699

22
56

859
44

170
267

-362

First
half

8 687

4,983
1,006

154
159

1,666
555

331
428

—595

1 Excluding assets held by the International Bank and the International Monetary Fund
2 Excluding the subscriptions to the International Bank and the International Monetary

Fund.
3 Excluding the purchase of debentures issued by the International Bank.

Source: U. S. Department of Commerce, Office of Business Economics.

Export Surplus Smaller

During the second quarter about 60 percent of United
States exports of goods and services were financed by corre-
sponding imports, compared with 43 percent in 1947 and
48 percent in 1946.

Comparing exports and imports of merchandise only by
areas (see chart 1), it will be noticed that changes during
the last 18 months generally tended to move in the direction
indicated by prewar relationships. During the 3 years 1935
to 1937 our merchandise exports and imports were practically
equal; import surpluses from Asia and South America
approximately equaled export surpluses to Europe, Northern
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North America, and Africa. Trade with Southern North
America, including the Caribbean area, was nearly balanced.

During the first 6 months of 1948, the export surplus with
South America was smaller than in 1947, and in June 1948
changed into an import surplus of about 14 million. The
export surplus to Asia also declined considerably, but eco-
nomic conditions in that continent were not sufficiently
restored to facilitate exports to the United States in the
quantity that would restore the import surplus prevailing

Table 3.—Merchandise Transactions With Foreign Countries

[Millions of dollars]

Item

Transfers to foreign countries:
Exports including reexports recorded by

Bureau of the Census:
Through private U. S business
Through U. S. Government agencies

Total exports, recorded

Other transfers and adjustments:
Private U S trade (net)
U. S. Government:

Civilian supplies for occupied countries not
included in recorded exports

Surplus property including ship sales and
military sales

Other (net)

Total transfers to foreign countries

Transfers from foreign countries:
General imports recorded by Bureau of the

Census:
Through private U. S. business
Through U. S. Government agencies _

Total imports, recorded

Other transfers and adjustments:
Private U S. trade (net) . - — - -
U. S. Government:

Military purchases abroad 2 _
Government corporation purchases not

shown in recorded imports a _ -
Miscellaneous adjustments (net)

Total transfers from foreign countries.—

19

First
half

6,510
1,019

7,529

63

372

219
79

8,262

2,599
262

2,861

81

69

44
14

3,069

47

Second
half

6,262
636

6,898

106

428

246
116

7,794

2,596
276

2,872

46

75

9

3,002

First
quarter

2,721
1598

1 3, 319

33

45

214
47

3,658

1,757
37

1,794

28

61

50
2

1,935

1948

Second
quarter

2,704
1 535

*3, 239

41

36

39
23

3,378

1,652
40

1,692

35

40

34
2

1,803

First
half

5,425
1 1, 133
1 6, 558

74

81

253
70

7,036

3,409
77

3,486

63

101

84
4

3,738

1 Includes civilian supplies for occupied areas shipped from the United States. Goods
purchased abroad and shipped directly are shown below under "Other transfers."

2 Includes offshore purchases for foreign relief programs.

Source: U. S. Department of Commerce, Office of Business Economics.

before the war. Technological changes, such as the replace-
ment of silk by other fibers and of a part of natural rubber
by synthetic rubber, are not the basic reasons for the present
export surplus. If imports of silk and of 250,000 tons of
rubber per annum were omitted from the 1935-37 imports,
there would still have been an import surplus, although it

Table 4.—Service Transactions With Foreign Countries

[Millions of dollars]

Item

Receipts:
Transportation
Travel
Miscellaneous services:

Private
Government . _ _ _

Total receipts

Payments:
Transportation _
Travel
Miscellaneous services:

Private
Government .. _ ..

Total payments

IS

First
half

920
159

262
35

1,376

348
224

129
295

996

47

Second
half

789
175

242
29

1,235

353
320

126
370

1,169

First
quarter

333
63

127
32

555

161
99

70
173

503

1948

Second
quarter

347
83

128
44

602

170
151

69
227

617

First
half

680
146

255
76

1,157

331
250

139
400

1,120

would have been reduced from an average of 310 million
to 130 million dollars.

In the case of Northern North America the difference in.
the trade movement has narrowed considerably to the point
where exports were only 133 percent of imports during the
first half of 1948 as compared with 188 percent during 1947
and 114 percent during the years 1935 to 1937. The differ-
ence also became smaller in the case of Europe, mainly be-
cause of the decline of our exports.

Government Aid Smaller

The extension of 200 million dollars of aid under the
Foreign Assistance Act of 1948 more than offset the decline
in disbursements under previous unilateral aid programs,
such as Interim Aid and "Post-UNRRA." Net foreign
grants increased slightly over the first quarter rate and w^ere
nearly twice the quarterly rate during the year 1947. This
increase however, did not offset the disappearance of the
loan to the United Kingdom and of surplus property credits.
Loans to foreign countries were virtually limited to Export-
Import Bank loans, which in the second quarter went pri-
marily to Canada and to credits on the sale of surplus vessels.

Table 5.—Gifts and Other Unilateral Transfers
(Millions of dollars)

Item

Government:
Payments:

UNRRA.
Post-UNRRA ...
Interim aid _ __
European Recovery Program
Civilian supplies for occupied countries
Greek-Turkish aid program
War damage payments and other transfers

to the Republic of the Philippines.-
International Refugee Organization
Other transfers ...

Total payments

Receipts:
Lend-lease settlements _ __
Other . . .

Total receipts

Net Government payments

Private remittances:
Payments _ _ _. _
Receipts

Net private payments. _ _ _ ._

19

First
half

494
2

459

38

214

1,207

185
121

306

901

337
73

264

47

Second
half

49
243

12

521
74

58
17
91

1,065

21
133

154

911

376
72

304

First
quarter

56
301

341
91

11
33
45

878

71

71

807

190
29

161

1948

Second
quarter

39
195
205
300
120

34
25
27

945

86

86

859

208
38

170

First
half

95
496
205
641
211

45
58
72

1,823

157

157

1,666

398
67

331

Source: Department of Commerce, Office of Business Economics.

Source: Department of Commerce, Office of Business Economics.

Gold Imports Continue

As already indicated, foreign countries liquidated approxi-
mately 700 million dollars of gold and dollar assets during
the second quarter. The principal source of gold and dollar
assets transferred to the United States was the United King-
dom, which accounted for more than half of the total. In
spite of the very substantial increase of British exports in
recent months, the over-all trade deficit during the first
half of 1948 still averaged nearly 150 million dollars a month.

Other countries which sold gold were the Union of South
Africa, and to a smaller extent Argentina. France and the
Netherlands liquidated long-term United States securities
in order to meet their obligations without drawing further
upon their already very low gold and dollar reserves. The
countries in the Western Hemisphere as a group, which dur-
ing 1947 lost about 1.5 billion dollars of gold and dollar
balances, were able to increase their gold and dollar assets
during the first half of 1948.

While during most of 1947 foreign countries (with a few
exceptions such as Cuba, Venezuela, and Switzerland) in-
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curred net losses of gold and dollar reserves, during the second
half of 1947 the exceptions had already become more numer-
ous. Some countries—particularly Canada—now show a
reversed trend, and have already regained part of the gold
and dollar assets which were lost in the postwar period. It
is true, of course, that Canada and some other countries
were able to do so partly because of special loans or other
aid from the United States, but the development indicates
that these countries were not inclined to use all the dollars
thus obtained to increase their imports but preferred to
strengthen their reserves.

On the other hand, recent events indicate that those coun-
tries which could not avoid further drawings upon their
already insufficient financial reserves slid into an increasingly
vulnerable position. Relatively small losses of foreign ex-
change during the last months forced several countries to
devalue their currency outright, to suspend the sales of
dollar exchange at official rates, or adopt other measures
which have an effect similar to devaluation. Argentina,
Mexico, and Colombia are examples.

Even though the total liquidation of foreign financial re-
serves increased in the second quarter to an annual rate of
2.8 billion dollars, it remained considerably below the 1947
total of 4.5 billion and represented a relatively smaller part in
the means of financing imports from the United States.
With expanding disbursements under the foreign-aid program
and further efforts on the part of some countries to reduce their
import surplus from the United States, the net liquidation of
foreign monetary reserves can again be expected to decline.

Table 6.—Movements of United States Capital
[Millions of dollars]

Item

Long-term capital:
Government:

Outflow:
Lend-lease credits
Credits or sales of surplus property .
Credits on sales of ships
Export -Import Bank loans _ _
Subscriptions to the:

International Bank _ _
International Monetary Fund

British loan
Other

Total outflow
Inflow

Net outflow of Government long-term
capital _- -_- -

Private:
Outflow:

Purchase of debentures of the Interna-
tional Bank _ -

Other

Total outflow. _ i
Inflow

Net outflow of private long-term capital.

Short-term capital, net inflow (+) or outflow (— ) :
Government
Private .

1?

First
half

47
109
529

318
2,745
1,450

77

5,275
85

5,190

779
779
504

275

-265
-234

47

Second
half

2
73
45

267

1,400
3

1,790
89

1,701

243
578
821
352

469

+193
+7

First
quarter

164
13

170

300
5

652
52

600

189
189
132

57

+89
-104

1948

Second
quarter

13
30

145

3

191
29

162

197
197
43

154

+118
-113

First
half

177
43

315

300
8

843
81

762

386
385
176

211

+207
—217

Source: Department of Commerce, Office of Business Economics.

Table 7.—U. S. Exports by Geographic Areas and Commodity Groups,1 January-June 1947 and 1948

[Millions of dollars]

Animals and animal products, edible
Animals and animal products, inedible
Vegetable food products and beverages _ _ . _ . . .
Vegetable products, inedible except fibers and wood
Textile fibers and manufactures -
Wood and paper
Nonmetallic minerals
Metals and manufactures except machinery and vehicles
Machinery and vehicles ... - ... --
Chemicals and related products
Miscellaneous . ..

Total

Northern North
America

1947

9
20
70
24

136
29

199
105
328
53
66

1,039

1948

4
14
40
19
52
19

223
105
326
53
50

905

Southern North
America

1947

44
12

104
25

110
28
48
81

286
54
53

845

1948

37
11
79
21
88
28
54
70

258
55
47

748

South America

1947

21
9

78
46
98
21
55

182
574
69
60

1,213

1948

24
5

36
25
67
20
60

157
519
77
51

1,041

Europe

1947

228
50

735
195
327
54

296
175
740
111
107

3,018

1948

111
25

718
106
194
29

233
149
485
106
96

2,252

Asia and
Oceania

1947

40
9

251
86

290
36
81
86

279
115
77

1,350

1948

32
8

172
80

206
29
65

100
269
100
83

1,144

Africa

1947

8
4

26
14

126
15
32
27

128
14
18

412

1948

3
3

24
12
79
13
30
34

173
13
19

403

Total

1947

350
104

1,264
390

1,087
183
711
656

2,335
416
381

7,877

1948

211
66

1,069
263
686
138
665
615

2,030
404
346

6,493

1 Including civilian supplies exported by the armed forces to occupied countries.

Source: Department of Commerce, Office of International Trade; prepared from basic data supplied by the Bureau of the Census.

Business Situation
(Continued from page 5)

in the measurement of corporate profits and the inventory
valuation adjustment on a quarterly basis, as well as to the
problem of adjustment for seasonal variation. These limita-
tions of the data should be taken into account in the inter-
pretation of quarter-to-quarter changes.

Table 1 presents preliminary estimates of corporate sales
and profits both before and after taxes for the first and
second quarters of this year, classified by broad industry
groups. The bulk of the second-quarter profit increase
occurred in manufacturing (principally in the nonmetal in-
dustries) and in transportation (in the railroad industry).
The decline in communications and public utilities was
largely of a seasonal nature.

The corporate-profits estimates complete the national in-
come calculation for the second quarter. Other parts of the
income flow were reviewed in the summary on national
product and national income in the August SURVEY. The
national-income data are given in the table on page S-l of
this issue. Total national income for the second quarter is
estimated at $221.4 billion compared with $215.1 billion in
the first quarter and $199.5 billion in the corresponding
quarter of 1947. The increase in the dollar flow of income
over a year ago was thus 11 percent.

For perspective, corporate profits should be viewed in the
framework of the national income as a whole. Discussions
of this type have frequently been presented in the SURVEY,
most recently in the July issue.

803819°—48—-2
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THE

SITUATION
By the Office of Business Economics

E<ECONOMIC activity has rounded the Labor Day mile-
stone and moved into the fall period with the usual seasonal
acceleration. Industrial output, construction, employment,
and sales all give evidence of a sustained high aggregate
volume of business. In the commodity markets, price
trends were more mixed than in the preceding months, with
industrial prices higher, and agricultural prices easing as the
harvests were gathered.

The dollar value of national output continued to move
ahead during the third quarter. The major part of this
advance was accounted for by rising prices although there
was some advance in output during this period. Most of
the increase in output went to consumers and to Govern-
ment.

Consumers spent substantially more for durable goods,
particularly automobiles. The change in expenditures for
nondurable goods was small. Increased prices for various
services, including rent, resulted in larger service outlays.

Expenditures for producers' durable equipment were higher
than in the second quarter. The increase in all types of
construction, while only nominal, reflected a sustained high
volume in this field of activity.

The major elements contributing to the rise in Govern-
ment purchases of goods and services were increased foreign
aid and increased pay rates effective at midyear. There
were also a moderate growth in Government employment
including the armed forces, more public construction, and a
decline in sales of Government surplus property—which are
deducted to arrive at net expenditures.

The net foreign investment was down substantially. The
excess of exports over imports was somewhat less than in the
second quarter. The major difference, however, was the
financing of a larger part of the net exports through Govern-
ment aid instead of by loans.

Personal incomes were up in line with the higher value of
the gross national product. Increases in the compensation
of employees more than offset the decline in net income of
farm proprietors which resulted from lower prices received
by farmers and from less-than-seasonal increases in market-
ings.

Underlying the higher pay rolls were increased employ-
ment and rising wage rates. Wage increases which were
effective for only part of the second quarter enhanced third-
quarter employee earnings.

The quarter-to-quarter increase in consumer buying power
was also affected by the cut in personal income tax rates.
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Lowered withholdings of wages and salaries at the new rates
were effective for only the last 2 months of the second
quarter.

Uptrend in Personal Incomes

The bottom left panel of chart 2 shows the extent of the
advance in the flow of personal incomes through August, the
latest month for which detailed statistics are available.
Personal incomes in August rose to 215 billion dollars at a
seasonally adjusted annual rate. This compares with the
second-quarter average of 209 billion dollars.

The sharp rise of 2.2 billions in personal incomes from
July to August was mainly centered in wage and salary dis-
bursements, and was the result of higher wage rates and some
expansion in employment. Increased wage and salary dis-
bursements were rather generally distributed among all in-
dustries, with the largest advances occurring in manufac-
turing, agriculture, trade, and the Federal Government.

Farm income declined in August as receipts from farm
marketings fell off after seasonal adjustment. Still, net
income of farm proprietors for the first 8 months of 1948 was
at an annual rate of 18.4 billion dollars, 18 percent above the
same period of last year. This increase reflects primarily
larger farm production this year than in 1947, when the corn
crop, particularly, was short. Income from farm marketings
was up by a considerably smaller percentage, but in 1947
part of the marketings reflected the flow of farm commodities
from inventories carried over from the preceding year. The
value of the inventories thus marketed is excluded from farm
income in order to show only that part earned from current
production. The increase in farm inventories indicated for
1948, upon the basis of bumper crops, is included in the
above estimates.

Since May, wage and salary disbursements have increased
from an annual rate of 129 billion to the 137-billion-dollar
rate in August. This movement in effect represents the
increase in total personal income for that period, since
changes in the other components of personal income have
been largely offsetting.

The following table presents estimates of personal income
for July and August 1948 and for the first 8 months of this
year in comparison with earlier periods:

Table 1.—Monthly Personal Income in the United States

[Seasonal adjusted annual rates in billions of dollars]

Total personal income

Wage and salary receipts, total
Total employer disbursements .

Commodity -producing industries 1
Distributive industries 1

Service industries l _ _ . _ _. _
Government

Less employee contributions for social in-
surance

Other labor income __ _._ _ __ __ _ _.
Proprietors' and rental income
Personal interest income and dividends
Total transfer payments 2

Total nonagricultural income 3

Total agricultural income

August
1948

215.1

134.7
136.9

61.4
39.5
16.5
19.5

2.2
2.1

50.3
17.1
10.9

191.9
23.2

July
1948

212.9

131.8
134.0

60.0
39.0
16.2
18.8

2.2
2.1

51.0
17.0
11.0

189.3
23.6

First 8 months

1948

209.7

128. 5
130.6

58.6
38.1
15.7
18.2

2.1
2.0

51.1
16.8
11.3

186. 3
23.4

1947

190.7

117.9
120.0

53.4
34.2
15.0
17.4

2.1
1.8

45.1
15.2
10.7

170.6
20.1

Annual
average

1947

195.2

120.1
122.2

54.6
35.0
15.1
17.4

2.1
1.8

46.0
15.6
11.7

174.9
20.3

1 "Commodity-producing industries" consists of agriculture, forestry and fisheries, mining,
contract construction, and manufacturing. "Distributive industries" consists of wholesale
and retail trade, transportation, and communications and public utilities. "Service in-
dustries" comprises finance, insurance, and real estate and services.

2 Consists mainly of payments to veterans, and social insurance and unemployment com-
pensation payments.

3 Equals personal income exclusive of net income of unincorporated farm enterprises, farm
wages, agricultural net rents, agrocultural net interest, and net dividends paid by agricultural
corporations.

Source: U. S. Department of Commerce, Office of Business Economics.

Rise in Wage Rates

The recent rise of wage rates reflects the spreading effects
of the "third round77 wage settlement reached in the spring
and summer months. Increased weekly earnings for pro-
duction workers in manufacturing were a result not only of
these wage adjustments but also a recovery in hours worked
in hard-goods manufacturing from the seasonal low in July.
Gross hourly earnings in the durable-goods industries rose
by about a cent and a half to $1.42 an hour from July to
August as compared with a rise of 1 cent in the soft-goods
group. Over the past year, hourly earnings have risen
approximately 11 cents an hour, or 9 percent, for all manu-
facturing. This compares with a 12.4-cent increase in the
preceding 12 months which covered for the most part the
period of the "second round7' settlements.

Goods Flow in Large Volume in August

While indications as to the volume of business in Sep-
tember are clear, the latest comprehensive statistics now
available cover the month of August.

At the manufacturing stage, August sales recovered fully,
as shown in chart 3, from their seasonal dip in July. The
August rise of 1.5 billion dollars was twice as large as in
the same month last year and brought total manufacturers7

sales for the month up to 18.0 billion dollars or slightly
above the June figures. The primary factor was the rise
of nearly 1 billion dollars in shipments by the nondurable-
goods industries. Virtually all soft lines participated but
the more-than-seasonal upswing in textile and apparel sales
was particularly noteworthy in view of the sharp drop in
July.

Sales by producers of durable goods in August were half a
billion dollars larger than in July. After allowing for
normal seasonal variation, the increase was larger than that
for nondurables. All major industry groups joined in the
rise with the basic metal-producing groups leading. Over
the 12 months between August 1947 and 1948, it is clear
from chart 3 that sales of durable goods have risen con-
sistently at a faster rate than nondurables.

Wholesalers7 sales rose about 400 million dollars from July
to a total of 8.2 billions. The rise was distributed about
equally between durable and nondurable goods and was
somewhat larger than the July-August rise in recent years.

At retail, sales of all retail stores aggregated 10.7 billion
dollars in August. After adjustment for seasonal variation,
this represented a small improvement over the July sales
volume. The improvement was largely due to a much
better than seasonal rise in sales of durable-goods stores as
sales of nondurable-goods stores declined more than season-
ally.

This rise in business sales volume during August was also
accompanied by an increase of 900 million dollars in stocks
of goods held by business firms. Of this total, the 500-
million-dollar increase in retail inventories and the 200-
million increase in manufacturers7 stocks were largely
seasonal in nature. After adjustment for seasonal effects,
the 100-million-dollar increase in inventories held by retail
building-materials and hardware dealers, and a somewhat
smaller rise in wholesale food stocks, were the only sizable
changes.

Upon comparison of August 1948 sales and inventories
with those of August 1947, it is seen that total business sales
were 4.7 billion dollars higher while total inventories were
6.7 billions larger. The larger gain in inventories compared
to sales was, with a few exceptions, a general occurrence.

Value of Construction at Peak

The value of new construction put in place in September
rose over August to exceed 1.8 billion dollars, which is 27 per-
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Chart 2.—Trends in Selected Business Indicators
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1 Indexes are based upon preliminary crop indications as of August 1948 and estimated
marketings and home consumption of livestock and livestock products for the calendar year
1948.2 Data for the third quarter of 1948 are preliminary estimates.

3 Data for the third quarter of 1948 are preliminary estimates, based upon anticipated
capital expenditures by business.

4 Data include commercial, industrial, and agricultural loans, real estate loans, and "other
loans" (largely consumer), but do not include security loans and loans to banks. Beginning
with June 30, 1948, individual loan items are reported gross, i. e., before deductions of valua-
tion reserves, instead of net as previously. The latest figure plotted in the chart is for Sep-
tember 22, 1948.

cent greater than the total for last September (see chart
2). In the first 9 months of this year the value of new work
has exceeded 13 billion dollars, in comparison with last year's
9-month total of 9.7 billion. Increased employment, shown
in the bottom panel of the chart on page 1, at higher wage
rates and a greater flow of building materials at advanced
prices have made possible this rise in value.

' The wholesale price index for September 1948 was estimated by the U. S. Department of
Commerce, Office of Business Economics, and was based upon the movement indicated by
the weekly wholesale price index of the Bureau of Labor Statistics.

Sources of data: Industrial production and commercial bank lending, Board of Governors
of the Federal Reserve System; agricultural production, U. S. Department of Agriculture,
Bureau of Agricultural Economics; new plant and equipment expenditures, U. S. Department
of Commerce, Office of Business Economics and Securities and Exchange Commission;
foreign trade, U. S. Department of Commerce, Bureau of the Census; prices, U. S. Depart-
ment of Labor, Bureau of Labor Statistics (wholesale price index was recomputed with 1935-
39 as base by the Office of Business Economics); other series, U. S. Department of Commerce,
Office of Business Economics.

Housing Starts Fall in August

Some let-up in the high rate of residential starts occurred
in August as the total number of nonfarm dwelling units
begun fell to 83,000, a drop of 11,000 from the July total. In
the preceding 4 months new units started fluctuated at a
high rate between 94,000 and 99,000 (see table 2). While
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seasonal patterns have not been as uniform in the postwar as
in the prewar period, some seasonal drop from the recent high
figures was anticipated.

Table 2.—New Permanent Nonfarm Dwelling Units Started

[Thousands]

Month

January
February _ .
March
April
May
June
July
August
September
October
November
December

19

Actual

37.5
42.4
62.0
67.0
67.1
64.1
62.6
65.4
57 6
57 8
47.7
39 3

46

Cumula-
tive

37.5
79.9

141.9
208.9
276.0
340.1
402.7
468.1
525.7
583 5
631.2
670 5

19

Actual

39.3
42.8
56.0
67.1
72.9
77.2
81.1
86.3
93.8
94 0
79.7
58 8

47

Cumula-
tive

39.3
82.1

138.1
205.2
278.1
355.3
436. 4
522.7
616.5
710.5
790.2
849.0

19

Actual

52.6
49.6
75.1
98.8
99.4
96.0
94.0
83.0

48

Cumula-
tive

52.6
102. 2
177.3
276.1
375.5
471.5
565.5
648.5

Source: U. S. Department of Labor, Bureau of Labor Statistics.

FHA Mortgage-Insurance Program Changes

Factors bearing on recent housing developments were
the lapse this spring in FHA's emergency authority to insure
mortgages and the passage by Congress in August of the
Housing Act ol 1948. FHA's authority to insure mortgages
on new small homes under title VI expired at the end of
April of this year and was not renewed in the new legislation.
It was under title VI, added to the National Housing Act
early in 1941 and designed to cover houses built under
emergency conditions, that FHA carried on the bulk of its
new home-mortgage insuring operations in the war and post-
war period. The importance of the title is illustrated by the
fact that in 1947 over 20 percent of all permanent non-
farm dwelling units (exclusive of multifamily units) were
begun under FHA inspection and of this proportion almost
90 percent were title VI units.

With the expiration of title VI, builders of small homes
still had recourse to FHA's regular insurance program under
title II. Applications under title II during the transition
months of May, June, and July were some 20 percent below
the number of applications filed under both titles in the same
months of 1947. They were well below applications in the
first quarter of 1948, which were, however, exceptionally
high. Although most FHA offices at the end of April had
large backlogs of applications for small home mortgage insur-
ance which had not materialized into starts, a small part of
the decline in total starts may be attributed to the falling-off
in FHA applications during the spring and early summer.

Another reason for the decline in August starts may have
been the uncertainty on the part of builders—both immedi-
ately before and after the passage of the new law—as to the
significance of the legislation. The new act, designed to
stimulate home construction, represents in general a con-
tinuation of the relatively easy credit terms which have been
available to home builders and purchasers through FHA
mortgage insurance and the Veterans' Administration home-
loan guaranties. For small homes (one- to four-family units)
the new law liberalizes the financing terms under FHA's
regular insurance program, title II, laying primary emphasis
on low-cost homes, but it abolishes the emergency program
under title VI. The emergency rental housing mortgage-
insurance program under title VI, however, is extended until
next March.

Rental Housing

The lapse of title VI authority between April and August
probably affected multifamily housing starts to a greater

extent than small-home starts. In the multifamily dwelling
field, FHA mortgage insurance has been of major importance;
over 60 percent of the private nonfarm multifamily dwelling
units started last year were financed under FHA's title VI
program. The lapse of title VI authority resulted in the
complete cessation of applications for mortgage insurance
on multifamily units during the period from May through
August 10, since there were no applications under the
regular rental housing insurance program of title II. In
August multifamily applications totaled only 1,200 units, or
only one-sixth of the number in August 1947. Rental units
started under FHA inspection dropped from 7,100 in July
to 3,100 in August. It now seems likely that the gains in
FHA rental housing starts in 1948 over 1947 will be consid-
erably smaller than was suggested by the high rate of rental
housing activity in the first half of this year, when almost
as many units were begun as were started in the entire year
of 1947.

Title VI authority to insure mortgages on multifamily
structures was extended by the new law through March 1949.
Mortgages may still be insured up to 90 percent of cost, but
the cost basis has been changed from "present day" costs
to either "present day" costs or replacement costs as of
December 1947, whichever is lower. Costs on apartment-
house construction in large cities have risen about 7 percent
since last December. To this extent, builders are likely to
find themselves required to invest more of their own funds
than was required before the new legislation became
effective.

Upon the basis of the above considerations, it seems
probable that the expiration of the Government's emergency
authority to insure home mortgages this spring and the
transition to the new-housing legislation, which was enacted
in August, have had a temporary retarding effect on midsum-
mer housing starts. It is too early to say what effect the
new-housing legislation will have on residential construction
in the near future. Although financing terms under FHA's
regular mortgage-insurance program have now been liber-
alized, small homebuilders and purchasers will now have
their properties appraised under stricter standards than
prevailed under FHA's emergency-insurance program. On
the other hand, two provisions of the new law, namely the
permissible increase in interest rates on Gl-home loans from
4 to 4K percent and the expansion of the Government-
supported secondary market for such loans, may possibly
increase the willingness of financial institutions to expand
their lending under the Gl-home-loan program.

More Diversity in Commodity Markets

Prices of industrial commodities, which have risen at an
accelerated rate since June, continued to advance in Septem-
ber. Sustained or increased demands, coupled with ad-
vancing raw materials costs and wage rates and higher
freight charges, have resulted in higher quotations for a
broad list of manufactured goods. While the effects of
these factors have not been pervasive throughout the price
structure—particularly among the nondurables, as noted
below—their net influence resulted in advancing the Bureau
of Labor Statistics weekly wholesale price index of nonfarm,
nonfood prices somewhat further above the August average.
The September rise, however, was offset by the decline of
farm product and food prices, leaving the index of all com-
modity prices substantially unchanged from August.

Characteristic of the September forward move in indus-
trial prices was the continued adjustment of manufactured
foods prices to the widespread advance (noted in the August

URVEY) of industrial material prices in July and early
August. Price adjustments in September extended to a wide
range of agricultural machinery and equipment (which in-
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eluded a 9-percent advance in farm tractors), to radios, gas
stoves, and other home furnishings, and a number of com-
modities, such as pipe, storage batteries, and zinc products,
which reflected previous advances in nonferrous metals
prices.

In the farm and food sector, livestock and meat prices at
the end of September had recovered from the price dip that
occurred earlier in the month, although the trend was again
downward in early October as marketings increased season-
ally. In grain prices the spring and summer decline, which
has characterized their movement since crop prospects im-
proved, leveled out in September in most cases at the
approximate support-loan levels. In the case of the wheat
crop, September data showing the extent of support-loan
activity are not yet available, but about one-tenth of the
wheat crop had already been placed under loan or purchase
option by the beginning of September. Smaller fractions of
the other grain crops have been placed in this manner.
Futures prices on corn have been fluctuating at and just
under the loan level, reflecting the expectancy of the record
feed supply per grain-consuming animal, as discussed in the
September SURVEY.

The most distinctive feature of the current price advance
which began after the February 1948 downturn and which
has proceeded at an accelerated rate since June, has been the
shrinkage in the number of participating groups as compared
with the widespread advances of last year (see table 3).
From June 1947 to January 1948 the all-commodity index
advanced 12 percent, with all major price areas sharing in the
increase. Except for a 6-percent advance in textile-product
prices, all other groups increased close to or more than the
average rise. In the latest rise (which began in March 1948,
recovered to the previous peak in June, and accelerated
thereafter) the all-commodity advance was limited to 5
percent—chiefly because of the conflicting trends among the
price groups.

Table 3.—Wholesale Price Indexes
[1926=100]

Group

All commodities- _ .

Farm products. _
Foods
Commodities other than

farm products and
foods

Hides and leather
products

Textile products
Fuel and lighting

materials
Metal and metal

products
Building materials.- _ _ _
Chemicals and allied

products
Housefurnishing goods___
Miscellaneous

June
1947

147.7

177.8
161.8

131.6

173.8
139.9

104.0
142.0

174.1

120.8
129.7
113.5

Jan-
uary
1948

165.7

199.2
179.9

148.3

200.3
148.4

130.0
154.3

193.3

138.8
141.3
123.6

Feb-
ruary
1948

160.9

185.3
172.4

147.6

192.8
148.9

130.8
155.3

192.7

134.6
141.8
120.1

Au-
gust
1948

169.4

191.1
189.5

153.0

188.4
148.5

136.6
170.8

202.8

132.0
145.4
119.6

Postwar peak

169. 4 (Aug. 1948)

199. 2 (Jan. 1948)
189. 5 (Aug. 1948)

153.0 (Aug. 1948)

203. 4 (Dec. 1947)
150. 3 (Apr. 1948)

136. 6 (Aug. 1948)
170. 8 (Aug. 1948)

202. 8 (Aug. 1948)

138. 8 (Jan. 1948)
145. 4 (Aug. 1948)
123. 6 (Jan. 1948)

Percent change

June
1947-
Jan-
uary
1948

+12.2

+12.0
+11.2

+12.7

+15.2
+6.1

+25.0
+8.7

+11.0

+14.9
+8.9
+8.9

Feb-
ruary
1948-
Au-
gust
1948

+5.3

+3.1
+9.9

+3.7

-2.3
-0.3

+4.4
+10.0

+5.2

-1.9
+2.5
-0.4

Sources: Indexes from U. S. Department of Labor, Bureau of Labor Statistics; computa-
tions by U. S. Department of Commerce, Office of Business Economics.

Excepting food prices, the nondurable goods, as shown in
table 3, have not consistently shared in the February-to-
August increases. Farm product prices, which rose sharply
last year because of the corn-induced grain shortage, reached
their peak in January 1948 and have since declined as crop
prospects improved both at home and abroad. In those
industrial sectors where demand backlogs are largely satisfied
and where production is based on current replacement needs,
the prices of such nondurable consumer goods as leather,

shoes, and textiles have not participated in the current price
advance. In the producer nondurable-goods segment,
prices of chemicals, drugs, and Pharmaceuticals have de-
clined with the expansion of plant capacity, while those of
industrial fats and oils have receded in reaction to the
generally improved supply situation in all fats and oils.

Backlog Demands Support Price Pressure

Aside from foods, the main upward pull on the wholesale
price level has been exerted in those areas where backlog
demands continue strong, as in the metal products, building
materials, and other producer and consumer durable groups.
This tendency has been particularly evident in price de-
velopments since June, with almost the entire advance in
industrial prices concentrated in these areas. Recent
upward movements have brought these prices in line with
the general advance of industrial prices since 1939, although
these increases have been much less than those for farm
products and foods. As the postwar expansion of capital
equipment developed, metals and metal-products prices,
which had lagged behind the general price advance, picked
up momentum and have now risen 81 percent from 1939 to
August 1948, compared with 88 percent for the average of
nonfarm, nonfood prices, while building materials prices
have more than doubled. Prices of farm products and
foods, however, have advanced 193 percent and 169 percent,
respectively, since 1939.

Examination of the minor commodity groups of the
Bureau of Labor Statistics wholesale price index emphasizes
that the price advance beginning in March 1948 has been
not only smaller but also less sweeping in coverage than that
of the previous price swing between June 1947 and January
1948. This is shown in the following table, which classifies
the 48 unduplicated subgroups of the BLS wholesale price
index:

Item

Number falling ..
Number stable _ _
Number rising

0-10 percent increase
10-20 percent increase
20-30 percent increase _ . .
30-40 percent increase
Over 40 percent increase __ ._

Total

June 1947-
January

1948

4
0

44

21
14
5
3
1

48

February
1948-August

1948

15
2

31

23
7
0
1
o

48

In the last 6-month period there has been a greater disper-
sion of price changes, with 15 price groups falling compared
with 4 groups in the earlier period. The pattern into which
the rising groups fit is also different. In the latest period
there is a concentration of price groups in the 0-10 percent
range, with only 8 groups advancing more than 10 percent,
compared to 23 groups in the earlier period. As suggested
above, the differences in the two patterns are the result of
various influences but especially the improvement of crop
condition in 1948, the satisfaction of many of the most
urgent demands in some nonagricultural consumer-goods
areas, and the improvement in supplies in some producer
goods.

Nonfood Prices Sustain Retail Price Advance

At the retail level, larger supplies in most cases have not
yet been effective in limiting the price advance, as in whole-
sale markets. Higher retail prices for nonfood consumer
goods and services raised the consumers' price index in
August to 174.5 (1935-39 — 100). The steadiness of food
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prices in August, following the 7-percent increase since
March, reflected seasonal downturns in the prices of fresh
fruits and vegetables which about compensated for further
increases in prices of meats and seasonal rises in dairy prod-
ucts and eggs. While the major effects of the decline in
agricultural prices on retail food prices will be delayed, as
outlined in the September SURVEY, a further decline in wheat
flour prices in August has reduced this price by 12 percent
since January.

In August, for the second consecutive month, all nonfood
group indexes participated in the advance in consumer
prices. Despite declines in important cotton-goods items,
which partly reflected lower raw cotton costs and a freer
supply of finished goods, higher prices for woolen garments
have raised the apparel index. Electrical appliances, such
as refrigerators and washing machines, pushed up the house-
furnishings group while fuel and rent costs also continued to
advance.

The broad distribution of recent advances is indicated in
table 4, giving the contribution of the various groups in the
consumers' price index over the past 2 years. Although the
over-all advance in the year ending August 1948 amounted
to 9 percent, as compared with 11 percent in the year ending
August 1947, the nonfood indexes increased their contribu-
tion to the total rise to 51 percent in the later period from
42 percent in the earlier period. The greater importance of
the nonfood indexes in the total rise in the last year has
resulted chiefly from heavier contributions made by fuels,
transportation, and rents, although rent costs remain rela-
tively low as compared with the general retail level.

Table 4.—Distribution of Increase in the Consumers' Price Index

Group

Combined index. _. _ _.

Food
Apparel . _ _ _ . . .
Rent
Fuel, electricity, and ice
Housefurnishings
Miscellaneous

August 1946 to August 1947

Per-
cent

change

11.2

14.8
15.3
2.3
8.9

15.1
7.7

Contribu-
tion to
total

change
(percent-

age points)

11.2

6.5
2.0
.3
.5
.5

1.5

Percent
distrib-
ution of

total
change

100.0

58.0
17.9
2.7
4.5
4.5

13.4

August 1947 to August 1948

Per-
cent

change

8.9

10.2
7.4
5.8

10.5
6.6
9.0

Contribu-
tion to
total

change
(percent-

age points)

8.9

4.4
.9
.8
.5
.3

1.9

Percent
distrib-
ution of

total
change

100.0

49.4
10.1
9.0
5.6
3.4

21.3

NOTE.—Detail may not add to total because of rounding.

Source: Calculated from data of U. S. Department of Labor, Bureau of Labor Statistics.

Industrial Production

Industrial production picked up in August and September
from its seasonal slump in July. The August rise was
featured by larger-than-seasonal gains in the output of
steel, lumber, textiles, tobacco, paper, and industrial chem-
icals, with small but widespread advances occurring in other
segments of manufacturing. Preliminary data for the month
of September indicate a continuance of the high August rate
although production trends in some of the heavy basic in-
dustries were rather mixed. While steel-mill operations
averaged slightly higher than in August, output of coal,
automobiles, and crude petroleum declined, with the drop
in the latter two commodities largely the direct or indirect
result of work stoppages.

Total output, as measured by the Federal Reserve season-
ally-adjusted production index, advanced from 186 in July
to 191 in August (1935-39=100). Before adjustment for
seasonal variation, output for the month was the highest
reached this year and equaled the October 1947 high, but
after seasonal adjustment output was still slightly below the

months of May and June and the peak first-quarter rate.
Output of nondurable goods increased 4 percent over July
in contrast with an increase of less than 1 percent in durable-
goods manufacturing.

Raw materials supplies, in the aggregate, have been run-
ning above last year's volume and have provided the basis
for the gradual expansion in nonfarm output which has
occurred this year. Nevertheless, basic supplies continue
to be a limiting factor in some industries. Steel remains as
the principal material in tight supply, notwithstanding the
record peacetime production which in the first 9 months of
1948 has exceeded last year's output by over 2 million net
tons. New supplies of nonferrous metals (domestic produc-
tion plus imports) have likewise shown improvement, but a
sustained high level of over-all consumption which has
exceeded production has resulted in a reduction of stocks of
most nonferrous metals now in the hands of producers.
Despite lower coal production, domestic supplies have
actually been higher so far this year because of the reduced
volume of exports, while supplies of crude petroleum con-
tinue in record volume. With reference to nonmetallic
materials, increases have occurred in the output of lumber
and other building materials and in new supplies of wood
pulp and raw cotton.

The industrial production pattern, as pointed out in pre-
vious reviews, has shown very little change—aside from

Chart 3.—Manufacturers9 Sales l
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i Indexes are based upon date adjusted for a uniform work-month of 25 days.
Source of data: U. S. Department of Commerce, Office of Business Economics.

fluctuations associated with work stoppages and normal sea-
sonal variations—since the high first quarter of 1948. It
should be noted, however, that when compared with the
corresponding month in the previous year, industrial output
continues to make small but consistent gains, indicating
that some expansion of productive capacity is taking place.

Most of the major durable-goods industries, supported
by large backlogs of demand derived from business con-
sumer, and Government sources, continue to operate at or
close to peak rates consistent with the flow of essential
materials. In the nondurable-goods industries, the domi-
nant feature over the past 12 months has been the downward
adjustments under way in certain individual industries at
the same time that the over-all trend has generally been
rising or stable.

This development is typical of an economy which has
been operating at a very high level for an extended period of
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time. The shifts that have been going on during most of the
recent period are illustrated more clearly in the accompany-
ing table which shows the fluctuations in the number of
industries reporting increases or decreases in production as
compared with the previous year. The data are based on
71 components of the Federal Reserve industrial production
index before any adjustment for seasonal variation and
cover the 12 months7 period ended June 1948, the latest
month for which complete data are available.

It will be noted that the table indicates an increasing degree
of diversity. As might be expected, the components where
most of the declines have occurred during this period cen-
tered in the nondurable-goods industries. However, the
only industries that have shown consistent downward ten-
dencies w^ere glass containers, raw-cotton and apparel-wool
consumption, rubber products, and certain manufactured
food products and alcoholic beverages. For the month of
June, 3 of the durable-goods industries and 17 of the non-
durable-goods lines along with 2 minerals were lower than
in June 1947.

Table 5.—Change in Output of Individual Industries Over a
Year Ago

Month

1947: June
July
August __
September
October
November..
December

1948: January
February
March
April
May
June

Number of industries

Higher

56
45
47
47
49
46
44
39
41
35
37
40
49

Lower

15
23
20
24
20
25
26
29
29
33
30
27
22

No change

3
4

2

1
3
1
3
4
4

Source: U. S. Department of Commerce, Office of Business Economics; based on data
from Board of Governors of the Federal Reserve System.

Both durable and nondurable manufactures shared in the
recovery from July to August. Much of the rise, however,
may be attributable to seasonal factors and in particular to
the reopening of plants after vacation shut-downs. This is
especially true in the case of the soft-goods industries where
the effects of factory closings for workers' holidays were
quite marked.

For the durable-goods industries where output held rela-
tively steady between June and July, production trends in
August were somewhat uneven. Increases in output of
iron and steel, lumber, and stone, clay, and glass products
offset the decline in transportation equipment, chiefly auto-
mobiles, while output of machinery equipment and non-

ferrous metals products remained virtually unchanged.
Plants producing freight cars, however, turned out nearly
10,400 units in August, up almost 2,000 from July, and thus
for the second time exceeded the monthly goal of 10,000 set
in the spring of 1947.

Scattered data indicating activity in the consumer durable
industries show that output during the month of August,
while higher than in July, generally remained considerably
below earlier peak months. In the case of radios, the num-
ber of units produced both in July and August was below
the comparable months of 1946 and 1947, while output of
vacuum cleaners in August fell below last year's volume by
a considerable margin.

In the nondurable-goods industries, the August rebound in
output from the July level extended to all groups with the
exception of manufactured foods, which showed a moderate
drop. In textile manufacturing, total activity continued to
run ahead of 1947, owing chiefly to the continuing uptrend
in the rate of deliveries of rayon and nylon synthetic fibers,
which more than offset the reduced volume of mill takings
of raw cotton and wool. The recovery of about 11 percent
in mill consumption of cotton between July and August
was about the same as that which occurred in the same
period last year. However, on a daily average basis, con-
sumption in August remained below last year's volume, a
continuance of the trend which has been in evidence over the
past 12 months. During the first 8 months of this year,
mills consumed an average of 787,000 bales as against a
monthly average of 809,000 bales in the comparable period
a year ago. On the other hand, output of cotton broad
woven goods, which is a better measure of cotton-fabric man-
ufacturing, in the first half of 1948 exceeded last year's
figure by approximately 3 percent.

The divergent trends of cotton consumption and cotton
fabric production can be explained chiefly by the fact that
cotton consumption represents only the first stage in the
production process and gives no indication of the amount of
processing required to turn out the end product. Moreover,
mills for the past 18 months have been shifting from heavier
and coarser war fabrics and constructions that were bought
by the Government to the lighter fabrics more desired by the
commercial trade for civilian uses. Thus, while cotton
consumption in the first 8 months of the year amounted to
6.3 million bales as compared with 6.5 million bales in the
corresponding period last year, spindle hours worked in the
same period reached a total of 85 million as against 81
million in the January-August period of 1947.

A similar development, although somewhat less pro-
nounced than in cotton manufacturing, has been experienced
in wool manufactures where the decline in consumption of
apparel wool in 1948 has been concurrent with an expansion
in the output of woolen and worsted woven goods.
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The Federal Fiscal Position

.HEAVIER Federal outlays for foreign assistance and
national defense during the current fiscal year, coupled with
reduced tax rates on individual incomes, have an important
bearing on the markets for the national output of goods and
services. The approximate magnitude and the significance
of the shift in the Government's fiscal position are clear
even though the actual receipts and expenditures for the
current fiscal year ending next June cannot be forecast
with exactitude.

In the last half of fiscal 1948 the excess of Federal cash
receipts over cash payments to the public was at an annual
rate of 12.6 billion dollars. The Midyear Budget Review
statement by the President estimated receipts for the current
fiscal year at 6.0 billion dollars below the January-June 1948
rate and expenditures at 5.2 billion dollars higher, thus leaving
a cash surplus of 1.4 billion dollars.

Cash Payments 5 Billion Dollars Higher
As shown in table 6, the new estimates of cash payments to

the public are 42.7 billion dollars in the present fiscal year
as compared with the seasonally adjusted annual rate of
37.5 billion dollars in the last half of fiscal 1948. Implicit in
these estimates is a rising trend of expenditures which will
bring the annual rate of payments in the last half of the
current fiscal year to an even higher level.

Table 6.—Federal Receipts From and Payments to the Public,
Excluding Major Intra-Government and Noncash Transactions

[Billions of dollars]

Item

Receipts from the public

Budget accounts:
Direct taxes on individuals
Direct taxes on corporations ._ _.
Employment taxes '
Excise taxes and customs __
Miscellaneous receipts

Trust accounts 1 _ _ _ _

Total receipts from the public

Payments to the public

Budget accounts:
National defense
International affairs and finance 3 -
Veterans' services and benefits
Interest on the public debt ...
Refunds of receipts . . _ _ . _ _ _ .
Other

Trust accounts 3 -
Exchange Stabilization Fund
Deduction frpm Federal employee's salaries for

retirement _
Clearing account for outstanding checks and tele-

graphic reports
'Adjustment to daily Treasury statement basis. _.

Total payments to the public. ___

Excess of receipts over payments - .. _ _

Fiscal
year 1948

21.9
10.2

.8
7.8
3.4
3.6

47.7

2 11.9
5.1
6.4
3.9
2.3
5.6
2.9
.6

-.2

.5
-.2

38.7

9.0

Annual
rate

January-
June 1948

23.0
11.4

.8
7.9
3.5
3.6

50.1

10.9
4.8
6.6
3.9
2.4
5.4
3.2
.3

-.2

.1
(4)

37.5

12.6

Fiscal year 1949
(estimated)

Amount

18.4
11.2

.8
8.1
2.1
3.5

44.1

12.3
7.3
6.5
3.8
2.8
7.3
2.9
.2

-.3
O

42.7

1.4

Change
from

January-
June 1948

-4.6
-.2

+.2
-1.4
-.1

-6.0

+1.4
+2.5

-!l
+.4

+1.9
-.3
-.1

-.1

-.4

+5.2

-11.2

NOTE.—Detail will not necessarily add to totals due to rounding.
1 Employment taxes for Old Age and Survivors Insurance are included in trust fund

receipts, and excluded from budget receipts.2 Includes 1.5 billion dollars in cash redemptions of armed forces leave bonds.3 Payments from Foreign Economic Cooperation Trust Fund are included in budget
payments for international affairs and finance, and excluded from trust account payments.4 Less than 50 million dollars.

Sources: Statement by the President reviewing the 1949 Budget (August 15,1949) for fiscal years
1948 and 1949; U. S. Bureau of the Budget for January-June 1948 seasonally adjusted annual
rates.

The largest factor in the estimated rise is the increase in
foreign aid. Within this category most of the increase is
chargeable to the Economic Cooperation Administration

program for promoting European recovery. Actual outlays
under this program had scarcely commenced before the present
fiscal year began and will gather momentum as the year
progresses. The estimated 2.5 billion dollar increase, com-
paring fiscal 1949 with the annual rate in the last half of
fiscal 1948 implies a substantially higher annual rate later
in the year.

Outlays for national defense are estimated to be 1.4 billion
dollars larger than the annual rate in the last half of fiscal
1948. Major items in this increase are the stepped-up
procurement of aircraft and of raw materials for stock piling.
These programs were just getting under way at the beginning
of the current fiscal year. Thus they call for a rising trend
of outlays and a correspondingly higher year-end rate.

The Revenue Act of 1948, which reduced tax rates applica-
ble to 1948 individual incomes, was made effective as to
withholdings of wages and salaries after May 1. Refunds
for over withholding, which have exceeded 1 billion dollars
in each of the past two fiscal years, will be increased by
several hundred millions in fiscal 1949 because of the with-
holding at higher rates during the first 4 months of calendar
1948. The increase in refunds of all types of receipts,
estimated at 400 million dollars, will be concentrated in the
last half of the fiscal year when practically all the individual
income tax refunds will be paid.

All other cash payments are estimated at 1 billion dollars
higher than the annual rate in the last half of fiscal 1948.
Much of this increase is due to enlarged outlays for public
works and payments in support of private construction.

These estimates are, of course, based on present expendi-
ture programs. In addition to the usual difficulties of fore-
casting expenditures almost a year in advance, they are
subject to such contingencies as the possible need to spend
even more on national defense than is now contemplated,.

Tax Rate Reduction Lowers Yield 5 Billion Dollars
Based upon an assumed "continuation of approximately

the same level of incomes" the Budget Review estimated total
receipts from the public at 44.1 billion dollars in fiscal
1949 compared with an annual rate of 50.1 billion in the
last half of fiscal 1948. Of the indicated 6 billion drop, 4.6
billion is in gross receipts from direct taxes on individuals.
The bulk of this figure, which is in addition to the refunds
mentioned above, is in individual income taxes and only a
small part in estate and gift taxes. A decline of 1.4 billion
dollars in "miscellaneous receipts," due chiefly to the rapid
fall in sales of surplus property, accounts for virtually all
of the remainder.

While the new tax rates were effective as to withholdings of
wages and salaries after May 1, the withholdings at the
lower rate would not reach the Treasury in significant volume
until after the end of the 1948 fiscal year. Virtually the full
impact of the lower rates is effective in fiscal 1949.

Fiscal Shift a Market Factor
Examination of the Budget Review indicates that the

increase in direct Federal purchases of goods and services is
expected to be at least equal to the estimated 5.2-billion-
dollar net increase in total Federal payments to the public.
Thus, there is a commensurate direct addition to the aggre-
gate demand for the national output. Furthermore, if sales
of Government surplus property decline by more than 1
billion dollars, as estimated, this will release an equivalent
amount of buying power for the purchase of currently pro-
duced goods.

As indicated above, the effect of the reduced tax rates is
to increase the disposable income of individuals by roughly

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

October 1948



October 1948 SURVEY OF CURRENT BUSINESS

5 billion dollars. There is every reason to expect that a
large part of this additional income will be spent and there-
by also add to the demand for the national output.

Of the estimated tax reduction, roughly two-thirds accrues
to individuals with incomes of less than 5 thousand dollars.
In this bracket the propensity to spend any increase in in-
come on personal consumption is high. Less than 15 percent
goes to individuals with incomes of over 25 thousand dollars,
where there is a greater tendency to save a substantial part
of any increase.

The fraction of the tax reduction which is not spent on
personal consumption provides additional funds for capital
investment. This could also result in some addition to
aggregate demand if it stimulated additional direct invest-
ment by individuals in such things as housing and individually
owned businesses.

To date these shifts have materialized only in part, and
their full impact on Federal receipts and expenditures will
be visible only as the year progresses. However, the antici-
pation of an enlarged Government market has already had a
stimulating effect on business, out of proportion to the change
in Government receipts and expenditures that has actually
occurred. Since the possibilities of increasing the physical
volume of national output are limited, the net result has
been to increase demand relative to supply.

The quantitative estimates of the changes in Federal ex-
penditures and receipts are based upon a continuation of the
present le^el of national income. To the extent that the
shift in fiscal position or other factors result in a further
increase in incomes, actual tax collections in the current
fiscal year will be larger than estimated and there will be less
reduction in the cash surplus. Correspondingly, the ad-
dition to consumer buying power attributable to tax reduction
will be larger than the estimated 5 billion.

Prospective Repayment of Borrowing Lower
for Fiscal 1949

The prospective decline in the surplus of cash receipts
over payments will reduce materially the rate at which public
borrowing can be repaid. In fiscal 1948 the record-breaking
cash surplus of 9 billion dollars allowed repayment of more
than 7.3 billion dollars of borrowed funds concurrently with
a rise of 1.6 billion dollars in Treasury cash balance.

The shift in Government and private debt during the
calendar year 1947 is reviewed in a special article in this issue.

In the current fiscal year the Midyear Review estimated
that the Treasury cash balance can be reduced by 1.4 billion
dollars. The projected cash surplus of 1.4 billion dollars,
coupled with the estimated 1.4 billion decline in cash bal-

ance, would permit 2.8 billion repayment of borrowing this
year.

"Cash" vs. "Budget" Estimates

The foregoing discussion has been in terms of "cash" re-
ceipts from and payments to the public rather than "bud-
get" receipts and expenditures. The conventional budget
accounts reflect legal distinctions which, while useful for
certain purposes, do not directly measure the Government's
transactions with the rest of the economy. The cash ac-
counting, by ignoring the distinctions between budget
accounts and the accounts for trust funds and other legal
entities, gives a more comprehensive measure of Federal
Government transactions. In consolidating the various sets
of accounts it eliminates intragovernmental transfers of
funds and noncash transactions which may at times affect
substantially the budget surplus or deficit without corre-
sponding effect upon payments to and from the public.

The following summary table compares the cash and bud-
get accounts of the Federal Government for the current and
just completed fiscal years:

[Billions of dollars]

Item

Budget receipts _ _ _ _ _ _ _ _ _
Receipts from the public
Budget expenditures ._
Payments to the public
Budget surplus. _ _ _
Adjustment for Foreign Economic Cooperation Trust Fund J _ _
Adjusted budget surplus _ _ _ _ _ _ _
Excess of receipts from the public overpayments to the public

Fiscal year

1948

44.5
47.7
36.1
38.7
8.4

-3.0
5.4
9.0

1949

40.7
44.1
42.2
42.7

-1.5
+3.0

1.5
1.4

i The Economic Cooperation Act required the transfer of 3 billion dollars of the 1948 budget
surplus to pay part of the 1949 expenditures of that act. This adjustment does not affect the
receipts from and payments to the public.

The detailed adjustments are too numerous to permit a
summary reconciliation between the two sets of accounts.
On the receipt side, however, the largest single item in both
years is pay-roll tax receipts of the Federal Old Age and Sur-
vivors Trust Fund and other trust funds, which are cash
receipts from the public but are not counted as net budget
receipts. On the expenditure side the redemption of armed
forces leave bonds was counted as a cash payment to the
public in fiscal 1948, whereas the original issuance of those
bonds was counted as a budget expenditure in fiscal 1947.
This accounts in part for the larger estimated increase in
budget expenditures than in cash payments to the public
from fiscal 1948 to fiscal 1949.

Plant and Equipment Expenditures
1 HE total of investment in new plant and equipment

planned by American business, exclusive of agriculture,
continued upward in the second half of 1948. Capital
expenditures anticipated for the last 6 months of the year, as
estimated from reports made quarterly to the Department
of Commerce and the Securities and Exchange Commission,
aggregated 9.6 billion dollars as against 9.1 billion in the
second half of 1947. Rising costs, however, accounted for
the bulk of this increase and available price data suggest
continued relative stability in the physical volume of capital
investment at the high levels reached a year ago.

The 18.6 billion dollars now estimated for total plant and
equipment expenditures during 1948 is approximately the
same as the preliminary estimate based on reports submitted
by business early this year—and 2.4 billion dollars more
than the 1947 total.

Although capital investment planned for the fourth
quarter of 1948, as shown in table 7, was slightly less than
the actual expenditures in the last quarter of 1947, it should
be noted that the former figure is subject to the usual upward
end-of-year adjustment in business accounts customarily
made in periods of rising prices to compensate for the
underestimation of costs in the preceding quarters. The
planned expenditures of 4.7 billion dollars in the final quarter
of 1948 exceeded by nearly 700 million dollars the corre-
sponding estimate of planned expenditures made for 1947 at
this time a year ago.

Capital investment for all major industries except "other
transportation" is expected to be greater in 1948 than in
the preceding year. In manufacturing, which accounts for
more than 40 percent of all plant and equipment expendi-
tures, the largest anticipated increases were for petroleum,

807380—48 2
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Table 7.—Expenditures for New Plant and Equipment by United States Business l

[Millions of dollars]

October 1948

Industrial group

Manufacturin
Mining
Railroad
Other transportation
Electric and gas utilities
Commercial and miscellaneous 3-

&eco a c ^ --

Total
1946

5 910
560
570
660

1 040
3,300

12 040

11 960
11 020

January-
March

1 450
150
160
180
330
900

3 160

3 440
3 640

April-
June

1 850
160
220
230
450

1,030

3 940

3 670
3 560

1947

July-
Septem-

ber

1 870
180
230
200
500

1,160

4 140

4 070
3 770

October-
Decem-

ber

2 290
210
300
190
620

1,340

4 940

4 440
4,020

Total

7,460
690
910
800

1,900
4,430

16 180

15 680
15,180

Industrial group

Manufacturing
Mining- . _ _ _ _ -._
Railroad
Other transportation
Electric and gas utilities __ . .
Commercial and miscellaneous 3_

Total' Actual

Second estimate .
First estimate

Total
1946

5,910
560
570
660

1,040
3,300

12 040

11,960
11, 029

January-
March

1,800
180
270
180
500

1,240

4,170

4,480
4,100

April-
June

2,140
200
300
190
640

1,340

4,810

4,690
4,780

1948

July-
Septem-

ber 2

2,160
200
360
170
690

1,360

4,950
4,570

October-
Decem-

ber 2

1,940
180
380
150
700

1,330

4,690

Total 2

8, 030
770

1,320
680

2, 540
5,280

18, 630

1 Excluding agriculture.
2 Estimates are based upon anticipated capital expenditures by business.
3 Includes trade, service, finance, and communication.

NOTE.—Figures are rounded and will not necessarily add to totals.

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

iron and steel, and machinery. For the textile industry,
where sales have been somewhat hesitant in recent months,
capital expenditures were expected to fall below those of last
year. Anticipations in most other manufacturing industries
showed moderate increases.

Analysis of the anticipated expenditures of the manufac-
turing group by size of firm reveals considerable difference in
the current behavior of the larger concerns with assets of 5
million dollars and over, and all others. The smaller con-
cerns, which until recently have been expanding rapidly,

expect a decline in their capital investment in the second
half of 1948 as compared with either the first half of this
year or the second half of last year. The larger companies,
which account for the bulk of total investment, expect a
further increase. It is of interest to note that the most
recent data available from the Federal Trade Commission
and the Securities and Exchange Commission suggest some
deterioration in the profit experience of the smaller manufac-
turing corporations with assets under 5 million dollars in
relation to that of larger firms, although profit rates generally
remained at high levels.

Employment Trends

THE present labor-market situation is typified by the
trends shown in the chart on page 1 of this issue. Employ-
ment in September totaled 60.3 million persons. Although
this was down from the high summer figures, the drop was
almost entirely seasonal in nature. From the January low,
nonfarm employment rose steadily through the spring and
summer months but with the reopening of schools, there
was a drop in September to 51.6 million persons. The num-
ber of persons thus employed in September was 1.5 million
above the January 1948 low, about equal to the increase
over the similar period of 1947. Of this expansion, roughly
one-third can be attributed to seasonal influences, while
the remainder reflects the continuing pressure of demand
for labor.

In comparing the first 9 months of 1947 and 1948, the
changing nature of the civilian labor force should be noted.
In both intervals the civilian labor force expanded by about
the same amount—this despite the fact that there was a
small net transfer from civilian pursuits to the armed forces
in 1948 in contrast to the net reduction of almost 400 thou-
sand in armed forces personnel in the 1947 period. The
expansion of employment this year was made possible by a
larger-than-normal increase in the total labor force stemming
chiefly from the favorable labor market and from the neces-
sity of augmenting personal incomes in those instances where
incomes have not kept pace with costs.

High Labor Force Participation

The proportion of the total population of working age
engaged in the labor force currently and in war and selected
prewar years is shown in chart 4. The chart makes clear

Chart 4.—Percentage Distribution of the Noninstitu-
tional Population 1
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i Population data relate to persons 14 years of age and over. Percentages for August 1947
and 1948 are based upon seasonally adjusted data.

Sources: Basic data, U. S. Department of Commerce, Bureau of the Census; monthly
data adjusted by the U. S. Department of Commerce, Office of Business Economics.

that the postwar labor force has become an increasingly
high proportion of the population in comparison with, for
example, the 1929 proportion.
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The decline in labor-force participation as compared with
the war years was, of course, to be expected in view of the
special wartime circumstances which induced many "non-
workers" either to enter the labor force or to postpone retire-
ment from the working population. The withdrawal of
these persons from the working population as the pressure
of war demands receded came to a halt early in the postwar
period. Subsequently the labor-force proportion has grown.

Pace of Employment Rise Moderated

With major reconversion difficulties surmounted, and
manpower reserves available for civilian work dwindling,
the upward trend in employment has been somewhat moder-
ated in recent months. The slower rate thus far in 1948 is
most evident in the manufacturing group of industries, as
may be seen in the middle panel of the chart on page 1. The
1948 winter-months7 dip in manufacturing employment was
somewhat sharper than in 1947, whereas the usual spring-
summer rise was about the same in the two periods. After
allowing for these seasonal influences, it appears that the
number of factory workers employed in August (the latest
month for which detailed employment data are now avail-
able) was unchanged from the total at the end of 1947. The
rise in employment from August a year ago, about a half-
million for manufacturing as a whole, compares with a gain
of about 900 thousand over the preceding 12-month interval.

In attempting to appraise the significance of recent changes
in manufacturing employment, a major difficulty is encoun-
tered in the shifting vacation patterns which have emerged
in the postwar summer months, and which have varied
considerably from industry to industry. The increasing im-
portance of vacations as a seasonal factor may be illustrated
by the following figures on the number of persons holding
jobs but not at work during the Census survey weeks of July
and August of the last 3 years:

With a job but not at work—Average for July and August

Total..

On vacation.
Other

On vacation as percent of civilian employment-

1946 1947 1948

Millions of persons

3.5

2.2
1.3

4.4

3.0
1.4

4.1
1.6

Percent

3.8 5.0 6.6

In general, employment gains among manufacturing
groups over the past year have been moderate but wide-
spread. For example, industries employing about 70 per-
cent of all production workers in manufacturing showed
some increase in work forces over a year ago, with the
average advance amounting to 6 percent. In those indus-
tries where employment is down from a year ago, the reduc-
tions were also generally moderate, averaging 4 percent.

Materials shortages and capacity considerations have
been major limiting factors in the case of some metal-fabri-
cating industries. Among the nondurable-goods lines, sea-
sonal factors have dominated employment trends in recent
months. The increase in activity in the textile, apparel,
and leather groups after the spring and early summer let-
down resulted in a higher work force, approaching or above
the early 1948 peak. Employment in apparel and other
finished textile products, at 1.4 million in August, was 11
percent above that of the preceding year, a rise exceeded,
among the major manufacturing industries, only by a 13-
percent expansion of employment on basic products of
lumber and timber.

Employment Rises in Nonmanufaeturing
Despite the large increase in manufacturing employment

over most of the postwar period—1 million since VJ-day—
the total of 16.5 million employees in August was about 1.4
million below the wartime high attained in late 1943. By
way of contrast, employment in private nonmanufacturing
industries, which had been under considerable restraint
during the war years, rose steadily since the latter part of
the war period and by August of this year was 4.5 millions,
or 25 percent, above the VJ-day total.

These contrasting trends largely account for the shift in
relative importance of employment as shown in chart 5.

Chart 5.—Percentage Distribution of Employees in Non-
agricultural Establishments 1
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i Percentages for August 1947 and 1948 are based upon seasonally adjusted data.
Sources: Basic data, U. S. Department of Labor, Bureau of Labor Statistics; monthly data

seasonally adjusted by the Board of Governors of the Federal Reserve System.

Reflecting the continued high demand for industrial and
residential construction, building employment continued to
expand in August. The August work force on contract
construction is substantially above a year ago. A large
rise was registered also in Government employment, mainly
at the State and local Government level, reflecting in large
part increased road construction and building activity.

The New Defense Program
The new draft legislation is prospectively one of the most

significant factors bearing on the labor market in the months
ahead. By the middle of next year, the size of the armed
forces is expected to be almost 2 million persons, or about
400 thousand more than the current total. After account-
ing for rejections, deferments, membership in reserves and
enrollment in schools, the manpower pool available is re-
duced to less than 1 million. Of these eligibles, almost
9 out of 10 will be in the age groups under 21 years, persons
who have not yet acquired any substantial degree of experi-
ence in the labor market.

Over the current fiscal year, when the armed forces are
expected to expand by about a half-million persons, the
"normal" expansion of the labor force can be expected to be
at least as large if not larger and chiefly in the same age
group as those entering the armed forces. Thus, apart from
other developments, it is apparent that the new draft legis-
lation will not seriously affect the current civilian supply of
manpower, but will rather limit the expected new supply.

(Continued on page 24)

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

October 1948



24 SURVEY OF CURRENT BUSINESS October 1948

Employment Trends
(Continued from page 11)

Other Defense Demands

The availability of manpower for private production will
also be affected by the enlarged defense program calling for
increased output of aircraft and other military-type products,
and for expanded civilian employment in the military estab-
lishments. Disregarding the indirect effects of the defense
program on aggregate demand for the national output,
which are of course very important, it seems clear that the
needs of the present program can be met and still leave as
much manpower for civilian production as at present. This
is partly because it is expected that over the next year, the
labor force will be augmented by veterans now in school
but due to return to "normal" civilian pursuits. This
group, better educated or trained than the average normal
new addition, may total about 300 thousand persons.

On balance, therefore, it appears that the new supply of
persons available for employment, either in the armed
services or in civilian occupations, will be sufficient to meet
the new demands now in prospect because of the defense
programs.

There are, moreover, certain intangible factors which
indicate that further potential additions to effective man-
power resources may be available should they be required.
There is, first, the possibility of increased productivity.
This factor, which has been difficult to measure in the
postwar period could make possible some increase in civilian
supplies. However, in the metalworking industries which
would be primarily affected by the new defense programs,
any substantial increase in civilian output would be depend-
ent on improved civilian supplies of basic raw materials—
those materials which are now in relatively tight demand
and which will be primarily affected by the new defense
programs.

Of lesser impact, but nevertheless still important, is the
possibility of increased hours of work. The workweek has
remained virtually stable over the last 2 years, as is evident
from the figures on hours worked in manufacturing and in
all nonagricultural occupations.

As these data suggest, should the occasion arise, the man-
power available could be increased substantially. It may
be noted however, in durable-goods manufacturing—partic-
ularly affected by the level of armaments outlays—the
scheduled workweek currently calls for more than the 40-
hour week generally considered to be typical. In other
words, industry is already operating on a schedule which
involves payment of overtime premium wages. Further

extension of the workweek would necessarily involve addi-
tional premium payments which would add more than
proportionately to total monetary costs and would therefore
be a factor pressing upward on the price structure. More-
over, it must be remembered that the advantages of such
an increase in hours are limited by the fact that some critical
industries—notably steel —are already engaged in round-the-
clock operations.

Finally, the number of persons seeking or at work is
responsive to the total demand picture, and hence it is pos-
sible that an increase in labor demand may call forth an
increased labor supply. On the other hand, it should be
remembered that there has been a somewhat larger-than-
usual labor force participation in the recent period and there
may be in consequence a net addition to the labor force in
the next year lower than the usual "normal" increment.

Unemployment Near Postwar Minimum

The manpower reserve available in the ranks of the unem-
ployed is already at or close to the minimum possible in
peacetime. In August the unemployed totaled about 2
million. While this is substantially in excess of the wartime
level, it is clear that little further reduction is probable under
peacetime conditions. In all previous peacetime years for
which data are available, the proportion of the labor force
unemployed was never lower than at present.

Table 8.—Average Hours Worked per Week: Nonagricultural and
Manufacturing Occupations

[Hours per week]

Period

1939 average
1944 average
1946 average
1947 average _

1947: August
September - _ _ _ _ _ _ _ _ . .
October
November
December

1948' January
February
March
April _
M a y _ _ _ _ _ _ _ _ _ _ _
June
July
August

All non-
agricultural

(i)
46 2
43 0
42 3

42.4
42 6
42 4
42 0
42 3

42 2
41.6
42 0
42 1
41 9
42 3
40 3
42 6

Manufac-
turing

37 7
45 2
40 4
40 3

39 8
40 4
40 6
40 4
41 2

40 5
40 2
40 4
40 1
39 9
40 2
39 9
40 0

i Not available.
Sources: U. S. Department of Commerce, Bureau of the Census, for all nonagriculture;

U. S. Department of Labor, Bureau of Labor Statistics, for manufacturing.

Sales of Paint, Varnish, Lacquer, and Filler: Revised Data for Page S-26 l

[Thousands of dollars]

1946:
January
February
March
April
May
June
July
August
September _ _ . _ _ _ . . _ .

55 842
54 510
64 627
72, 240
71, 481
66, 789
64 989
68 332
62, 971

Total

49 701
48, 829
58, 207
64, 921
64, 146
60, 140
59, 044
61 090
55, 690

Classified

Industrial

19 829
17, 705
21,037
24, 309
24, 200
24, 204
24, 427
26 414
24, 120

Trade

29 872
31,124
37, 170
40, 612
39, 946
35, 936
34, 617
34 676
31, 570

Unclassi-
fied

6,141
5,681
6,421
7,319
7,336
6,649
5,944
7,242
7,280

1946— Continued
October _ _
November- _
December

Monthly average _ . __
1947:

January _ _
February

69, 844
69, 912
73, 362

66, 242

83, 989
81, 446

Toral

63, 008
62, 260
65,954

59, 416

74, 411
73, 087

Classified

Industrial

28, 235
27, 374
30, 342

24,350

32, 203
29, 779

Trade

34, 773
34, 885
35, 612

35, 066

42, 207
43, 309

Unclassi-
fied

6, 836
7,652
7,407

6, 826

9, 578
8,358

i Compiled by the U.S. Department of Commerce, Bureau of the Census. Data represent final revisions for 1946. For figures for later months of 1947, see p. S-26 of this issue and
p. S-25 of the May 1948 issue.
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5. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS,

SITUATION
By the Office of Business Economics

JDUSINESS in October continued at the high rate made
possible by the unprecedented flow of incomes. The
marked rise in personal income depicted in the chart at the
left directly supported the high level of retail sales and
indirectly was a major factor underlying the maintained
large volume of producers' goods sales. The basic factors
in the recent advance of economic activity are analyzed in
the review of the national product and income in this issue.

Total employment in October remained at peak levels
after allowance for such seasonal movements as the return of
students to school and the decline in agricultural employ-
ment as activity in the harvest fields diminished. The
earnings of workers remained high as an additional quarter
million unemployed persons were absorbed into the labor
market leaving unemployment at a very low figure. The
flow of goods supplies continued large; production registered
at least the usual seasonal gains and farm products were
marketed in heavy volume while the excess of exports over
imports continued to shrink.

In the markets for industrial commodities, unusual
stability prevailed as the prices of nonfarm, nonfood products
remained virtually unchanged in October at the same average
figure attained in late August and held in September.
Farm products and food prices fell, however, partly in
response to seasonally heavy marketings, with the result that
the average of all wholesale prices declined slightly for the
first month since February.

The drop in prices received by farmers, amounting to 4
percent from mid-September to mid-October, was accounted
for chiefly by lower prices for meat animals, butter, feed
grains, oil-bearing crops, and fruits, which more than offset
increases in the prices of tobacco and truck crops. Relative
stability governed the prices of cotton and food grains and
this was partly traceable to Government support activity.
As of the end of October, about 1,650,000 bales of cotton,
or about 15 percent of the ginnings to date, had been placed
under loan. Wheat loans and purchase agreements reached
165 million bushels at the end of September, from which
date 90 days remained during which farmers may obtain
loan applications.

The number of persons actually at work was larger in
October than in September, as 700,000 workers who had been
on vacation returned to their jobs. Consequently output
in basic industries remained high or increased seasonally.
Steel-mill activity in October reached practical capacity —
99.9 percent. In terms of tonnage, output of around 8
million net tons exceeded the war peak established in March
1944, when 7,826,000 net tons were turned out and at a time
when steel-making facilities were somewhat over 1 million
tons higher than at present. Settlement of most of the labor
disputes at refineries in California resulted in a record pro-
duction of crude petroleum, with output in the last week
of the month exceeding 5.6 million barrels as against a pre-
strike daily average of 5.5 million barrels. Automobile

811275—48 1
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production in October rebounded sharply from the relatively
low level of the previous month when some assembly lines
were closed down because of work stoppages in important
suppliers' plants. Total assemblies of cars and trucks in
the United States of 481 thousand were the highest since
March 1948 and on a daily average basis represented a
postwar high.

Industrial output in September, as measured by the
Federal Reserve seasonally adjusted index, was unchanged
from August at the 191 level. Mineral production lagged
somewhat because of the dispute in the crude-oil fields, but
output of manufactures edged up to 198 (1935-39=100).

Total new construction put in place in October was
valued at 1.7 billion dollars compared with 1.8 billions in
September.

Manufacturers' Orders and Inventories
As the autumn upturn in business activity gained head-

way, the flow of new orders to manufacturers recovered fully
from its summer sluggishness. The dollar value of incoming
business moved up to a new high in September, with an
increase of 8 percent over the previous month. This rise
in the index of new orders pointed up the general firmness
of manufacturers' markets.

While the over-all demand for manufacturers' goods con-
tinues high, orders for some types of products have receded
moderately in recent months. As a consequence, the value
of new orders placed with manufacturers has advanced less
sharply during 1948 than 1947. The September peak sur-
passed the year-ago level by a narrow margin and the Septem-
ber gain was somewhat smaller than a year ago.

Trends shown by the value of new orders are influenced
by prices paid as well as by quantities ordered. The some-
what smaller rise in prices of manufactured goods in 1948
as compared with the previous year may account in part for
the slower advance of the new-orders index this year. How-
ever, when allowance is made for the effects of prices on the
value of new orders, it is apparent that there has been some
decline in the volume of new business placed during recent
months.

Interest in goods on order lies in their use as a possible
guide to future changes in the volume of manufacturing
activity. For this purpose new- order trends should be con-
sidered separately for the nondurable-and the durable-goods
industries. For many of the nondurables, sales are custom-
arily made from stock. In these cases, new orders tend to equal
sales for a month and give little additional information on the
sales outlook. It is among the durables—where orders are
predominantly for future delivery—that trends in the value
of new business placed with manufacturers are more directly
related to shipment movements in months to come.
New Orders Generally Higher

The September increase over August in value of new orders
was about 8 percent for both the nondurable and durable
groups. For the nondurables this increase raised the value
of incoming business to a new high and marked the first
sizable upward movement this year. During preceding
months of 1948, the value of new orders for the "soft goods77

group had shown little or no advance over 1947 levels.
The improved September order position of the nondurables

stemmed primarily from a partial revival of demand in those
industries which in recent months have been facing weaker
markets, i. e., textiles, apparel, and leather. Other nondur-
able-goods industries—notably paper and chemicals—reported
small changes in September commitments as compared with
a year ago.
Durables Also Up

The early fall increase in incoming business for the durable-
goods industries has gone far toward restoring new orders -for

this group to the previous peak reached in March. In
general, the value of new business placed with the "heavy
goods77 industries in recent months has run well ahead of that
of the corresponding period a year ago. Price advances
alone are not sufficient to account for this, and a gain in
volume over last year is indicated.

The fall pick-up in durable-goods new orders was strongest
among the machinery industries. This evidence of renewed
strength is of particular interest when it is recalled that new
orders for this group had previously shown no tendency to
rise since the beginning of 1948.

Trends in Machinery Backlogs

A special analysis was made of the trends in new orders
and unfilled orders, and their relations to sales, for companies
in both the electrical and other machinery industries—a
group for which the most comprehensive data are available.
The study of this group reveals some deterioration of its
order position 3 years after the end of the war.

During 1946 and 1947 the enormous flow of orders resulted
in huge backlogs of unfilled orders. By the beginning of
this year backlogs had grown to unprecedented values—par-
ticularly for some of the larger companies. In over 10 per-
cent of the firms, orders on the books represented more than
12 months of sales. Stepped-up production in 1948 cut into
these backlogs and reduced the unusually long waits for
deliveries.

However, as supplies of certain types of tools and appli-
ances became more adequate, the flow of new business began
to slacken. Until September, the value of new orders in
1948 tended to run below that of the corresponding months
of 1947. Because of the divergent trend in orders and sales,
the value of new business received in the early part of 1948
began to move below current sales.

Unfilled orders of machinery producers showed some con-
traction in value during the spring and summer months and.
the drop in orders on hand from the very high totals of last,
year amounted to possibly 20 percent. Large companies,
reduced backlogs in about the same proportions as did small
ones.

By the late summer of 1948, the average ratio of unfilled
orders to sales was a little under 5 months on an unweighted
basis, while the weighted average was about 7 months.
In general, the ratio of backlogs to sales was somewhat
higher in the case of electrical machinery than for other
machinery companies.

For the machinery group as a whole, some idea of the shift
in the ratio of unfilled orders to sales between the third
quarter of this year and a year ago may be obtained from
the following table, showing the percentage distribution of
companies by size of backlog:

Third Third
quarter quarter

19A7 1Q1R
Ratio of unfitted orders to sales (percent) (percent)

Less than 5 months 49 71
5 to 10 months 33 19
10 to 15 months 8 8
Over 15 months 10 2

All companies 100 100

In general, among the companies studied, the large com-
panies had the higher ratios of backlogs to sales in both
periods. Primarily because the smaller companies had
greater gains in sales during 1948, the ratio of unfilled orders
to sales tended to drop more for these companies than for
the larger firms.

If the downward trend in unfilled orders were to continue
at the rate experienced in the past year, it would lead, before
long, to a contraction in sales. However, it should be
remembered that machinery producers7 sales are very high,
and backlogs are still substantial. Moreover, the increase
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in new orders occurring in September has halted for the time
the declining trend in backlogs.

Manufacturers9 Inventories Edge Up

With manufacturers' shipments in September advancing
above previous peak levels, the book value of their inven-
tories, aggregating 30.7 billion dollars, was 250 million dollars
above the previous month. In the nondurable-goods sector,
a rise in the movement of goods into retail trade channels
during September resulted in little change in nondurable-
goods inventories. At the same time, however, there were
small but widespread increases in the durable-goods inven-
tories, amounting to almost 250 million dollars, or substanti-
ally all of the rise in aggregate inventory holdings.

The increase in the value of durable-goods inventories
shown in chart 2 has been less sharp since the middle of 1947
than during the period following the war, but nevertheless
has been persistent. The initial sharp rise extending through
1946 and the first half of 1947, as shown in the upper panel
of the chart, represented chiefly the reaction of producers
to the gradual elimination of wartime and early postwar

Table 1.—Composition of Manufacturers' Inventories

Chart 2.—Manufacturers' Inventories and Sales 1

Item

Durable-goods inventory

Total

Purchased materials
Goods in process _ _
Finished goods

Nondurable-goods inventory

Total

Purchased materials
Goods in process . -
Finished goods

July-September
1947, average

Amount
(millions of

dollars)

13, 092

4,223
5,532
3,337

13, 892

7,377
2,122
4,393

Percent
of total

100.0

32.3
42.3
25.5

100.0

53.1
15.3
31.6

July-September
1948, average

Amount
(millions of

dollars)

14,091

4,621
5,610
3,861

16, 332

8,182
2,312
5,838

Percent
of total

100.0

32.8
39.8
27.4

100.0

50.1
14.2
35.7

Source: U. S. Department of Commerce, Office of Business Economics.

Government inventory controls, and the attempt to gear
inventories to the increasing rate of sales. More recently,
and particularly in 1948, the flow of many industrial materials
has improved somewhat, making possible not only a larger
but also a better selection of purchased materials and finished
goods inventories.

In the expansion which has occurred in both sales and
inventories of durable goods during 1948, sales have risen
somewhat more rapidly, thereby resulting in some decline
of the inventory-to-sales ratio. Thus in July, August, and
September of 1948, durable-goods stocks were on the average
equal to 2.0 months' sales as compared to 2.2 months' sales in
the corresponding period of 1947. The more economical
inventory-sales balance in durable manufactures is indicated
in tables 1 and 2. The purchased-materials sales ratio has
declined nearly 10 percent over the past year, while the
goods-in-process sales ratio has declined 15 percent. Stocks
of finished durable goods on the other hand moved but
slightly lower over the year in relation to sales.

Nondurable-Goods Inventories

Manufacturers7 stocks of nondurable goods have shown a
somewhat different trend. Although total nondurable in-
ventories in recent months have been about as large relative
to sales as in the corresponding period of 1947, the composi-
tion of holdings has changed. Purchased materials and
goods in process have declined relative to sales, but finished-
goods inventories have shown a considerable increase in
relation to current shipments.

RATIO SCALE
BILLIONS OF DOLLARS
20

RATIO SCALE
BILLIONS OF DOLLARS

X ^ SALESVL i ,

DURABLE GOODS
INDUSTRIES

^INVENTORIES

NONDURABLE GOODS
INDUSTRIES

INVENTORIES, BY STAGE OF FABRICATION
DURABLE GOODS
INDUSTRIES

GOODS IN PROCESS

«••"PURCHASED MATERIALS"

. .•"•' ^-'~x .

FINISHED GOODS

NONDURABLE GOODS
INDUSTRIES

* GOODS IN PROCESS

1946 1947 1948 1946 1947 1948
U. S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS.

i Data plotted are 3-month moving averages centered at the middle month. Averages
for inventories are computed from the book value at end of each month and for sales are com-
puted from total for each month. Sales are not plotted on the chart for January 1946 because
data are not available for December 1945 to compute the 3-month moving average.

Source of data: U. S. Department of Commerce, Office of Business Economics.

While part of the increase in total nondurable inventories
represents the process, begun after the lifting of wartime
restrictions, of achieving a larger and more balanced inven-
tory, such accumulation would occur normally to a greater
extent in purchased materials rather than in finished-goods
inventories. The rise in the finished-goods sales ratio
reflects a higher rate of output in relation to the rate of
shipments and of anticipated orders received by producers
of nondurable goods.

Table 2.—Ratios of Manufacturers' Inventories to Sales

Item

Durable-goods industries

Inventory-sales ratio, total _

Purchased materials
Goods in process _ _
Finished goods

Nondurable-goods industries

Inventory— sales ratio, total

Purchased materials
Goods in process ._
Finished goods

1947

220 7

71 2
93 2
56 2

146 7

77 9
22.4
46.4

1948

199 5

65 4
79 4
54 7

152 0

76 1
21.5
54.3

July-September
average

Source: U. S. Department of Commerce, Office of Business Economics.
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National Product and Income in the Third Quarter of 1948

1 HE market value of the Nation's output of goods and
services, as measured by gross national product, rose to an
annual rate of 256 billion dollars in the third quarter of 1948,
an increase of 6 billion over the second quarter. The national
income, which measures the Nation's output in terms of the
incomes accruing in production, showed a comparable in-
crease, although precise figures cannot yet be given because
information on third-quarter corporate profits is not available.

Personal income rose by 5 billion dollars to an annual rate
of 214 billion. This third major indicator of national econ-
omic activity consists of the current income receipts of per-
sons from all sources and differs from national income by
excluding incomes that are not distributed (such as undis-
tributed corporate profits), and by including income receipts
that are not derived from current production (such as social-
security benefits and other transfers).

The third-quarter rise in the flow of incomes and of produc-
tion was due to a continued increase in prices, as well as to
larger physical volume based mainly on higher employment
and some improvement in materials supplies.

Chart 3.—Gross National Product, by Major Components
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£/. 5. DEPARTHENT OF COMMENCE, OFFICE OF BUSINESS ECONOMICS.

1 Data are for goods and services.
2 "Gross National Product" for the years 1942-45 consists of the positive values shown on

the chart minus the negative values shown for "Net Foreign Investment."
Source of data: U. S. Department of Commerce, Office of Business Economics.

Aggregate Demand Continues Strong in Third Quarter

Third-quarter expansion was a continuation of second-
quarter developments (discussed in the August issue of the
SURVEY). It was in contrast to the hesitancy of economic
activity which was noticeable in the first quarter (May
issue of the SURVEY). As will be recalled, this first-quarter
hesitancy was shown in the February break of farm prices
and a leveling-off in other prices. It was traceable also in a
large accumulation of inventories which, in part at least,
could be diagnosed as involuntary and resulting from lower-
than-anticipated purchases by consumers. The first-quarter
increase of these purchases was less than any prior quarterly
increase in the entire postwar period.

Three major developments that occurred at the turn of
the first quarter contributed to the resumption of inflationary
trends in the second: the reduction of individual income
taxes, the enactment of the Foreign Assistance Act, and the
prospect of increased military expenditures. Prices rose
from their February lows; consumer expenditures expanded;

Table 3.—National Income and Product, First Three Quarters of
1948 1

[Billions of dollars]

Item

National income by distributive shares

National income

Compensation of employees
Wages and salaries

Private
Military
Government civilian _

Supplements to wages and salaries

Proprietors' and rental income 3

Business and professional _ _
Farm _
Rental income of persons .... _ _

Corporate profits and inventory valuation ad-
justment

Corporate profits before tax __ _
Corporate profits tax liability
Corporate profits after tax

Inventory valuation adjustment -

Net interest _ _
Addendum: Compensation of general govern-

ment employees

Gross national product or expenditure

Gross national product „_

Personal consumption expenditures
Durable goods _-
Nondurable goods
Services _ _ - -- -- -- _ _

Gross private domestic investment
New construction

Residential nonfarm
Other _. _

Producers' durable equipment
Change in business inventories, total

Nonfarm only

Net foreign investment. __ _
Government purchases of goods and services

Federal
Less: Government sales. .-
State and local _ __

Disposition of personal income

Personal income
Less: Personal tax and nontax payments

Federal -
State and local . .

Equals' Disposable personal income
Less' Personal consumption expenditures
Equals* Personal saving
Relation of gross national product, national income,

and personal income
Gross national product
Less: Capital consumption allowances

Indirect business tax and nontax liability
Business transfer payments _
Statistical discrepancy _ . .. _ _ _ _ _

Plus: Subsidies less current surplus of Govern-
ment enterprises _ _ .

Equals' National income
Less: Corporate profits and inventory valuation

ad j ustment
Contributions for social insurance
Excess of wage accruals over disbursements

Plus' Government transfer payments
Net interest paid by government .
Dividends
Business transfer payments

Equals: Personal income _

Unadjusted

I

53.2

32.9
31.6
27.1

.9
3.6
1.3

12.6
6.3
4.5

6.5
7.8
3.0
4.8

-1.3

1.2

4.2

59.6

41.1
4.8

23.8
12.5

10.1
2.9
1.4
1.5
5.0
2.2
2.3

1.0
7.5
4.4
.3

3.4

51.1
9.2
8.6
.6

41.8
41.1

.7

59.6
3.5
4.7
.2

-2.0

0
53.2

6.5
1.3
0
2.7
1.1
1.7
.2

51.1

II

55.5

33.6
32.3
27.7

.9
3.7
1.3

13.0
6.3
4.7

7.8
8.4
3.3
5.1

—.6

1.2

4.3

61.0

43.3
5.4

25.2
12.7

8.5
3.6
1.7
1.9
5.2
-.3

A

.7
8.5
4.8
.1

3.8

52.4
3.9
3.3
.6

48.5
43.3
5.2

61.0
3.6
4.9
.2

-3.1

0
55.5

7.8
1.3
0
2.7
1.4
1.7
.2

52.4

III

(')

35.2
33.9
29.5

.9
3.6
1.3

12.6
6.2
4.5

(2)
(2)
(2)
(2)

-1.0

1.2

4.1

64.2

43.8
5.6

25.2
13.0

10.9
4.3
2.1
2.2
5.3
1.3
1.1

.2
9.3
5.7
.1

3.7

53.2
4.3
3.8
.5

48.9
43.8
5.1

64.2
3.6
5.1
.2

(2)

.1
(2)

(2)
1.3
0
2.5
1.0
1.8
.2

53.2

Seasonally adjusted,
at annual rates

I

215.1

133.7
128.8
111.1

3.5
14.2
4.9

50.6
25.0
18.0

26.2
31.4
12.2
19.2

-5.3

4.6

16.5

244.9

172.1
21.2

101.2
49.7

38.7
14.3
7.0
7.3

19.8
4.6
5.1

3.9
30.1
17.6
1.2

13.7

207.3
23.2
21.1
2.1

184.1
172.1
12.0

244.9
14.0
19.1

.6
-4.2

-.2
215.1

26.2
5.0
0

10.9
4.6
7.3
.6

207.3

II

221.7

134. 2
129.3
111.2

3.6
14.5
5.0

51.8
25.4
18.9

30.9
33.4
13.0
20.4
-2.5

4.7

16.9

250. 4

176.5
22.6

103.2
50.6

37.6
14.4
6.9
7.4

20.9
2.3
1.8

2.9
33.5
19.3

.5
14.7

209.0
20.8
18.7
2.1

188.2
176.5
11.7

250.4
14.3
19.7

.6
-6.0

-.1
221.7

30.9
5.0
0

10.6
4.7
7.3
.6

209.0

III

(2)

140.6
135. 6
116. 4

3.7
15.6
5.0

50.2
24.8
17. 9

(2)
(2)
(2)
(2)

-3.9

4.8

17.8

255. 9

178. ,5
23. 6

102. 9
51.9

39. i)
14.8
7.1
7.7

21.4
2.8
1.8

.7
37.7
22.6

.4
15. 5

213. 9
20. 2
18.1
2.]

193. 7
178. 5
15. 2

255. &
14.6
20.1

.6
(2)

.3
(2)

(2)
5.2
-.1
10.2
4.8
7.7
.6

213.9

1 Detail will not necessarily add to totals because of rounding.2 Not available.3 Includes noncorporate inventory valuation adjustment.

Source: U. S. Department of Commerce, Office of Business Economics.
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and inventory accumulation was more in line with sales and
economic activity. Increased purchases of Federal, State,
and local governments added to the total demand for the
Nation's output of goods and services. However, expansion
of physical economic activity was limited by the direct and
indirect effects of work stoppages that preceded the nego-
tiation of the third round of wage increases.

Expansion of Employment in the Third Quarter

Third-quarter economic developments continued to reflect
the working of the forces that had caused the second-quarter
turn. A major difference between the two quarters was the
large increase in employment and in wage rates, which fol-
lowed the negotiation of the third round of wage increases,
and which together contributed to a substantial rise in pay
rolls. The effect of these negotiations on general economic
activity was much larger than would appear from the wages
and employment provided by the major strategic industries
that were involved. Wage increases in these industries set
in motion the granting of similar increases throughout the
economy. Similarly, cessation of work stoppages led to an
expansion in the flow of raw materials and semifinished prod-
ucts which served as the basis for larger production in a wide
range of user industries.

Fall of Crop Prices

The second major difference between the second and third
quarters was due to developments in the farm sector, where
the outlook for excellent domestic harvests and improved
foreign supplies has resulted in a decline of prices for major
agricultural crops. Because of its influence on business antic-
ipations, this improvement in the supply position has re-
strained inflationary developments in general, even though its
effect on the actual flow of goods to ultimate users has not yet
materialized.

Situation Less Inflationary Than in 1947

In evaluating the current pressure of inflationary forces,
it is instructive to contrast the developments in the second
and third quarters of 1948 with those in the third and fourth
quarters of 1947. Both periods represent half-years of price
rise, each following a quarter marked by a temporary easing
of inflationary pressures.

Over the half-year period in 1948, which was characterized
by price rise, the level of wholesale prices increased only half
as much as in the corresponding period in 1947. This differ-
ence reflected in part the general improvement of the crop
situation in 1948 to which reference has been made. This
was in sharp contrast to the position in 1947, when a major
shortage occurred in the domestic corn crop and foreign crop
supplies were also adversely affected by weather conditions.

In addition to the changed agricultural situation, however,
the smaller rise of wholesale prices in 19̂ 48 reflected also differ-
ences in the movement of wholesale prices other than farm
and food products. On an over-all basis the increase of
these prices over the last half-year was much less than
the increase that occurred in the second half of 1947 (see
table 4).

Among broad commodity groups, metals and metal prod-
ucts are the only exception to this statement. In other
areas in which shortages persist, such as building materials
and producer and consumer durables, the rise has been less
pronounced. And, as compared with sharp advances last
year, price declines have occurred both in the consumer and
the producer nondurable segment where war-induced back-
log demands have in general been satisfied.

Consumer Demands Settling

The price developments in the industrial sector are sympto-
matic of the gradual change in the nature of postwar eco-
nomic activity and of the supporting forces behind it. In
the earlier stages of the postwar boom, the general tendency
to spend increasing proportions of income was one of the
major factors contributing to inflation. As the postwar
cycle progressed, this upward drift in the propensity to
spend became less pronounced. The recent movement of
retail sales and consumer purchases indicates that it has
ceased, except with respect to the demand for certain durables
where demand continues in excess of supply. This change in
the role of consumer purchases is reflected in the price move-
ments which have been described.

Table 4.—Change in Wholesale Prices Over Two Half-Year Periods

Group

All commodities _ .
Farm products
Foods _
Commodities other than farm and food

Hides and leather products
Textile products
Fuel and lighting materials _ _
Metal and metal products
Building materials
Chemical and allied products
Housefurnishings goods _ _ _
Miscellaneous

Percentage

June 1947-
December

1947

10.5
10.6
10.3
10.6
17.0
5.8

19.8
6.7
9.7

11.8
7.5
7.0

increase —

March 1948-
September

1948

4.4
1 7
7.2
3.7
1.1

—1.3
4.4

10.3
5.6

-2.1
2.9

—.8

Source: Calculated by U. S. Department of Commerce, Office of Business Economics,
from indexes of U. S. Department of Labor, Bureau of Labor Statistics.

With consumers playing a more passive role, further ex-
pansion is traceable increasingly to other forms of demand,
particularly to Government purchases. These purchases are
increasing currently, mainly owing to the impetus of the
foreign-aid program.

The following review of the various components of the
income and product flow sheds further light on some of the
general tendencies that have been discussed.

The Flow of Income

Personal income was at a record annual rate of 214 billions
in the third quarter, an increase of 5 billions from the second.
In general, the flow of incomes followed previous patterns;
but with respect to pay rolls and farm income, developments
occurred that have special bearing on the economic situation
in the third quarter.

Sharp Increase in Pay Rolls

The 6-billion increase at annual rates in total pay rolls
from the second to the third quarter accounted for more than
the entire net increase in personal income, mainly because of
an offsetting decline which occurred in the net income of
farm proprietors. This sharp increase followed a period of
comparative stability of quarterly pay rolls in 1948.

As will be remembered, pay rolls during the first quarter
were depressed by the disruptive effects of a severe winter
and of industrial disputes, as well as by the general hesitancy
of economic activity. Expansion of economic activity began
to affect pay rolls in the second quarter, but the effects of
major labor disputes continued to be a retarding influence
during most of the period. Commodity-producing industries
showed the effects of these adverse influences most clearly.
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In the distributive trades and service industries the previous
increase of pay rolls was merely interrupted.

The sharp increase of pay rolls in the third quarter reflected
increased employment made possible by the continuation of
strong over-all demand and the absence of major labor dis-
putes, and also the full effect of wage increases negotiated
during the second quarter. Both commodity-producing
and other industries participated in the increase in about
equal amounts, with the relative increase somewhat larger
in the former group.

A detailed examination of industries will, of course, reveal
substantial variations, but from the standpoint of character-
izing the over-all economic situation it is the widespread and
general diffusion of the pay-roll increases that should be
stressed. Quarterly information for assessing the relative
contribution of employment, wage rates, and hours of work
is deficient. However, in industries for which data for
making this type of comparison are available the indications
are that increased rates of pay and increased employment
were of comparable importance, with the effect of hours
negligible.

Reference is made to the detailed discussion of pay rolls
which follows in this issue of the SURVEY. The conclusion
that the third round of wage-rate increases was noticeably
less than the second puts these increases into clearer perspec-
tive.

Net Income of Farm Operators Around Postwar Highs

The net income of farm proprietors in the third quarter of
1948 showed a small drop from the high levels which it had
reached in previous quarters.

Considerable fluctuations in prices have affected monthly
farm income in 1948, but have tended to offset over quarterly
periods. The break of crop and livestock prices in February
and the subsequent recovery resulted in approximate stability
for these two groups of prices between the first two quarters.
Higher livestock prices in the third quarter have offset the
drop in the price of crops.

Caution must be exercised in interpreting the monthly and
quarterly movement of the net income of farm proprietors.
This series attempts to measure net income derived from cur-
rent production—a task which is very difficult on a less-than-
annual basis, because of the seasonal nature of farm produc-
tion and also the lack of statistical information. Specifically,
the adjustment of net receipts from current marketings, to
take account of the net value of current production not
marketed but added to inventory, is not wholly satisfactory.

The drop in farm income from the second to the third
quarter reflected a decline in seasonally adjusted net receipts
from current marketings, which was larger than the estimated
inventory increase. The income increase from the first to
the second quarter had reflected stable farm marketings and
an increase of farm inventories

Total farm income in the first three quarters of 1948 was
up by one-sixth over the corresponding period in 1947. On
an over-all basis this increase was due to higher prices and a
larger volume of production and was limited by higher pro-
duction expenses. In the case of income from crops, a larger
volume was the main factor. The rise in incomes derived
from livestock production was due to higher prices.

The other components of the income flow—the income of
nonfarm proprietors, rental income, dividends and interest,
and transfer payments—showed little change, either indi-
vidually or in the aggregate.

Increase in Disposable Income

Personal income after taxes showed an increase between
the second and third quarters larger than the quarterly

increase preceding it. The bulk of the increase was due to the
rise of personal income. Lower taxes, which had been a major
factor in the second quarter, contributed only a small frac-
tion. Further tax reduction was due to the fact that the
lower withholding rates of the Revenue Act of 1948 were
effective only in part of the second quarter.

Demand for Gross National Product

Consumer Expenditures Rise

The large increase in disposable income, the bulk of which
was received by wage earners, supported a further increase in
personal consumption expenditures between the second and
third quarters. The magnitude of the increase was well in line
with the change in disposable income. The indicated pattern
of consumer behavior was in marked contrast to early stages
of the postwar boom when an upward drift of consumption,
independent of movements of disposable income, was under
way, and given increases in disposable income were associated
with increases in consumer expenditures much larger than
those recently experienced.

Needless to say, the indicated transition to a more passive
consumer behavior has been gradual, and has been in
evidence in previous quarters. Nor is the tendency affect-
ing all categories of consumer expenditures. Consumer
durables, for which a backlog demand still exists, continue
to be an exception. The limit on expenditures for these
items continued to be the availability of supplies rather than
the level of disposable income. However, the list of scarce
durable items is contracting; and disposable income is again
becoming an increasingly important factor in determining
the demand for durables as well as for nondurables.

Domestic Fixed Capital Formation Continues Strong

No significant change occurred in the rate of fixed domestic
capital formation from the second to the third quarters. In.
the aggregate, these expenditures continued at the extra-
ordinarily high rates which have been a characteristic feature
of postwar economic activity.

Nonfarm residential construction was at a seasonally
adjusted annual rate of about 7 billion dollars, virtually
unchanged from the previous quarters of 1948.

A moderate decline in the number of new residential starts
from the postwar peak reached in April has occurred. Starts
in August and September of 1948 fell short of those in the
corresponding months of 1947. In each of the previous 2
postwar years residential starts increased until considerably
later in the fall, when seasonal factors curtailing building
activity took effect. However, the number of starts is still
very high, and the down drift to date has been of minor
proportions. It is not possible at this time to establish to
what extent this movement is due to the reestablishment of
a more normal seasonal pattern, to what extent to temporary
uncertainty with respect to housing legislation, and to what
extent to more deep-seated factors, such as a depletion of
liquid funds, more stringent credit conditions, and high
prices and building costs.

Private construction other than residential has also stayed
on a high plateau in the successive quarters of 1948. Pur-
chases of producers' durable equipment have shown some
further increase, but appear to be rapidly approaching a
ceiling.

Moderate Accumulation of Business Inventories

Investment in nonfarm business inventories is not currently
an important determinant of the economic situation, as it
was in the early stages of the postwar boom. Rather the
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movement of these inventories is a sensitive reflection of
economic tendencies generated by other forces in the economy.

Accordingly, the inventory picture was similar in the
second and third quarters of the year, when the tenor was

f enerally expansionary, and contrasted with the first quarter,
n the first quarter, a heavy accumulation of nonfarm inven-

tories was concentrated in trade (mainly at the retail level)
and in finished manufactures. Purchased-materials inven-
tories of manufacturers declined, while goods-in-process were
stable. These movements were consistent with- the interpre-
tation of the economic situation as one in which demand had
fallen short of the expected level and the business outlook
was less favorable, although total economic activity was
being maintained.

In the second and third quarters, manufacturers7 goods-
in-process inventories continued stable, in line with the high
volume of production. Purchased-materials inventories
tended to be restored, in view of the improved business
anticipations. Inventories of finished products accumulated
at moderate rates, reflecting an easier supply situation and
the confident business outlook. These two factors also afford
a general explanation for the movement of trade inventories.

The increase in farm inventories was due to the record
crops of 1948 and to the fact that the reduction in livestock
inventories is tapering off.

Combined Foreign and Government Demand

The largest independent changes in the demand for gross
national product (as distinguished from income-induced
changes in consumption) occurred in foreign demand and
government purchases. Net foreign investment, which
measures the net exports of goods and services commercially
financed, dropped to an annual rate of less than 1 billion dol-
lars in the third quarter. This represented the fifth quar-
terly drop from a peak of over 10 billion dollars in the second
quarter of 1947.

Government purchases of goods and services increased from
the second, to the third quarters by 4 billion, to an annual rate
of 38 billion dollars. A slow increase in these purchases
from their postwar lows has been in evidence since early in
1947. Initially it was due entirely to the expansion of State
and local expenditures, mainly for construction. Federal
purchases were stable until the beginning of this year, but
have shown a substantial increase since, causing the acceler-
ated rise of total government purchases in 1948.

In assessing the significance of the movement of Federal
Government purchases and net foreign investment it is con-
venient to view them in conjunction with each other. For

much of the increase in the former and decrease in the latter
is due to the fact that an increasing proportion of the total
value of goods and services exported from the United States
is appearing under "Federal Government purchases of goods
and services" rather than "net foreign investment," owing to
changes in the method of financing these exports.

Exports financed by United States Government grants are
reflected under "Government purchases of goods and serv-
ices." The value of exports so financed has increased
sharply in recent quarters. Exports paid for by foreign
countries from the proceeds of their shipments to the United
States, by drafts on their gold and dollar resources, or by
borrowing, give rise to American claims abroad, and hence
are an element in net foreign investment. The value of
such exports has been shrinking since the second quarter
of 1947.

The increase in Government grants for foreign aid (reflected
in government purchases) has slowed down but not yet
arrested the drop in total net exports, including commercial
exports as well as exports financed by United States Govern-
ment grants. Accordingly, the net increase that has recently
been observable in combined net foreign and Federal Govern-
ment demand is due to other factors.

One of them is a reversal of the inventory position of
Government enterprises. Until recently these enterprises
have been reducing their inventories on a net basis. This
reduction reflected in part the final stages in the liquidation
of wartime stocks and in part the tight agricultural supply
situation in which the Government, by reducing its stocks,
became a net supplier of agricultural products on balance.
The liquidation of wartime inventories is now virtually
complete and the improved agricultural situation is resulting
in larger Government acquisition of agricultural commodities
through outright purchase or under loan agreements. In
addition to this factor, the increase in Government wage
rates and larger construction expenditures have contributed
to the increase from the second to the third quarters.

To date, the projected increase in the defense program
has not resulted in larger deliveries to the Government, and
is therefore not yet reflected in Government purchases of
goods and services. However, the defense program has
already had a stimulating effect on the economy, through
work actually begun on new Government orders, as well as
through production, price, and investment decisions adopted
in anticipation of such orders, or of their indirect effects on
general business conditions. For similar reasons, the enact-
ment of the Foreign Assistance Act was a factor in the
second- and third-quarter economic expansion, even though
its operation has not yet reversed the fall in total exports of
goods and services from the United States.

Components of Wage and Salary Increases
I1 ROM the third quarter of 1947 to the third quarter of

1948, wage and salary payments in all private nonagricul-
tural industries (except domestic service) underwent a further
marked expansion aggregating 11 billion dollars (see table
5). The dollar increase was slightly larger than in the pre-
ceding 12 months, but the relative increase was almost
identical, slightly more than 11 percent. In both periods
the major factor in increased pay rolls was higher wage rates,
up almost 11 percent in the earlier period and about 8.4 per-
cent in the 12 months ended September 1948. The remainder
of the 1947-48 increase resulted from increased employment,
with hours of work remaining almost unchanged. From
1946 to 1947 the decline in the workweek virtually offset the
increase in the number employed.

Within those two 12-month periods the largest increases

resulted from the combined effect of employment and wage-
rate increases in the fourth quarters of 1946 and 1947 and in
the third quarter of 1948. In both periods the relative in-
crease in average hourly earnings approximates that in the
consumers7 price index.

Higher Wage Rates Most Important

The relative weights of increased employment, increased
wage rates, and changes in hours of work and other factors
are shown in chart 4. Almost three-quarters of the increase
over the past year in private nonagricultural wage and salary
payments is attributable to rising wage and salary rates.
Almost all of the remainder resulted from the employment of
about 1 million additional workers, equally distributed be-
tween the manufacturing and nonmanufacturing industries.
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Table 5.—Components of Wage and Salary Increases in Private
Nonagricultural Industries:1 1946-47 and 1947-48

Factors contributing to changed pay rolls

TOTAL PRIVATE NONAGRICULTURE 1

Attributable to: Increased employment 2_ - _ _
Increased wage rates 3

Change in hours worked, etc.4 _

MANUFACTURING _ ,

Attributable to: Increased employment .
Increased wage rates
Change in hours worked, etc - -

NONMANUFACTURING _ _

Attributable to* Increased employment
Increased wage rates
Change in hours worked, etc

Amount of increase at
annual rates (in bil-
lions of dollars) from
third quarter to third
quarter

1946-47

10.0

3.5
9.8

-3.3

4.2

.7
4.0
-.5

5.8

2.8
5.8

-2.8

1947-48

11.2

2.7
8.3

+.2

4.8

1.4
3.2

+.2

6.4

1.3
5.1

1 Domestic service is excluded.2 Estimated increase in employment in each period multiplied by estimated compensation
at annual rate.

3 Calculated from adjusted increase in average hourly earnings multiplied by employment
in the base period.4 Residual change in pay roll primarily reflects movement in average weekly hours, in-
cluding effect of premium pay for overtime, and indicates little interindustry shift.

Source: Calculated by U. S. Department of Commerce, Office of Business Economics;
based on data from U. S. Departments of Labor and Commerce, and Federal Security
Administration.

The relative rise in both manufacturing and nonmanu-
facturing pay rolls and in each of the last 2 years was about
the same, or 11 percent. Approximately two-thirds of the
1947-48 increase in manufacturing pay rolls is attributable
to higher wage rates, almost 30 percent to additional employ-
ment, and about 4 percent to a slight lengthening of the
workweek. In contrast, the 1946-47 expansion of manu-
facturing employment was almost completely offset by the
decrease in the workweek so that wage rates were responsible
for almost all of the increase in manufacturing pay rolls over
that period.

Both increased man-hours and pay raises contributed to
higher pay rolls in the nonmanufacturing industries from the
third quarter of 1947 to the third quarter of 1948, but about
four-fifths of the increase originated in increased rates of
compensation. In the previous year the 1,100,000 increase
in nonmanufacturing employment was counterbalanced by a
reduction of about 1 hour in the average workweek. As
a result, man-hours remained almost constant and the entire
increase may be attributed to higher wage rates.

Changes in Average Hourly Earnings

Chart 5 shows the percent change in average hourly
earnings from the 1939 average through August 1948, and
for the periods of August 1946 to August 1947 and from the
latter month to August 1948. The 22 industries charted
account for about two-thirds of all the private nonagri-
cultural workers and were selected to include all groups
reported by the Bureau of Labor Statistics employing 375,000
workers or more. Practically all groups have realized
substantial gains in hourly earnings since 1939, even in
relation to the consumers' price index.

Between 1946 and 1947, increases in average hourly earn-
ings cluster at somewhat above the 11-percent advance in the
consumers' price index. The following tabulation, based
upon employment reported by the Bureau of Labor Statis-
tics, indicates the number and proportion of workers receiv-
ing various increases in average hourly earnings.

AUGUST 1946-AuGUST 1947
Number of

Percent increase in average hourly earnings (thousands)

0-under5 2,251
5-under 10 _ 5,787

10-under 15 15, 719
15-under 20 821
20-under 25 390
25-and over 38

Percent
of total

9.0
23. 1
62. 9
3.3
1. 6
. 1

Total reported 25, 006 100. 0

In the following year, when the increase in the consumers'
price index was 9 percent, the wage increases were concen-
trated around this figure.

AUGUST 1947-AuGUST 1948
Number of

,-, . , . workers
Percent increase in average hourly earnings (thousands)

0-under 2.5 784
2.5-under 5.0 195
5.0-under 7.5 4, 066
7.5-under 10.0 11,530

10.0-under 12.5 3, 939
12.5-andover 5,085

Percent
of total

3.0
. 8

15. 9
45. 0
15.4
19.9

Total reported 25, 599 100.0

Chart 4.—Components of Wage and Salary Increases:
Change for Third Quarter Each Year From Corre-
sponding Quarter of Preceding Year l
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EMPLOYMENT S/
WAGE RATES i/

1946-47 1947-48 1946-47 1947-48 1946-47 1947-48
-« THIRD QUARTER EACH YEAR, AT ANNUAL RATES * *•

PRIVATE MANUFAC- NONMANUFAC-
NONAGRICULTURE TURING TURING
(EXCL. DOMESTIC SERVICE)

U. S. DEMRrMENr OF COMMERCE, OFFICE OF BUSINESS ECONOMICS. 4-

1 The net change in pay roll consists of the positive values shown on the chart minus the
negative values shown for "hours worked, etc."

2 Represents change in pay roll resulting from increase or decrease in average weekly hours,
including effect of premium pay for overtime; this factor calculated after the determination
of the pay-roll effect of employment and wage-rate increases is residual and indicates little
inter-industry shift.

3 Represents increase in pay roll attributable to estimated increase in employment in each
period multiplied by estimated average compensation at annual rates.

4 Represents pay-roll increase resulting from adjusted increase in average hourly earnings
multiplied by employment in the base period.

Sources of data: U. S. Department of Commerce, Office of Business Economics, based upon
data from the U. S. Department of Labor, Bureau of Labor Statistics; Federal Security
Agency, Bureau of Employment Security; and U. S. Department of Commerce, Bureau of
the Census.
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Chart 5.—Percentage Increases in Average Hourly Earnings for Selected Industry Groups, and in Consumers' Price
Index, for Selected Periods
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*The small percentage increases shown on the chart for these industries are due to the following: "Second round" increase of railroad workers not effective until the fall of 1947 and "
round" now in mediation; telephone industry now negotiating on wage issues.

Sources: Basic data, except for steam railways, TJ. S. Department of Labor, Bureau of Labor Statistics; basic data for steam railways, Interstate Commerce Commission.

'third

Since 1939, the largest relative increases have been for
workers in the textile, lumber, furniture, paper, and bitu-
minous industries. In the second round, the bituminous-
coal and telegraph workers received the largest increases,
and employees in the paper and printing industries also made
advances which considerably exceeded those of consumer
prices.

The two groups at the lower end of the scale, it will be
noted, are public utilites whose rates charged for services
are controlled by public authorities. They do not possess,
therefore, price freedom to the extent characteristic of the
other groups shown in the chart. Both telephone and rail-
road workers received higher-than-average rates in 1939.

Table 6 indicates average hourly earnings at that time
and in August 1948 as well as both the absolute amounts and
relative increases which have taken place. Furthermore,
the second-round wage settlement of the railroad workers
was not effective until the fall of 1947, while most of their
third-round is still under negotiations. Similarly, current
wage-rate advances for telephone employees are in process
of local negotiation and are not reflected in the chart. The
largest relative gains since August 1946 have been obtained
by employees in the bituminous coal mining, printing, the
paper and allied industries, and private building con-
struction.

Over the whole period, the industries paying the highest
average hourly earnings in 1939 received the lowest pro-

Table 6.—Average Hourly Earnings for Selected Industrial Groups
and Consumers' Price Index

Industry and consumers' price index

Textile-mill products and other fiber manu-
factures _ _ - - _ _ - -

Lumber and timber basic products
Furniture and finished lumber products
Paper and allied products _
Bituminous coal
Chemicals and allied products _ _
Leather and leather products

Apparel and other finished textile products. __
Stone, clay and glass products
Nonferrous metals and their products
Electrical machinery
Building construction (private)
Iron and steel and their products
Retail trade

Machinery, except electrical
Food and kindred products
Printing and publishing and allied industries-
Transportation equipment, except automobiles .
Wholesale trade
Automobiles
Steam railways, class I
Telephone -

Consumers' price index (1935-39=100)

Average hourly
earnings (cents)

Aver-
age
1939

46.0
48.9
51.8
59.2
88.6
64.9
52.8

52. 7
63.7
68.7
70.2
93.2
73.9
53.6

74.6
60.7
86.6
78.5
71.5
92.9
73.0
82.2

99.4

Au-
gust

1948 P

117.0
117.7
116.4
132.0
197.5
140.6
112.6

110.7
132.2
142.3
143.9
190.6
150.2
108.1

149.9
121.3
168.4
152.4
137.9
166.8
128.5
123.2

174.5

Abso-
lute in-
crease,
aver-
age

1939 to
Au-
gust
1948

71.0
68.8
64.6
72.8

108.9
75.7
59.8

58.0
68.5
73.6
73.7
97.4
76.3
54.5

75.3
60.6
81.8
73.9
66.4
73.9
55.5
41.0

175.1

Percent increase

Aver-
age

1939 to
Au-
gust
1948

154.3
140.7
124.7
123. 0
122.9
116.6
113.3

110.1
107.5
107.1
105.0
104.5
103.2
101.7

100.9
99.8
94.5
94.1
92.9
79.5
76.0
49.9

75.6

Au-
gust

1946 to
Au-
gust
1947

11.7
12.9
11.8
17.3
21.9
13.6
8.7

5.3
13.6
9.9

12.4
14.3
12.6
12.3

10.5
12.3
16.1
3.5
9.6
9.2
.6

7.6

11.2

Au-
gust

1947 to
Au-
gust
1948

13.4
12.3
8.8

10.4
10.5
12.3
6.5

6.6
9.4

10.0
9.5

12.5
9.2
7.8

8.9
6.4

11.7
8.4
9.6

11.2
13.0
1.4

8.9
P Preliminary. 1 Change in index points.
Source: U. S. Department of Labor, Bureau of Labor Statistics.
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Grouping according to average
hourly earnings in 1939 l

portional increase, and the industries with the lowest earnings
and wage rates granted the largest increases, although several
important exceptions may be noted. Primarily, this situa-
tion reflects the greater difficulty encountered by the latter
industries in recruiting labor during the war period.

During the past 2 years this relationship has disappeared
and the relative increase obtained by the three combined
groups has not varied significantly. In fact, the highest-pay-
ing industries actually received a somewhat larger increase
than the other two groups. These data are summarized in
the following tabulation:

Weighted percent change 2

Weighted average hourly 1939 to August 1946 to
earnings in 1939 2 (cents} August 1948 August 1948

7 highest-paying industries 89. 3 94. 7 23. 3
7 medium industries 71.2 96. 7 20. 7
8 lowest-paying industries 53. 3 114. 6 21. 2

1 Of the 22 industries considered, those reporting highest wage rates in 1939 in order were:
Construction; automobiles; bituminous coal; printing; telephone; transportation equipment;
and machinery except electrical. Those in the middle group were: Iron and steel; steam rail-
ways; wholesale trade; electrical machinery; nonferrous metals; chemicals; and stone, clay,
and glass products.

The industries reporting the lowest hourly earnings at that time were, in order, as follows:
Textiles; lumber; furniture; apparel; leather; retail trade; paper; and food.

2 Average hourly earnings weighted by employment for 1939 and percent increase weighted
by employment at the end of period.

Major Developments in Recent Wage Negotiations

Three discernible periods appear in the " third-round" of
wage increases which got under way in the closing months of
1947 and which at the present time is being extended to most
segments of the economy which have not thus far been
affected.

The first period, from November 1947 until April 1948,
was characterized by advances in wage rates under expiring
contracts for the most part equal in cents per hour to those

granted in the second round. Major industries affected were
cotton textiles, men's clothing, West Coast oil refining,
women's clothing, Northwest lumber workers, and woolen
textiles.

The hesitancy in the business situation early in the year
(described in the section on National Product and Income)
led to resistance to further wage rate advances. Nevertheless,
by the end of April it was estimated that about one-fourth of
organized workers had received pay increases and, following
the renewed uptrend of business in the spring, the round of
wage increases proceeded rapidly.

Settlements were completed by mid-year in the mass-
production industries, including steel, automobiles, electrical
equipment, rubber, and coal. These included special bene-
fits to the employees in addition to the wage increases.

Since July, increases affecting smaller groups of workers in
textiles, aircraft, shipbuilding, and maritime industries
among others have been granted. So by August, as previ-
ously indicated, the number of workers receiving wage in-
creases was as large as in the year earlier.

At the present time negotiations are being conducted on
a local basis with telephone workers, some agreement already
having been concluded. A third-round increase for railroad
workers is under mediation.

Pay raises granted United States Government workers
effective in July, and to wage and salary workers in many
state governments and municipalities are also worthy of
mention. It is clear at the present time that the diffusion
of increases in pay has been as widespread in the third round
as in the second, and that, while the average increase has
been somewhat less, it will at least approximate the increased
cost of living for most groups.

Financing Corporate Capital Needs
IN THE section discussing the national product, the

high value of capital investment was noted as an outstanding
characteristic of the current economic situation. This has
meant that the large demand for new capital has continued
during 1948, and it is convenient at this time to review the
sources of funds for these purposes. A complete review and
analysis of the sources and use of funds, such as that given
in the March SURVEY/ will not be presented, but the high-
lights of the capital markets so far in 1948 will be reviewed.

Business is continuing to finance a record volume of capital
expenditures on relatively favorable terms. While a larger
share of equity financing is generally considered by business
to be desirable as a long-run consideration, the relatively
low price-earning ratio at which common stocks are selling,
compared with the attractiveness of rates on borrowed funds,
has continued to influence decisions on the type of security
used in favor of debt obligations rather than common stock
issues. The availability to corporations of large quantities
of internal funds has also continued to be a major factor in
financing new capital expenditures. Thus corporations
have retained a large proportion of earnings in their business
with the result that stockholders are currently receiving a
comparatively low proportion—about one-third—of cor-
porate earnings after taxes (see table 3, p. 4).

The trend of corporation financing during 1948 is reviewed
below.

Long-Term Capital Outlays Rise

By far the largest element in the demand for capital funds
in 1948 has been connected with the outlays for plant and

1 Irwin Friend, "Business Financing in the Postwar Period."

equipment, which in the corporate sector have amounted to
about 13 billion dollars over the first 9 months of the year,
2 billion above the total in the corresponding period of 1947.
These outlays in 1948 constituted about two-thirds of total
new capital needs in contrast to 50 percent for the preceding
2 years, when short-term capital requirements bulked much
larger. The high volume of plant and equipment expendi-
tures in the first 9 months of 1948 was approximately
matched by the retained earnings and depreciation allow-
ances set aside by corporations.

Short-Term Capital Needs Reduced

Table 7 shows the different sources and uses of corporate
funds on working-capital accounts, based on data compiled
by the Securities and Exchange Commission. The recent
reduction of new short-term capital needs has centered chiefly
in inventories and trade receivables, advances in which have
been greatly reduced from the early reconversion period when
the restoration of peacetime relationships between sellers and
buyers and the refilling of pipe lines resulted in sharp upward
movements of both customer credit and inventory accumula-
tion. The moderated inventory rise this year was also due
in part to the reduced impact of increasing prices in 1948.

The rise in book value of corporate inventories was very
marked in both 1946 and 1947, accounting for about 14 billion
dollars for the 2 years. During the first 9 months of 1948,
the expansion of inventories was reduced by about a billion
dollars compared with the total for the comparable period
of 1947. Preliminary third-quarter data suggest that accu-
mulation this year was at about the same rate as a year ago.
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Customer Financing Slowed—Trade Debt Reduced

As may be seen from table 7, corporate receivables were
increased much more moderately in the first half of 1948 than
in the comparable 1947 period. It may be noted, however,
that corporations used about 1.5 billion dollars to reduce
notes and accounts payable in the first half of this year as
compared with 800 million in the comparable period of 1947.
Thus on a net basis, new capital required to expand receiv-
ables and to reduce payables declined from 2.8 billion in the
first half of 1947 to 2 billion in the first half of 1948. The
reduction of payables over the first half of the year is largely
seasonal in nature, and expansion may be expected in the
last half.

Bank Loans Rising

Since short-term bank loans are included in the corporate-
payables data, the trend of bank loans to business may be
reviewed at this point. Over the postwar period, bank loans
have been a significant supplement to the other major sources
of corporate funds. In 1948, however, bank contribution to
business working capital has been on a reduced scale. Short-
term bank loans were actually reduced in the first half of 1948
in contrast to a rise in the comparable periods of 1946 and
1947. Short-term borrowing so far in the second half of the
year has been increased, mainly reflecting seasonal influences,
and for the year it would appear that such credit will show a
substantial net addition, although less than the increase in
1946 and 1947. Long-term bank loans to corporations also
appear to be rising, although at a reduced rate.

Table 7.—Sources and Uses of New Short-Term Capital of
Nonfinancial Corporations

[Billions of dollars]

Item

Uses:
Increases in:

Notes and accounts receivable _ _
Inventories

Total

Sources:
Decreases in:

Cash
U. S. Government securities ___

Increases in:
Federal income tax liabilities. . _
Notes and accounts payable

Other sources

Total

Uses less sources __ .

12
months,

1947

5.9
5.8

11.7

-1.2
1.5

2.1
4.0
1.2

7.6

4.1

First 6 months

1947

2.0
3.2

5.2

-.6
1.8

.8
-.8

.7

1.9

3.3

1948

0.5
2.4

2.9

.2

.8

.2
-1.5
-.3

6

2.3

Source: Securities and Exchange Commission.

Corporations Maintain Liquid Assets

In contrast to the earlier postwar period, there appears to
be no trend toward further reduction of liquid-asset holdings
of corporations. As was pointed out in the article on business
financing in the March 1948 SURVEY, corporations entered
the reconversion period with a large accumulation of cash and
Government securities. This was due in part to the methods
of war financing but also to the limited investment openings
for available corporate funds. These liquid assets served as
an important source for meeting postwar financial require-
ments of corporations. For example, corporations reduced
their liquid holdings—particularly United States Govern-
ment securities—by 7 billion dollars between the end of 1945
and mid-1947.

Chart 6.—Stock Issues as a Percentage of Total Amount
of New Capital Issues, All Corporations and by Industry
Groups l
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1 Data include issues for the purchase of existing assets.
8 Exclude investment and holding companies subsequent to 1924.
3 Include communications.
* Ratios are based upon data for 9 months.
Source of data: Commercial and Financial Chronicle.

Over the 12-month period ended June 30, 1948, there was
no net change in these liquid assets, as a cash addition of
about a half-billion was offset by an equal reduction of
Government security holdings. Indeed, the maintenance of
corporate liquid-asset holdings at their present level for over
a year and a half suggests that corporations consider their
present holding of such assets necessary in view of the cur-
rent high volume of business transactions. It is, however,
apparent that the liquidity position of corporations on the
whole still compares favorably with that of the prewar
years.

Outside Financing Continues High

Apart from internal sources and bank borrowing, corpora-
tions have continued to raise funds through the securities
market. Total net new capital issues in the first 9 months
of 1948 amounted to 4.2 billion dollars as compared with 4.4
billion in all of 1947. At the current rate of issue it appears
that a record volume is in prospect for 1948.

As in 1947 there has been an increasing trend to debt
financing. This trend is in part due to the increasing rela-
tive importance of utilities in the field of new capital issues—
industries which typically resort more to bond than to
equity financing. The greater relative importance of these
industries is indicated in table 8. It is, however, apparent
from chart 6 that the trend to relatively greater debt financ-
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ing also applies to industrials. In the first 9 months of 1948
the industrial and miscellaneous group, shown in the chart,
floated 1.9 billion dollars of securities, about 400 million
more than in the comparable period of 1947. All of the

Table 8.—New Capital Issues of Corporations, January-September
of Specified Years

Group

Total

Public utilities
Railroads
Industrial and miscellaneous

Amounts, in millions
of dollars

1946

1,986

283
51

1,652

1947

2,756

1,123
153

1,480

1948

4,236

1,914
405

1,917

Percent distribution

1946

100.0

14.2
2.6

83.2

1947

100.0

40.7
5.6

53.7

1948

100.0

45.2
9.6

45.2

1 Excludes issues of investment and holding companies.
Source: Commercial and Financial Chronicle.

increase represented bond issues, with the result that the
proportion of stocks declined from about two-fifths in 1947
to one-fourth in 1948. The 25-percent proportion in this
group was, however, about comparable with that which
prevailed in the middle twenties, though much below the
proportion in the late twenties.

Financing Costs Up Slightly

The trend of financing costs has changed only slightly in
recent months. After the substantial increases that occurred
during 1946 and 1947, culminating in December 1947, bond
yields declined slightly until mid-1948 and since then have
moved back up to about the average yield prevailing last
December. In long-range perspective, however, interest
charges have been maintained at low levels. With corporate
earnings and dividends up substantially from 1947, stock
yields currently are likewise somewhat higher.

Business Population Levels Off

INCREASING competition, particularly in lines where
backlog demand has become less insistent, was reflected in
the slackened rate of increase in the business population
during the first half of 1948. The number of businesses
started in the second quarter of the year dropped to 84,000
against 110,000 in the same period of 1947 and 170,000 in
the second quarter of 1946. At the same time, the number
of discontinued businesses—while still comparatively low—
has increased steadily from a quarterly rate of 45,000 in 1946
to 69,000 in the second quarter of 1948.

On the whole, the figures reflect the favorable market
conditions evidenced by the continued expansion of incomes
and expenditures reviewed in an earlier section, for the
previously very rapid rise in the total number of firms in
operation has flattened out at a high level, in keeping
with the high level of business activity, and turnover has
remained at a moderate rate. Most of the newly established
businesses have weathered the initial phase of securing a
foothold—a, particularly hazardous period under less favor-
able economic conditions than have prevailed in the sellers7

market which has up to date characterized the postwar
period. Data are not available to indicate how well these
new enterprises may have fortified themselves financially
against a less favorable period of general business.

As chart 7 shows, the positive gap between the two series
of new and discontinued businesses narrowed persistently
during the past 2 years, and scattered data suggest that
the gap may have been eliminated entirely by the second
half of this year. In some lines the number of businesses
terminated had already exceeded births in the second quarter,
although in no case was the difference pronounced.

This is true generally in manufacturing where the number
of firms in operation declined in stone, clay, and glass
products, petroleum and coal, apparel and other finished
textile products, nonferrous metals, leather and leather
products, furniture, and machinery (excluding electrical).
In other manufacturing lines, the number of firms in opera-
tion remained about the same or increased slightly.

In retailing and services, although the total number of
firms rose moderately as shown in table 9, there were declines
during the second quarter of the year in the number of liquor
stores, eating and drinking places, and hotels and other
lodging places. The only major group to increase at a sub-
stantial rate was contract construction, and even in this case
the rate was only about half that prevailing a year ago.

The increases in mortalities and the decline in entries are
not, of course, indicative of deterioration in the over-all
level of business activity. As described in previous articles
in this SURVEY, these developments were to be expected as

an aftermath to the very sharp increase in the business
population which immediately followed the end of the war.

A rough equilibrium in the number of firms in operation
when compared with the level of business activity was
achieved in the third quarter of 1947, indicating that the
major gaps in the economy left by the war—in retailing,
services, construction, manufacture and distribution of
durable consumer goods, etc.—had for the most part been
filled. In chart 8 the "calculated" number of firms in
operation represents the number expected on the basis of
the prewar relationship between the business population and
the general level of business activity. Since the third
quarter of 1947, when the actual and calculated number of
firms approximately coincided, the rise in the business
population has leveled off as expected.

Between June 1945 and June 1947 the business population
increased by 720,000 firms or 24 percent. Between June
1947 and June 1948 the advance amounted to only 95,000
or about 2 percent. In midyear the number of firms in
operation was 3,880,000 compared with a total of 3,070,000
three years before.

Chart 7.—New and Discontinued Businesses
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Chart 8.—Firms in Operation: Actual and Calculated
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1 For regression equation used to obtain "calculated" number of firms, see "Industrial
Patterns of the Business Population", Survey of Current Business, May 1948.

Source of data: U. S. Department of Commerce, Office of Business Economics.

The recent rise in business mortalities, of course, testifies
more directly to the lessening of buying pressures in some of
the principal segments of the economy, as supplies in an
increasing number of cases came more into balance with
demand. For at least a year or more after VJ-day the great
majority of firms, including newcomers, were virtually
immune to business failure. Current experience, however,
suggests that economic conditions—though still highly
favorable—cannot entirely retard the rise in mortality rates
ordinarily expected among the many thousands of new and
small firms recently started.

The same situation is mirrored in the rise in the number
of business failures which become a matter of public record
through bankruptcy or other proceedings, as reported by
Dun and Bradstreet, Inc. The quarterly average number
of failures depicted in chart 9 during the first three quarters
of 1948 was, 1,270 compared with 830 in 1947 and 280 in
1946. Nearly 65 percent of the recent casualties consisted
of businesses started since the end of the war and an addi-
tional 15 percent were businesses started during the war
years.

Current liabilities of failing concerns increased even more
sharply than number of failures, and in 1947 and 1948

actually exceeded prewar levels, but this rise reflected
primarily the difference in price level and to some extent
an alteration in the industrial composition of failing con-
cerns. The fact that the number of both failures and
business mortalities in 1948 was still far below the 1940 and
1941 levels is of considerably more significance, and bears
cogent testimony to the sustained high level of general
demand.

Table 9.—Number of Firms in Operation, by Major Industries

[In thousands]

Industry

All industries
Mining and quarrying
Contract construction
Manufacturing
Transportation, communica-

tion, and other public util-
ities

Wholesale trade
Retail trade _ . _ __
Finance, insurance, and real

estate. __ _. _
Service industries

1947

March
31

3, 731. 4
28.0

257. 2
312.1

225.6
173.1

1, 726. 6

299.3
709.6

June
30

3, 786. 0
28.6

268.7
316.4

227.9
177.5

1, 744. 7

301.4
720.7

Increase,
March to
June 1947

Num-
ber

54.6
.6

11.5
4.3

2.3
4.4

18.1

2.1
11.1

Per-
cent

1.5
2.1
4.5
1.4

1.0
2.5
1.1

.7
1.6

1948

March
31

3, 865. 4
29.6

290.2
318.4

232.1
183.6

1, 768. 2

303.5
739.8

June
30

3, 881. 5
29.8

296.9
318.3

233.1
184.6

1, 771. 0

303.5
744.3

Increase,
March to
June 1948

Num-
ber

16.1
.2

6.7
i.l

1.0
1.0
2.8

4.5

Per-
cent

0.4
.7

2.3
(2)

.4

.5

. 2

.6

1 Decrease.
2 Decrease of less than 0.05 percent.
Source: U. S. Department of Commerce, Office of Business Economics.

Chart 9.—Business Failures
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Source of data: Dun and Bradstreet, Inc.
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PRODUCT
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Electric
refrigerators

Railway passenger
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Electric ranges

Freight cars

Rayon deliveries

Washing machines
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products
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SITUATION
By the Office of Business Economics

JL HE national economy maintained about the same high
rate of activity in November as in October. Inflationary
pressures are less than they were at the mid-year, with
industrial purchasing and consumer buying in some lines
easing. Evidence of this was the continued stability in
November of average prices of industrial products for the
fourth consecutive month, a further decline in farm product
prices reflecting the larger harvests and the seasonal gain in
livestock marketings, and the failure of department store
sales to show their usual seasonal rise.

That the general situation underwent little change is
evident in the employment figures. Total employment in
November was maintained at slightly under 60 millions as
the usual seasonal drop in farm workers was partially offset
by a somewhat more than seasonal rise in n onagri cultural
employment. Unemployment remained at a very low
figure.

Personal incomes, which had risen sharply from May to
August, leveled off in September and rose by 700 million
dollars, at a seasonally adjusted annual rate, to 215.6 billions
in October. Most of the major segments of income showed
slight increases.

Production Edges Higher

Industrial output in November, upon the basis of prelimi-
nary data, held at the October rate and was featured by
continued high operations in the heavy industries. October
output, as measured by the Federal Reserve seasonally ad-
justed production index, advanced to 195 (1935-39=100)
which was 1 point above the previous postwar high estab-
lished in February.

Manufacturers' sales in October amounted to 18.9 billion
dollars. The advance over September was slightly smaller
than would be expected on the basis of the usual seasonal
patterns. Durable goods shipments continued to rise, while
those of the nondurable goods group were unchanged. New
orders tapered off after the upward movement of the two
preceding months.

The book value of business inventories rose 700 million
dollars to 54.4 billion, reflecting seasonal growth in stocks in
preparation for Christmas, largely at the retail level. In
manufacturing, inventories of durable goods advanced a
little, but stocks of the nondurable goods industries did not
experience their usual October increase. Apart from metal
shortages, manufacturers' inventories on the whole appear
to be in line with current output. The stability of finished
goods stocks does not suggest any general hesitation in the
smooth flow of products into trade channels, but in isolated
areas, notably textiles, this generalization does not apply.

Lagging Department Store Sales

With personal incomes rising in October and the employ-
ment data suggesting the maintenance of incomes in No-
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vember, it is difficult to interpret the failure of department
store sales to show the usual sharp acceleration toward the
Christmas peak. Various explanations have been advanced,
including greater availability of merchandise which lessens
the need for early shopping, and the unusually naild weather
during the month. Clearly, however, one should not be
quick to draw generalized conclusions from this period. It
will be recalled from the analysis of retail sales in the Octo-
ber SURVEY (p. 12) that department store sales this year
have experienced a less favorable trend than the aggregate
of all retail sales. The latest comprehensive sales data—
those for October—showed a rise of approximately seasonal
proportions.

The stabilization in the total of retail sales which has
characterized recent months has reflected continued gains
in a narrowing sector of retail outlets and the emergence of
declines in some other types of stores. Thus, in durable
goods stores, sales in the automotive group have continued
to expand as supplies increased but sales of building ma-
terials, housefurnishings, and some other types of stores have
increasingly reflected the reduction in the backlog of many
demands at current price levels. Housefurnishings sales, for
example, which exercised an important bolstering influence
throughout 1947, have shown only minor gains in recent
months and actually declined in October. Similarly, build-
ing materials and hardware sales have fluctuated within a
narrow range since April. In the nondurable goods stores,
sales have continued on the high plateau reached last spring
with no further sizable upward movement apparent in
recent periods.

Realignment in Prices

The general picture of price changes in 1948 is presented
in chart 2, in which wholesale prices of the major groups of
commodities collected by the Bureau of Labor Statistics
are shown on a recomputed base (Dec. 1947=100). Farm
prices reached a peak in January, and since then have de-
clined in two distinct stages. The first was a sharp drop in
February followed by a rise until mid-year crop prospects
pointed toward bumper harvests. Since then farm prices
have fallen steadily, although support operations for the
major crops and seasonal supply changes for livestock are
contributing toward a firming of farm prices. The extent of
the decline in farm prices from, January to November is
about 10 percent.

Food prices have followed the same general swing, but
have shown more resistance to the decline, so that by Novem-
ber wholesale food prices were about 3 percent below the
January peak and slightly below November of 1947. Food
prices at retail have been stronger than at wholesale during
the year, rising about 5 percent during the first half of 1948
and falling about half as much by October, the latest month
for which quotations are available. The relative movements
of farm products, wholesale and retail food prices during
the twelve months ending with October, were as follows:

Oct. 1947 Oct. 1948 Percent
(1926=100) change

Farm 189.7 182.2 -4
Food, wholesale 177.7 177.3 0
Food,retail 201.6 211.5 +5

Prices of products other than farm and food have risen
about 5 percent in 1948. In recent months, as in the early
spring of this year, the index has been substantially stable.
These two periods of relative stability differ in that the
earlier period represented a balance of divergent price move-
ments, whereas in recent months, most of the component
groups have fluctuated within a narrow range. Advances of
more than 10 percent of metals and metal products and fuel
and lighting materials during the first eight months of the
year have been followed by more limited increases since that
time. Building materials have also levelled off in recent

months. In each of these three groups which have led the
price advances, persistent shortages of important products—
steel, oil, lumber—have played a major role.

Chart 2.—Wholesale Prices 1

INDEX, DEC. 1947 = 100
I 15

INDEX, DEC. 1947 = 100

COMMODITIES
OTHER THAN
FARM PRODUCTS
AND FOODS

I I I I I I I I I I I I ,90

100 100

-1948- -1948-
U. S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS.

1 Data for November 1948 are estimates of the Office of Business Economics based upon
available B. L. S. weekly indexes.

2 Includes data for a "miscellaneous" group not shown separately in the right panel.
Source of data: U. S. Department of Labor, Bureau of Labor Statistics; indexes wen; re-

computed with December 1947 as base by U. S. Department of Commerce, Office of Business
Economics.

New Capital Outlays

Capital expenditures by business for plant and equipment
have increased during the current quarter, according to
figures received in November from reporting concerns the
results of which are reviewed in a subsequent section.

In the field of residential construction there has been a
seasonal decline which is evidenced by the drop in new con-
struction started in recent months.

New housing starts through October have totaled 803,000
units and exceed the comparable figure for the first ten
months' of 1947 by 92,500 dwelling units. On the basis of
performance so far this year, it now appears likely that
about 925,000 new permanent nonfarm units will be started,
making a postwar record closely approaching the 1925 peak of
937,000 units.

New Permanent Non-Farm Dwelling Units Started
1947 1948

First quarter 138,100 177,300
Second quarters 217,200 295, 700
Third quarters 261,200 258,000
October 94,000 72,000
November 79,700
December 58,800

Total 849,000

The above table illustrates how the record rate of starts
in the early part of this year has overbalanced the unusually
large number of dwelling units put under construction in
the latter half of 1947. Resumption of the rate of over
1 million dwelling units per year, which characterized home
building in the second quarter of 1948, is rendered difficult
both by seasonal factors in the next several months and by
the somewhat less easy financial arrangements now available.
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Industrial Production and Market Trends

iHE latest statistics show a moderate rise in industrial
output, marked mainly by an expansion in the production of
producers and consumers durable goods which has more than
offset the easing tendencies in many of the nondurable goods
lines. In order to place the divergent movements in perspec-
tive, the chart on page 1 presents the comparative measures
of production in some 20-odd industries over the past year.

These varying trends are summarized below as an intro-
duction to a more detailed examination of the current market
differences as typified by contrasting conditions in two broad
industry groups. The first is the iron and steel industry
which furnishes a good example of an industry where demands
continue to press upon the limited supply. The second is the
textile and clothing industries which provide numerous ex-
amples of adjustments to easier supply-demand relationships.
The general trend in these latter industries reveals a lessened
intensity of demand which is reflected in price reductions
in some segments, notably cotton textiles. Analysis of the
chart reveals considerable variation in the production pat-
tern for individual industries. While rising output trends
or generally stable operations still predominate in most
manufacturing industries, downward adjustments in pro-
duction schedules have been under way during the past
year or so in a number of important industries. On
balance, however, the industries in which production is
steady or rising are far more important in terms of output
than the industries registering declines. If these indus-
tries are weighted according to their importance, the rising
group constitutes about three-fourths, whereas the declining
represented only one-fifth of the total.

Total Industrial Output Higher

Aggregate industrial output, as measured by the Federal
Keserve seasonally adjusted production index, showed a
small rise in October as compared with a year ago. The
general picture is not one of uniform increase, but rather it
is one of high production with varying changes in output.
The deviations reflect demand situations of uneven intensity,
though the actual output where increases are shown is in
some cases, notably motor vehicles, determined by avail-
ability of basic material supplies, particularly steel.

Steel Still in Short Supply

Among the industries in which demand has continued
strong notwithstanding larger than average increases in sup-
ply, the iron and steel industry is outstanding because of its
key position in the economy. It typifies the situation in the
metals and metal products industries generally. Although
in some steel-using instances, particularly in the light indus-
tries, operations have been curtailed during the past year,
operating rates remain high. In most heavy goods indus-
tries, expansion in output is still under way, and for several
products output is still being restricted by shortages of steel
and other metals. Under these conditions the demand for
steel has not been noticeably retarded by the advance in
steel prices (see chart 3).

Expanding production in 1948 and a decline in exports of
steel products have increased the supplies available for the
domestic economy. Steel ingot production, which is cur-
rently running at 100 percent of rated capacity (on the basis
of January 1, 1948, capacity), will total over 88 million tons
this year as against 85 million in 1947. In terms of finished
steel, the changes in the available domestic supply in 1948
as compared with last year are as follows:

Million tons of steel products
1947 1948

Net shipments 63.2 65.5
Exports 6.7 4.5

New domestic supply 56.5 61.0

Meanwhile, military requirements, although expanding,
are not so large that they alter the general picture of increas-
ing supplies for civilian uses.

Chart 3.—Prices and Shipments of Steel Products
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Shifting Steel Consumption

Along with the gradual increase in available supplies,
shifts are taking place in the pattern of steel consumption
(see table 1).

Although the figures on shipment available from the
American Iron and Steel Institute do not show the final use
of all the steel, nevertheless they are indicative of the broad
trends. Increases in the proportion of steel consumption in
1948 as compared with 1947 are being registered in the auto-

Table 1.—Shipments of Steel Products by Market Classifications

Item

Automotive -
Containers
Rail transportation
Construction, including maintenance
Machinery, industrial equipment and tools
Oil and gas: Pipe lines and drilling
Contractors' products ._ _ - _
Appliances, utensils and cutlery
Other domestic and commercial equipment
Electrical machinery and equipment _. __ _ _ .
Agricultural machinery, etc

Subtotal _ - _
All other shipments *

Grand total

19

Amount
(million
net tons)

9.3
5.1
4.9
5.4
3.0
2.3
2.5
1.6
1.5
1.6
1 2

38.4
24 7
63.1

47

Percent

14.71
8 05
7.74
8.47
4.81
3 57
3.89
2 48
2.33
2.53
1 97

60 55
39 45

100 00

19

January-
August-
cumula-

tive
(million
net tons)

6.6
3 5
3.4
0 0

2.0
1 8
1.6
1 3
1.1
1.0

9
26 5
16 4
42 9

48

Percent

15.27
8 04
7.91
7.85
4.57
4.25
3.71
3 09
2.61
2.42
2.19

61 91
38 09

100 00

* Basic data from American Iron and Steel Institute.

Source: American Iron and Steel Institute. Computations made by Department of Com-
merce, Office of Domestic Commerce.
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motive industry and in construction—the two largest users.
The rail transportation group is also absorbing more steel
than a year ago, primarily in the stepped-up output of
freight cars.

A higher proportion of shipments are being made to the
appliance, utensils, and cutlery group of industries, despite
the curtailment in output which has taken place in some
appliances, such as vacuum cleaners and water heaters.
These declines are more than offset by expansions elsewhere,
the most important of which, is in refrigerator output.
Although increases are also taking place in some of the
other light industries, which use smaller quantities of steel,
the principal gains are in the heavy goods industries.

Easing in Some Nondurable Goods

Recent developments in textiles and apparel contrast
sharply with those in iron and steel. The dominant features
have been the increased availability of goods, the leveling
off in demand and the consequent accumulation of inventories
at the retail, garment manufacturing, and to a smaller extent,
at the mill level. Cotton textiles have experienced sub-
stantial price reductions. The existence of high profit
margins at the beginning of the year have cushioned the
impact of falling prices on production and employment,
although at the beginning of the fourth quarter some slow-
down in production was evident. This year for the time
since the war there have been more businesses discontinued
in apparel manufacturing than there have been new busi-
nesses.

Sharp Price Break in Cotton Goods

The cotton textile industry is one of the few major indus-
tries which have undergone a significant decline from the
postwar high. The decline in cotton textile prices which has
taken place since the beginning of 1948 followed a very
marked price rise after the removal of price controls 2 years
ago. Underlying this price decline is a corsiderably im-
proved supply situation coupled with a leveling and falling
off in demand.

Prices of cotton goods have fallen every month since last
December. Declines have been fairly general and have been
severest in the case of staple goods which previously had
risen the most after the end of price ceilings. The course
of cotton textile prices since January 1946 is illustrated in
chart 4 showing an index number of the prices of 17 staple
carded gray goods constructions, which on the whole are
quite sensitive to changing supply-demand conditions. As
may be seen from the chart prices in October 1948 were 30
percent below the December 1947 figure and only 2 percent
higher than they were in October 1946. Some flattening out
in the price drop was evident, however, in November.

Cotton Textile Production High up to Mid-Year

On the supply side the decreases in prices are traceable to
continuing high cotton mill output, at least up to the middle
of the year. Since the seasonal lull in production during the
third quarter of 1947 output of broad woven goods in each
of the three subsequent quarters topped 2.5 billion linear
yards, the highest since the first half of 1943 although still
somewhat lower than the 1941 output. Production in-
creases have been greatest in the case of staple fabrics, like
print cloths and broadcloths, supplies of which had reached
a low point just before price controls were ended.

Evidence that lagging demand has affected operations is
seen in recent production figures. Woven goods output in
the third quarter was 11 percent lower than in the second
quarter—a somewhat greater than seasonal decline—and
was slightly below production in the third quarter of 1947.

Daily average cotton consumption in October, moreover, was
8 percent below that of last October. Up to now reduced
operations in cotton textile mills have taken the form of a
shorter work week for the most part rather than lower
employment.

Exports Off

Contributing to the price decline on the demand side may
be cited the drop in textile exports, the reduced demand for
agricultural bagging fabrics, due to competition from other
fibers, notably paper, and the falling off in the demand for
certain clothing items especially in the men's field. The
decline in foreign demand has been especially marked, with
monthly average cloth exports of 76 million square yards in
the first 9 months of this year down by two-fifths from last
year's peak.

High Margins Cushion Effects of Price Drop

The ability of the cotton textile industry to withstand the
impact of the sharp price break this year without a sub-
stantial reduction in operations stems in large measure from
the high-profit margins which mills enjoyed through 1947,
and which were at a peak just a year ago. It may be noted
that most of the price decline since the first of the year came
out of mill margins, i.e., the difference between the price of the
cloth and the cost of the new raw cotton. The cost of the
raw cotton used in the fabrics whose prices are shown in chart
4 declined less than 15 percent since last December.

Chart 4.—Prices of 17 Staple Cotton Fabrics
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Sources: Basic data, U. S. Department of Agriculture, Production Marketing Adminis-
tration; index, U. S. Department of Commerce, Office of Business Economics.

Woolens Contrast with Cottons

Prices of woolen and worsted goods have exhibited con-
siderable strength over the past year, having risen about
12 percent since last October. The high demand, at least
through the first half of this year, has permitted mills to pass
on increased raw wool costs and wage costs to garment
manufacturers.

The demand situation in the woolen field in recent months
has been considerably clouded by the lagging tendencies
which have been apparent in men's apparel. Data on new
orders are indicative of the easing tendencies in the men's
field. For example, in the third quarter of 1948 new orders
received by mills for civilian men's wear fabrics averaged
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almost 50 percent below the average for the third quarter
of 1947; unfilled orders have been halved since the end of
September 1947. New orders continued to lag in October.

Women's wear orders have held up fairly well and backlogs
are still about the same as they were a year ago. Heavy
production of women's coats and suits coupled with the added
fabric required by the new styles have helped to sustain the
demand for women's wear materials.

Clothing Production Gains Over Last Year

The increased supply of materials, the continuing expan-
sion of disposable income, and a recovery in the demand for
women's clothing brought about increased apparel production
in the first half of 1948 as compared with the same period in
the previous year. The rise in clothing output was in the
neighborhood of 8 percent but it will be recalled that clothing
production in 1947 was lower than it was during 1946,
although it was of better quality.

Inventories Accumulate

There is some information available which suggests that
part of the increased production of. fabric and clothing this

¥^ar went into inventories. Data compiled by the Federal
rade Commission and Securities and Exchange Commission

show that inventories of apparel corporations rose about one-
third from the end of June 1947 to the same time this year,
while sales changed much less; increases in men's apparel
inventories were fairly pronounced. Indications are that
this trend continued into the third quarter.

With inventories accoumulating and orders lagging, output
of men's clothing dropped contraseasonally between the
second and third quarters of this year, the third quarter being
12 percent below the second and 8 percent below the third
quarter of last year. Declines in men's tailored clothing
and dress shirts were especially pronounced.

Women's clothing production has shown considerably more
buoyancy than men's. In the first half of this year output
rose about 10 percent over January to June 1947 production,
which, however, was well below output during the same
period in 1946. Gains in coat and suit production have been
especially heavy and have continued into the third quarter.
These buoyant tendencies in coats and suits have not
characterized the dress field, however; employment in
women's dress manufacturing during the third quarter was
running lower than the rate a year ago.

Scattered Price Reductions in Recent Months

Most types of clothing reached retail counters this fall
with higher price tags than last year as a result of increased
fabric costs and wage rates. The Bureau of Labor Statistics
consumers' price index for apparel rose 2 percent between
June and October and was 7 percent higher than a year ago.
Very recently some price reductions have appeared in those
areas where production has been lagging and where there is
some evidence of inventory accumulation. It is fairly likely
that the full extent of the price drop in cotton goods has not
yet been translated into lower cotton garment prices at
retail. Manufacturers have already announced lower prices
on spring deliveries of such items as men's cotton work
shirts, knit cotton underwear, and boys' cotton clothing.

Consumer Spending Still High

Consumer spending on clothing and accessories this year
has continued to rise although the rate of increase has been
lower than in. earlier years. The total of such spending is
still considerably higher than would be expected on the basis
of prewar relationships with income, primarily because of
continued heavy spending on women's wear.

Inventory Increase at Retail

The most significant development in the clothing field at
the retail level this year has been the accumulation of inven-
tories, which has been confined to a large extent to the men's
field.

Here, the stock-sales ratio has risen, in fact, there has been
practically no change in sales since the third quarter of last
year while stocks have continued to mount. Thus, a part of
the increases in garment production over last year has gone
into stocks instead of into the hands of consumers. For the
third quarter the stock-sales ratio was about the same as it
was in the years 1939 and 1940. This deterioration in the
stock-sales position, is undoubtedly an important factor in the
strong promotional efforts which men's wear stores have
been making this year and in the slowing tendencies in men's
tailored clothing and shirt production in recent months.

In the women's field, stocks have risen somewhat more this
year than sales, which have nonetheless remained quite firm.
Thus, the little change in the stock-sales ratio since the
beginning of the year is in contrast to the less favorable
performance in the men's field.

Plant and Equipment Expenditures Continue High

BUSINESS expenditures on new plant and equipment in
the first quarter of 1949 will exceed the level in the same
period of 1948 by about 5 percent, according to investment
plans of American business currently reported to the Depart-
ment of Commerce and the Securities and Exchange Com-
mission. Anticipated outlays for new producers' capital
aggregate 4.4 billion dollars in the first quarter of 1949 com-
pared with 5.0 billion in the fourth quarter of 1948 and 4.2
billion in the first quarter of 1948 (see table 2). Seasonal
factors, reflecting both weather conditions and accounting
procedures in a period of rising costs, have typically resulted
in declines between the fourth and the first quarters.

In appraising the anticipations for early 1949, however, it
must be borne in mind that the first quarter of 1948 was in
many segments of the economy a period of hesitation, in
which business plans in some cases awaited the final form of
international and domestic programs then in the process of
development. Moreover, in the light of price increases, the
physical volume of capital investment represented by antici-

Table 2.—Expenditures for New Plant and Equipment by United
States Business 1

[Millions of dollars]

Industrial group

Manufacturing
Mining
Railroad
Other transportation
Electric and gas utilities
Commercial and miscellaneous

Total: Actual__
Second estimate
First estimate

January-
March

1,800
180
270
180
500

1,240

4,170
4,480
4,100

April-
June

2,140
200
310
190
640

1,340

4,820
4,690
4,780

1948

July-
Septem-

ber

2,090
200
330
170
690

1,360

4,830
4,950
4,570

October-
Decem-

ber

2,160
180
400
160
780

1,330

5,010
4,690

Total

8,180
770

1,310
690

2,610
5,280

18, 840
18, 630

1949

January-
March 2

1,780
180
370
150
680

1,220

4,390

1 Excluding agriculture.
2 Estimates are based upon anticipated capital expenditures by business.
3 Includes trade, service, finance, and communication.
NOTE.—Figures are rounded and will not necessarily add to totals.
Sources: U. S. Department of Commerce, Office of Business Economics, and Securities

and Exchange Commission.
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pations for the first quarter of 1949 is slightly lower than the
level of the corresponding period in 1948.

Nevertheless, it is significant that all but one of the major
industries expected either to maintain or surpass the dollar
volume of capital investment of early 1948—a year in which,
as a whole, both the dollar and physical volume of plant
and equipment expenditures exceeded any other on record.
Railroads planned to boost expenditures above the compa-
rable quarter of 1948 by nearly 40 percent to 370 million dol-
lars and electric and gas utilities were planning an increase
from 500 to 680 million dollars. In manufacturing, mining,
and commercial and miscellaneous industries, it was antici-
pated that capital investment would be roughly maintained.

The lone reduction among major industry groups—an
anticipated decline of almost 20 percent in the first quarter
of 1949 as compared with the same quarter of 1948—was
in the transportation industry, excluding railroads. In
manufacturing, moderate declines in some of the soft goods
lines were countered by substantial increases in the electrical
machinery, transportation equipment and petroleum indus-
tries.

Investment programs were reported in the survey as of
the middle of November 1948. Similar quarterly antici-
pations for the years 1946 through the third quarter of 1948

have deviated from actual expenditures subsequently
reported by about 7 percent on the average, and when cor-
rection is made for price changes not reflected in anticipations,
by 4 percent.

Actual expenditures in the third quarter of 1948, also re-
ported in the survey, aggregated 4.8 billion dollars, slightly
less than the "second estimate" previously given as shown
in Table 2. At the same time, estimated expenditures for
the fourth quarter were boosted substantially to 5 billion
dollars from the initial estimate of 4.7 billion previously
reported. In the light of these revisions new plant and
equipment expenditures during 1948 are estimated at 18.8
billion dollars compared with 16.2 billion dollars in 1947.

Taking the period since the end of 1947 as a whole, it is
evident that while the sharp rise in capital investment in
progress since the end of the war has been substantially
modified, no material reduction is immediately in sight. The
investment programs of some industries during 1948 were
limited by scarcity of materials. Recent increases in the
capital investment of the railroads and electric and gas
utilities, electrical machinery, transportation equipment and
petroleum industries have more than compensated for the
slight reductions in evidence elsewhere.

Third Quarter Corporate Profits and National Income

CORPORATE profits following the upward sales move-
ment continued to rise in the third quarter of 1948, according
to preliminary estimates of the Department of Commerce.
Corporate sales showed an increase in the third quarter over
the second of three percent to a total of 90 billion dollars.
On a bef ore-tax basis third-quarter profits of 8.9 billion
dollars were about a fifth above the same quarter of 1947 and
six percent above the second quarter of 1948. The second-
to-third quarter increase was about the same as that recorded
from the first to the second quarter.

In the current period, the net effect of seasonal adjust-
ments upon the all-industry total is negligible, so that
seasonally adjusted data give the same picture as the un-
adjusted data discussed above. At seasonally adjusted
annual rates, profits before taxes rose from 31.4 billion
dollars in the first quarter of 1948, to 33.4 billion in the
second, and to 35.6 billion in the third.

Inclusion of the inventory valuation adjustment mate-
rially alters the pattern of quarterly increases in 1948.
Profits before taxes so adjusted increased from the first to
the second quarters by 18 percent, as compared with a three
percent increase from the second to the third. These
estimates for the first three quarters of this year, respec-
tively, are as follows at seasonally adjusted annual rates:
26.2 billion dollars, 30.9 billion, and 31J billion.

The changes in profits after taxes were similar to those
shown for profits before taxes in the first three quarters
of this year. The absolute level of the figures, however,
is only three-fifths as high, reflecting an effective tax rate
of about 40 percent.

Of the total increase in profits before taxes of about
500 million dollars from the second to the third quarters
(table 3), manufacturing accounted for about 375 million
and the railroad industry for about 100 million. Two of
the nonmanufacturing groups (trade and communications
and public utilities) experienced declines from the second
to the third quarter, due principally to seasonal factors.

Of the 375-million-dollar increase in manufacturing profits
before taxes, more than half was contributed by the iron
and steel industry where profits showed a temporary recession
in the second quarter. The other metal industries accounted

for about 100 million dollars, and the nonmetal group for
about 60 million.

Table 3.—Corporate Profits Before and After Taxes, and Corporate
Sales: Second and Third Quarters of 1948 *

[Millions of dollars]

Industry Group

All industries, total 2 3

Mining-
M anuf actur ing

Metal industries 4 ._ _ _
Other manufacturing _

Wholesale and retail trade _ _ _
Finance, insurance, and real estate 2

Transportation - _ ._ __
Communications and public utilities
All other industries 5

Profits before
taxes

Second
quarter

8,371
288

5,131
1,869
3,262
1,289

554
363
378
368

Third
quarter

8,879
322

5,507
2,183
3,324
1,255

566
492
345
392

Profits after
taxes

Second
quarter

5,117
202

3,138
1,108
2,030

761
327
217
230
242

Third
quarter

5,416
224

3,355
1,296
2,059

740
334
295
210
258

Corporate sales

Second
quarter

87, 471
1,766

48, 685
16, 643
32, 042
26, 642

4,082
2,484
3,812

Third
quarter

90, 128
1, 900

49, 600
17, 173
32, 427
27, 632

4, 299
2,541
4, 156

1 Similar quarterly data for 1947 were given in the July 194£ SURVEY, p. 4; first quarter data
for 1948 were given in the September SURVEY, p. 5. Annual corporate-profits and sales es-
timates by major industrial groups for 1947, and revised series for 1944, 1945, and 1946 wer;s
published in the July 1948 issue of the SURVEY 011 pp. 20 and 23. For similar data for the years
1929 through 1943, consult the "National Income Supplement" to the SURVEY OF CURRENT
BUSINESS for July 1947, pp. 30-32, 41.

2 Sales figures exclude the industrial division of finance, insurance, and real estate. Pres-
entation of sales data for these industries would be [misleading in view of the large part
of their receipts which is in the form of property income.

It should be noted that the corporate sales estimates above are gross; that is, they include:
interbusiness transactions and thus to a large extent represent a duplicated count. This is
so since the sales of each firm entering into the corporate total include not only the value
added by it, but also the value of the materials purchased from other firms, which is already
included in the sales of those other firms.

3 Total profits for all industries include the adjustment for the net flow from abroad of divi-
dends and branch profits.

* Metal industries comprise iron and steel, nonferrous metals, machinery (except electrical),
electrical machinery, transportation equipment (except automobiles), and automobiles.

6 All other industries comprise agriculture, forestry and fisheries, contract construction,
services, and the international-balance adjustment.

Source: U. S. Department of Commerce, Office of Business Economics.

National Income Higher

The corporate profits data make possible presentation of
third quarter national income estimates. National income,
which measures earnings accruing to the Nation's residents
from current production, rose to an annual rate of 227.3
billion dollars in the third quarter of 1948; an increase of
5.6 billion above the second quarter rate (see table 4).
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Table 4.—-National Income, First Three Quarters of 1948 1

[Billions of dollars]

Item

National income by distributive shares

National income
Compensation of employees

Wages and. salaries
Private
Military
Government civilian

Supplements to wat?es and salaries
Proprietors' and rental income 2 _ .

Business and professional. _.
Farm
Rental income of persons

Corporate profits and inventory valuation
adjustment _ -_

Corporate profits before tax
Corporate profits tax liability
Corporate profits after tax

Inventory valuation adjustment
Net interest
Addendum: Compensation of general gov-

ernment employees

Unadjusted

I

53.2
32.9
31 6
27.1

.9
3.6
1.3

12.6
6.3
4.5
1 9

6.5
7.8
3.0
4.8

-1.3
1.2

4.2

II

55.5
33.6
32 3
27.7

.9
3.7
1.3

13.0
6.3
4.7
1 9

7.8
8.4
3.3
5.1

-.6
1.2

4.3

III

56.9
35. 2
33.9
29.5

.9
3.6
1.3

12.6
6.2
4.5
1 9

7.9
8.9
3.5
5.4

-1.0
1.2

4.1

Seasonally adjusted
at annual rates

I

215. 1
133.7
128.8
111.1

3.5
14.2
4.9

50.6
25.0
18.0
7 5

26.2
31.4
12.2
19.2

-5.3
4.6

16.5

II

221.7
134.2
129.3
111.2

3.6
14.5
5.0

51.8
25.4
18.9
7.6

30.9
33.4
13.0
20.4

-2.5
4.7

16.9

III

227.3
140.6
135. 6
116.4

3.7
15.6
5.0

50.2
24.8
17.9
7.5

31.7
35.6
13.9
21.7

3 g
4^8

17.8

1 Detail will not necessarily add to totals because of rounding.
2 Includes noncorporate inventory valuation adjustment.

Source: U. S. Department of Commerce, Office of Business Economics.

In addition to the rise in corporate profits discussed above,
compensation of employees increased by almost 6.5 billion
dollars from the level of the second quarter. This rise
reflected the effects of wage rate increases negotiated in the
third and at the end of the second quarter, expanded em-
ployment, and the absence of major labor management
disputes.

Proprietors' income continued at high levels though they
were somewhat less than in the second quarter of 1948
chiefly as a result of a small drop in the net income of farm
proprietors.

Changes in the other components of national income were
of a relatively minor character.

The following table shows a percentage distribution of the
national income for the first three quarters of 1948 and other
years of high peacetime activity:

This break-down indicates the relative importance in these
years of the various income shares in the total earned income,
before taxes, accruing to the American people. Variations
in the relative importance of the different income shares in
the national income are of course influenced by changes in the
relative importance of the corporate, noncorporate, Govern-
ment, and other sectors of the economy.

Rate of Profits Before Taxes

In appraising the current flow of corporate profits, it is
desirable to relate them to some measure of corporate
economic activity. Although corporate sales data are some-
times used for this purpose they may be misleading because
they represent a duplicated count. The sales of each firm
entering the sales total reflect not only the value added by
that firm, but also the value of goods and services purchased
from other firms, which is already included in the sales
aggregate.

A better tool for this purpose is income originating in cor-
porate business, which measures the net contribution of pri-
vate corporations to the total value of the net national
output. Table 5 presents a percentage distribution of this
aggregate by distributive shares.

Corporate profits before taxes including inventory valua-
tion adjustment in the first three quarters of 1948 com-
prised 24.3 percent of income originating in corporate busi-
ness, up almost 2 percentage points from the 1947 proportion.
This ratio was smaller than in the four years 1941 to 1944,
inclusive, but higher than in the other years in the period
1929-48. The 2 point rise from 1947, it will be noted from
table 5, reflects the lesser inventory valuation adjustment in
1948 as compared with 1947. Without allowance for this
factor, corporate profits before taxes increased from 27.2
percent of the total in 1947 to 27.6 percent in 1948. The
ratio of profits before taxes excluding the inventory valuation
adjustment was higher in the current year than in any other
peacetime year for which data are available except 1941.

Compensation of employees was correspondingly reduced
from 76.5 percent of the total in 1947 to 74.5 percent in 1948.

Item

National income
C om pensation of employees _
Proprietors' income _ _ _ _ _ _
Rental income of persons
Corporate profits and inventory valuation

adjustment _
Corporate profits before tax

Corporate profits tax liability. _ . _
Corporate profits after tax

Inventory valuation adjustment
Net interest - _

1929

100.0
58.1
15.9
6.7

11.8
11.3
1.6
9.7
.5

7.5

1940

100 0
63.7
15.5
4.4

11.3
11.5
3.6
7.9

— . 2
5.1

1941

100.0
61.9
15.9
4. 1

14.1
16.6
7.6
9.0

—2.5
4.0

1947

100 0
63.0
19.2
3 5

12.2
14.7
5.8
8.9

—2.5
2.1

First 9 The employees share was almost identical to that in 1929,
Tin948S less tlian in 194° but 2 points higher than in 1941.

100 0
6i- 5 Rate of Profits After Taxes
3 4

13.4 Corporate profits after taxes in 1948 represented 16 6
5.9 percent of income originating in corporate business —

-i 7 slightly higher than in 1947 — and a larger percentage than
2A in any year except 1929, when it was 18 percent. The

Table 5.—Percentage Distribution of Income Originating in Corporate BusinessJ

Item

Income originating in corporate business _ _ _
Compensation of employees

Wages and salaries _ _
Supplements to wages and salaries

Corporate profits and inventory valuation adjustment ___ _
Corporate profits before tax

Corporate profits tax liability _
Corporate profits after tax _ _ _

Inventory valuation adjustment
Net interest _ _ _ _ _

1929

100.0
74.2
73.3

.9
22.2
21.2
3.1

18.1
1.0
3.6

1939

100.0
80.6
76.7
3.9

15.5
17.5
4.1

13.4
-2.0

3.9

1940

100.0
75.9
72.3
3.6

21.2
21.5
6.8

14.7
-.3
2.9

1941

100.0
72.6
69.3
3.3

25.5
30.1
13.9
16.2

-4.6
1.9

1942

100.0
71.9
68.9
3.0

26.5
28.2
15.8
12.4

-1.7
1.6

1943

100.0
72.8
69.8
3.0

26.1
27.0
15.7
11.3
-.9
1.1

1944

100.0
73.8
70.5
3.3

25.3
25.6
14.4
11.2

0

.9

1945

100.0
76.7
73.2
3.5

22.5
23.2
13.4
9.8
-.7

.8

1946

100.0
80.5
77.0
3.5

18.5
24.2
10.2
14.0

-5.7
1.0

1947

100.0
76.5
73.2
3.3

22.5
27.2
10.9
16.3

—4.7
1.0

First 9
months

1948

100.0
74.5
71.4
3.1

24.3
27 6
11.0
16.6

—3.3
1.2

i Basic data 1929-43, from National Income Supplement to Survey, July 1947, p. 25, table 12; 1944-47 from July 1948 Survey, p. 18, table 12. The 1948 data are preliminary estimates.

Source: U. S. Department of Commerce, Office of Business Economics.
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current rates of profits after taxes are higher than during
the war years when the excess profits tax served to limit
profits after taxes to between 9.8 and 12.4 percent of corpo-
rate income.

If the inventory valuation adjustment were included,
profits after taxes in 1948 would account for 13.3 percent of
corporate income, a proportion materially below that in
1929 when corporate income tax rates were substantially
lower than at present.

Employee and Interest Share

Compensation of employees in the first three quarters of
1948 accounted for three-fourths of income originating in
corporate business, about the same proportion as in 1929.
The higher rate of profits in the current period as compared
with 1929 was entirely at the expense of the interest share,
which represented 1.2 percent of the total in 1948 as compared
with 3.6 percent in 1929.

International Transactions of the United States
During the Third Quarter 1948

JcLiVEN though Government aid to foreign countries dur-
ing the quarter increased by 256 million dollars over the
second, exports of goods and services continued the decline
which started a year ago. (See tables 6 and 7.) The in-
crease in foreign aid was not reflected in higher shipments
of merchandise because foreign countries utilized less of
their own remaining gold and dollar assets.

The decline in the sale of foreign gold and dollar assets to
the United States—from about 600 million in the second
quarter to less than 200 million in the third—represents a
development which may be considered evidence of a small
step toward increased financial stability abroad. Foreign
dollar balances, excluding those of the International Bank
and Fund, increased by 210 million dollars, in large measure
offsetting the sale of 320 million dollars of gold to the United
States.

Actually, the net utilization of these assets for foreign
countries was smaller than current foreign gold production,
which outside the USSR amounts to about 175 million per
quarter. For the first time since 1946, therefore, total
foreign gold reserves and dollar balances increased. Even
this modest increase would not have been achieved without
the rise in Government aid to over one billion dollars.

Reserve Holdings Change Varied

In chart 5 changes in foreign gold reserves and dollar bal-
ances—so far as they are known—are indicated separately
for the countries showing increases and those having de-
creases in each quarter since the beginning of 1947. The
change in the third quarter, during which the countries
accumulating reserves outweighed those still drawing down
their reserves came as a result of trends which have been
evident for nearly two years. The sharp decline of liquida-
tions has been a more important factor in the reversal of
the net movement of foreign gold and dollar reserves than
the increase of accumulations, which in the third quarter
did not even reach the first quarter rate.

During the third quarter South Africa, India, and the
ERP countries as a whole were still drawing upon their
reserves. The United Kingdom, the Union of South Africa,
and India accounted for about three-fourths of the gross
liquidations.

However, the rise in disbursements under the European
Recovery Program—and further increases in dollar earnings
through increased exports of goods and services—should
make it possible for the United Kingdom to reduce the rate
of drawings upon its gold and dollar reserves, or even to
increase such reserves. South Africa, which is selling more
gold than it currently produces, recently announced restric-
tions on imports of merchandise from the United States.
India's official gold holdings and dollar balances are too
small to permit continued drawings at the third quarter
rate. It should be expected, therefore, that foreign reserves
of these and some other countries will diminish less rapidly
in the near future.

Canada and Italy accounted for over one-third of the
total accumulations of foreign reserves, with the remainder
spread among a far larger number of countries than were the
declines. The fact that increases were not concentrated in
a few countries makes it probable that this development is
not due to accidental circumstances but rather to compara-
tively widely adopted policies of rebuilding or increasing
financial liquidity, or to changes in the demand for United
States goods and services.

Chart 5.—Changes in Gold Reserves and Dollar Balances
of Foreign Countries

BILLIONS OF DOLLARS
1.6

1.2 GROSS CHANGES FOR COUNTRIES
'SHOWING DECREASES

NET
INCREASE
(ALL COUNTRIES)

GROSS CHANGES FOR COUNTRIES
SHOWING INCREASES

1947
- TOTAL FOR QUARTER -

U. S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS.

1948

Sources of data: TJ. S. Department of Commerce, Office of Business Economics, based upon
data from the Board of Governors of the Federal Reserve System and the International
Monetary Fund.

Increased Aid From the United States

The improvement in the reserve positions of foreign coun-
tries was due not only to a reduction in their purchases here
but also to increased aid from the United States Govern-
ment. Such aid not only made it possible for recipient
countries like the United Kingdom, France, and the Nether-
lands to reduce the drawings upon their own reserves, and
for Italy to improve its financial position, but also for other
countries to obtain dollars for goods sold to countries re-
ceiving the aid. The volume of "offshore purchases" may
be estimated for the third quarter at approximately 340
million dollars, of which 270 million was financed through
the ERP and Chinese aid programs.

For the first time since 1945 dollar disbursements through
unilateral transfers and movements of United States capital
exceeded the aggregate foreign deficit on goods and services.
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It should not be concluded, however, that United States aid
was in excess of foreign requirements. For one thing, the ex-
cess of aid over the foreign deficit with the United States does
not necessarily apply to individual countries. Also, rees-
tablishment of a balanced and relatively unrestricted inter-
national economy requires, in addition to reconstruction of
physical productive facilities and inventories, the reestab-
lishment of sufficient financial reserves of internationally
acceptable operating funds.

Decline in Exports and Export Surplus

The third-quarter decline in the export surplus on goods
and services by about 330 million dollars (see table 6) was
due mostly to the continued fall of merchandise exports (see
table 8). That drop was evident not only in our trade with
the Latin American countries but also in our trade with
Western Europe, particularly France and Italy. Merchan-
dise imports remained at the second quarter value.

Table 6.—International Transactions of the United States
[Millions of dollars]

Item

Keceipts:
Goods and services:

Goods _
Income on investments
Other services

Total goods and services

Unilateral transfers
Long-term capital:

Movements of United States capital invested abroad _ _
Movements of foreign capital invested in United States.

Total long-term capital

Total receipts _ _ _. ._ __ _

Payments:
Goods and services:

Goods _ _ _
Income on investments
Other services

Total goods and services. _ _ _

Unilateral transfers _ _ ___ _ _
Long-term capital:

Movements of United States capital invested abroad _ _
Movements of foreign capital invested in United States.

Total long-term capital. _.

Total payments

Excess of receipts (+) or payments (— ) :
Goods and services
Unilateral transfers

Goods and services and unilateral transfers
Long-term capital

All transactions

Net flow of funds on gold and short-term capital account:
Net increase (— ) or decrease (+) on gold stock _ _ _ _ _
Net movement of United States short-term capital abroad. _
Net movement of foreign short-term capital in United

States

Net inflow (+) or outflow (— ) of funds

Errors and omissions

First
quarter

3,658
231
555

4,444

100

184
5

189

4,733

1, 935
57

503

2,495

1,068

841
54

895

4,458

+1, 949
—968

+981
—706

+275

—348
-15

—145

—508

+233

1948

Second
quarter

3,389
305
527

4,221

115

170
13

183

4,519

1,876
55

661

2,592

1,068

519
109

628

4,288

+1, 629
-953

+676
—445

+231

—526
+28

-80

—578

+347

Third
quarter

3,098
306
567

3,971

95

248
12

260

4,326

1,866
77

733

2,676

1,476

408
49

457

4,609

+1, 295
—1,381

-86
-197.

-283

—320
+68

+154

-98

+381

Source: U. S. Department of Commerce, Office of Business Economics.

Although the decline of exports was probably due pri-
marily to foreign policies designed to conserve dollar re-
serves, the commodity distribution of exports suggests that
other factors may also have been responsible. Whereas
finished manufactures fell off, and to a lesser extent, semi-
manufactures and manufactured foodstuffs, exports of crude
materials and crude foodstuffs showed some rise. Exports
of finished manufactures have declined steadily from 684
million dollars in April to 496 million in September. The

decline appears to have been concentrated in merchant ves-
sels, electrical and industrial machinery, and textile manu-
factures.

Reduction in exports of merchant vessels coincided with
the termination of the foreign sales of war-built vessels by the
Maritime Commission. It is possible that the foreign
demand for American built ships also decreased as the
requirements for the reconstruction of foreign merchant
fleets became less urgent, or more capable of being met from
foreign sources.

Completion of some of the foreign investment programs—
and availability of industrial equipment from other sources—
may have contributed to the decline in exports of finished
manufactures. There, however, with a larger share of the
expenditures under the foreign assistance programs intended
for capital goods, higher exports of industrial equipment,
particularly to the countries of Western Europe and their
dependencies, may compensate for the decline of such
exports to other areas.

Table 7.—Exports of Goods and Services and Means of Financing

Item

Exports of goods and services

MEANS OF FINANCING

Foreign resources:
United States imports of goods and serv-

ices __ _
Liquidation of gold and dollar assets

Dollar disbursements (net) by:
International IVIonetary Fund
International Bank

United States Government aid:
Grants (net)
Long- and short-term loans (net)

United States private sources:
Remittances (net) - - _
Long- and short-term capital (net)

Errors and omissions .

1948

First quarter

Mil-
lions

of dol-
lars

4,444

2,495
307

132
103

807
511

161
161

-233

Per-
cent

100

56
7

3
2

18
11

4
4

-5

Second quar-
ter

Mil-
lions

of dol-
lars

4,221

2,592
613

22
67

795
36

158
285

-347

Per-
cent

100

61
14

1
2

18
1

4
7

-8

Third quarter

Mil-
lions

of dol-
lars

3,971

2,676
189

6
16

1,242
-155

139
239

-381

Per-
cent

100

67
5

1

31
-4

4
6

-10

Source: U. S. Department of Commerce, Office of Business Economics.

Net dollar expenditures of foreign countries for trans-
portation did not change from the second quarter. (See
table 9.) Still, compared to the quarterly average of 1947
when foreign payments amounted to over 200 million dollars,
the drain of shipping expenditures on foreign gold and dollar
balances has been reduced by half. These foreign dollar
savings were possible (a) because of smaller foreign payments
due to the declining tonnage of U. S. water-borne exports,
which in July and August were 27 percent less than in the
same months last year, coupled with higher foreign earnings
resulting from the 7 percent increase of United States
water-borne imports in the same period; and (b) because of
the greater participation of foreign fleets in our foreign trade.

During July 1948, the latest period for which data are
available, foreign vessels carried 60 percent of our ocean-
borne exports and 40 percent of our ocean-borne imports, as
against 47 and 33 percent respectively in 1947. In spite of
the reduction of receipts and the increase of payments by the
United States, receipts are still high in comparison to
payments if the current situation is compared with that
existing before the war, when the balance of payments on
this account was in the opposite direction.

Another factor in reducing the export surplus was the
seasonal increase in tourist expenditures in foreign countries.
The 1948 summer increase over the second quarter was
16 million dollars more than in 1947. Larger expenditures in

815027°—48 2
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Europe and the Mediterranean area were possible because
of better transportation facilities and overseas accommoda-
tions. Travel to Canada and Mexico did not change materi-
ally compared to last year.

The decline of the export surplus, which has continued
without interruption since the second quarter of 1947,
increased the supplies available for domestic use. Thus,
the immediate effect of the increased foreign assistance was

Table 8.—Merchandise Transactions With Foreign Countries

[Millions of dollars]

Item

Transfers to foreign countries:
Exports including reexports recorded by Bureau of the Census:

Through private United States business - __ .
Through United States Government agencies

Total exports, recorded _ _ _ _ _ _ _ _

Other transfers and adjustments:
Private United States trade (net)
United States Government:

Civilian supplies for occupied countries not included in
recorded exports _ _ _ _ _ _ _ _

Surplus property including ship sales and military sales. __
Other (net)

Total transfers to foreign countries

Transfers from foreign countries:
General imports recorded by Bureau of the Census:

Through private United States business
Through United States Government agencies

Total imports recorded _ _

Other transfers and adjustments:
Private United States trade (net)
United States Government:

Military purchases abroad
Government coporation purchases not shown in recorded

imports - -
Miscellaneous adjustments (net)

Total transfers from foreign countries

First
quarter

2, 721
598

3,319

33

45
214
47

3 658

1,757
37

1,794

28

61

50
2

1 935

1948

Second
quarter

2,713
525

3, 238

22

34
84
11

3 389

1,655
38

1,693

35

65

83

1 876

Third
quarter

2,444
493

2, 937

8

67
42
44

3,098

1,690
25

1,715

33

60

58

1 866

Source: U. S. Department of Commerce, Office of Business Economics.

Table 9.—Service Transactions With Foreign Countries

[Millions of dollars]

Item

Receipts:
Transportation
Travel . _ _ _ _
Miscellaneous services:

Private
Government

Total receipts

Payments:
Transportation
Travel
Miscellaneous services:

Private _
G o vernment

Total payments

First
quarter

333
63

127
32

555

161
99

70
173

503

1948

Second
quarter

285
80

138
24

527

180
137

75
269

661

Third
quarter

293
88

139
47

567

185
250

72
226

733

not an increase of inflationary pressures stemming directly
from the export balance, though clearly the extension of this
assistance did mean a larger demand for exports than would
otherwise have been the case.

Table 10.—Gifts and Other Unilateral Transfers

[Millions of dollars]

Item

Government:
Payments:

Post-UNRRA . .
Interim aid
European Recovery Program _ . . _ _
Chinese Aid Program
Civilian supplies for occupied countries _ __ _
Greek-Turkish Aid Program
War damage payments and other transfers to the

Republic of the Philippines
International Refugee Organization __ ___
Other transfers. _ _

Total payments __

Receipts:
Lend-lease settlements
Other _

Total receipts

Net Government payments

Private remittances:
Payments
Receipts

Net private payments. _ _ _

First
quarter

56
301

341
91

11
33
45

878

71

71

807

190
29

161

1948

Second
quarter

21
197
204

1
287
95

23
21
43

892

7
90

97

795

176
18

158

Third
quarter

12
62

564
77

400
105

45
12
43

1, :!20

78

78

1.242

156
17

139

Source: U. S. Department of Commerce, Office of Business Economics.

Table 11.—Movements of United States Capital

[Millions of dollars]

Item

Long-term capital:
Government:

Outflow:
Credits on sales of surplus property.
Credits on sales of ships
Export-Import Bank loans __
British loan _
Other _ _

Total outflow
Inflow

Net outflow of Government long-term capital _

Private:
Outflow:

Purchase of obligations guaranteed by the Inter-
national Bank ._ __

Other

Total outflow
Inflow

Net outflow of private long-term capital.

Net outflow of short-term capital:
Government
Private

First
quarter

164
13

170
300

5

652
52

600

189

189
132

57

—89
+104

1948

Second
quarter

18
26

145

4

193
32

161

326

326
138

188

—125
+97

Thirc.
quarter

11
2

70

6

89
212

-123

8
311

319
36

233

— H2
— :!6

Source: U. S. Department of Commerce, Office of Business Economics. Source: U. S. Department of Commerce, Office of Business Economics.
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Retail Trade Summary
Sales rose moderately in 1948.
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THE

SITUATION
By the Office of Business Economics

year 1948 closed with the volume of business sus-
tained at the level reached in the late summer upswing, with
money incomes moderately higher than in the third quarter,
but with prices tending to decline. While the moderate re-
duction in average prices toward the year end reflects the
downturn in agricultural prices which mirrors in part the
record crop yields, the leveling off in industrial prices is
indicative of the better adjustment of demand and supply
in lines of production in which erratic factors like the weather
do not play a major role.

Characteristic of most of the over-all measures of economic
activity was the temporary balance between opposing tend-
encies during the final quarter of the year. This flattening
succeeded the rising tendency during the third quarter, and
resulted in quarterly totals at seasonally adjusted rates for
national product, national incomes and personal incomes
above the third quarter totals. The gross national product
is estimated to have reached 260 billion dollars at annual
rates in the final quarter, compared with the calendar year
1948 total of about 253 billion dollars.

The continued forward movement of personal incomes
through November was a significant fact in the business
picture, against which reports of changes in employment,
sales, or new business in particular lines or geographic areas
should be weighed. Aggregate employment has been main-
tained at high levels, with seasonal declines in agriculture
and seasonal increases in nonagricultural pursuits in Decem-
ber resulting in a drop in the total number employed, ac-
cording to the Bureau of Census survey. Unemployment
remained below 2 million, and the number engaged in non-
agricultural pursuits at 52 million was 1 million higher than
a year ago. Layoffs have been more common and these
have been reflected in a somewhat larger rise subsequent to
October in unemployment compensation claims than occurred
in the comparable period of 1947.

The most recent rise in personal incomes reflects advances
in agricultural and property incomes and government pay
rolls, with private industry pay rolls showing little change
at the enlarged totals reached in the third quarter rise. The
November personal income figure of 217 billion dollars at
annual rates, the latest figure actually available at this time,
compares with the third quarter average of 214 and the
November 1947 figure of 201 billion.

A number of significant points emerge from an examination
of the detailed fourth quarter data. The one over-all gen-
eralization that can be made is that in this period the forward
drive of the expansionary forces in the private sectors of the
economy ceased. Discussed in a later section is the recent
change in an area where a powerful expansionary force
existed earlier in the boom, viz, the tendency of consumers

818342°-48 1
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to spend increasing proportions of their income. Foreign
shipments were up somewhat in the fourth quarter, in spite
of the port tie-up; and are expected to move moderately
ahead as Marshall program shipments accelerate. Private
capital expenditures showed little change in the fourth quar-
ter from the third quarter rate.

This leaves the Government sector as the area of dynamic
change at the moment. The trend of Government expendi-
tures—national and state and local—was upward in the final
quarter, and the Federal Budget Message, reviewed in a

. later section, presents a program which means a continuation
of this rising trend. Coupled with the expenditure recom-
mendations was a request for a substantial rise in taxes to
finance these expenditures and to produce a substantial
budget surplus. Thus Government emerges as the outstand-
ing basic influence in the economic picture, since encompassed
in large degree in these dollar terms is the impact of the in-
ternational situation and of domestic government programs.

Domestic Business Investment

Private investment expenditures continued at a high rate
through the closing months of 1948, approximating 40 billion
dollars at annual rates. This was about equal to the annual
rate of purchases of goods and services by the Government
in the final quarter. However, whereas the rate of gross
private domestic investment rose only in limited degree from
the first to the final quarter of 1948—estimated at little more
than a billion dollars, or about 3 percent—Government
purchases over this same period rose by 10 million dollars,
or by one-third.

Industrial expenditures on durable goods equipment and,
to a lesser extent, on plant expansion, increased in the final
quarter. Residential construction volume eased off, how-
ever, reflecting the earlier decline in housing starts in the
late summer and early fall. With prices no longer rising,
business requirements for inventory financing have leveled
off and are a little lower than a year earlier.

Recent Shifts in Inventories

At the same time, however, a significant shift has taken
place in the character of inventory holdings of manufacturers.
Stocks of raw materials and of goods-in-process have been
rising more slowly whereas holdings of finished goods have
accumulated at a somewhat faster rate. This same general
trend was evident throughout the year as supplies in first
one industry and then another caught up with demand. Thus
two-thirds of the total increase in value of manufacturers'
inventories during the last 12 months was in finished-goods
stocks. In November, the latest month for which complete
estimates are available, the shift in inventory accumulation
was especially marked—raw materials and goo ds-in-pro cess
declined about 100 million dollars whereas stocks of finished
goods increased 450 million dollars.

Paralleling the accumulation of finished goods stocks at
the manufacturing level there was a greater-than-seasonal
drop in outstanding orders of department stores during
November. Federal Reserve data on 296 large department
stores indicate that new orders fell very sharply from October
to November and were well below those placed a year ago.
With prices of certain textile and clothing items dropping
and demand for household goods slackening, large retailers
particularly have been holding back in their purchasing in
anticipation of a more favorable price situation for the
spring selling season.

Other data suggest that this hesitation in order placing by
department stores was not general throughout industry.
New orders placed with manufacturers in a wide group of
industries producing both industrial and consumer goods
were about the same in November as in October, on the

basis of data reported to the Office of Business Economics
and presented on page S-3.

Wholesale Prices Lower

In view of the major interest centered in price trends
throughout the postwar period, it is noteworthy that the
wiiolesale-price index at the end of 1948 averaged about the
same as a year earlier. This resulted from an advance dur-
ing the first part of the year, followed by a decline in the last
quarter. Beginning in the third quarter, the influence of
bumper crops was felt in farm and food markets and some
easing of demand was evident for these and for some of the
other nondurable goods. The durable-goods lines, such as
metal products and building materials, continued upward
though even in the latter instance there was some downdrift
in the closing months of 1948.

From the high point of 170 (1926= 100) reached in August,
the wholesale-price index of the Bureau of Labor Statistics
receded about 5 percent by the end of the year. The
accompanying table shows that this resulted from the drop
in the farm and food components with the average of all
other commodities remaining about unchanged. The index
of all commodities other than farm and food products ceased
rising in August and since that time has been unusually
stable. Small declines in textiles and in building materials
have approximately offset the continued advance in metals
and metal products.

Table 1.—Wholesale Price Indexes (Index, 1926=100)

Item

All commodities

Farm products
Foods
All commodities other than farm

and foods
Hides and leather products
Textile products
Fuel and lighting materials
Metals and metal products
Building materials
Chemicals and allied products.
Housefurnishing goods
Miscellaneous

Monthly index
1948

January

165.7

199.2
179.9

148.3
200.3
148.4
130. 0
154.3
193.3
138.8
141.3
123.6

August

169.5

191.0
189.5

153.1
188.4
148.9
136.6
170.9
203.6
132.0
145.4
119. 7

Index for
week
ended
Jan. 4,

1949

161.3

175.5
168.1

152.6
0)
145.1
137.1
175.2
198.7
0)

8

Percentage change

January
to Au-

gust 1948

+2

-4
+5

+3
-6

0
+5

+11
+5
-5
+3
-3

August
1948 to
Jan. 4,

1949

-5

-8
-11

0

-3
0

+3
-2

1 The new index initiated on Nov. 19, 1948, lists "all other" which includes Hides and
Leather Products, Chemicals and Allied Products, Housefurnishing Goods, and Miscel-
laneous.

Source: Indexes from U. S. Department of Labor, Bureau of Labor Statistics.

Industrial Production

Industrial output in December was just slightly below the
high rate of October and November. Total output, as
measured by the Federal Reserve seasonally adjusted pro-
duction index, averaged about 193 (1935-39=100) for the
fourth quarter, which is a little higher than either the pre-
ceding quarter or the corresponding period in 1947.

For the year, industrial production was maintained on a
high plateau but the increase over 1947 in the physical vol-
ume of goods produced was moderate. The year was marked
not only by outstanding production performances in a num-
ber of manufacturing lines but by downward adjustments in
a growing list of industries, particularly at the year end.

On the whole, the quality of goods produced improved
during the year, and there was a noticeable tendency in some *,
lines, such as textiles, for lower priced lines to become more
generally available. By the end of the year the consumer
had more choice available to him and—except for automo-
biles—was in a position to secure prompt attention to his
needs in the stores.
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Steel Attains 94 Million Ton Rate

Output in both the durable and nondurable industries
moved higher from the third to the fourth quarters but there
was no appreciable change from the rate attained in the
early months of the year. The rise in durable manufactures
was featured by sharply expanded operations in steel and
automobiles although small gains were also recorded in a
few other important industries. In the final quarter of 1948,
steel mills, operating at approximately 100 percent of the
rated capacity in effect on January 1, 1948, turned out 23.5
million tons of ingots and castings, equivalent to an annual
rate of 94 million tons, or 4 million tons more than the largest
wartime total in 1944.

The larger flow of steel supplies also resulted in an increase
in the number of automobiles assembled, which reached a
postwar peak. In contrast, however, there was some slacken-
ing in activity in plants producing other consumer durables
as output showed less than the seasonal rise in a few lines,
while contraseasonal drop was experienced in others. The
number of radios produced—while higher than in the third
quarter, due chiefly to seasonal factors—was considerably
below the fourth quarter of 1947 but the number of television
receivers turned out nearly doubled.

Cotton Consumption Continues Downward

In nondurable manufactures, the rise in the fourth quarter
as compared with the previous three months was less pro-
nounced than in the heavy goods industries. For the most
part changes in output fell within a narrow range about the
high operating rates prevailing during the autumn months.
The* principal exception was in cotton textile mill output,
where a significant cut-back in operations took place during
the fourth quarter. Mill consumption of cotton was 13
percent lower in October and November than in the corre-
sponding months of 1947.

Limited Change in Consumer Buying

Despite some shifting in timing of the Christmas buying
rush, the volume of retail trade in the final portion of 1948
showed the usual seasonal advance. The supply of goods
for the holiday season was more plentiful and in greater
variety than at the end of earlier postwar years, but missing
was the easy spending which had characterized retail trade
a year and two years ago. Nevertheless, retail sales in the
final quarter of the year were about 4 percent larger in
dollar terms than a year ago—although little changed
from the preceding quarter on a seasonally adjusted basis.

Within a narrower focus, department-store sales in the
early part of December illustrated the greater restraint in
consumer buying which has become apparent in recent
months. Assured of an ample supply of goods, consumers
concentrated much of their holiday buying in the late weeks
of the season—as was customary in prewar years. The
largest advances in buying volume occurred in the last two
weeks before Christmas and during the post-Christmas week
when widespread mark-downs were effective in stimulating
consumer interest. The resultant pick-up of sales in the
final weeks more than compensated for the relatively slow
pace in early December and raised the month's total on a
seasonally adjusted basis 7 percent above the low November
sales, and slightly above December a year ago.

The general tendency toward smaller rises in retail sales
f/s illustrated in the chart on page 1, which gives annual and
monthly comparisons of retail sales in the postwar period.
At an estimated 130 billion dollars in 1948, retail sales ad-
vanced about one-tenth over the preceding year, or less
absolutely and relatively than in 1946 and 1947.

In 1946, a shortage of available consumer durable goods

curbed expenditures on these products; heavy expenditures
on nondurables, and the sharp rise in prices continued to
raise sales in dollar terms very rapidly. In the following
year, a greater availability of durable goods resulted in
rising expenditures on the durables which supplemented
rather than supplanted continued heavy expenditures on
nondurables. In 1948, however, the more moderate rise in
total retail sales reflected in large part the diminution in the
rate of advance of nondurable-goods purchases which in
turn reflected the catching up of consumer needs and the
fact that the rate of spending out of income had earlier been
unusually high.

Nondurable-goods sales in 1948 rose only 6 percent over
the previous year. In contrast, durable-goods sales ad-
vanced about one-fifth in 1948 and constituted more than
half of the aggregate dollar increase.

Chart 2.—Sales of All Retail Stores Related to Disposable
Personal Income
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130
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AND 1935-41.
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Source of data: U. S. Department of Commerce, Office of Business Economics.

New Sales-Income Pattern Developing

The tendency for retail sales to level off is more apparent
in the trend of consumer purchasing in the latter part of
1948. The Office of Business Economics index of retail
sales, which is seasonally adjusted, has fluctuated within a
range of approximately 2 percent since June 1948. As con-
sumer incomes advanced during this period because of re-
duced personal income taxes, State veteran bonuses, and
higher wage and salary payments, it is apparent that signifi-
cant changes have occurred in buying attitudes.

An article in the October 1948 issue 1 pointed out that the
effects of accumulated wartime savings, backlog demands,

i Retail Sales and Consumer Income, SURVEY, October 1948.
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and relatively smaller expenditures on services, notably rents,
had maintained sales volume at a higher level in 1947 and
in the first two quarters of 1948 than might have been ex-
pected on the basis of prewar relationships with disposable
income. During the latter part of 1948, there was some in-
dication that the effect of these factors on retail sales began
to wear off (see chart 2).

This is most marked in the fourth quarter of 1948, for
which period preliminary estimates are available. During
the first three quarters of 1948 the principal advance in
sales was attributable to the rise in durable-goods purchases.
In the fourth quarter, however, sales lagged in the durables
group (except automobiles), with the principal declines in
house-furnishings and hardware and building-material stores.
In contrast to the sales record for the year, it is this declining
tendency in some of the durables—reflected in the middle
panel of the chart on page 1—which represents the signifi-
cant development in retail trade in the closing months of
1948.

One aspect of the slackening tendency in the purchase of
some types of durable consumer goods is seen in the marked
restraint in the growth of consumer short-term credit
between October and November. The rise during the
month was just over 200 million dollars, in contrast to the
rise of some 600 million between October and November
1947. It is not possible at this time to determine the extent
to which the reductioa in the growth of credit may be
attributed to the tightened credit controls made effective in
September; or to reduced credit requirements stemming
from an easier demand situation in the consumer durable-
goods field.

Where backlog demand continues strong, as in automo-
biles, the rise in automobile installment sale credit from
October to November was about the same as it was in the
similar period a year earlier. Other installment sale credit,
especially in department and furniture stores, showed a
much smaller rise than in the previous year. Charge-
account credit, which was not directly affected by the new
restrictions, rose only one-third as much as it did between
October and November 1947, but this was influenced no
doubt by the shifting pattern of sales in the holiday period
earlier discussed.

Table 2.—Retail Sales by Type of Store

Item

All retail sales . . . _ _
Durable goods stores _

Automotive _ _ _ _ _ _ _ _ _
Building materials and hardware
Homefurnishings
Jewelery

Nondurable goods stores _ _ _
Apparel
Food - _ _ _ _
Eating and drinking
Drug stores
Filling stations _•
General merchandise
Other retail

January to
November

1947 1948

Billion dollars

105. 69
27.31
12.53
8.25
5.49
1.03

78.38
8.17

26.83
11.41
3.25
4.70

13.77
10.25

116. 75
32.97
16.05
9.99
5.97
.95

83.79
8.59

28.92
11.53
3.29
5.80

14.69
10.98

Increase from Jan-
uary-November
1947 to January
November 1948

Amount

11.07
5.66
3.52
1.74
.48

-.08
5.41
.43

2.08
.12
.04

1.10
.91
.73

Percent

10.5
20.7
28.1
21.1

.9
-8.0

6.9
5.2
7.8
1.0
1.3

23 A
6.6
7.1

Source: U.S. Department of Commerce, Office of Business Economics.

Change in Sales Pattern by Type of Store
A somewhat different perspective on retail sales results

from a comparison of sales data by type of store for the 11-
month period ending in November 1948 with that for the
corresponding months in 1947. In the nondurable group,
sales in drug stores and eating and drinking places during
1948 barely kept ahead of 1947, as shown in table 2. Apparel
and food sales continued to maintain a moderate margin of
increase, although for the food stores this was considerably

less than advances made in earlier postwar years. Sales at
filling stations rose considerably as automobile output rose.

More than half of the dollar gain and the largest percent-
age increases shown in the table were made by stores classified
in the durable-goods group. Automotive sales continued to
rise rapidly, along with sales of building materials and hard-
ware; homefurnishings sales were about the same as in 1947,
while jewelry sales declined.

Employment Trends
Total employment declined slightly in the final month of

the year largely because of seasonal influences, as a decline
in agriculture more than offset the rise in nonagricultural
lines. Nonagricultural employment, which totaled 52 million
in December, rose fractionally less than the typical seasonal
increase at this time of year since usually the stepped up
employment in retail trade for the Christmas season more
than offsets the declines in construction and manufacturing.

The high level of demand resulted in the employment of
59.4 million persons in civilian jobs during 1948, an average
of 1.4 million more than were employed in 1947. There
were about 1.6 million more persons employed in nonagri-
cultural industries and over a quarter million fewer persons
in agriculture. The additional employment came largely
from new entrants—veterans and women—into the civilian
labor force, which averaged 61.4 million for the year.
Unemployment Still Low

Although reports of lay-offs in soft goods and certain con-
sumer-durable lines continued through December, unem-
ployment rose only 100,000 over the month and was still
below the 2 million mark. While the softening tendencies in
important nondurable industries like textiles have been
apparent since early fall, it is the appearance of scattered
lay-offs in certain durable industries which has attracted
attention in the closing months of the year. These layoffs
have taken place in industries where backlog demands, at
least until recently, have geared output and employment
to a very high rate. While these employment reductions
are indicative of an easing of demand in certain areas, a very
distorted view of employment changes results unless the
lay-offs are considered in the light of the entire employment
situation in the industry.
Lay-Offs Very Scattered in Durable Lines

In order to put the lay-offs into some perspective, over-all
employment figures may be cited for three selected durable-
goods industries—washing machines, grey iron castings, and
stoves, oil burners, and heating equipment—where there have
been reported lay-offs. These figures show percentage
changes in production-worker employment from November
1947 to November 1948.

Percent
T -, , change in
Industry: employment

Washing machines and driers +1.3
Stoves, oil-burners, and heating equipment._ —8. 0
Grey iron and semisteel castings__ —3.0

The pattern of employment changes within each of the
three industries has been quite diverse. At the same time
that substantial year-to-year decreases have occurred in some
plants, there have been increases and relative stability in
others. This is to be expected, even in an industry such as
the washing-machine industry which for the most part pro-
duces a single product. As demand has slackened in particu-
lar industries, competition has increased and production and|
employment gains in some firms have been made at the ex-
pense of others. The net result in all three cases is a much
smaller change in aggregate employment in the industry than
might be suggested by the lay-off figures considered by them-
selves.
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The Federal Budget

JL HE proposals in the President's Budget Message mean
a continuation of the upward trend of Federal expenditures
which began almost a year ago. To meet these enlarged
expenditures and to provide a surplus for debt retirement a
substantial increase in taxes was recommended. These new
proposals may properly be viewed in the perspective of the
major shift which occurred in the Government's fiscal posi-
tion during the course of 1948.

The excess of the Federal cash receipts over cash payments
to the public, running at an annual rate of 12.5 billion
dollars in the first half of calendar 1948, was a substantial
counter inflationary force. The rising trend of expenditures
and the reduction in personal-income-tax rates reduced this
excess to an annual rate of 4 billion dollars in the second
half of the year. By the year end it was even lower. The
increased expenditures included not only the foreign aid and
defense programs but also more public construction, in-
creased pay rates and theagricultural-price-support program.

As was indicated earlier in this review, this shift in the
Federal fiscal position was the major factor in the continued
upward trend in the value of the national output at a time
when the expansionary force of the private sectors of demand
was easing.

The Budget Message estimates cash payments to the
public in fiscal 1949 at 40.1 billion dollars, which is roughly
equivalent to the annual rate reached at the end of calendar
1948, and for fiscal 1950 a total of 45.7 billion. Three items
account for the bulk of the increase projected for fiscal 1950:
A 2.4 billion dollar increase in national defense expenditures;
refunds of National Service Life Insurance premiums esti-
mated at 2.0 billion dollars, partially offset by a reduction of
0.9 billion dollars in veterans' benefits; and a 1.9 billion dollar
expansion of social welfare, health and security programs.
Expenditures are contemplated for shipment of military
supplies abroad, but no figures were included in the budget
for the reason that the program has not been formulated.

These increased expenditures are calculated to be covered
in small part by the 1.6 billion dollar increase in collections
from present tax rates with a continuation of the current
levels of profits and incomes. The Budget also includes an
increase of 2.7 billion dollars in pay-roll taxes to be derived
partly from the proposed expansion of the scope and cover-
age of social security, partly from the increases in rates for
existing programs already provided by law, and partly from
the proposal to make the increase in Old Age and Survivors
Insurance contributions effective July 1, 1949 instead of
January 1, 1950 and to require monthfy instead of quarterly
remittances. The larger part of this increase is not scheduled
to take effect until the latter half of fiscal 1950.

On the basis of these estimates, and without any other
additional taxes, the excess of cash receipts over cash pay-
ments to the public would be further reduced from 2.8
billion dollars for fiscal 1949 to 1.5 billion dollars for fiscal
1950. On the same basis, and on the further assumption
that the bulk of the refunds of National Service Life Insur-
ance premiums are made in the last half of calendar 1949,
cash payments to the public would exceed receipts from
the public in that period.

The 4 billion dollars of additional taxes proposed by the
President are designed to produce a substantial cash surplus
in the face of the projected increases in expenditures. If
the full 4 billion dollars is included in the estimates for fiscal
1950, the resulting cash surplus is 5.5 billion dollars. This
is above the current rate but well below the annual rate a
year ago. The actual surplus will, of course, depend on
what taxes are actually enacted, the final total of appro-
priations, and the size of the tax base as reflected in income
trends.

Chart 3.—Changes in the Government Surplus 1
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U S DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS.

i Includes Federal, State, and local governments.
Source of data: TJ. S. Department of Commerce, Office of Business Economics.

The foregoing comparisons are in terms of "cash" receipts
from and payments to the public rather than "budget"
receipts and expenditures. The budget accounts reflect
essential distinctions for appropriations and revenue pur-
poses, but require recasting to provide a more useful measure
of the Government's transactions with the rest of the econo-
my. The estimates of the "budget" receipts and expendi-
tures comparable with the cash figures above show a small
deficit for both fiscal 1949 and fiscal 1950, before the addition
of the requested 4 billion dollars of new taxes.

The accompanying chart, showing the trend of the excess
of Government receipts over expenditures during the postwar
period, highlights the sharp drop in the surplus during 1948.
While the figures in the chart are those used in the national
income accounting—which differ from both the cash and
budget accounting figures, and include state and local gov-
ernments in addition to the Federal Government—they
effectively illustrate the important economic tendency pre-
viously discussed.
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International Transactions by Major Areas, Second Quarter 19481

A.REA break-down of theU. S. balance of payments dis-
closes that the second-quarter decline of the export surplus
on goods and services—by 320 million dollars below the first
quarter-—was more than accounted for by our transactions
with Europe, including both the ERP countries and other
Europe. In fact, the balance with the ERP countries
changed by 386 million dollars and that with the rest of
Europe by 67 million dollars.

These changes represent a continuation of developments
which started in 1947 as European dollar resources, includ-
ing funds available from the British loan and other U. S.
Government aid programs, were greatly reduced. Aid
under the European Recovery Program (the June quarter
being the first quarter of its operation) did not suffice to
make it possible for the ERP countries to stop or reverse the
decline in their current expenditures in the United States.
The prospect of reimbursements under the program may,
however, have induced these countries to make purchases
which they would not otherwise have made in this country
with their own funds, thus preventing our exports from
declining as fast as they might have in the absence of the
program.

Decline Ceases Outside Europe

Contrary to this European development, the decline in the
export surplus on goods and services to the other areas,which
in the first quarter was well below the high reached in 1947,
seems to have been stopped temporarily at least, and, in
the case of Canada and Latin America, even reversed. The
increase in the net balance with Latin America was due to
smaller imports, which may have been a temporary change
only. More significant, however, may be the fact that
exports of goods and services to this area stabilized after
a decline of about 10 percent from the quarterly average during
1947. Canada, to which United States exports of goods and
services had declined from 1947 to the first quarter of 1948
by more than 35 percent, was again able to increase expendi-
tures for current transactions in the United States. The
rise was partly facilitated by larger imports by the United
States.

Early Effects of ERP

The decline in the balance on goods and services with
the ERP countries from the first to second quarter corre-
sponded approximately to the reduced means of financing
made available by the United States. The total of unilateral
transfers and United States capital outflow, both private and
government, declined from 1,262 million dollars to about
803 million, about 75 million dollars more than the decline
in the export surplus itself.

During the second quarter government aid and private
gifts and investments were about equal to net expenditures
of these countries on goods and services, indicating that the
"offshore7' purchases under EGA and other aid programs were
approximately offset by the use of these countries7 own re-
serves to meet their current obligations here.

r
1 The area break-down of the United States balance of payments for the second quarte

represents a continuation of estimates for 1946, 1947 and the first quarter 1948 published in
the November issue of the SURVEY. The global data for the second quarter were discussed in
the September issue and revised in December.

Net dollar transfers by ERP countries to other areas—
plus transactions not accounted for—amounted to 617 mil-
lion dollars. This equals approximately the liquidation of
their own resources plus 90 million dollars obtained from
international agencies in the second quarter. That quarter
total is slightly more than the 540 million figure for the first
quarter, which included about 240 million dollars from the
international agencies.

The reduced Government aid, therefore, seems to have had
no effect upon dollar expenditures of ERP countries to other
areas, but led only to reduced expenditures in the United
States. However, since the maintenance of the flow of dol-
lars from Western Europe to other countries was possible
only through heavier drawings upon the limited gold and
dollar reserves of these countries, mainly of the United
Kingdom, it cannot be expected to continue except through
larger "offshore" purchases under the ERP program. This
new source of dollars may sustain for some time the ability
of the non-participating countries to finance the deficit in
their own transactions with the United States.

Required Balances in First Half 1948

The independent countries of Asia, Oceania, and Africa
(the "all other" area) appear to have increased their dollar
transfers to other areas by about 30 million dollars (from
17 million in the first quarter 2 to 55 million in the second
quarter 3). These increased payments to countries in other
areas equaled the increase in funds obtained from the United
States, thus leaving the net payments to the United States
for goods and services unchanged.

Canada's apparent dollar receipts from other areas
increased by about 45 million, approximately the same
amount by which Canada's deficit with the United States
rose.

Latin America, which did not receive additional dollar
funds from other areas, had to meet its increased deficit
with the United States by again increasing the drawings
upon its own gold and dollar reserves. These drawings,
however, remained far below the rate attained during 1947.
With exports to the United States at the first quarter rate
and increased offshore purchases under the ERP, Latin-
American countries would be able to conduct their trade
with the United States without further depletion of reserves.

Essentially, the international flow of dollars did not
change from the first quarter, either in direction or in
quantity. The only change, though a significant one, con-
sists in the fact that this flow was fed from the limited
reserves of the ERP countries rather than from current aid
by the United States. With increased disbursements under
the European Recovery Program this flow of dollars among
foreign countries may, temporarily at least, be continued.
A more permanent solution may, however, require a reversal
of the direction of the international movement of dollar
funds from Latin America, Asia, Oceania, and Africa to
Europe and possibly also a decline in the size of the stream.
A comparison of the data for the first and second quarters
does not indicate any progress in this direction.

2 43 million obtained from international institutions less 26 million retained by these coun-
tries.

317 million obtained from international institutions plus 38 million from their own resources

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

January 1949



January 1949 SURVEY OF CURRENT BUSINESS

Table 3.—The United States Balance of International Payments, by Areas

[Millions of dollars]

Item

Exports of goods and services:
Merchandise, adjusted
Transportation
Travel
Miscellaneous services
Income on investments

Total

Imports of goods and services:
Merchandise, adjusted
Transportation. _
Travel
Miscellaneous services
Income on investments

Total

Net balance of goods and
services

Unilateral transfers (net):
Private _'
Government

Total

Long-term capital (net):
U. S. Private—.
U. S. Government
Foreign capital ._

TotaL_

Gold and short-term capital:
Net purchases (— ) or sales (+)

of gold. _
Net movements of U. S. short-

term capital abroad
Net movement of foreign short-

term capital in the United
States.

Total

Transfers of funds between foreign
areas (receipts from other areas
— , payments to other areas +)
and errors and omissions

ERP countries

First
quarter

1948

1,424
167
13
SO
60

1,744

281
89
16

123
42

551

+1,193

-86
—617

-703

27
-512
-54

—593

-263

-20

+83

-200

+303

Second
quarter

1948

1,138
141
17
93
33

1,422

293
106
32

145
39

615

+807

-90
—660

-750

-21
-46

-101

—168

-399

+14

-31

-416

+527

ERP depend-
encies

First
quarter

1948

188
9
3
4
3

207

189
2
7
4
1

203

+4

-8

0

-1
-1
+2

+2

-4

-9

-11

+15

Second
quarter

1948

193
8
2
2
8

213

345
2
5
8
1

161

+52

-1
+1

-23

— 1

-24

+2

+1

-20

-17

—11

Other Europe

First
quarter

1948

101
9
1
2
1

114

48
5
1
4
1

59

+55

-34
-1

-35

+5
-24

-19

+4

-11

-1

-8

+7

Second
quarter

1948

37
5
1
4
1

48

49
6
1
3
1

60

-12

-30

-30

-3
-7
-1

-11

+2

-8

-22

-28

+81

Canada and
Newfoundland

First
quarter

1948

430
12
21
9

57

529

340
17
24
7
7

395

+134

+1
-1

-14
-50
-4

-68

—1

+5

+87

+91

-157

Second
quarter

1948

498
15
31
9

86

639

369
19
54
7
8

457

+182

+2
-1

+1

-56
-89
+15

-130

+62

+3

+84

+149

-202

Latin- American
Republics

First
quarter

1948

860
77
20
29
92

1,078

715
39
47
21
3

825

+253

-4
-2

-6

-19
-16
+6

-29

+5

-14

-19

-28

-190

Second
quarter

1948

838
65
25
22

125

1,075

669
39
39
20

2

769

+306

—5
-2

-7

-36
-5
-9

-50

-81

+9

+21

-51

-198

All other
countries

First
quarter

1948

653
59
5

27
15

759

362
9
4

83
2

460

+299

-30
153

-183

-1
+3
+1

+ 3

-93

+29

-29

-93

-26

Second
quarter

1948

685
51
4

20
52

812

346
8
6

155
3

518

+294

-34
-94

-128

-48
-15
-4

-67

-112

+9

-34

-137

+38

Total foreign
countries

First
quarter

1948

3,656
333
63

151
228

4,431

1,935
161
99

242
56

2,493

+1, 938

-161
-774

-935

-57
-600
-49

-706

-346

-15

+112

-249

-48

Second
quarter

1948

3,389
285
80

150
305

4,209

1,871
180
137
338

54

2,580

+1, 629

-158
-756

-914

-187
-162
-101

-450

-526

+28

-2

-500

+235

International
institutions

First
quarter

1948

2

8
3

13

1
1

2

+11

-33

-33

-2

-257

-259

+281

Second
quarter

1948

12

12

5

6
1

12

-39

-39

+5

+5

-78

-78

+112

Total

First
quarter

1948

3,658
333
63

159
231

4,444

1,935
161
99

243
57

2,495

+1, 949

-161
-807

-968

-57
-600
-49

-706

-348

-15

-145

-508

+233

Second
quarter

1948

3,389
285

80
162
305

4,221

1,876
180
137
344

55

2, 592

+1, 629

-158
-795

-953

-187
-162
-96

-445

-526

+28

-80

-578

+347

Source: U. S. Department of Commerce, Office of Business Economics.

February Annual Review Number
In previous years there has been a large demand for separate

copies of the February Annual Review Number of the SURVEY

OF CURRENT BUSINESS from non-subscribers, and this has

resulted in early exhaustion of the available supply. Although

additional copies will be printed this year, subscribers are

advised to send such orders in promptly after receiving their

regular copies—either to the closest Field Office of the Depart-

ment of Commerce or to the Superintendent of Documents,

Government Printing Office, Washington 25, D. C. Single

copies are priced at 30 cents; quantity orders of 100 or more

copies are eligible for a 25 percent discount. Checks should be

made payable to the Treasurer of the United States.

Included in this 72-page recapitulation and analysis of sig-

nificant business and economic developments in 1948 are sections

covering National Product and Income, Prices, Manufacturing

and Mining Output, Retail Trade, Domestic Business Invest-

ment, Finance, Construction Activity, Foreign Trade, Man-

power, Agricultural Production and Income, and the Business

Population.

Last year's similar issue was entitled "Progress of the Postwar

Transition—A Review of 1947" and is currently available only as

part of another publication, Economic Guides to Postwar Mar-

kets, described on the back cover of this issue.
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SITUATION
By the Office of Business Economics

JL OT AL output of goods and services and the flow of income
from their production were running at a high rate in the
first 2 months of 1949, though there was some easing in the
pace of activity from the postwar peak of the fourth quarter
of 1948. The pressure of aggregate demand has diminished
somewhat; however, certain segments of the economy—the
metals in general and steel in particular—continued to reflect
large unsatisfied demands. The accompanying chart on
personal income shows that although significant shifts
occurred in'major components in January, the net effect on
the total was slight.

Sorne slackening in consumer expenditures has occurred,
as evidenced by the trend of retail sales. Private invest-
ment outlays continue at about the same level as in the final
quarter of last year, except for a reduction in the amount
of inventory accumulation. Available data indicate that
expenditures on producers durable equipment have been
running at about the same rate as they were in the second
half of 1948, after seasonal correction, and have been higher
than in the early part of 1948. On the expansion side are
increasing Government expenditures for defense and foreign
aid. In addition, Government loans to farmers under the
agricultural price support program continue at a high rate,
and these have been important in sustaining farm income.

The diminution in aggregate demand—reflecting in part,
as noted above, a reduction in inventory accumulation from
the high rate in the fourth quarter last year—has resulted in
a greater-than-seasonal decline in employment and a rise in
unemployment. Part of the shift in employment patterns
mirrors the reappearance of more normal seasonal fluctua-
tions which were submerged in the earlier years of the post-
war boom by the rising tide of investment and consumption.
Total civilian employment nevertheless was about as high
in February as it was in the corresponding month of 1948.

Although adjustments by individual industries to a more
normal supply-demand relationship have been more numer-
ous than in 1948, there were still a number of important
industries—outstanding examples are steel and automobiles—
where activity has been moving up, so that aggregate in-
dustrial output has changed very little. The steel industry,
under continued pressure of demand, has operated at peak
capacity—slightly above 100 percent of rated capacity for
the first 10 weeks of the year. The automobile industry,
with model changes nearing completion, and aided by the
availability of larger quantities of steel, has moved its pro-
duction close to 115 thousand units a week in the early weeks
of March.

Wholesale prices so far in 1949 have averaged somewhat
lower than in the final quarter of 1948, reflecting in the main
the reduction of farm and food prices. Prices of other

826239—49 1
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commodities on the average have shown little change so far
this year. The immeasurable changes in quality continue
and at the retail level not only have there been noticeable
improvements in service that accompany more competition
for the consumer's dollar but, in addition, store-wide sales
have become increasingly common.

Insofar as the consumer price index is concerned, there
have been small declines in food, apparel, and housefurnish-
ings. The pressure upon rents is still restrained by control
legislation which is currently up for extension in Congress
beyond the March 31 expiration date.

Personal income unchanged in January
The flow of personal income affords a comprehensive

summary of the impact of the various adjustments which
have been taking place in the economy. Despite the greater-
than-seasonal declines in employment and hours worked in
a number of industries^ income payments in January were
maintained at the high rate attained at the end of 1948.
The trend of total personal income is shown in the top panel
of the chart on the preceding page to have been at an annual
rate of 221 billion dollars after adjustment for seasonal
factors.

Private wages and salaries declined 1.7 billion dollars at
an annual rate from December as reduced employment and
shorter hours in manufacturing and transportation more than
offset the very slight increase that occurred in average rates
of pay. On the other hand, Government wage and salary
receipts held steady between December and January.

The largest increase in income occurred in proprietors' and
rental income, illustrated in the bottom panel of the chart.
Here the rise was concentrated in agriculture, where an ex-
pansion in marketings, including the commodities placed
under Government loan, more than offset a further decline
in livestock prices. Income of nonfarm proprietors was
lower while interest and dividend payments were up. slightly.

The increase in transfer payments which took place during
the month was chiefly a reflection of higher unemployment
compensation. While this results from lessened employment
opportunities, the payments have acted as an important
cushion against the loss of wages and salaries entailed by
the lay-offs which occurred in the mid-winter months.

Nonagricultural income, not shown on the chart but pre-
sented in the table on page S-l, was at an annual rate of
195.7 billion dollars in January, 1.7 billion dollars below
December but 11.4 billion dollars higher than January 1948.

Supports bolster farm income
The movement of farm income is of particular interest in

view of the substantial declines which have occurred in farm
prices during the past year. Although prices received by
farmers in January, of 1949 were 13 percent lower than the
peak reached 12 months earlier they still averaged 8 percent
above parity, and cash farm income was about the same.

This maintenance of farm income reflects an offsetting ex-
pansion in farm marketings, including a substantial volume
of commodities placed under Government loan. The im-
portance of the loans is indicated by the fact that out of
total cash receipts from the sale of crops of 1.3 billion dol-
lars in January, about 20 percent represented a net rise in
outstanding loans, whereas in January of 1948 the rise in
loans represented only about 2 percent of crop receipts.

Prices paid by farmers for all commodities used in pro-
duction in January averaged fractionally lower than a year
earlier so that with cash income maintained, the net income
of farm proprietors was a little higher. Preliminary indi-
cations suggest that farm income in February was higher
than it was in February 1948. Marketings of farm products

were especially heavy during the first 2 months of 1949 for
two reasons: First, the large crops harvested in the latter
part of 1948; second, the more rapid sale of these crops
than in other years. It is apparent that a portion of the
crops which would normally be sold in later months of the
year is being placed under loan at an earlier date.

Little change in production
Industrial production during the first 2 months of the year

was but slightly lower than the peak reached last autumn.
The Federal Reserve seasonally-adjusted-production index
was 191 (1935-39=100) in January down 1 point from
December, a decline of a little over 2 percent from the
October-November high point. Nondurable-goods produc-
tion was somewhat higher than a month earlier while durable
goods eased off slightly. Minerals production, on the other
hand, showed a larger drop as crude petroleum operations
declined. Daily output of bituminous coal was maintained
at the December rate.

Chart 2.—Production and Capacity of Steel Ingots and
Steel for Castings
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DAILY AVERAGES
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1 Daily average capacity obtained by dividing the "Total Capacity" reported on January 1
each year by 365 days.

2 In computing the daily average production for 1944 no allowance was made for any'
holidays; for 1947 and 1948 allowance was made for July 4th and Christmas.

Source: Basic data, American Iron and Steel Institute.

Preliminary data for the month of February indicate
little, if any, change from the January rate in over-all man-
ufacturing activity.

Evidence is increasing that some general easing of the
pressure upon producers is occurring. Fewer industries
have shown rising trends of output this year and the indus-
tries with declines are more numerous than in 1948; yet, it

1 is clear from the movement of the over-all index that the
industries with rising or stable trends are of more-than-
average importance. Out of 18 major components com-
prising the Federal Reserve index, 7 industries operated in
January at a higher rate than in December and 6 were
higher than in the same month a year ago.

Steel production, as earlier noted, has been maintained
at an exceptionally high rate.

In the automobile industry, model change-overs in Januarj*
at some plants kept assemblies of cars and trucks about
3 percent below the daily average rate in December. More
recently, assembly operations have moved higher and output
is expected to reach a new postwar peak in this current up-
swing. Backlogs in this industry are still large.
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Somewhat lower activity was also reported for the ma-
chinery, furniture, and stone, clay, and glass industries in
January. The decline in lumber production reflected in
large part lessened demand pressures and unfavorable
weather conditions, chiefly in the Pacific Northwest.

In the case of consumer-durable goods other than auto-
mobiles, complete data for January are not available but
information at hand for a number of products indicates a
continuation of the lowered rates of output which began in
mid-1948. Electric refrigerators, however, were an excep-
tion as manufacturers7 shipments expanded sharply and
virtually equalled the best postwar month. On the other
hand, the number of radios (excluding television receivers),
vacuum cleaners, and automotive replacement batteries
produced dropped over 15 percent from the previous month
and by an even greater percentage from January a year ago.

Output of washing machines showed little change from
December butwwas 50 percent below 1948. In the case of
television receivers a small decline in output was not sig-
nificant since demand for these sets continues large.

Among the nondurables, January advances in the textiles,
leather, tobacco paper, and printing and publishing groups
counterbalanced the declines in output of refined petroleum,
chemical, and rubber products. The improvement in textile
mill activity was largely the result of the post-holiday
recovery in the consumption of raw cotton from the rela-
tively low volume of the preceding month. Despite this
seasonal rise, however, mill takings of raw cotton were
nearly one-fourth below January a year ago and, with two
exceptions, were the lowest for any month since September
1940.

Steel output at annual rate of 96 million tons
Highlighting the production performance since the turn

of the year has been the record rate of operations in the

basic steel industry (see chart 2). In the first 10 weeks of
this year, the steel mills operated at an average of slightly
over 100 percent of rated capacity, thus equalling the war-
time record for sustained operations at or above theoretical
capacity.

In January, nearly 8.2 million tons of steel ingots and cast-
ings were produced. This represented a gain of 200 thou-
sand tons over the previous record established in October
1948, and 700 thousand over January 1948, when annual
capacity was about 2 million tons lower than at present.

Because of the shorter month, output in February was
approximately 7.5 million tons, making a total of 15.6 million
tons for the 2 months, or about 1.2 million tons higher than
in the comparable period a year ago. This rise has, of
course, eased the supply position for a variety of steel users.
On a daily average basis, the January-February output wras
equivalent to an annual rate of 96 million tons.

Lower employment
The labor market was somewhat easier in the opening

months of 1949 because of the combined influence of seasonal
factors in some industries and readjustments to a lower level
of demand in a number of manufacturing activities.

Civilian employment at 57.2 million in February, was
lower than it had been in recent months, but was about the
same as a year earlier (see chart 3). Meanwhile, unem-
ployment which had remained under the 2 million mark
during the last 5 months of 1948, rose to 3.2 millions in Febru-
ary. With job opportunities less plentiful, labor turn-over
decreased, and there was some evidence of slackening in the
growth of the labor force.

Nonagricultural employment as a whole dipped slightly
below February 1948; most of the decrease is attributable to
reductions in both durable and nondurable manufacturing,

Chart 3.—Civilian Labor Force and Employment Trends
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and to a lesser extent in coal mining and railroad transporta-
tion.

Seasonal change in construction
Construction activity in the first 2 months of the year

reflected the usual mid-winter contraction; in dollar terms
the total value of construction averaged 1.2 billion dollars,
which was about 10 percent higher than in the corresponding
months of 1948. Most of the increase over last year was in
public construction while the private components were
generally only fractionally higher. Private residential
construction, which constituted almost 50 percent of the
private total, averaged 460 million dollars in January and
February—a fractional increase over the corresponding
months in 1948.

Although total residential starts have declined steadily
during the past 8 months, rental-type housing starts are
likely to increase in the near future. As table 1 shows,
there has been a substantial increase in applications for FHA
insured mortgages on rental housing since the reenactment
and liberalization of that portion of the National Housing
Act in August 1948. The January rate of 22,500 units
under the rental housing section 608 has been exceeded only
once in the past 2 years—November 1947. Preliminary
data for February indicate a continuation of this upturn in
applications for rental building.

Table 1.—Total Permanent Nonfarm and FHA Starts and FHA
Applications

[Thousands]

Period

1947 total
1948 total . .

January
February
March _
April
May
June . _ -
July
August
September
October _. _ _
November _
December . __

1949:
January _ _

Perma-
nent non-

farm i
dwelling

units
started

849.0
928.0
52.6
49.6
75.1
98.8
99.4
97.5
93.5
86.3
82.2
72.0
65.0
56.0

50.0

Total
FHA
starts

228.8
291.0
22.7
16.8
30.1
35.5
28.7
30.2
29.6
22.7

• 20.2
19.4
17.4
17.2

12.6

FHA applications (new units)

Total

423.6
369.6
79.0
54.3
45.0
24.6
15.1
18.8
19.3
17.8
22.1
24.8
24.3
24.6

37.1

Small
homes,
1-4 fam-

ily

283.8
287.7
60.8
37.4
33.0
20.1
15.0
18.8
19.3
16.6
17.0
17.8
17.3
14.5

14.6

Rental
type

multi-
family

139. 7
82.0
18.2
16.9
11.9
4.5

(2)o
0
1.2
5.1
7.0
7.0

10.1

22.5

1 Nonfarm starts include for the year 1948 about 2 percent of public starts. In January
1949 this component increased to about 8 percent. '

2 Less than 50 units. Detail may not add to totals due to rounding.
Sources: U. S. Department of Labor, Bureau of Labor Statistics, and Housing and Home

Finance Agency, Federal Housing Administration.

The recent small declines in construction costs have facili-
tated this rental development by making possible firm com-
mitments by contractors regarding total costs of rental-type
housing projects. This cost uncertainty has been one of
the important impediments to the long-run planning in-
volved in these larger projects.

Retail trade easing
Consumer purchasing has undergone a moderate decline,

mostly in the nondurable-goods lines. Part of the dollar
decline represents lower prices. Department-store sales for
the month of February declined on a seasonally adjusted
basis for the second successive month and were 4 percent
below those of a year earlier.

For the month of January all retail store sales, after
adjustment for the number of trading days and seasonal

influences, were about 4 percent below the very high rate of
December and about 3 percent below the fourth quarter
level. The drop in the nondurable-goods stores was 3
percent. In the durables, the decline was larger, but this
was partly the result of the model change-over by some of
the larger automobile producers, which limited receipts oi*
new cars by dealers.

Retailers carried on active sales promotions and reduced
prices in a number of lines, particularly apparel and house-
furnishings. The Bureau of Labor Statistics consumers'-
price index in January was 2 percent lower than in December
for apparel and 1 percent lower for housefurnishings. Al-
though these price changes are small, they are the most
noticeable declines which have occurred in these areas in
the postwar period. For example, a year earlier, despite
winter mark-downs both apparel and housefurnishings prices
rose between December and January.

Apparel sales in January showed a favorable response to
these price cuts but in the case of housefurnishings, sales
declined during the month. Slackened demand for consumer
appliances contributed to the decline in the general-mer-
chandise group.

The relationship between consumer purchasing and con-
sumer credit, including the recent relaxation of controls
early in March, are considered in some detail in a separate
section further on in this issue.

Stocks, Sales, and Orders
During a period of adjustment the changes taking place in

business inventories and new orders are of special signifi-
cance.

The book value of total business inventories stood at
54.2 billion dollars at the end of January, about 165 million
dollars higher than the year-end figure. During January
1948 total inventories rose over 1 billion dollars, but it
should be remembered that prices were rising rapidly then
in contrast to the recent movement.

The inventory change represented diverse movements.
Manufacturers' stocks were up 230 million dollars, as com-
pared to the rise of almost half-a-bUlion last year, and most
of the present rise was seasonal in nature. Wholesalers'
inventories rose almost a quarter of a billion, a little less than
the increase a year previous. Retail stocks, however, de-
clined about 300 million dollars, most of this being seasonal;
last year at this time stocks rose by an equal amount.

In manufacturing, the inventory rise was concentrated
wholly in the durable-goods group, and it was somewhat
greater than the typical early winter advance. The stable
level of stocks in nondurables represents a small decline on a
seasonally adjusted basis. As has been true, especially
since last fall, most of the inventory rise between December
and January was in finished goods but the accumulation was
less than in the same period in 1948.

Manufacturers7 sales declined about 1.3 billion dollars
from December to January. More than half of this repre-
sented the usual winter slowdown in shipments. Both
durable and nondurable groups contributed to the decline.

Little inventory build-up at retail
An interesting phenomenon in recent months has been the

relatively small growth in retail inventories. This has oc-
curred at a time when retail sales have changed relatively
little, manufacturers' stocks of finished goods have bef~
showing a persistent upward movement, and employment *u
the manufacturing level has been edging off. Certain as-
pects of these trends are illustrated in charts 4 and 5. The
left panel of chart 4 shows stocks, sales, and receipts of goods
by 296 large department stores reporting to the Federal
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Chart 4.—Stocks, Sales, Receipts, and Orders,
296 Department Stores
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1 Receipts equal sales plus inventories at end of month, less inventories at beginning of
month.2 Net new orders equal outstanding orders at end of month, less outstanding orders at
beginning of month, plus receipts.

Sources of data: Stocks, sales, and outstanding orders, Board of Governors of the Federal
Reserve System; receipts and net new orders, computed by U. S. Department of Commerce,
Office of Business Economics, from Federal Reserve Board data.

Reserve; the right panel shows new orders placed and out-
standing orders for the same stores.

Beginning about midyear 1948, the trend of department-
store sales (adjusted), which had been rising up to that
time, first leveled off and then registered a decline. Mean-
while, inventories have not grown appreciably. For this
group of stores, stocks at the end of January were about the
same as they had been at the end of January 1948. The
stock-sales ratio for the 296 stores, which may be considered
representative of all department stores, was approximately 3
for the month of January, about unchanged from January 1948.

Because of the leveling in retail sales, as well as the
uncertainty over the price and sales outlook, department
stores and other retailers handling apparel and house-
furnishings have been following very conservative inventory
and buying policies. This is further illustrated in the data
on new and unfilled orders. Outstanding orders have shown
a downward trend since mid-1947; at the end of January 1949
outstandings were 40 percent lower than those at the end of
January 1948. The ratio of outstanding orders to sales—
1.5 for the month of January 1949—compares with a ratio
of 2.3 for January 1948 and in fact was at the lowest point
for any January since the prewar period. New orders
placed have been relatively low throughout 1948. The
effect of the low level of ordering is seen in the fact that
goods received in the 3 months ending in January 1949 were
13 percent below those received in the same period the year
before.

Price developments have obviously played an important
role in the cautious buying policies of retailers. Where
prices have been declining, as in the textile and clothing
industries, purchasing has been influenced by this fact; and
in fields where prices have ceased rising, even though they
have not declined, the incentive for forward purchasing has
been reduced.

Increase in manufacturers* finished-goods
inventories

Chart 5 reflects in part the impact of conservative retail
buying policies upon manufacturers7 stocks and sales in par-
ticular industries. In the lower part of the chart are shown
sales and finished goods inventories of manufacturers in
selected industries closely related to goods sold in departmnet
stores—namely, textiles, leather, apparel, and furniture.

S^Jes and finished goods inventories of all manufacturers
are shown in the upper part of the chart by way of contrast.
As the chart shows, the trend of sales in the 4 selected in-
dustries has been downward over the past year. In the last
quarter of 1948, for example, sales were 6 percent lower than
in the final quarter of 1947.

Inventories of finished goods have continued to rise—
finished garments in the case of apparel manufacturers, whose
reduced demand for fabric has been one of the reasons for
reduced operations and accumulation of finished goods in the
hands of textile mills, especially in the past few months. In
the case of all manufacturing industries the trend of finished-

foods inventories has also been upward but the rise has not
een so pronounced as in the smaller group, while sales have

been edging up slightly. For manufacturing industry as a
whole the relationship between finished stocks and sales at
the end of 1948 did not appear to be excessive in terms of
prewar standards.

What is suggested here is that the burden of the recent
accumulation of finished stocks in some of the consumer-
goods lines has fallen on manufacturers and to a lesser extent
on wholesalers, rather than on retailers by virtue of the con-
servative purchasing policy followed by retailers. An in-
voluntary build-up of finished-goods stocks reflects the fact
that manufacturers do not reduce their operating schedules
immediately when a cut occurs in customer takings. How-
ever, the lag is usually short, and production is adjusted
fairly promptly to the actual rate of shipments. Adjust-
ments of this nature have been a factor in the cutbacks in
output in numerous lines during recent months.

Chart 5.—Manufacturers9 Sales and Inventories

RATIO SCALE
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ALL MANUFACTURING INDUSTRIES
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FINISHED GOODS INVENTORIES
(END OF MONTH) .

.8

.7
1947 1948

/ S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS.
1949

* Includes textile, apparel, leather, and furniture industries.
Source of data: U. S. Department of Commerce, Office of Business Economics.
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In summary then, and viewing the trend of inventories of
nonagricultural business as a whole, it may be said that so
far in 1949 there has been a definite slowing in the high rate
of inventory accumulation that characterized the final
quarter of last year. But increasing inventories were still
a factor in the volume of investment.

January orders at December rate
The relationship between new orders and manufacturing

output is much more direct at the present time than was the
case a year or more ago when backlogs were higher. THus,
a decline in new orders in the latter part of 1948 has been
reflected in the recent easing in industrial activity in many
lines. It is noteworthy then, that new orders received in
January (see chart 6) were about the same as in the preceding
month.

Chart 6.—Manufacturers' New Orders 1
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* Does not include transportation equipment, printing and publishing, and miscellaneous
industries.

Source of data: U. S. Department of Commerce, Office of Business Economics.

Though unchanged from the preceding month, the daily-
average rate of new business placed with manufacturers dur-
ing January was about 5 percent below a year ago. During
the last quarter of 1948, orders also had averaged about 5
percent lower than the values 12 months earlier (see
chart 6).

New orders placed with the durable-goods industries in-
creased some 3 percent in January over,the December rate.
The rise, however, did not fully restore the aggregate of in-
coming business to the year-ago value. The January gains
were widespread among the durables, and only the non-
ferrous-metal group reported a decline in new business.

There was a continuation in January of the tendency in
recent months for the nondurable-goods industries to show
less strength than the* durables. A 2-percent drop in Janu-
ary orders for the nondurable group extended the decline
from the September peak to a point nearly 10 percent below
a year ago. Eoughly half of the drop in dollar values since
early 1948 is attributable to lower prices currently being
quoted for many nondurable goods.

Orders for "soft goods" are frequently filled within the
month—often from stock. Thus, the smaller volume of
goods ordered from manufacturers this year is to some extent
reflected in their January sales. Of the industries where new
orders represent forward commitments rather than current
sales, the largest declines in new business over the last 12
months occurred in textiles and paper. For these groups,

new orders in January were about 20 percent below early
1948 values.

January new orders in the apparel and leather products
industries, on the other hand, were nearly equal those placed
early last year when there was also uncertainty in soft goods
markets. Furthermore, leather companies appear to have
increased their ratio of unfilled orders to sales over that of
last January.

Unfilled orders for durables tending downward

Although new business was only moderately lower than a
year ago, most of the durable-goods industries were cutting
into their backlogs, which had been of considerable size at
the start of 1948. Supplies were much easier and delays in
shipping goods on order were being reduced. Some part of
the shrinkage in unfilled orders undoubtedly reflected a
lessening of the tendency to place duplicate orders.

For three major durable-goods groups—iron and steel,
electrical machinery, and machinery other than electrical —
a comparison was made of ratios of unfilled orders to sales
in January 1949 and 1948 for identical companies. It was
found that there was a consistent decrease of about 20 per-
cent in each of the three groups. However, the greater part
of this decrease had taken place before the end of last sum-
mer, and there has been comparatively little change since
that time.

Railroad equipment backlogs
The demand for railroad equipment has represented an

important area of strength although the order backlog has
been reduced over the past year or so. The importance of
this demand is evidenced by the fact that in 1948 indicated
expenditures by class 1 railroads for rolling stock amounted

Chart 7.—Railway Equipment: Shipments and New and
Unfilled Orders for Domestic Use
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1 Shipments for January, April, and May 1946 include total deliveries of 878 military cars.
2 Data are 3-month moving averages centered at the middle month.

Source of data: American Railway Car Institute.
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to 920 million dollars, an increase of about two-thirds over
1947, and in the first quarter of 1949 they are expected to
total nearly 300 million dollars.

An analysis of the demand for freight cars during the inter-
war period reveals a close relationship between the trend of
carloadings and the new freight-car orders placed by rail-
roads. The recent declines in new orders placed for freight
cars have occurred during a period in which the year-to-year
trend in carloadings has been downward. Although the
carriers §till possess a large fleet of freight cars which are
older than the typical retirement age in the prewar period,
their demand for new freight cars will be affected by the
trend in carloadings and in earnings.

The rate at which backlogs for railway freight and passen-
ger cars for domestic use have been declining in the past
12 months is illustrated in chart 7, which also provides a
comparison of monthly shipments and new orders. The in--
elusion of equipment figures for exports would not materially
alter the recent trends since exports have been unimportant
in the case of passenger cars and ^ere important for freight
cars only in 1946 and in the first half of 1947. In 1948 when
domestic demand for cars was very high, new orders for
foreign account were accepted to a total of only 400 freight
cars and shipments were less than 1,600 units.

It will be seen that*the volume of new orders for freight
cars continued on a relatively high scale for a period of about
twx) years, from mid-1946 to mid-1948. During this period
incoming orders ranged from a low of 4,500 units in Novem-
ber 1946 to a peak of 14,500 units in March 1948, and aver-
aged 10,000 cars per month. Following the March high
Eoint, however, new orders moved down sharply and since

ist July they have averaged somewhat over 5,000 units per
month despite the pick-up in November. In January and
February of this year they dropped to less than 1,000 per
month.

In 1947, new orders exceeded shipments by a considerable
margin and backlogs thus increased. In 1948, however, the
reverse was true as shipments were substantially in excess
of new orders in all but 3 months. As a result, carbuilders
were able to cut rather deeply into their backlogs—from a
high of 135,000 units in April 1948, to 86,000 at the end of
February 1949. Unfilled orders for freight cars have dropped
from the April 1948 high point when they represented 13
months' shipments to 8% months' shipments at the Febru-
ary 1949 rate.

•

2-year backlog of passenger equipment
A similar development, although somewhat less pro-

nounced, has been experienced by builders of railway pas-
senger equipment. In contrast with the situation in freight
cars, when sizable order-placing lagged until well into 1946,
large orders for new passenger cars were placed by the rail-
roads immediately after the war with the result that the
volume of business on the books of carbuilders at the be-
ginning of 1946 was the highest since 1914. The bulk of
this order-placing reflected the modernization of equipment
and the shift to high speed articulated deluxe passenger
trains.

In 1945, aggregate orders totaled nearly 3,000 cars, of
which 1,700 consisted of military-type cars. Of the 1,300
units ordered by railroads for civilian use, almost 800 were
placed in the last 4 months of the year. In 1946, new busi-
ness placed continued at a high level although the rate
dipped to 100 per month which was followed by a sharp
drop to 26 in 1947 and a moderate recovery to 42 in 1948.
However, in the latter part of 1948, new orders fell very
sharply.

Concurrent with this decline, shipments have been main-
tained at a monthly rate of 72 units—not large in relation

to the backlog even though it was double the rate of incom-
ing business in the past two years. Thus, order backlogs
have declined steadily, being reduced substantially from the
peak in late 1946. Despite the reduction, the volume of
unfilled orders at the end of January 1949 remained large
and represented nearly 2 years' production at the January
rate of deliveries.

In the cas§ of locomotives, satisfactory data for new
orders and shipments are not available but information on
unfilled orders is presented in chart 8. It should be pointed
out that while the figures include only locomotives on order
for class 1 railroads, it is believed they represent all but
a small portion of the total. Furthermore, the data are

Chart 8.—Locomotives: Unfilled Orders, End of Month,
Class I Railways *
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i Data include steam, electric, and Diesel-electric locomotives.
Source of data: Association of American Railroads.

counted in terms of locomotives which in the case of Diesel-
electrics may include one or more operable units.

It will be noted that unfilled orders after rising sharply in
the first two postwar years have tended to level off in the
past 12 months at around 1,600 units. This is the highest
level of backlogs since July 1923, when they totaled 1,772.
In the past year, the number of locomotive installations on
class 1 railroads has risen sharply but despite this there has
been very little change in the backlog position of manu-
facturers. In this connection, it is perhaps interesting to
point out that of the current volume of unfilled orders,
approximately 1,490 represented Diesel-electrics and 73
steam, whereas in 1923 they consisted entirely of steam
locomotives.

Little net change in prices
The general level of wholesale commodity prices, which

had shown a steady downdrift during the 6 months ending
in January flattened out during February and early March.
The comprehensive index of wholesale prices compiled by the
Bureau of Labor Statistics was 159 (1926=100) at the
beginning of March, unchanged from a month earlier, but
down 6 percent from the peak reached last August.j This
temporary stability of prices as a whole represents a con-
tinuation of the divergent movement which characterized
the latter half of 1948; it reflects the simultaneous upward
and downward adjustments in supply-demand relationships
which have been taking place.
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The prices of commodities other than farm and food
products averaged fractionally lower at the end of February
than a month earlier, and were about the same as at the
year end. Although farm and food prices ^continued to
decline in January and early February, there was some
recovery in grain and livestock prices during the latter part
of February.

In the grains, where prices had slipped below support
levels, the renewal of Commodity Credit Corporation pur-
chasing for shipment abroad was reflected in a rise in the
wheat price above the loan rate at the end of February.
The corn price was still below support, but the trend was no
longer downward as temporary factors, such as lack of
storage space and high moisture content—which had im-
peded CCC operations in granting loans—were not so impor-
tant as previously. In livestock, where support operations
have not been required despite important price declines,
prices had also begun to move upwards in the latter half
of February as the seasonal reduction in livestock market-
ings developed.

Some industrial prices lower
Reduced demand for a broad variety of commodities has

been accompanied by price reductions, especially in the soft-
goods areas where finished-goods inventories were rising at
the close of 1948. Lower prices were posted in January and
February for cotton goods and clothing, rayon yarn and woven
goods, fuel oil and gasoline, fats and oils, and industrial
alcohol. Prices of metals and their products, on the other
hand, have generally remained firm or have advanced in some
instances, though premiums above quoted prices have been
reduced or eliminated in recent months. The 4 to 6 percent
interim increase in freight rates granted on December 30,
1948, was reflected in higher quotations during February for
pig iron and a number of steel products.

While the price of metals and their products has been the
primary area in which additional advances have been made
in recent months, there were some indications in the opening
quarter of the year that pressures on metal prices were not
uniformly upward. During February, prices of remelt
aluminum, brass, and bronze ingots were reduced, and early
in March two of the larger producers of primary lead lowered
prices 2 cents to 19.5 cents a pound, the level prevailing last
summer. Scrap metal prices of all types have been generally
lower thus far in 1949.

Lower scrap prices
Since scrap metal prices are generally more sensitive to

supply-demand changes than prices of primary metals, an
analysis of developments in scrap metals is often useful in
gauging both price and production prospects of the primary
metals. Weakness in nearly all scrap metal markets de-
veloped by the beginning of 1949, but different factors were
responsible for these declines.

Prices for heavy melting steel scrap at Chicago fell from
the 1948 high of $41.75 per ton at the end of December to
$34.50 at the end of February. This decline of almost a
fifth in steel scrap prices has led to speculation as to whether
some basic alteration has occurred in the demand for steel
which has led procedures to bid less vigorously for scrap.

Consumption of steel scrap, however, has been advancing
sincft the July 1948 low point, when steel operations were
affected by vacations. In November 1948—the latest
month for which data are available—steel scrap consumption
at 5.6 million tons was 9 percent over November 1947, with
heavier volume in both home and purchased scrap con-
tributing to the rise. Peak steel operations in the first
quarter of 1949 suggest continued high scrap consumption
rates. Meanwhile, various factors on the supply side have

emerged which explain the sharp drop in steel scrap prices.
Scrap supplies were steadily augmented in 1948. Chief

factors enlarging supplies were the accelerated scrap collec-
tions during the mild winter of 1948-49 in the eastern part
of the country and a sharp rise in imported scrap materials.
Also, the gradual satisfaction in 1948 of the shortages in
many of the consumer and producer durable goods began
to permit a return to the higher scrappage rates of such goods
which had been customary in the prewar period.

These growing quantities of scrap and pig iron eased
pressure on prices of steel scrap which in 1947 and part of
1948 was selling above pig iron, contrary to the usual
historical relationship. As 1948 progressed, steel producers
added to their scrap inventories. At the end of November
1948, stocks of steel scrap held by consumers amounted to
5.8 million tons, or 30 percent above the previous November,
and the largest accumulation hi 5 years. Nearly all of the
increase in steel scrap stocks represented purchased scrap.
Thus, the improved inventory position of steel scrap con-
sumers at the end of 1948 reduced the urgency of their demand
for additional scrap supjmes and provided the setting for
the sharp decline of steel scrap prices during the early
months of 1949.

Nonferrous-scrap prices decline
The downturn in steel-scrap prices has also extended to

nonferrous-scrap materials. As shown in table 2, the extent
of the price fall has varied considerably for the various types
of scrap materials, ranging from sharply lower prices for
aluminum, brass, and lead scrap to more moderate declines
in copper and tin scrap. Some of these declines have pre-
ceded lower prices for finished materials, as in the case of
brass and bronze ingot prices and in remelt aluminum ingot
prices—all of which were reduced in February. These price
declines followed reductions in production schedules for
some types of lead and brass products using scrap materials.
Demand for primary metals thus far in 1949, however, has
continued strong enough to maintain prices at previous
levels, with the exception of lead.

Table 2.—Dealers' Nonferrous-Scrap-Metal Prices, at New York

[Dollars per ton]

Period

1946 _ .
1947
1948

1948:
January
February
March
April
May
June-

July
August _ _.-
September
October
November
December

1949:
January
February. _

Heavy
copper

" 10. 69
16.16
17.31

16.94
16.39
16.34
16.72
16. S7M
16.72

17. 12^
17.81
17.84
17.80
18.43
18.99

18.75
18.13

Brass
ingot
No. 1
compo-
sition

10.11
12.67
13.45

12.62
12.10
12.07
13.09
12.93
12.96

13.38
13.83
13.88
14.19
15.35
15.05

14. 52
13.12

Heavy
lead

6.83
11.72
15.92

12.18
12.25
13.55
14.99

- 15.13
15.61

15.82
17.16
17.39
18.10
19.64
19.23

18.75
15.92

New
zinc
clips

6.03
7.16
9.42

7.48
8.25
8.25
8.25
8.25
8.25

8.77
10.25
10.25
10.25
11.99
12.75

12.44
11.22

Old
zinc

4.70
5.37
7.01

5.29
5.63
5.63
5.65
5.88
5. 88

6.48
8.00
8.00
8.00
9.50

10.25

9.94
8.72

Block
tin

pipe

48.66
66. 05
81.00

77.50
77.50
77.50
77.50
77.50
83.50

83.50
83.50
83.50
83.50
83.50
83.50

83.50
82.87

New
alumi-
num
clips

7.94
8.63

11 82

9.11
9.25
9.25
9.55

10.15
10.82

12.37
12.48
12.25
13.81
16.04
16.75

16.13
15.12

Alu-
minum
crank-
cases

5.24
6.39
9 44

7.11
7.25
7.25
7.41
8.15
8.84

10.87
10.84
9.96
9.95

12.41
13.25

12.63
10.22

Source: American Metal Market.

Plant and equipment expenditures
That business as a whole plans a moderately smaller

volume of expenditures on plant and equipment during
1949 as compared with 1948 is suggested by the early returns
received in the annual survey of capital-investment antici-
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pations conducted by the Department of Commerce and the
Securities and Exchange Commission. Though below the all-
time high of nearly 19 billion dollars reached last year, however,
the anticipated capital investment for 1949, at least in dollar
terms, remained appreciably above the level of any other
year.

Largest declines from 1948, according to these partial
returns, are indicated for manufacturing industries and
smaller reductions in trade and the communications indus-
tries. Little change was expected in electric and gas utilities.
Railroads, however, indicated plans to boost capital invest-
ment above the level of 1.3 billion dollars reached last year.

Within the manufacturing segment there were consider-
able differences among industries. In the textiles, leather,
rubber, and furniture lines where it has been Apparent for
some time that the most urgent postwar expansion projects
had been largely completed, the capital investment programs
established for 1949 were modest when compared with those

of the previous year. In the manufacture of transportation
equipment, petroleum, and some of the metals industries,
on the other hand, it appeared likely according to present
plans, that the 1948 rate of investment would be either
approximately maintained or increased.

Expectations of sales volume for 1949 were also obtained
in the quarterly survey and in the aggregate the companies
responding anticipated relatively little change over the
1948 level. Important industry differences in this respect,
not available at this writing, will be analyzed in the next
issue of the SURVEY.

It is interesting to note that small manufacturers, who
had relatively less favorable sales expectations, anticipated
substantial declines in their capital outlays from 1948 to
1949. Larger firms anticipated a more favorable business
situation and accordingly showed smaller declines in their
planned capital outlays.

Industrial Composition of National Income in 1948

PRELIMINARY estimates for 1948 of national income
by broad industrial divisions, together with comparable data
for 1929 and 1947«, are presented in table 3. They show that
all industrial divisions contributed to the 1947-48 increase in
the net value of United States production.

These data permit much of the analysis of the changing
industrial structure of the economy, which was presented in
the December 1948 issue of the SURVEY for the 1929-47
period, to be extended through 1948.

Table 3.—National Income by Major Industrial Divisions 1

[Billions of dollars]

Item

All industries total

Agriculture, forestry, and fisheries
Mining -- - -
Contract construction __ _
Manufacturing
Wholesale and retail trade _
Finance insurance and real estate
Transportation - ~ -- -- _ _
Communications and public utilities _ _ _ _
Services -- -- -
Government and government enterprises
Rest of the world - --

1929

87 4

8.0
2.1
3.7

22.0
13.1
13 1
6.6
2.9

10.2
5.1
.6

1947

202 5

19.3
4.0
8.7

61 7
37.5
16 5
11.4
5.4

18.8
18 7

.4

1948

224 4

22.1
4.8

10.4
68.7
41.7
17.7
12.6
6.2

20.2
19.5

.5

i Estimates of national income by industrial origin for the entire 1929-47 period may be
obtained from the National Income Supplement to the July 1947 SURVEY and the July 1948
SURVEY (National Income section), table 13.

Source: U. S. Department of Commerce, Office of Business Economics.

Table 4 shows the percentage distribution of national
income among four sectors of the economy. From 1947 to
1948 the relative contribution to the national income of
government and government enterprises continued its de-
cline from the peak of 20.6 percent reached in 1945. National
income originating in government, which is measured by the
compensation of government employees, was markedly lower
in relation to the national income aggregate in 1948 than in
any year since 1930 but remained nearly half again as great
as in 1929. The government percentage reached a postwar
low early in 1948 and rose slightly during the remainder of
the year.

National income originating in agriculture, forestry, and
fisheries increased to 9.9 percent of the national income total
in 1948. For the period beginning with 1929, this percentage
was exceeded only in 1935 and 1946. The major factor in

the 1948 increase was the sharp rise in corn production fol
lowing the poor crop of 1947.

The composition of income originating in private nonagri-
cultural industries, which in the aggregate showed virtually
the same increase (11 percent) from 1947 to 1948 as the
national income total, is shown in table 5. The only indus-
trial division which significantly increased its share of total
private nonagricultural production was contract construc-
tion. Moderately lower were the percentages contributed
by finance, insurance, and real estate, and the services. In
each of these industrial divisions the downward movement
of "income originating" relative to all private nonagricultural
industries was in accordance with past trends and, aside from
the war years, the 1948 percentage was the lowest yet reached
in the period beginning with 1929. The relative positions of
manufacturing and of wholesale and retail trade, the two
largest divisions, were unchanged from 1947 to 1948, although
both have evidenced a relative growth trend in the past.

Table 4.—Percentage Distribution of National Income by Sector of
Origin 1

Sector of origin

National income

Government and Government enterprises
Agriculture, forestry, and fisheries _. . _ - _ _ _ . - _ . -
Rest of the world
Private nonagricultural industries. _ _ _ _ _ _ _ _ _ _ _

1929

100 0

5 9
9.2

9
84.0

1947

100 0

9 2
9.5

4
80 9

1948

100 0

8 7
9 9

4
81 0

1 Comparable data for the entire 1929-47 period were published in the December 1948
SURVEY, p. 12.

Source: U. S. Department of Commerce, Office of Business Economics.

Table 5.—Percentage Distribution of Private Nonagricultural
National Income, by Industrial Divisions 1

Item

All pri vate nonagricultural industries

Mining. _ _ _ _
Contract construction.
M anuf acturing
Wholesale and retail trade
Finance, insurance, and real estate . .
Transportation
Communications and public utilities
Services

100.0

2 8
5 0

29 9
17 8
17.8
8 9
3 9

13 8

100.0

2 5
5 3

37 6
22 9
10 0
6 9
3 3

11 5

100.0

2 6
5 7

37 7
22 9
9 7
6 9
3 4

11 1

1929 1948

i Comparable data for the entire 1929-47 period were published in the December 1948
SURVEY, p. 12.

Source: U. S. Department of Commerce, Office of Business Economics.
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Recent Changes in Consumer Credit

IN January there was a more than seasonal decline in the
volume of consumer credit outstanding, halting the upward
trend which had prevailed for more than 3 years. Coin-
cidental with the release of this estimate the Federal Reserve
Board announced a relaxation of Regulation W restriction
on installment credit terms which were established last
September.

The down payment on all items other than automobiles
was reduced from 20 percent to 15 percent. For all items,
including automobiles, the contract term permitted was
extended to 21 months. Previously it had been 15 months
for loans of less than $1,000 and 18 months for those over
$1,000. The significance of this development should be
appraised against the background of postwar credit expan-
sion, as well as the apparent effect of the termination of
Regulation W on November 1, 1947, and its reimposition
in modified form on September 20, 1948.

While *the availability of credit undoubtedly influenced to
some extent the intensity of consumer demands, the postwar
expansion of consumer credit was largely the result rather
than the cause of the changing pattern of consumption
expenditures in the postwar period. This changing pattern
of expenditures was in turn determined in the main by the
availability of goods. The expansion of expenditures on
most durable goods lagged behind the immediate postwar
increase in nondurable goods and the sale of automobiles
has continued to rise after some other durable goods passed
their peak.

Distribution of outstanding credit
The successive columns of table 6, which show for the

past 3 years the annual increase in consumer credit outstand-
ing and the proportionate share accounted for by the various
types of credit^ reflect this changing pattern of expenditures.
They also reflect the cumulative effect of high installment

Chart 9.-—Consumer Credit Outstanding, End of Year or
Month
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Chart 10.—Consumer Credit Related to Disposable
Personal Income
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^Source of data: Board of Governors of the Federal Reserve System.

Sources of data: Consumer credit, Board of Governors of the Federal Reserve System,
disposable personal income, U. S. Department of Commerce, Office of Business Economics;

sales on the total volume of credit outstanding. Over half
the increase in 1946 was in the noninstallment lines. By
1948 this share had dropped to less than 20 percent. In
the meantime the installment sale credit on other than
automobiles had increased from less than 10 percent in 1946
to more than 20 percent in 1947 and dropped back moderately
in 1948. The share of the annual increase accounted for by
automobile installment credit increased from 9 percent in
1946 to 32 percent in 1948.

These trends can be viewed in chart 9 which shows for the
major groups of consumer credit, annual data through 1946
and monthly data thereafter. Installment credit has been
responsible for the major credit fluctuations, historically, as
well as last year. Installment credit is now substantially
above the level a year ago while other types of credit are
only up moderately.

Outstandings low by prewar standards
Despite the increase of 10 billion dollars since VJ-day

from less than 6 billion dollars to over 15 billion dollars, the
total volume of consumer credit outstanding is still low by
prewar standards. At the end of last year it was equivalent
to a little more than 8 percent of disposable income, which
is below the experience of years like 1929 and 1941.

This can be seen in chart 10 which presents the scatter
relationship between consumer credit outstanding at the end
of each year and disposable personal income for the year.
The percentage lines drawn through the origin provide easy
reference guides. If the prewar increasing tendency to buy
on credit is taken into account* the margin below prewar
relationships is somewhat greater than shown. This may
be due to the large amounts of liquid assets in the hands of
consumers. While significant in itself the relationship does
not, of course, provide a measuring stick for appraisal of the
economic effect of recent changes in credit.

The margin below prewar relationships is larger in install-
ment credit. As pointed out previously in the November
1947 SURVEY, charge account credit was already in line with
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prewar relationships by the end of 1947. Similarly, service
credit appears to be at levels consistent with prewar experi-
ence.

Credit terms not predominant influence

With this perspective, closer examination of recent
trends in consumer credit is warranted. Such an examina-
tion cannot, of course, quantify the extent to which changes
in credit are due to changes in terms as distinguished from
all the other influences affecting consumer decisions to buy
on credit. It does suggest, however, that changes in terms
have been less important than other influences.

As shown by table 7, the rise in consumer credit during the
first three quarters of 1948, after credit controls had been
eliminated, was almost equal to that occurring in the same
period of 1947, when Regulation W was effective. In sharp
contrast, the increase in consumer credit for the four months

Table 6.—Annual Increases in Consumer Credit, 1946—48 1

[Millions of dollars]

Type of credit

Total consumer credit

Total installment credit

Installment sale credit

Automobile
Other ...

Installment loan credit

Total noninstallment credit _ _.

Charge accounts .. ._
Single-payment loans
Service credit

19

Dollars

3,503

1,585

655

317
338

930

1,918

1,073
743
102

46

Percent
of total

100.0

45.2

18.7

9.0
9.6

26.5

54.8

30.6
21 2
2.9

19

Dollars

3,325

2,277

1,281

607
674

996

1,048

558
444
46

47

Percent
of total

100.0

68.5

38.5

18.3
20.3

30.0

31.5

16.8
13 4
1.4

19

Dollars

2,498

2,009

1,256

810
446

753

489

242
195
52

48

Percent
of total

100.0

80.4

50.3

32.4
17.9

30.1

19.6

9.7
7 8
2.1

i From Dec. 31 to Dec. 31.
Source: Board of Governors of the Federal Reserve System.

ending January, 1949, after controls had been reinstated, was
one-third of the rise in the same months a year earlier.

With the elimination of installment credit controls, down-
payment and contract maturity terms in the first 9 months
of 1948 were substantially easier than in the first 9
months of 1947. Downpayment requirements for appliances
and furniture were reduced from one-third to less than one-
quarter but those for automobiles were typically unchanged.
Contract maturities were lengthened in all lines except, by
and large, for prewar used cars.

Table 7.—Increases in Consumer Credit 1947-49
[Millions of dollars]

Type of credit

Total consumer credit _

Total installment credit

Installment sale credit

Automobile. _
Other

Installment loan credit

Total noninstallment credit _ . _

Char ere accounts
Single-payment loans
Service credit

First three
quarters

1947

$1, 597

1,390

699

460
239

691

207

-190
'350

47

1948

$1, 389

1,587

935

707
228

652

-198

-385
148
39

October
1947-Jan-
ary 1948

$1,429

921

560

198
362

361

508

376
129

3

October
1948-Jan-
ary 1949

$561

277

193

117
76

84

284

223
52
9

Source: Board of Governors of the Federal Reserve System.
1 See "Consumer Credit in the Postwar Period," SURVEY OF CURRENT BUSINESS, Novem

ber 1947.

Despite this relaxation of terms, the increase in installment
loan credit and sale credit, other than automobiles, was
slightly less in the first three quarters of 1948, compared
with the same period in 1947. The declining ~ rate of in-
crease in sales, and therefore the smaller increase in credit
outstanding, was due to the diminished urgency of demand
and the actual exhaustion of backlogs in some areas. Pre-
sumably the difference would have been even more if con-
trols had been continued. It is evident, however, that the
relaxation of credit terms was not enough to offset these
other influences.

In contrast, the increase in automobile sale credit was
half again as large in the second period as in the first. This
was due in large part to the continued pressure of demand,
the increasing availability of passenger cars and the in-
creasing proportion of cars sold on installment credit.
The light easing of terms with the elimination of controls
may have been a contributing factor, particularly in in-
creased sales of used cars. Noninstallment credit, which
was uncontrolled in both periods, actually declined for the
first three quarters of last year.

Reduced credit expension in recent months

Installment terms under the reimposed Regulation W
were not substantially different from the typical terms
during the unregulated period but they did result in a
curtailment of the extreme range of smaller down payment
and longer contract maturities. To this extent they had
some effect on the demand for those goods typically bought
on installment and on the increase in credit outstanding in
the period October 1948 to January 1949. The evidence sug-
gests, however, that they were not a major influence in this
period.

The increase in credit for the 4 months ending January
1949, was less than half that in the corresponding period in
1947-48. Furthermore, the difference was largely in install-
ment credit, where controls were reimposed. However,
this is a net increase in outstanding credit which reflects
the higher rate of installment sales in previous months^ on
which payments were being made in the last 4 months, as
well as the effect of the reimposed controls on new installment
sales. Furthermore, credit controls were only one and not
the most important influence affecting consumer expendi-
ture decisions.

While total automobile sale credit outstanding increased
less in the four months ending January 1949 than in the
same period a year earlier, reports from sales finance com-
panies, which account for almost two-thirds of the install-
ment sale credit outstanding on motor vehicles, suggest that
the difference occurred primarily in used car financing.

As shown by table 8, new passenger car financing by these
companies was larger in these 4 months than in the same
period a year earlier. New car sales, and presumably in-
stallment financing, were still limited mainly by production
rather than by any lack of demand.

The change in credit outstanding is, o/ course, a function
of repayments as well as installment sales. The increase
between these two periods in the rate at which new install-
ment loans were being granted was not so large as the in-
crease in payments on existing installment credit. This
higher rate of repayments reflects the much larger volume
of credit already outstanding at the beginning of the second
period as the result of the higher rate of sales in previous
months. With repayments increasing more than new loans
as compared with the previous year, there was a smaller
net increase in credit outstanding.
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Table 8.—Volume of Automotive Retail Installment Paper
Acquired by Sales Finance Companies

[Index Numbers, January 1947=100]

Months

January
February
March
April
May
June

July
August
Sep terober
October

December

New passenger cars

1947

100.0
107.0
131.6
139.5
132.5
136.5

143.3
133.3
141.3
175.2
187.4
226.8

1948

222.3
195.6
256.2
225.5
178.1
204.8

223.2
254.4
246.8
212.2
258.8
282.0

1949

236.9

Used passenger cars

1947

100.0
110.0
134.2
143.6
146.5
146.5

149.4
146.4
159.6
158.0
156.4
164.2

1948

152.7
166.4
264.6
275.2
242.2
259.2

264.4
267.0
280.4
196.3
214.0
214.0

1949

184.0

Source: Board of Governors of the Federal Reserve System. Reports are based on repre-
sentative sample which accounts for the bulk of all Sales Finance Companies. Index numbers
computed by Office of Business Economics from month to month percentage changes.

While used car financing in the fourth quarter of 1948 was
above the comparable period of 1947 it was well below the
previous 7 months. This indicates that installment payments
exceeded new installment sales resulting in a net decline in
credit outstanding on used cars.

Importance of declining backlogs
The reimposition of Regulation W contributed to some

extent to the used car decline as well as the gradual shift from
higher priced to lower priced cars and the generally lessening
pressure of demand all along the line in recent months. More
importantly, however, these changes are understandable in
terms of the analysis of backlog demand presented in the
April, 1948, SURVEY. While the demand for automobiles is
still strong, many of the more urgent requirements have been
satisfied.

As in the case of automobiles the installment terms for
other consumer durables under the reimposed Regulation W
were not too different from those typically prevailing in the
unregulated period. To the extent that the regulation did
eliminate the more than typically easy terms, however, it did
mean some curbing of demand.

More important than any change in credit terms was the
fact that backlogs in many of these items have diminished or
disappeared. Again this is in line with the analysis of the
backlogs in the April 1948 issue of the SURVEY. As the more
urgent demands were satisfied there was necessarily some
leveling off of the upward trend of new installment sales.

Furthermore the net increase in credit outstanding, which
was only one-fifth as large in the 4 months ending January
1949 as in the same period of 1947-48, was affected by the
high rate of payments on the large volume of installment
sales made earlier in 1948.

Table 7 indicates the smaller increase in installment loan
credit outstanding in the 4 months ending January 1949, as
compared with the comparable period a year earlier which
is even more striking than the difference in installment sale
credit outstanding. Insofar as these installment loans are
used directly or indirectly for the purchase of consumer-
durable goods they are subject to the same influences as the
installment sale credit discussed above. Insofar as they are
used to meet emergencies such as major medical expenses
the volume of credit outstanding has tended to rise in line
with the higher than prewar incomes and living costs. With
a smaller rate of increase in incomes and a leveling off of the
upward trend in living costs, the further increase in credit
outstanding has been reduced. While the reimposition of
credit terms undoubtedly was a contributing factor the cor-
respondingly smaller increase in single payment loans, also
shown in table 7, suggests that these terms were not the
major influence. The single payment loans were not subject
to controls in either period.

The experience of jewelry stores indicated in table 9 sug-
gests that where sales have declined because of other influ-
ences affecting expenditure decisions, even though consumer
incomes are maintained, increased credit has not offset that
tendency. Jewelry sales were the first to show weakness
after the postwar peak which in this instance was reached in
1946. While sales declined in the next 2 years the amount
of credit outstanding almost doubled.

Table 9.—Sales and Installment Credit for Selected Retail Stores

[Index Numbers, 1939=100 for Sales; December 1939=100 for Accounts Outstanding]

Year

1946 . .
1947
1948

Furniture stores

Sales i

265
312
329

Accounts
outstand-

ing (end of
year)

65
94

112

Household appli-
ance stores

Sales 2

316
463
512

Accounts
outstand-

ing (end of
year)

10
19
29

Jewelry stores

Sales

371
362
333

Accounts
outstand-
ing (end of

year)

126
197
240

1 Furniture and housefurnishings.
2 Household appliances and radios.
Source: Board of Governors of the Federal Reserve System for accounts outstanding and

U. S. Department of Commerce, Office of Business Economics for sales.

International Transactions by Major Areas, Third Quarter 19481

ABOUT half of the decline in the export balance on goods
and services from 1,629 million dollars in the second quarter
to 1,243 million in the third was due to changes in our trans-
actions with Canada. Net exports to Latin America and
the EKP countries (including their dependencies) declined
by only about 100 million dollars for each of these groups of
countries.

A balance with Canada was achieved mainly through an
increase of United States imports, merchandise as well as
services. The rise in service imports, however, was due to
the increase of tourist expenditures which occurs regularly
at this season. It should be assumed, therefore, that the
third quarter transactions indicate that Canada has already

1 Estimates of the international transactions by areas will henceforth be published at the
time of revision of the global data, three months after the first global estimates are made
available. This lag is due to late receipt of detailed data required for the area break-down.

succeeded in balancing its transactions with the United
States. Even before the war Canada had to rely upon
dollars received from its export surplus to Europe to pay for
its import surplus from the United States, and is still,
though to a lesser extent than in 1947 or in the first quarter
of 1948, dependent upon dollars received from Europe to
meet expenses in this country.

The improvement in the balance of payments with the
EKP countries was considerably smaller than during the
preceding quarter and was due primarily to a seasonal rise
in tourist expenditures. Because of larger dollar receipts
under the European Recovery and other Government aid
programs, the need by the ERP countries to reduce their
dollar deficits became less urgent.

Significantly, the increase of about 240 million dollars over
the second quarter in Government aid to the ERP countries
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did not induce these countries to increase their import surplus
from the United States but rather to reduce their drawings
upon gold and dollar assets.

The decline of the export balance on goods and services
with Latin America reflected entirely lower exports. In fact,
imports also declined from the high amounts reached in the
first and second quarters of 1948. As was pointed out in the
February issue of the SURVEY in chart 24, page 30, imports
from North and South America during the first three quarters
of 1948 were higher than, might have been expected on the
basis of the prewar relationship between imports and domes-
tic production. Consequently it appears likely that the de-
velopments during the third quarter indicate the pattern by
which the gap between current dollar receipts and expendi-
tures by Latin America will be reduced. During the third
quarter of 1948 this gap declined to about 40 million dollars
as against about 70 million dollars in the preceding quarter.

Dollar transfers between foreign areas declined from the
second to the third quarter, but the direction of the flow of
dollars from Europe and the countries in the "all other'7
group, mainly the independent countries of Africa, Asia and
Oceania, to Canada and Latin America did not change. The
decline in the flow of dollars appears to be due to smaller

Eayments by the ERP countries to Canada reflecting a better
alance in the transactions between these countries. Since

total Canadian exports rose less than United States imports
from Canada it seems that Canada diverted exports from

other countries, primarily Europe, to the United States and
thus increased its dollar earnings. The better balance in
Canadian transactions with Europe was accomplished, there-
fore, by smaller imports rather than by expanded exports by
Europe.

Dollar receipts by Latin America from other areas appar-
ently remained unchanged from the second and first quarters
of the year, although about 40 million dollars of goods were
shipped from that area to the ERP countries under the
European Recovery Program in the third quarter.

The contributions of the European dependencies to the
dollar supply of the mother countries do not fully appear in
the accompanying table. Certain colonial products, prin-
cipally tin, are sold to us by the government of the mother
country'—in this case the United Kingdom—and are, there-
fore, included in our imports from that country.

The third quarter still reflected the contraction of trade
between the rest of the world, on the one hand, and the
United States and those countries, mainly Canada, which
require payment in dollars, on the other. The conservation
of dollars during the third and preceding quarters of 1948,
however, reinforced substantially by increased dollar dis-
bursements by the Government under the European Recov-
ery Program, made it possible during the following 3 months'
period to end the contraction in foreign expenditures. These
developments are discussed in the following analysis of the
international transactions during the year 1948.

Table 10.—International Transactions of the United States, by Areas, First Three Quarters of 1948

[Millions of dollars]

Item

Exports of goods and serv-
ices:

Merchandise, adjusted..
Transportation
Travel
Miscellaneous services...
Income on investments..

Total

Imports of goods and
services:

Merchandise, adjusted..
Transportation
Travel
Miscellaneous services. _.
Income on investments..

Total

Net balance on goods and
services

Unilateral transfers (net) :
Private
Government

Total

Long-term capital (net) :
United States private
U S Government
Foreign capital

Total

Gold and short-term cap-
ital:

Net purchases (— ) or
sales (+) of gold _

Net m o v e m e n t s of
United States short-
term capital abroad. _ .

Net movement of for-
eign short-term capi-
ital in the United States..

Total

Transfers of funds between
foreign areas (receipts
from other areas (— ),
payments to other areas
(+), and errors and
omissions) _

ERP countries

I

1,424
167
13
80
60

1,744

281
89
16

123
42

551

+1, 193

-86
-617

-703

-27
-512
-54

-593

-263

-20

+83

-200

+303

II

1,138
141
17
93
33

1,422

293
106
32

145
39

615

+807

-90
-660

-750

-21
-46

-101

-168

-399

+14

-31

-416

+527

III

1,085
161
16
91
61

1,414

284
133
61

134
45

657

+757

77
-940

-1,017

+6
-3

-19

-16

-106

-6

-2

-114

+390

ERP depend-
encies

I

188
9
3
4
3

207

189
2
7
4
1

203

+4

-8

-8

-1
-1
+2

+2

-4

Q

-11

+15

II

193
8
2
2
8

213

145
2
5
8
1

161

+52

i
+1

9S

-1

-24

+2

+1

-20

-17

-11

III

154
5
3
1

20

183

160
2
5
5
1

173

+10

-2

-?

-25

-5

-30

+3

+2

+30

+35

-13

Other Europe

I

101
9
1
2
1

114

48
5
1
4
1

59

+55

34
-1

-35

+5
-24

-19

+4

-11

-1

8

+7

II

37
, 5

1
4
1

48

49
6
1
3
1

60

-12

-30

-30

-3
-7
-1

-11

+2

-8

-22

-28

+81

III

41
5
1
2
5

54

48
7
1
6
1

63

-9

-23

-23

-13
+15

+2

+7

-15

-8

+38

Canada and
Newfoundland

I

430
12
21
9

57

529

340
17
24
7
7

395

+134

+1

-14
50

-4

68

-1

+5

+87

+91

—157

II

498
15
31
9

86

639

369
19
54
7
8

457

+182

+2

+1

-56
-89
+15

-130

+62

+3

+84

+149

-202

III

490
17
37
10
55

609

426
20

140
8

24

618

-9

-2

-2

-160
+140

-2

22

o

+96

+94

-61

Latin American
Republics

I

860
77
20
29
92

1,078

715
39
47
21
3

825

+253

—4
-2

-6

-19
16

+6

-29

+5

-14

-19

-28

-190

II

838
65
25
22

125

1,075

669
39
39
20
2

769

+306

— 5
-2

7

-36
5

-9

-50

-81

+9

+21

-51

-198

III

678
67
27
22

114

908

596
45
45
14
2

702

+206

7
-2

-9

-2
7

+3

-6

-55

+47

+13

+5

-196

All other coun-
tries

I

653
59
5

27
15

759

362
9
4

83
2

460

+299

—30
-153

-183

-1
+3
+1

+3

-93

+29

-29

-93

-26

II

685
51
4

20
52

812

346
8
6

155
3

518

+294

-34
-94

-128

-48
15

-4

-67

-112

+9

-34

-137

+38

III

637
49

4
18
63

771

370
8
5

92
5

480

+291

—27
-259

-286

-35
97

-7

-69

-163

+12

+71

-80

+144

Total foreign countries

I

3,656
333
63

151
228

4,431

1,935
161
99

242
56

2,493

+1,938

— 161
-774

-935

-57
-600
-49

-706

-346

-15

+112

-249

-48

II

3,389
285
80

150
305

4,209

1,871
180
137
338

54

2,580

+1,629

— 158
-756

-914

-187
-162
-101

-450

-526

+28

-2

-500

+235

III

3,085
304
88

144
318

3,939

1,884
215
257
259
78

2,693

+1,246

136
-1,203

-1,339

-229
+118
-30

-141

-323

+62

+193

-68

+302

International
institutions

I

2

8
3

13

1
1

2

+11

-33

-33

-2

-257

-259

+281

II

12

12

5

6
1

12

-39

-39

+5

+5

-78

-78

+112

III

17
3

20

8

14
1

23

-3

-11

-11

-7
-3

-10

+3

-1

-18

-16

+40

Total

I

3,658
333
63

159
231

4,444

1,935
161
99

243
57

2,495

+1, 949

-161
-807

-968

-57
-600
-49

-706

-348

-15

-145

-508

+233

II

3,389
285
80

162
305

4,221

1,876
180
137
344
55

2,592

+1,629

-158
-795

-953

-187
-Ib2
-96

-445

-526

+28

-80

-578

+347

III

3,085
304
88

161
321

3,959

1,892
215
257
273
79

2,716

+1, 243

-136
-1,214

-1,350

-236
+115
-30

- -151

-320

+61

+175

-84

+342

Source: U. S. Department of Commerce, Office of Business Economics.
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Wholesale Prices are off about
7 percent from the peak.
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The major decline has been in
farm and food commodities,...
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but price declines in industrial products
are becoming more numerous.
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SOURCES- INDEXES, U. S. DEPARTMENT OF LABOR, BUREAU OF LABOR STATISTICS;
CALCULATIONS FOR BOTTOM PANEL WERE MADE BY OFFICE OF BUSINESS ECONOMICS,
FROM 8LS DATA.

U. S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS.

THE

SITUATION
By the Office of Business Economics

BUSINESS and consumer buying in March continued at
the cautious rate which has characterized recent months.
To stimulate sales, business stepped up selling activity and
reduced prices of industrial and consumer goods over widen-
ing areas of the wholesale and retail markets. These induce-
ments were partially effective so that in March, as in Febru-
ary, retail dollar sales were little changed from the rate to
which they had dropped in January. The physical volume
of consumer purchases in the first quarter was maintained
at approximately the same level as in the final quarter of
1948. The dollar amount of consumer expenditures, how-
ever, was lower in line with the drop in prices, though higher
than in the first quarter of 1948.

Business outlays for plant and equipment were maintained
at a high rate in the first quarter—after seasonal adjustment
not much different from the preceding quarter and 12 per-
cent above a year ago. Underlying the maintenance cur-
rently of the high volume of fixed capital investment are the
expectations by business that aggregate sales for 1949 will
be little changed from the record total of 1948. These ex-
pectations, which represent business reporting as of the
middle of the first quarter of 1949, are summarized in the
annual survey of prospective capital expenditures presented
in a special article in this issue.

Government purchases of goods and services, including
those of state and local governments, have continued on the
rising trend of recent months. The signing of the Atlantic
Pact in early April increased the international obligations of
the United States.

Total employment expanded by half a million workers in
March chiefly as the result of seasonal factors, particularly
in agriculture where the bulk of the increase occurred. Em-
ployment in trade and in the service industries increased,
but the decline in manufacturing employment continued.
The increase in total employment in early March checked
the rise in unemployment. Because of the further reductions
in employment in some of the major occupations covered by
unemployment insurance, the total number drawing com-
pensation increased in March.

Income lower but above last year
The flow of personal incomes in February dropped $2.5

billion from the revised January total to an annual rate of
$217 billion. Most of the decline was in agricultural income
despite the continuation of a substantial degree of Govern-
ment price-support operations, the significance of which is
analyzed in a subsequent section. The February total for
all personal income was off about $4 billion at annual rates
from the high of December. It was 5 percent above Febru-
ary of last year, and the same relative increase is expected
for the quarter as a whole.

830718°-49 1
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Disposable income compares more favorably with 1948
because total tax payments are somewhat lower. Since con-
sumer expenditures have not risen so much as incomes, there
has been a substantial and significant increase in current
saving of individuals as compared with the same period last
year.

The effect upon aggregate demand of the increased rate of
saving which has characterized the past year was reinforced
during the first quarter by the reduced rate of inventory
accumulation by business. The change in business buying,
with current personal saving continuing to rise, has put down-
ward pressure on the price level. This has made necessary
an intensified search by management for operating econo-
mies—economies which earlier had been very difficult to
achieve under prevailing conditions of intense war-induced
demand.

However, it is essential to keep recent changes in perspec-
tive. Business is off from the peak rates of the final quarter
of last year, but gross national product and personal income
are considerably higher than a year ago.

Little change in industrial production
Industrial output which had slackened in February did

not show the usual seasonal rise in March, after allowance
for the two-week stoppage of coal production.

The steel and automobile industries continued to exert a
sustaining influence on manufacturing activity. Steel-mill
operations in March averaged close to 103 percent of rated
capacity, although in the last week of the month the rate
was lower. March output totaled 8.4 million tons of steel
ingots and castings—a new record. The automobile indus-
try, with model change-overs completed and with more steel
available, also stepped up operations. Assemblies of pas-
senger cars and trucks in the United States exceeded the
half million mark, making March the best month in terms
of units in the postwar period so far. With material supply
prospects improved, this uptrend is expected to continue.

The decline in industrial production in February was due
chiefly to lower activity in the industries manufacturing
machinery, lumber and lumber products, stone, clay and
glass products, refined petroleum, rayon, and industrial
chemicals. Activity in cotton textile mills increased sea-
sonally but mill consumption of cotton was still one-fifth
lower than in February 1948.

Public construction up—Residential
starts lagging

The total value of new construction at $1.2 billion in
March was fractionally higher than a year ago. Public con-
struction for the month was running considerably ahead of
last year as work was pressed on long-deferred projects for
highways and public buildings. In the private sector, how-
ever, the sizable increases in public utility and other classes
of nonresidential construction in March as compared with
March last year did not offset the lag in residential building,
although there was some pick-up in private construction over
the seasonally low February level. New nonfarm dwelling
units started increased from 46,000 in February to 62,000
in March. For the first 3 months of this year starts averaged
about 10 percent lower than in the first quarter of 1948.

Spread of price declines
The nature of the adjustment which is taking place in the

economy is reflected in the shifts in prices which are charted
on page 1. Two tendencies are evident from this chart.
The first is that the volatile farm and food prices, which fell
sharply from midsummer of 1948 until the middle of Feb-
ruary of this year, have since then fluctuated within a nar-
row range (see middle panel). In the first week in April
they were about the same as a month earlier and a little
higher than 2 months earlier.

The second tendency is illustrated in the bottom panel of
the chart. Prices of commodities other than farm and food
products as a group showed little change in the last quarter
of 1948 and in the first quarter of 1949, but the area of price
decline has widened, and fewer prices are still advancing.

Noteworthy among domestic economic development of
late March and early April, however, was the spread of
price reductions from one industrial commodity to another.
Prices of some building materials and metals which had ad-
vanced sharply last year, while supplies were still scarce
relative to rising demand pressures, receded in varying de-
grees. Sharpest declines were recorded in some basic ma-
terials and semifabricated products, especially steel scrap,
lead, zinc, and wool tops, but fabricated products were not
immune, as small cuts were made in the prices of automobiles
and reductions were posted for major household electrical
appliances, such as refrigerators, washers, and ranges.

This general softening in industrial commodity prices re-
flects the gradual decrease in demand pressure at prevailing
prices relative to the increasing supplies available for do-
mestic consumption. The high rate of output attained last
year and still maintained, except for minor reductions, was
in most cases higher than the inflow of new orders and hence
cut into unfilled order backlogs for both producers' and
consumers' goods.

Evidence of this with respect to some consumer goods will
be found in a subsequent section of this review, where the
backlog demand for a number of important consumer dur-
ables is analyzed. As these backlogs of accumulated war
period demands are reduced or exhausted and as current
operating schedules must rely to an increasing extent upon
current demands, prices that reflected large scarcity pre-
miums are being adjusted downward. Not all of these ad-
justments are reflected in standard price series.
New order trend lower

The slackening of output from the peak early last fall was
induced by a drop in incoming business. This downward
drift in new business has in general reflected a shortening of
forward commitments, the reduced rate of inventory accu-
mulation, and some price reductions rather than any actual
decline in either the volume of consumption or the amount
of capital put in place.

New orders for machinery and other types of equipment
for which orders are usually placed well ahead are about
10 percent less currently than they were 6 months ago, and
backlogs are being reduced by the current rates of shipments
of these products which are down much less than orders.
In some cases, notably railway freight cars reviewed in last
month's issue, the flow of new business has remained very
low recently.
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Trend of Sales of Consumers' Durable Goods

IHE total dollar volume of retail trade was lower, on a
seasonally adjusted basis, in the first quarter of 1949 than
in the latter part of 1948. The easing of demand has ex-
tended to most durable-goods lines which earlier had been
very strong as a result of war-induced shortages, although
in the important automotive group sales in general have
continued to be linked to the availability of new cars. Even
here, however, the upward price trend in new cars has been
arrested with announcements of price reductions which,
though small on the average, have covered a large portion of
total output.

Sales of durable goods had shown a sustained upward trend
until the third quarter of 1948, with the year-to-year gain
for that quarter exceeding 20 percent. Then, in the fourth
quarter of 1948, declines occurred in building materials and
hardware stores and in the homefurnishings group, and these
declines have been extended during the first quarter of 1949.
While demand for durable goods remains large, consumer
needs are now not so urgent as earlier in the postwar period,
and price considerations have become an increasingly im-
portant influence.

The effect of these developments upon the general trend
of retail trade is shown in the following table.

Table 1.—Retail-Store Sales, Adjusted for Seasonal Variation

Period

1947: Quarterly average .
1948:

First quarter ._ __ ._
Second quarter
Third quarter _ _
Fourth quarter

1949- First quarter _ _

Sales of all
retail stores
(millions of

dollars)

29, 582

31, 723
32, 511
32, 850
32, 867
31, 950

Sales of
durable stores

(millions of
dollars)

7,598

8,685
8,909
9,478
9,232
8,950

Percent of
durables to

to total

25.7

27.4
27.4
28.9
28.1
28.0

Source: U. S. Department of Commerce, Office of Business Economics.

The proportion of total retail sales made by durable-goods
stores rose through the third quarter of 1948, and then
tended lower in the most recent 6-month period. Although
the decline in the sales of durable-goods stores has been
marked, it followed the extraordinary advance of the past
2 years. Thus, in the first quarter of 1949, sales of
durable-goods stores have been higher than in the corre-
sponding period a year earlier. The recent trends suggest,
therefore, the desirability of bringing up to date the analysis
of the backlog demand for consumers' durable goods pub-
lished a year ago.1

Backlog calculations
For convenience, the methods used in the original study

are here given briefly, but the reader is referred to the
original article for more extensive treatment. The principal
variable used to estimate the ownership or stocks of the
product is disposable personal income, roughly adjusted for
changes in the general price level. In addition, a second
variable, time, is used in the* analysis in order to measure the
long-term growth which has taken place in ownership of the
various products.

From this analysis a "calculated" ownership demand is
obtained on the basis of a regression equation. The differ-
ence between the "calculated" value and the "actual" owner-
ship or stocks of the product reported is termed the backlog
demand of new users or additional backlog demand.

In a second portion of the analysis the replacement back-
log is obtained by calculating normal scrappage from wear

i Backlog Demand for Consumers' Durable Goods, by L. Jay Atkinson, SURVEY, April
1948.

and obsolescence since 1941 on the basis of scrappage data
from the prewar period.2 From this estimated normal scrap-
page is subtracted apparent scrappage in order to obtain the
calculated replacement backlogs, i. e., the over-aged stocks
which it is estimated that consumers will replace under cur-
rent income conditions.

The resulting demand functions take no explicit account,
of many special features affecting the demand for the various
products both by changing the total number in use at any
given time and by affecting the age at which they are
scrapped and replaced by new units. Thus, the influence
of model changes, prices, credit terms, and selling effort,even
though not directly measurable, will affect the sales of those
products. Consequently, the basic demand calculations
shown below are rough approximations based upon extra-
polation of prewar relationships to the present times.

Passenger Automobiles

Expansion in output of automobiles and their increasing-
availability for consumer purchasing focus attention upon
the size of the remaining backlog demand for automobiles.
Although no precise estimate can be made of the backlog
demand, an analysis of basic relationships prevailing during
the prewar years makes possible a rough appraisal of the
demand for automobile ownership under current economic
conditions.

Basis of demand estimates
The estimates of the demand for new automobiles are based

upon two difficult sets of calculations—one for the total
car population and one for replacement requirements. The
latter is especially subject to qualification since the shift
of only one year in the average age of replacement would
raise the replacement backlog about 2 million cars.

Chart 2.—Passenger Automobile Registrations

MILLIONS
40

EXTENSION OF 1922-41
RELATIONSHIP

ACTUAL

ASSUMING
12-YEAR
REPLACEMENT

30
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0 I I I I I I I I I I I I I I I I I I I I I ( I I I I I
1922 23 24 25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40 41 42 43 44 45 46 47 48̂

U.S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS. 48-IO3

1 Calculated from a linear least squares regression for the years 1922-41; based upon gross
national product adjusted for approximate changes in the price level and a logarithmic time,
relationship. Coefficient of determination (R2)=o.98.

2 Preliminary estimate.

Sources of data: "Actual," Federal Works Agency, Public Roads Administration; "cal-
culated," U. S. Department of Commerce, Office of Business Economics.

2 See "monograph 1," Temporary National Economic Committee, Investigation of Con
centration of Economic Activity (1940) and "The Dynamics of Automobile Demand," Gen-
eral Motors Corp., New York (1939).
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The total demand for automobile transportation in any
year is derived from an estimating equation based upon past
relationships between total private passenger-car registra-
tions, gross national product with rough adjustment for
changes in the price level, and time (year 1921 = I).3

The replacement estimates are based upon an analysis of
automobile registrations, which are available for all cars by
year of original registration or production. Studies made
over a period of several years of the survival age of automo-
biles show a clearly defined trend toward longer usable life
for cars. The average scrappage age for automobiles as of
1938 was estimated at 10 years.4 Later studies showed that
the average scrappage age had increased by 1941. The
estimated survival curve which is used in this study reflects
an average scrappage age for the present car population of
12 years, or 20 percent higher than the 1938 figure.

Rising replacement backlog
During the first 2% years after the end of the war, i. e.,

prior to 1948, automobile production for the domestic mar-
ket of 5.3 million was about equal to estimated requirements
for replacement and growth in the total car population.
According to these estimates, then, the wartime accumu-
lated backlog demand was little changed during this period.

The number of over-aged cars still in use increased by
about 2% million (see chart 2).

During 1948, automobile production of 3.7 million for the
domestic market was accompanied by a rise in total registra-
tions to 33.2 million, which as shown in chart 2, was only
a little less than the current calculated demand for automo-
bile ownership. Apparent scrappage of cars was greater in
1948 than in other recent years, but was still only about
one-half of the estimated normal scrappage of 2 million
cars per year. Thus, although the number of cars in use
approached the total calculated demand for cars, the number
of over-age cars continued to rise, reaching about 6 million.

Table 2.—Passenger Car Registrations by Age Groups

Age group (years)

Under 0.5
0 5 to 1 4
1 5 to 2 4
2 5 to 3 4
3 5 to 4 4
4 5 to 5 4
5 5 to 6 4
6.5 to 7.4 _-
7 5 to 8 4

8.5 to 9.4
9 5 to 10.4
10 5 to 11.4
11.5 to 12.4 .._
12 5 to 13.4
13 5 to 14 4
14 5 to 15.4
15 5 to 16.4
16 5 and older

Total

A.ge not known
Total in use

19-

Units
(thou-
sands)

3,240
3,112
2 402
1 733
3,481
3, 175
2,139
1,591
1,120

735
1,211
1,205
1,278

561
*502

27, 485

215
27 700

41

Percent
of total
cumu-
lative

11.8
23.1
31.9
38 2
50.8
62.4
70.2
75.9
80.0

82.7
87.1
91.5
96. 1
98.2

100.0

19-

Units
(thou-
sands)

448
0
0
0

997
4,107
3,182
2,426
1,736

3,390
2,893
1,675
1,021

607
369
626
592
889

24, 958

185
25 143

46

Percent
of total
cumu-
lative

1.8

5.8
22.3

* 35.0
44.7
51.7

65.3
76.9
83.6
87.7
90.1
91.6
94 1
96.5

100.0

19

Units
(thou-
sands)

1,367
2, 056

0
0
0

1,065
4, 085
3,113
2,379

1,679
3,304
2,790
1,592

967
568
346
596

1,377

27, 285

236
27, 521

47

Percent
of total
cumu-
lative

5.0
12.6

16.5
31.4
42 8
51.6

57.7
69.8
80.0
85.9
89.4
91.5
92.8
95.0

100.0

19

Units
(thou-
sands)

1,673
3,100
2,048

0
0
0

1,012
4,005
3,093

2,345
1,662
3,186
2,657
1,490

886
509
317

1,731

29, 715

253
29, 968

48

Percent
of total
cumu-
lative

5.6
16.1
23.0

26.4
39.8
50.3

58.1
63.7
74.5
83.4
88.4
91.4
93.1
94.2

100.0

* Includes cars in older age groups.
Based on data from R. L. Polk & Co., and Reuben H. Donnelley Corp., as of July 1 of

each year.
Source: Tabulated from "Automotive Industries," 31st Annual Statistical Issue, March 15,

1949.

3 The regression equation was fitted to the data for the years 1922-41 by the method of least
squares. Analysis of the growth curve for passenger cars suggested that time could be best
expressed in logarithmic form. The influence of automobile prices on these calculations is
considered in a later section.

4 The Dynamics of Automobile Demand, published by the General Motors Corp., New
York (1939).

The general aging of the car population is shown by a com-
parison of the age distribution—automobiles registered as
of July 1, 1948 with that prevailing in earlier years (see
table 2). In midyear 1948, 5.2 million cars were over 12%
years old and an additional 2.6 million cars were within 1
year of this age. The number of cars in these two groups
was 2 million higher than a year earlier and 3% million higher
than at the same date 2 years earlier. In 1941, the number
of cars more than 11% years old was 2.5 million, or about
one-third as many as in 1948.

Backlog declining but still large
After the introduction of new models which slowed

assembly lines in the first two months of 1949, automobile
production in March reached an annual rate of about 5 mil-
lion cars. On the basis of the demand calculations des-
cribed above, the extent to which a sustained rate of out-
put of this size would cut into the backlog demand may be
roughly inferred by comparing it with estimated current
replacement and normal growth, which is from 2% to 3
million cars per year at the present level of gross national
product.

As indicated earlier, there is sufficient flexibility in the
usable life of automobiles to make any precise calculation of
the actual backlog impossible, but there are limits to this
flexibility. In view of the substantial aging of the car
population, it is clear that at the current level of real income
there is still a very large market for new cars to provide
consumers the kind of transportation desired.

Vacuum Cleaners 5

The faster rate at which the demands for vacuum clean-
ers carried over from the war has been satisfied is evident
from chart 3. The number of cleaners sold in 1948 was
about 10 percent lower than in 1947 but was higher than in
any other year and twice as high as in the best prewar year.

Chart 3.—Homes Equipped With Electric Vacuum
Cleaners, Floor-Type
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i Calculated from a linear least squares regression for the years 1927-41; based upon dis-
posable personal income adjusted for approximate changes in the price level and a time
relationship. Coefficient of determination (R2)=o.97.

Sources of data: "Actual," McGraw-Hill Publishing Co., Inc., Electrical Merchandising;
"calculated," U. S. Department of Commerce, Office of Business Economics.

5 In the case of vacuum cleaners and of electric washing machines and refrigerators, acknowl-
edgement is made of the assistance rendered by the staff of Electrical Merchandising, a Mc-
Graw-Hill publication, in furnishing data on the number in use, together with material
relating to rates of scrappage.
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The calculated demand for vacuum cleaners is derived from
an extension of the prewar relationship between the number
of homes with vacuum cleaners, disposable personal income
roughly adjusted for changes in the general price level, and
a time trend.

As shown in chart 3, the total number of homes equipped
with vacuum cleaners at the end of 1948 was about 2 million
larger than the number calculated from past relationships.
This greater expansion in the adoption of vacuum cleaners
than indicated on the basis of prewar relationships illus-
trates the tentative character of the calculated demand.
It may be that the time trend which prevailed in the prewar
period is significantly different in the postwar period.

As shown in the chart, the backlog demand for the replace-
ment of over-aged vacuum cleaners is estimated to have been
about filled in 1948. In the prewar period, trade estimates
placed life expectancy at 13 years. The life period has un-
doubtedly been increased since and the results shown in the
chart are based upon the assumption that the life expectancy
is 15 years at the present time. Each change of a year in
the average scrappage age will result in a change in the
opposite direction of 1 million in the replacement backlog
estimate for vacuum cleaners.
Sales relationship

If sales, rather than the number of homes equipped with
cleaners, are related directly to the two variables—disposable
income and time—the calculated demand for new machines
is 2.4 million in 1948. Actual sales for the United States in
1948 were 3.3 million cleaners, or about 50 percent higher
than the calculated sales estimate.

During the latter half of 1948, sales, were at the rate of
about 3 million per year, and in the first two months of 1949,
they had receded to about 2.7 million at an annual rate;
(Although these figures are not adjusted for seasonal vari-
ation, on the basis of prewar seasonal factors, they would be
little affected by seasonal influences.)

Electric Refrigerators

The backlog demand accumulated for electric refrigera-
tors during the war period was greater than that for vacuum
cleaners, and slower reconversion after the end of the war
delayed the prompt satisfaction of the pent-up demand.
In 1948, however, output of 5 million electric refrigerators
(4% million for the domestic market) was 50 percent higher
than in any previous year.

Stocks in distributors hands began to rise in the fourth
quarter of 1948 from the abnormally low levels which had per-
sisted since the end of the war, and factory sales were cur-
tailed moderately at the year end as retail sales declined
during the fall and winter months. Apparently a number
of influences contributed to the slackening in refrigerator
sales, and it is not yet possible to evaluate the importance of
the various contributing factors. Some perspective can be
obtained, however, by an analysis of the backlog demand
situation following the same general procedure used above
for vacuum cleaners.

Backlog not exhausted
At the beginning of 1949, out of a total of 38 million homes

wired for electricity an estimated 27 million were equipped
with electric refrigerators, a rise of more than 7 million since
the end of 1941 (see chart 4). This increase, averaging 1
million per year, is about half as rapid as that which occurred
during a similar span of years ending in 1941, a period in
which real income was far lower than in recent years.

On the basis of the relationship which prevailed during the
years 1927 through 1941 between the number of homes

Chart 4.—Homes Equipped With Electric Refrigerators
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i Calculated from a linear least squares regression for the years 1927-41; based upon dis-
posable personal income adjusted for approximate changes in the price level and a time
relationship. Coefficient of determination (R2)=0.99.

Sources of data: "Actual," McGraw-Hill Publishing Co., Inc., Electrical Merchandising;
"calculated," U. S. Department of Commerce, Office of Business Economics.

equipped with refrigerators, personal disposable income ad-
justed for price changes, and time trend, the total demand as
calculated at the end of 1948 would call for the services of
an additional 2% million refrigerators, and a backlog of re-
placement demand estimated at about half this number. The
replacement estimate assumes an operating life for refriger-
ators of approximately 16 years in the postwar period, as
compared with an estimated 15 years before the war.

The extent to which current production is cutting into the
estimated backlog may be roughly inferred by the fact that
production of 4% million electric refrigerators for the domestic
market in 1948 was accompanied by an estimated reduction
of about half this amount in the backlog demand. In the
first 2 months of 1949, output was lower than in some
months of 1948 but about equal to the average output for the
year as a whole.

Electric Washing Machines

During 1948 output of standard-size electric washing ma-
chines reached 4.3 million units, a rise of a half million units
from the 1947 output. For the 2-year period, 1947-48,
production averaged twice as much as in any previous year.
As early as 1946, production was as high as the prewar peak
reached in 1941; it then continued to expand until the fourth
quarter of 1947, after which production leveled off and
remained relatively stable through the first 11 months of
1948. In December of 1948 and in the first 2 months of 1949,
output was cut to only 50 percent of the rate which had been
maintained for the past year. Only a small part of the recent
reduction is attributable to seasonal influences.

On the basis of demand, calculations of total demand which
follow the same procedures which were used for the other
durable goods, the number of homes equipped with electric
washers at the beginning of 1949 was about equal to. the
calculated demand derived from past relationships. Esti-
mates of the replacement demand, however, suggest that
2 million homes still have over-age machines which would
normally be scrapped and replaced (see chart 5). The
replacement estimate is based upon an average scrappage age
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Chart 5.—Homes Equipped With Electric Washing
Machines l
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of 15 years, which is 2 years higher than prewar trade esti-
mates. Each change of 1 year in average scrappage age will
alter in the opposite direction the estimated replacement
backlog by about 800,000 washers.

These estimates do not take into account the influence on
the demand for washers which will result from the introduc-
tion of automatic-type washers. The latter now represent
about one-fifth of total unit sales and a considerably higher
proportion of the sales. Another influence, the significance
of which is not yet clear, is the growth in the installation of
a number of washing machines in a community center
serving several hundred families.

Role of Prices

In the calculations of the postwar demand for the several
products, retail prices have not been used as an independent
factor determining sales. Obviously, prices do have an im-
portant and direct bearing on sales, but the problem of
measuring the effects of changing prices is complicated. No
method is available which will solve the problem of measuring
accurately the change in price of a product which is itself
changing in quality with the passage of time.

Since prices have not been treated as a separate factor in
the preceding analysis, there is an implicit assumption that
the interprice and price income relationships which prevailed
in prewar years will not be radically altered in the postwar
period. Any marked divergence in the postwar price re-
lationships among these products from the pattern which
prevailed during the prewar period used in deriving the
demand equations will modify the general conclusions
reached above as to the size of the postwar backlogs, and the
rates at which they are being exhausted.

Agricultural Income and Price Supports

FARM income, while down from the peak of last year,
has remained high so far in 1949—only slightly below the
amount received a year ago. This results from the contin-
uation of consumer income above the level of a year ago,
the bumper harvests of 1948, and the price-support opera-
tions carried on by the Federal Government under existing
legislation. While similar support operations have been
undertaken in earlier postwar years as part of the program
to stimulate high agricultural production to meet enlarged
domestic and world needs, this is the first year since prewar
in which supports have been necessary on a broad scale.

By the end of February 1949, Government price support
extended to farmers in the current fiscal year totaled more
than $2.2 billion, and in addition a substantial amount of pur-
chase agreements had been made. The impact of these oper-
ations has been felt not only on farm income but on the
prices of farm and food products, and on the Treasury's
position. A review of the existing program is especially
timely now in view of the proposals made to Congress early
in April, which would revise the standard of support from
price to income criteria.

Current interest attaches to the following phases of the
priCe-support program: (1) The* commodities for which price-
support activities Jiave been required, (2) the effectiveness of
support of operations in maintaining mandated levels of
prices, (3) the extent to which support-price programs tend
to bolster farm income, and (4) the liability incurred by
the Federal Government in its expenditures on support opera-
tions, though the ultimate cost to the Government cannot

be determined at this time since this depends upon future
price trends and ultimate disposition.

Features of price support
Under support-price legislation in effect until the end of

1949, mandatory levels of supports are required at certain
percentages of parity—generally 90 percent—for specified
farm commodities, while permissive supports are established
for all other farm commodities. The current legislation gov-
erning price supports is the Agricultural Act of 1948, which
extended previous price-support legislation to "basic" com-
modities marketed before June 30, 1950, and with certain
important modifications to "Steagall" commodities marketed
before January 1, 1950. Beyond these dates, the support
levels will be from 60 to 90 percent of a modernized parity
formula. .

The underlying objective of price-support legislation since
1933 has been the stabilization of agricultural prices and
income in agriculture, an industry in which prices are espe-
cially sensitive to supply-demand changes. Price supports
in farm legislation have been designed to maintain the rela-
tive position of prices received and prices paid by farmers
which prevailed during 1910-14, a period in which farm
prices bore a favorable relationship with nonfarm prices.
The statistical measure of this position is the parity ratio.1

i An extended discussion of the parity concept is given in Farm Price Supports and the
General Price Level, SURVEY, July 1947.
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Chart 6. — Prices Received by Farmers and Parity Ratio Effect of declining agricultural prices
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i Represents ratio of prices received to prices paid by farmers, including interest and taxes.

Source of data: TJ. S. Department of Agriculture, Bureau of Agricultural Economics.

Price-support operations are executed by the U. S. Com-
modity Credit Corporation which, by means of loans on agri-
cultural commodities and outright purchases, serves to
bolster market prices. Loans at the full support price are
made to farmers and cooperative marketing associations and
are secured only by the pledge of agricultural commodities.
Another device, first applied on a large scale to the grains in
the last year, is the purchase agreement whereby the producer
is given the option of selling his crop to the CCC at the sup-
port price when the agreement terminates, generally at the
end of the marketing season. The purchase agreement en-
ables producers who do not need immediate funds to obtain
price support without borrowing.

Postwar support operations

Prior to 1948, price-support operations of the CCC were
on a relatively limited scale in the war and postwar periods,
as the pressure of both domestic and foreign demand main-
tained most prices of farm products well above support levels.
As shown in chart 6, prices received by farmers rose almost
steadily until January 1948, when they had more than tripled
their 1939 average. The presence of support guaranties was
an important factor, however, in relieving uncertainty by
farmers in their production and marketing plans.

The greater advance of prices received by farmers relative
to prices paid during this period raised the parity ratio from
77 (1910-14=100) in 1939 to more than 120 in 1946 and
1947—well above the 100 percent level stated as the ob-
jective of agricultural price legislation. For the most part,
support operations were limited to potatoes, peanuts, tobac-
co, and wool. Even so, loans and purchases in the 1948
fiscal year amounted to $633 million, adding substantially
to farm income derived from the crops supported, but they
were still small in relation to total farm income.

As supply prospects improved in the U. S. and abroad,
prices of farm products moved lower. By March 1949 they
were 15 percent below the January 1948 peak, or back to the
level of the beginning of 1947 before the European crisis of
that year. The parity ratio in the 14 months fell from 122
to 106. Chiefly affected were grain prices which have de-
clined one-third from the high quotations to which they had
advanced in the period of European shortage.

During the harvest season, most grains sold below sup-
port levels, but as they began to move under loan, food-grain
prices rose to about the loan level. Feed-grain prices, how-
ever, have continued below the support price, as shown in
chart 7. In addition to the grains, substantial price support
was also required for cotton.

Despite some declines, prices of livestock and their prod-
ucts remained generally high in relation to parity, and conse-
quently did not require support. Small purchases, however,
were required in recent months for the support of eggs, milk,
and butter prices, with considerable bolstering effect in these
markets.

The extent to which price support loans and purchases
have removed supplies from the market — and thereby
lessened additional downward pressure on prices — is indi-
cated in table 3, for the major price-supported crops. At the
end of February 1949, 29 percent of the 1948 cotton crop and

Chart 7. — Prices Received by Farmers as a Percentage of
Parity or Comparable Price, March 15, 1949
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19 percent of the wheat crop had been placed under loan,
while loans and purchases accounted for more than two-
fifths of the peanut crop. Both wool and potato purcheses,
which comprised the major areas of price support activity
in previous years, were again substantial in 1948.

Only minor portions of the production of other agricul-
tural commodities have been involved in price support oper-
ations, although in some instances, even small quantities
thus removed from normal marketing channels have exer-
cised an important price influence.

Table 3.—1948 Production—Quantities of Net Loans1 and Purchases
Made by the Commodity Credit Corporation for Price Support,
Selected Crops, July 1, 1948-Feb. 28, 1949

Commodity

Cotton
Wheat
Peanuts . _ _ _
Potatoes
Soybeans
Tobacco
Wool
Corn

Unit

Bales
Bu
Lbs
Cwt
Bu . . . _
Lbs
Lbs
Bu

Millions of units

1948 pro-
duction

14.9
1, 288. 4
2, 268. 1

267.6
220.2

1, 897. 9
280.5

3, 650. 5

Net loans
made

4.3
241.1
219.0
16.3
6.2

58.5

139.4

Pur-
chases

(2)
(2)3 778. 7
453.9

5 48. 3

Loans and
purchases
as percent
of produc-

tion

28.5
18.7

344.0
426.2

2.8
3.1

8 17. 2
3.8

1 Including both collateral under CCC direct loans and under loans of lending agencies
guaranteed by CCC.

2 Quantities amounting to less than 100,000 units were sold by CCC, thereby decreasing
amounts diverted from normal marketing channels.

3 A small amount totaling 500,000 pounds was sold by CCC.
* Of this amount, 52 million cwt. were sold in diversion outlets such as the alcohol industry,

feed, and school lunches at about one-tenth of the purchase costs.
s Nearly all of the purchases consisted of coarse wools. Sales by CCC totaled more than

107 million pounds; the extent to which such sales were made from prior purchases of the 1948-
49 crop is not ascertainable.

Source: U. S. Department of Agriculture.

Support operations and farm income

The extension of price support operations to an important
group of farm commodities in 1948-49 has involved a far
greater outlay by the CCC than for any previous year.
Loans made during the current fiscal year through February
1949 totaled $1.757 million, while price-support purchases
have risen to $477 million, making total gross outlays for
the program $2.234 million.

Table 4.—Cash Farm Receipts and Commodity Credit Corporation
Loans l and Purchases

[Millions of dollars]

Item

Commodity Credit Corporation:
Net loans
Purchases

Total, loans and purchases
Cash farm income ._ -- - ._

Total loans and purchases percent of cash farm income.

July 1947-
February

1948

169
240
409

22, 675

2

July 1948-
February

1949

1,576
477

2,053
22, 481

9

1 Includes both CCC loans and loans made by lending agencies guaranteed by CCC.

Source: U. S. Department of Agriculture.

Net cash outlays have been lower than these gross figures
because of loan repayments and sales by the CCC. Net
loans, i. e., gross loans minus repayment, for the current
fiscal year through February have been $1.576 million (see
table 4). Purchases during the same period were $477
million, while sales amounted to $199 million.

In addition to the loans and direct purchases given above,
the CCC in the current fiscal year approved purchase agree-

ments under price support programs amounting to $379
million. Since under the terms of the agreement, farmers
have the option of not delivering commodities, the volume of
expenditures that will finally be made by the CCC under this
program cannot be determined at this time.

In terms of farm income, Federal support operations, as
shdwn in table 4, have made a significant contribution. Net
loans and purchases in the period July 1948-February 1949
represented close to one-tenth of cash farm receipts, compared
with about 2 percent for the same period a year earlier.
Since the bulk of loans and purchases are normally made dur-
ing the July-February period, it is probable that the Govern-
ment's relative contribution directly to farm income for the
1948-49 crop year as a whole may be somewhat lowered in
the next few months. On the other hand, fulfillment of
purchase agreement contracts—nearly all of which require
a May 1949 delivery date—may tend to increase the CCC
portion of farm receipts.

It should be noted that price support payments do not
measure the impact of expenditures on farm income. For
a number of commodities, the drop in farm receipts in the
absence of supports would be much greater than the amount
of support expenditures. This is especially the case with
commodities, like potatoes, where a small increase in supply—
now removed from normal market channels by CCC—is
accompanied by a sharp drop in market prices and a reduc-
tion in income.

Areas of price-support expenditures

Aside from the consideration noted in the preceding para-
graph, the importance of price-support operations for pro-
ducers of supported commodities is greater than that indi-
cated by the comparison of total support expenditures in
relation to total farm receipts. As noted above, support
operations have not been required for prices of most types
of livestock and their products, which account normally for
more than half of farm receipts.

Nearly all of the CCC price support purchases in the July
1948-February 1949 period consisted of peanuts, flaxseed,
and potatoes. These accounted for more than three-fourths
of the $477 million total volume of purchases. In the case of
loans, about 85 percent of the total volume consisted of
loans extended on cotton, wheat, and corn. The cotton
loans shown in table 5, were the largest single contributor
to the total of net loans extended—accounting for more than
two-fifths of the loan volume.

Table 5.—Price Support Operations of the Commodity Credit
Corporation, July 1948-February 1949

[Millions of dollars]

Commodity

Cotton. _ _
Wheat
Corn
Flaxseed
Irish potatoes __ __
Peanuts
Wool. ._ _. .. . .

G. sorghum
Barley .. - _
Tobacco
Eggs, dried. .
Beans . ___ _ __ __
Linseed oil
Other

Total ..

Net loans l

668.6
492.9
192.3

7.4
21.9
23.5

33.5
33.2
32.7

29.9

40.3

1, 576. 2

Purchases

(2)
(2)

130.8
130.3
104 6
37.7

31.6

21 7
20.5

477 2

Purchase
agreements

227 0
46 1
15 4

6 1
21 0

32.6

31 2

379 4

1 Includes both CCC loans and loans made by lending agencies guaranteed by CCC.
2 Less than $500,000.

Source: U. S. Department of Agriculture, Production and Marketing Administration.
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MAY 1949iTotal Gross National Product is down
3% from the peak in the 4th quarter,
but is higher than a year ago.
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U.S.DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS.

SITUATION
By the Office of Business Economics

JL RODUCTION and prices continued their gradual ad-
justment to the reduced level of total demand as the second
quarter opened. Consumer buying, which accounts for the
largest segment of demand for the Nation's output, has in
the aggregate remained relatively steady at the level to which
it had dropped in the early part of the year, though with
considerable variation by commodity groups. Business
buying, however, has been characterized by shortened com-
mitments. The Government continues as the major segment
showing a rising trend.

Total civilian employment rose from March to April and
the number of unemployed fell slightly to approximately 3
million. All of the April increase was in agriculture where
spring work got off to an early start; nonagricultural employ-
ment declined by one-quarter million, and the hours worked
per week were reduced.

Decline in national product and income
The underlying trends in the current economic situation

during the current year are reviewed in a succeeding section
within the framework of the national product and national
income statistics. The principal changes in the major com-
ponents of gross national product are shown in the chart on
the left. The decline in gross national product in the first
quarter of 1949 resulted from a drop in personal consumption
expenditures and in private investment, the latter due chiefly
to a reduction in the rate of inventory accumulation. Gov-
ernment purchases plus net foreign investment constituted a
partial offset, so that when stated at annual rates the total
at $256 billion was $9 billion less than in the fourth quarter
but $11 higher than a year ago.

Personal income in March was at an annual rate of $214.3
billion, which was $2 billion less than in February and $7
billion lower than the peak reached last December. Wages
and salaries in private industry and proprietors' income have
continued downward, but these declines have been partially
offset by a rise in transfer payments, chiefly unemployment
insurance benefits. Total personal income was still 4 percent
above March 1948.

Little change in total retail trade
The changes taking place in the various types of consumer

spending in March represented a continuation of recent
trends with little change in total retail trade since the turn
of the year. Thus, spending at automobile stores rose 8 per-
cent above February and 14 percent above a year earlier.
Food stores sales were about the same as in February on a
seasonally adjusted basis and a little lower than in the final
quarter of 1948. Spending at all other types of retail stores
has been declining in recent months, and was generally lower
again in March. Sales at apparel stores and general mer-

1
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chandise including department stores continued to decline on
a seasonally adjusted basis. However, preliminary reports
for April show that department store sales made about the
usual seasonal rise.

Order backlogs reduced
Manufacturers' sales in March continued the previous

month's partial recovery from their January setback. Sales
of nondurable goods showed a little better than seasonal rise.
Durable-goods sales, supported in some cases by sizable back-
logs of consumer and business deferred demands, picked up
somewhat more than is normal for March. Transportation
equipment—particularly aircraft—advanced substantially.
The largest decline was in the nonferrous-metals industry,
partly as a result of important price decreases. Among the
nondurables, textile and apparel sales were up less than is
usual for March; food products, however, rose more than
seasonally.

New orders placed with manufacturers in March con-
tinued generally at the reduced level prevailing in February.
Inasmuch as shipments held up, a further reduction in
backlogs was the result. Unfilled orders for railroad equip-
ment, lumber and furniture showed the largest declines.

Steps taken by manufacturers to reduce commitments in
the face of weakening prices and declining backlogs were
reflected in the drop of $300 million in the book value of
their inventories in March. Stocks of purchased materials
and goods-in-process were reduced more than $500 million
although this contraction was partly offset by a $200 million
increase in finished-goods inventories. The decrease in total
stocks was due in part to seasonal factors, and to lower costs
reflected in book values.

As pointed out last month, inventories of consumer goods
in completely fabricated form—trade stocks and manu-
facturers7 finished goods—appear, on the basis of prewar
relationships, to be low relative to final demand. It is
quite possible, moreover, that the declining backlog of
orders—by reason of its influence on manufacturers' expecta-
tions—may have the effect of causing manufactures to move
to reduce this ratio still more by cutting production.

Business working capital loans reduced
The decline in sales and the virtual cessation of the rise

in value of inventories has reduced business requirements
for working capital and has made possible substantial net
reduction of commercial loans since the first of the year.
In 1948 commercial loans by Federal Reserve member banks
increased relatively little—less than $750 million for the
entire year as compared with $3.8 billion in 1947 and $4.2
billion in 1946. Banks in large cities reporting weekly to
the Federal Reserve have shown a decline of $1.5 billion in
total loans of all types between the end of December 1948
and the end of April 1949. The bulk of this decline has
centered in the commercial and industrial category.

Business borrowing from banks generally declines in the
first quarter of the year, but this year the drop in com-
mercial loans was much more pronounced than during the
same period a year ago. For example, member bank com-
mercial loans in leading cities declined about $250 million
in the first quarter of 1948 but fell by $675 million in the
first three months of this year. Moreover, during the month
of April the decline was accelerated—outstanding loans of
this type at reporting member banks fell $700 million from
the preceding month.

The drop in lending has not been confined to working
capital loans. Although real estate loans at the end of
April were fractionally higher than they were at the end of

1948, they have not increased since mid-January. Last
year, real estate loans of reporting member banks showed a
moderate but steady upward trend during the first four
months as construction and real estate activity moved
upward.

Easing of restrictions

As the utilization of bank credit receded, the Federal
Reserve relaxed reserve requirements for all member banks,
effective early in May. Reserve ratios for demand deposits
were reduced from 26 to 24 percent for New York and
Chicago banks; from 22 to 21 percent for reserve city banks,
and from 16 to 15 percent for country banks. Reserve
ratios against time deposits for all classes of banks were
reduced from 1% to 7 percent. This action has freed some
$1.2 billion of reserves and thereby increased banklending
power.

The reduction in reserve requirements was only one of a
number of actions taken by the government agencies to ease
credit restrictions which had been adopted when inflationary
pressures were still strong. Late in March, the Federal Re-
serve reduced margin requirements on stocks from 75 to 50
percent, and at the end of April there was a further easing
in consumer credit requirements under Regulation W. Max-
imum contract maturities on automobiles, appliances, and
furniture were increased from 21 to 24 months and down
payments on furniture and appliances were reduced from
15 to 10 percent—the usual down-payment requirement in
the prewar period. Moreover, purchases of furniture and
appliances at $100 or less are now exempt from Regulation
W; previously the cut-off price had been $50.

Finally, the Federal Housing Administration has now per-
mitted insured repair and modernization loans under $2,500
to be made without any down payment, whereas previously
payment of 10 percent was required.

The waning of shortages was also reflected in the relaxa-
tion of both the voluntary steel allocation program and the
export controls administered by the Department of Com-
merce. The amount of steel allocated for essential indus-
tries for July was reduced 40 percent from the allocations
made for the preceding month. Export allocations were
increased for some important products, while for a long list
of other commodities, exports were authorized in unlimited
quantities to most destinations.

Price declines extended

The widening area of economic adjustment is reflected by
the extension of price declines in recent weeks over broader
sectors of the market for industrial commodities. Sizable
decreases have now occurred in all major groups of industrial
products. During the month of April wholesale nonfarm and
nonfood prices declined 2 percent, which was about equal to
the entire previous decrease from the November 1948 peak to
the end of March. Farm and food prices in wholesale and
primary markets also declined about 2 percent between the
beginning of April and the beginning of May. This followed
two months' relative stability of these indexes beginning in
February of this year.

The expanding incidence of price declines is evident from
an analysis of the principal price groups. Up until the end
of 1948, the sharpest price (declines occurred in cotton tex-
tiles, foods, hides and leather, chemicals, and fats and oils..
Although price adjustments to lessened demand pressure in
these segments have continued to be made into 1949, the rate
of decline slackened, as in the case of cotton textiles and
hides and leather.

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

May 1949



May 1949 SUEVEY OF CUBKENT BUSINESS

Adjustment in metal prices

In recent weeks the previous sharp upward trend in the
prices of materials used in durable goods has been reversed.
The sharp decline of scrap metal prices foreshadowed price
adjustment in nonferrous primary metals. Substantial re-
ductions in primary copper, lead and zinc prices in March
and April have erased a large part of the postwar rise in
the prices of these metals.

In general, quoted prices of iron and steel have not been
changed substantially from their 1948 peaks, though there
has undoubtedly been some reduction in effective costs of
such products. Aluminum and tin prices have maintained
peak levels attained last year.

Price reductions in the primary metals have made possible
further substantial downward revision of prices in the
fabricating industries, as in copper wire and brass products,
galvanized products, and paints, and in a broad range of

^ad and zinc products.
Reductions in manufacturers' prices of consumers durable

goods have become more general. As indicated in the anal-
ysis of production in a subsequent section, reduced demand
for a number of heavy consumer-durable goods resulted in
production cutbacks at the end of 1948 and in the first quar-
ter of 1949. Formerly a similar adjustment process had
resulted in price reductions for small durable-goods items,
such as toasters, table radios and electric irons which, be-
cause the plants making them were easily converted to peace-
time needs, had reached peak production rates early in the
postwar period.

Consumers9 price decline interrupted

The 5-month decline in the over-all consumers' price
index was arrested in March, mainly because of an advance
in retail food prices. The rise of the consumers7 price index
to 169.5 (1935-39=100) was slight, but it served to focus
attention on the trend of food prices, which in the spring
and summer of 1948 were largely responsible for the advance
in retail prices. As shown in chart 2, retail food prices rose
7 percent from March 1948 to August 1948, when the con-
sumer price index reached a postwar peak of 175. At that
time, the grain shortage of the previous year had resulted in
reduced marketings of livestock and record meat prices.

Improvement in 1949 food supplies

A part of the easing in food prices since last summer is
attributable to increased output, both actual and prospective.
The Department of Agriculture indicates that total food
production in 1949 is expected to be 3 percent higher than
in 1948, and nearly as much as in 1947 (see table 1). ^ Output
of food crops will be approximately the same as in 1948,
with declines in vegetable (except truck) crops offsetting in-
creases in food grain output. An increase of 4 percent in
meat, dairy and poultry products accounts for nearly all of
-the advance in total food production.

In view of the sharp rise in meat prices last spring and
summer, improved production of meat is of special signifi-
cance. The bumper harvest of 1948 has made possible an
increase in both beef cattle and pig production. During the
first quarter of 1949, Federally inspected pork slaughter was
10 percent higher than in the same quarter a year earlier.
Based on December 1948 farrowing plans of farmers, indica-

Chart 2.—Consumers' Prices
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tions are that the 1949 spring pig crop will be 10 percent higher
than in the spring of 1948.

Beef production is also increasing, although in this instance
the principal effect in 1949 will be an improvement in the
quality of beef rather than any substantial rise in marketings,
because of the long period required for cattle to reach mar-
keting age. The movement of stocker and feeder cattle to
feed lots has been of record proportions in the winter months.

Despite a substantial rise in pork output and an increase
in corn-fed beef, total meat available for consumption in 1949
is now estimated by the Department of Agriculture to be
only 2 percent higher than in 1948. The small size of this
gain reflects an expected decline in the slaughter of grass-fed

Table 1.—Volume of Agricultural Food Production

[1935-39 = 100]

Item

Food, grains
Truck crops -
IFruits and. nuts
Vegetables 6xcl.ud.ing truck crops
Sugar crops - -
Total food crops -

Meat animals - -
Poultry
Dairy products
Total food livestock
Total food production -

1945

155
142
112
110
94

130

147
163
119
141
138

1946

164
158
133
128
103
145

145
153
120
138
140

1947

196
140
129
107
110
148

144
150
120
137
140

1948

184
139
126
111
95

143

134
153
114
131
134

19491

194
140
124
102
88

143

137
164
117
136
138

i Production estimates are based on prospective acreage, preliminary crop indications and
estimated marketings and home consumption of livestock and livestock products for the
calendar year 1949.

Source: U. S. Department of Agriculture.

cattle and dairy cows—which groups are both important in
the total beef supply—and of lambs and sheep. Production
of poultry, however, is expected to be substantially higher;
the number of chickens hatched in the first quarter indicates
that farmers are going to exceed the 7 percent rise over 1948
in chickens raised, which was reported in the February sur-
vey of farmers' intentions for 1949. Dairy production will
also rise by 3 percent over the preceding year, although this
amount will still be short of output during 1945-47.
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National Income and Product in the First Quarter of 1949

1 HE market value of the Nation's output of goods and
services, as measured by the gross national product, de-
clined from $265 billion in the fourth quarter of 1948 to
256 billion in the first quarter of 1949 (see chart on p. 1).
National income, which measures the Nation's output in
terms of the incomes accruing in production, shrank in about
the same proportion, but complete estimates are not avail-
able at this time, because of the lack of sufficient data on
corporate profits.

The fall in personal income, which consists of the current
income receipts of persons from all sources, was considerably
smaller—from $220 billion at annual rates to 217 billion.
This was due mainly to the fact that disbursements of
property income were maintained, and that the stream of
production incomes was supplemented by transfer payments
in the form of unemployment insurance.

Decline in output moderate
The decline in the dollar value of national output had been

foreshadowed by the easing of inflationary tendencies in the
latter part of 1948. It was the first sizable drop since the
beginning of 1946, when the immediate postwar contraction
gave way to the upward phase of the postwar boom.

To put recent developments into perspective it should be
noted that the decline which occurred to date has been small.
In current dollar terms, national product still exceeds every
past quarter with the exception of the third and fourth
quarters of 1948. Although measures of the physical
volume of the national product are not available at the
present time, it appears that the recent drop reflected lower
prices as well as a somewhat smaller volume of output.

Spreading decline in industrial prices
The progressive shift in the basic supply and demand

factors which determine the level and character of economic
activity continued to be reflected in the movement of prices
in the first quarter of 1949.

As will be recalled from the discussion in the February
SURVEY, the general upward movement of prices had
virtually ceased by the end of the third quarter of 1948.
During the remainder of the year wholesale prices in general
showed little change. The only significant exceptions to
this generalization were livestock and meat and textile
products, which declined. Under the influence of falling
food prices the average of prices paid by consumers receded
moderately from the postwar top reached at the end of the
third quarter.

During the first quarter of 1949 price declines that re-
flected wholly or largely the changes which had occurred in
the agricultural supply situation slowed down and were, at
least temporarily, reversed from February to March, when
both wholesale prices of livestock and products, and retail
prices of meat increased. While prices linked to the agri-
cultural sector of the economy showed greater firmness,
price declines were spreading in the markets for industrial
commodities. In general they were small or moderate, but
they affected the wholesale prices of all major commodity
groups, including those durables that had shown no weakness
even in the closing months of 1948. Eetail prices of a
widening range of industrial commodities—durables as well
as nondurables—were also affected.

Weakening of private demand
These price declines in the markets for industrial commodi-

ties are significant. They indicate more clearly than was
evident in 1948 that the shift from inflation is not primarily
due to improved agricultural supplies—an essentially erratic
factor over which producers have only incomplete control.
They show that it is caused also by increases in industrial
capacity to produce planned by the business community; as
well as by a less intensive demand than the one that had
obtained in the expanding phases of the postwar boom.

Both supply and demand factors contributed to the easing
of inflation in the latter part of 1948. The importance of the
demand element stands out with increased clarity in the
economic developments of the first quarter.

Consumer demand lower
In the first place, changes in consumer income, expendi-

ture, and saving indicate clearly that a genuine weakening
in consumer demand has occurred—in the sense that con-
sumers are less willing to spend out of given levels of dis-
posable income. This condition could be inferred only
indirectly from the data available for the year 1948. Con-
sumer purchases and saving both kept rising throughout
1948, and the only indication that a weakening of consumer
demand (in the sense specified) was occurring lay in the
fact that relative to the increase in disposable income, the
increase in purchases appeared small and the increase in
saving large.

In the first quarter of 1949, however, there occurred a
small decline in the disposable income, a larger decline in
consumer purchases, and a consequent increase in personal
saving. Although the figures are subject to a margin of
statistical error, particularly in view of the difficulties
involved in their seasonal adjustment, this divergent move-
ment of saving suggests strongly a weakening in aggregate
consumer demand.

Inventory accumulation reduced
Domestic investment demand for gross national product

also was less insistent in the first quarter of 1949, especially
in business inventories. Net additions to these inventories
were halved as compared with the fourth quarter. Eeduced
accumulation reflected the carrying out of more cautious
buying policies adopted by the business community in view
of the uncertainties of the price and demand situation.

Government demand increases

as
Government demand for gross national product (including,
explained below, foreign purchases financed with United

States Government aid) increased further in the first quarter,
continuing the upward trend which had become increasingly
important in shaping the course of economic developments
during the year 1948. Currently government demand is the
only major expansionary factor in the economy, but its rate
of increase, so far at least, has not been sufficient to offset
the decline in demand emanating from the private sectors of
the economy.

A more detailed account of these broad developments and
of their reflection in the various components of the product
and income flow is given in the following review.
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The Flow of Income

Personal income declined by 3 billion from an annual rate
of $220 billion in the fourth quarter of 1948 to $217 billion
in the first quarter. The decline from the December peak to
March was larger—3 percent or 7 biHion, from a $221 billion
to a $214 billion rate. Despite this decline, total personal
income in March still exceeded the levels prevailing in the
first half of 1948.

It has already been noted that the decline in personal
income has been less than that in gross national product.
In part this is due to the fact that incomes paid out by the
business system have declined less than the value of business
production, as witnessed by the maintenance of dividend dis-
bursements. It also stems from the fact that an increase in
government transfer payments in the form of unemployment
insurance has worked as an offset to the decline of production
incomes. Accordingly, the declines in personal income have
been in wages and salaries and in proprietors' and rental
income.

Wage and salary receipts drop

Total wage and salary receipts as measured in personal
income dropped from the 138 billion annual rate in the fourth
quarter of 1948 to a rate of 134% billion in the first quarter of
1949. As in the case of total personal income this quarterly
change somewhat understates the decline which had occurred
by the end of the quarter, wages and salaries having dropped
to 132 billion by March. This rate corresponds to the one
which they had reached in the middle of 1948.

The decline was concentrated in manufacturing. On a
seasonally adjusted basis pay rolls ir» other commodity-
producing industries and in the distributive industries showed
a smaller change, and pay rolls in the service industries and
in government were maintained. Lower employment was
the major factor in the decline of manufacturing pay rolls.
It was reinforced by a decrease in the number of hours
worked. Somewhat higher average wage rates acted as a
small offset.

Drop in farm income

The net income of farm proprietors dropped from an annual
rate of 18% billion in the fourth quarter of 1948 to 17% billion
in the first quarter, roughly the level which had prevailed a
year earlier. Farm income has shown a tendency to decline
since the middle of 1948 and the quarterly comparison
accordingly understates somewhat the fall which had occurred
by March from the postwar peak.

The first quarter drop in agricultural income reflected
smaller receipts from marketings—prices were lower while the
volume of marketing was broadly maintained—as well as
smaller net additions to farm inventories. As in the latter
part of 1948, Commodity Credit Corporation outlays for
price support continued to be an important element in
receipts and served to maintain the income and purchasing
powder of farmers. In the absence of these supports the fall
in prices, and the decline in the current dollar measures of
national income and production that can be traced to the
price element, would undoubtedly have been much larger.

The influence of agricultural support operations on the
physical volume of national output produced is harder to
assess. But it is probable that the psychological effects of
larger price declines would have had a depressing influence
on the physical volume of output also. A more detailed
review of the farm situation appeared in the April SURVEY.

The drop in the income of non-farm proprietors was more
moderate than in farm income and reflected mainly develop-
ments in retail trade and to a lesser extent in manufacturing
and construction.

Table 2.—National Income and Product, Fourth Quarter 1948
and First Quarter 1949 1

[Billions of dollars]

Item

NATIONAL INCOME BY DISTRIBUTIVE SHARES

National income
Compensation of employees

Wages and salaries
Private _ _
Military
Government civilian _ _ _ _

Supplements to wages and salaries
Proprietors' and rental income *

Business and professional _
Farm
Rental income of persons

Corporate profits and inventory valuation
adjustment _ _ _

Corporate profits before tax
Corporate profits tax liability _ _
Corporate profits after tax

Inventory valuation adjustment _
N e t interest _ _ _ _ _ _ _ _
Addendum: Compensation of general Gov-

ment employees - - -

GROSS NATIONAL PRODUCT OR EXPENDITURE

Gross national product _ -
Personal consumption expenditures _ _ _ _ _

Durable goods '
Nondurable goods
Services

Gross private domestic investment
New construction

Residential nonfarm
Other _- -

Producers ' durable e quipment _
Change in business inventories, total

Nonfarm only
Net foreign investment
Government purchases of goods and services _

Federal
Less* Government sales -
State and local -

DISPOSITION OP PERSONAL INCOME

Personal income
Less ' Personal tax and nontax payments

Federal
State and local

Equals' Disposable personal income
Less* Personal consumption expenditures
E quals * Personal saving

RELATION OF GROSS NATIONAL PRODUCT,
NATIONAL INCOME, AND PERSONAL INCOME

Gross national product - -
Less* Capital consumption allowances . _

Indirect business tax and nontax liability
Business transfer payments -
Statistical discrepancy. _ ,

Plus: Subsidies less current surplus of Govern-
ment enterprises --

Equals* National income -
Less: Corporate profits and inventory valuation

adjustment
Contributions for social insurance
Excess of wage accruals over disbursements. _

Plus4 Government transfer payments _ _
N e t interest paid b y Government _ _ _ _ _ _
Dividends _ _
Business transfer payments _ _ _ _ _

Equals ' Personal income - _ _ -

Unadjusted

1948

IV 2

59.3
36.6
35.4
30.3

.9
4.2
1.2

12.8
6.4
4.6
1.9

8.6
8.7
3.4
5.3
-.1
1.3

4.7

69.6
48.9
6.7

29.1
13.2
10.3
3.8
1.8
2.0
5.7
.8
.5

—.1
10.4
6.3
.1

4.1

56.1
3.6
3.2
.5

52.5
48.9
3.5

69.6
3.7
5.2
.2

1.2

0
59.3

8.6
1.2
0
2.6
1.2
2.6
.2

56.1

1949

I

(3)
35.3
33.9
28.9

.9
4.1
1.3

12.5
6.2
4.4
1.9

(3)
(3)
(3)
<8).5

1.3

4.7

62.1
41.9
4.9

23.5
13.5
9.9
2.9
1.2
1.7
5.5
1.6
1.4
.4

9.9
5.9
.1

4.0

53.6
7.4
6.7
.7

46.1
41.9
4.2

62.1
3.8
4.9
.2

(3)

(3)'
(3)

1.4
0
2.8
1.0
1.8
.2

63.6

Seasonally adjusted,
at annual rates

1948

IV 2

235.6
144.7
139.6
119.6

3.7
16.2
5.1

51.4
25.6
18.4
7.4

34.3
34.7
13.5
21.2
—.4
5.2

18.4

264.9
181.0
22.9

105.1
53.0
42.8
14.7
6.9
7.9

22.7
5.3
4.1
-.4
41.5
25.4

.2
16.3

219.6
20.2
18.0
2.2

199.4
181.0
18.4

264.9
14.9
20.3

.6
-6.4

.2
235.6

34.3
5.1

9*. 9
4.6
8.3
.6

219.6

1949

I

(3)
141.9
136.8
116.9

3.7
16.2
5.1

50.0
24.9
17.7
7.4

(3)
(3)
(3)
(3)

1.9
5.3

18.5

255.9
176. §
21.5

101.4
53.7
37.7
13.5
5.9
7.6

22.0
2.2
1.4
1.6

40.1
23.7

.2
16.7

216.6
18.8
16.5
2.3

197.8
176.6
21.2

255.9
15.2
20.0

.6
(3)

.2
(3)

(3)
5.2
.1

11.1
4.6
8.3
.6

216.6

* Detail will not necessarily add to totals because of rounding.
2 Data for the fourth quarter of 1948 are the same as those in the February issue of

the SURVEY, with the exception that an actual estimate of fourth-quarter corporate profits
has been substituted for the arbitrary figure previously assumed. Revisions of the national
income and product estimates for 1948 to incorporate recent information will be made hi the
July issue of the SURVEY. It should be noted that in the interim national product data will
not agree fully with revised information already published for certain components of national
product, notably new private construction.

3 Not available.
* Includes noncorporate inventory valuation adjustment.
Source: U. S. Department of Commerce, Official Business Economics.
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Private Domestic Demand for Gross National
Product

Decline in consumer purchases
The $1 billion decline in disposable income from $199

billion at annual rates to $198 billion was associated with a
4 billion decline in consumer purchases—from $181 to $177
billion—and personal saving over the same period increased
accordingly from 18 to 21 billion. It has already been noted
that these developments indicate a weakening of consumer
demand. The basic causes of this weakening were discussed
in some detail in the review of national income and product
in the February SURVEY.

Such information as is available indicates that the reduc-
tion in consumer expenditures reflected largely lower prices,
and that the physical volume of consumption was more
nearly maintained.

It may also be noted that, as shown by retail sales data,
the drop in the dollar value of consumer purchases of com-
modities occurred from December to January and that
during the remainder of the quarter total purchases were
stable, even though personal income continued to drop.
Thus there is some evidence in these totals of a firming of
consumer demand. It should be observed, however, that
both for theoretical and statistical reasons this evidence is
highly tentative. Moreover, it is relevant that the con-
stancy in the totals was due mainly to a continued increase
in automotive expenditures and to the stability of food pur-
chases for off-premise consumption; and that many other
major types of purchases showed continuing declines in
successive months of the first quarter.

A review of recent developments in the consumer durables
field, published in the April SURVEY, indicates a substantial
easing in the demand for most types of durables other than
automobiles, mainly as a consequence of the satisfaction of
war-induced backlogs.

Domestic investment demand weakens
Gross private domestic investment purchases fell $5

billion from the fourth quarter of 1948 to the first quarter
of 1949—from an annual rate of $43 billion to $38 billion.
There were, however, marked differences among the various
types of investment.

Business purchases of plant and equipment were only
slightly lower. Declines in the demand of manufacturing
industries, whose postwar conversion and expansion programs
had been carried put more rapidly, were offset by larger
purchases by electric and gas utilities and railroads. Capital
expenditures by these industries are still increasing, because
of such factors as a relatively late start on some of the
expansion projects, initital shortages of essential raw mate-
rials, and long construction periods required for the com-
pletion of the programs.

As appears from the survey of plant and equipment
programs which was discussed in the April SURVEY, some
decline from the present high level of plant and equipment
purchases has been programmed by business for later parts
of this year. These programs were based on sales expecta-
tions whose fulfillment is contingent upon the maintenance
of a high level of business activity.

Private residential construction at $6 billion made a less
favorable showing. The first quarter rate represented
roughly a 20 percent decline from the peak level of activity
which, according to revised estimates of construction activity,
was reached in the third quarter of 1948. It now appears
more clearly than it did in 1948, when current developments
in construction activity were first foreshadowed by a drop
in residential building starts, that the decline in residential
construction reflects such basic forces as a gradual saturation

of demand for many types of housing at existing prices and
construction costs, accelerated by a less favorable credit
and liquid fund position of potential buyers. The recent
level of residential starts implies a further moderate reduction
in construction activity in the coming months.

Most of the reduction in domestic investment is attribut-
able to substantially smaller additions to business inventories
in the current quarter than in the fourth quarter of 1948—
$2 billion as compared with 5 billions at annual rates. Net
additions to farm inventories were somewhat smaller, but
the largest part of the change reflects the inventory position
of non-farm business.

More cautious inventory buying policies appear to have
been adopted already in 1948 as uncertainty with respect to
prices and sales developed in many lines of business. How-
ever, partly owing to some involuntary accumulation of
stocks in the hands of sellers, these restrictive buying policies
were not reflected in the actual movement of inventories until
the first quarter of the current year when smaller demand for
inventories served to reduce the scale of productive opera-
tions. Current inventory developments were reviewed in
the April SURVEY.

Foreign Demand and the Role of Government

Net foreign investment and government purchases of goods
and services, which in combination measure net foreign and
government purchases of American production, increased
slightly from the fourth quarter of 1948 to the first quarter of
1949—from $41 billion to $41 % billion, at annual rates. As
will become apparent from the subsequent discussion, their
continued uptrend reflected the increasing impact of Federal
Government demand, including export demand financed by
U. S. Government aid. State and local government demand
was an additional influence. Net export demand financed
from sources other than U.S. Government aid has continued
to contract, reflecting the earlier depletion of the gold and
dollar resources of foreign countries, as well as the increased
availability of U. S. Government aid.

Break-downs of foreign and Government demand

In a discussion of the impact of foreign and government
demand upon the economy the conventional break-down of
this demand into net foreign investment and government
purchases of goods and services is insufficient at the present
time. This break-down is influenced by shifts in the financing
of the international transactions of the United States in a
manner which obscures more basic economic relationships.

Specifically, exports financed by U. S. Government loans
are included in net foreign investment, whereas U. S. Govern-
ment grants are counted as a part of government purchases.
The reason for this distinction is, of course, that the former
type of transaction gives rise to U. S. claims on foreign
countries and is therefore properly classified under net foreign
investment, whereas the latter type of transaction does not,
being essentially in the nature of a gift. Hence a shift from
grants to loans, for instance, causes an increase in net foreign
investment and a corresponding decline in government pur-
chases, whether or not a change in total net exports or in total
U.S. Government aid to foreign countries has occurred. The
decline of Federal Government purchases in the first quarter
and the increase in net foreign investment is the result of
such a shift (see first panel of chart 3).

It is true that shifts in the form of United States foreign aid
are not without significance, and—for reasons which cannot
be detailed in this brief review—it is questionable whether a
more significant general purpose break-down of the gross
national product than the present one can be devised. It is
also apparent, however, that for the purpose of discussing
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many economic problems, such shifts are immaterial. Supple-
mentary break-downs of government and foreign purchases,
necessary for an adequate review of foreign and government
transactions, are given in the second and third panels of
chart 3.

The second panel of this chart breaks down the total of net
foreign and government purchases into total net exports, irre-
spective of the manner of their financing, and Federal Gov-
ernment purchases exclusive of all foreign aid—an item which
might be termed Federal purchases for domestic purposes. It
appears from the chart that the total of net exports has been
relatively stable since the beginning of 1948, whereas Federal
purchases for domestic purposes have been expanding rapidly.

Chart 3.—Break-downs of Federal Government Purchases
of Goods and Services, and Net Foreign Investment

NOTE.—U. S. Government foreign aid excludes United States subscriptions to capital of
international Bank and Monetary Fund, but includes dollar disbursements by these organi-I
zations.
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While this break-down is of some usefulness in discussing
the actual international movement of goods and services and
the amount of production available for domestic use, it would
appear upon further reflection that its significance is subject
to many qualifications. For instance—to take a hypo-
thetical case—armaments transferred to foreign nations
would appear under net exports in the above classification,
whereas armaments used by the U. S. Government would be

classified as Federal purchases for domestic use. Yet from
the standpoint of national security these two uses of arma-
ment production would be very similar, and the distinction
between export and domestic use implied by the break-down
would be of little significance. Moreover, this break-down
does not yield a complete measure of the demand for national
production that is attributable to the U. S. Government.

Such a measure, which is of more immediate interest, is
given in the third panel of chart 3. Here all foreign aid
outlays—loans as well as grants—have been included in
government purchases, and exports are measured net of all
exports financed by U. S. Government aid. Although this
break-down is a superior measure of Federal total demand, it,
too, has limitations that must be noted.

Net loans and cash grants are not necessarily an exact
indication of the Government's contribution to the financing
of exports, owing to the possibility that proceeds may be used
temporarily or permanently to replenish dollar balances or
gold stocks, or to repay obligations previously incurred.
Nor can it be deduced that in the absence of Government
loans and grants to foreign nations there would have been a
corresponding reduction in the total demand for American
production. It is highly probable that the net reduction
would have been smaller, since to some extent alternative
means of financing—say a reduction in gold and dollar
resources below levels considered as safe and adequate—
would have been found.

Federal purchases increase

With due regard for these qualifications, it appears from
the third panel of the chart that Federal purchases (including
all foreign aid) have increased sharply during 1948 and that
the increase has continued in the current quarter. Over the
same period net exports, other than those financed by the
U. S. Government, have contracted.

Expenditures for foreign aid were the largest single element
in the growth of Federal expenditures in the latter part of
1948, and their increase continued through the first quarter.
It represented a recovery from a temporary dip in foreign aid
outlays which followed the exhaustion of the British loan
early in 1948. Agricultural price support activities also
contributed heavily to the expansion of Government expend-
itures during 1948, and remained at a high level in the initial
quarter of this year. Other factors in the 1948 expansion
were the mid-year wage raise for Government employees,
enlarged construction expenditures, and an increased national
defense program. Purchases for national defense, which had
not risen significantly until late last year, increased again
in the first quarter.

Recent rise of transfer payments
In assessing the impact of the Federal Government with

the aid of national income statistics, it is possible to go
somewhat further than in the third panel of chart 3 by taking
account of other Federal expenditures—mainly transfer and
interest payments, subsidies, and grants-in-aid to State and
local governments—as well as of Federal receipts. Summary
information showing total Federal expenditures and receipts
and the resulting surplus and deficit is presented in chart 4.
which thus provides a more comprehensive picture of Federal
Government operations.

Needless to say the activities of the Federal Government
that are summarized in this chart do not reflect all Federal
operations that impinge upon the flow of income and pro-
duction. To give only one example, monetary and credit
conditions are of great importance in determining the course
of economic activity. Yet they cannot be discussed pre-
cisely within the framework of the national income accounts^
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Chart 4.—Federal Government Receipts and
Expenditures 1
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because, as presently constructed, these accounts do not
include comprehensive information on changes in the
financial assets and liabilities of the various sectors of the
economy. Nevertheless, the series on Federal receipts and
expenditures that are depicted in chart 4 do focus attention
on those Federal operations that have recently had the most
powerful single impact on the economy.

As can be seen from the chart the recent course of total
Federal expenditures did not differ greatly from that of
Federal purchases of goods and services. The former was
dominated by the movement of the latter, and expenditures
other than for goods and services in general did not show
large changes. A significant exception to this statement are
transfer payments in the form of unemployment insurance
which rose sharply in the first quarter.

Federal receipts decline

Chart 4 also shows that Federal receipts have declined
from their peak in the first quarter of 1948. This decline
reflected the reduction of income tax rates in the spring of
1948. The aggregate of other taxes was higher.

The effects of income-tax reduction have been felt only in
a staggered fashion, in a period beginning with the second
quarter of 1948 and ending in the first quarter of the current
year. Reduced rates of individual income tax became
effective May 1, 1948, with respect to current withholdings,
and were applicable to quarterly declaration payments filed
in June. Most of the decrease in current payments was
thus reflected in the second quarter of last year, but a full
3 months of withholding at the new rates brought about a
further decline in the third quarter. It was not until this
year, however, that the reduction became applicable to
most noriwithheld income taxes. Payment of both final
settlements and January quarterly installments at rates

much below those effective for last year introduced an addi-
tional sharp drop in seasonally adjusted Federal revenues
for the first quarter. Moreover, this retarded impact of the
tax cut was materially reinforced by an abnormally high
volume of tax refunds attributable to overwithholding in
the first 4 months of 1948.

Change in fiscal position of Federal Government

As a result of the divergent movement of receipts and ex-
penditures, the Federal surplus, which had been increasing
in 1946 and 1947, showed a rapid contraction during 1948
and (according to the definitions of receipts and expenditures
adopted in this review) was converted into a small deficit
in the current quarter.

The change in Federal surplus and deficit as depicted in
chart 4 illustrates the restrictive influence of Federal Gov-
ernment in the earlier phases of the postwar boom, when
the character of economic activity was dominated by infla-
tionary pressures emanating from the private sectors of the
economy. It also shows the expansionary influence of
Federal Government fiscal operations during 1948 and the
first quarter of 1949. It may be noted that even though the
shift in the Federal fiscal position compared with a year ago
has been quite drastic, it was accompanied by the passing
of postwar inflation and has not prevented a moderate
decline in prices and also in the volume of total economic
activity.

The Federal revenue and expenditure program for the
fiscal year 1950 is now under discussion by Congress, and is
subject also to other uncertainties, such as developments on
the international scene. It is impossible therefore at this
stage to make a definite statement about the future course of
Federal expenditures. It is apparent, however, that Federal
expenditures are still on the upgrade.

The outstanding element in the prospective expansion is
military purchases whose current level is still substantially
below the one envisaged by the national defense program.
The scope of this program will probably increase further in
view of the commitments implied in the Atlantic Pact.
Purchases of goods and services under other programs are
also likely to increase, although the net increase on this score
will be much more moderate. In addition, there is scheduled
for the coming fiscal year a substantial though non-recurring
increase in transfer payments in the form of dividends on
national life insurance policies. An extension and liberal-
ization of social security benefits has also been proposed.

Taking into account all these factors it is apparent that
the uptrend of Federal expenditures will continue to be a
powerful expansionary force although their increase will
probably be smaller than that witnessed over the past year.
The net effect on the economic situation cannot be predicted,
in view of the uncertainty surrounding the various Federal
expenditure programs, as well as the supply and demand
developments in the private sectors of the economy. Enact-
ment of increased taxes and social security contributions
would, of course, serve as an offset to the expansionary effect
of increased expenditures.

In considering the role of government in the present eco-
nomic situation account should also be taken of government
operations that in themselves do not cause changes in eco-
nomic activity, but tend to cushion declines that emanate
from other sectors. On the expenditure side an automatic
increase in unemployment insurance benefits and certain
other types of transfer payments results from declines in
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economic activity. The working of agricultural price sup-
port programs is similar in many respects. The effects of
these forms of expenditure, which were absent or of smaller
size in earlier periods, have already been traceable in recent
economic developments. On the revenue side the automatic
contraction of taxes which accompanies declines of economic

activity has a similar cushioning effect. As compared with

Erevious business cycles this effect is also more substantial,
ecause of the increased proportion of national income that

is currently absorbed by taxes, as well as the increase in the
proportion of taxes that are collected on a current rather
than a delayed basis.

Trend of Manufactures
INDUSTRIAL production continues to taper off from

the peak rates attained in the fall months of 1948. This
easing in total output reflects the successive readjustments
of various industries from the high operating rates achieved
during the period when backlogs were large. As these
adjustments continue, a diminishing number of industries
remain in the group reporting gains in output. However,
there are still some important industries—in particular,
automobiles and steel—where activity is either still moving
up or is sustained at or close to capacity rates.

The downward adjustments which have taken place so
far have on the whole been widely spaced, moving from one
product to another and then from industry to industry.
The industries which reached peak operations relatively
early in the postwar period have with few exceptions con-
tinued to show declining trends in output (see table 3).

Production edges lower

Total industrial output for the first quarter of 1949, as
measured by the Federal Reserve seasonally adjusted pro-
duction index, was about 3 percent below the postwar peak
rate attained in the fourth quarter of 1948 and it was under
the corresponding quarter a year earlier. The larger part
of the decline in production from the fourth quarter of 1948
to the first quarter of 1949 occurred in nondurable manu-
facturing. However, lower activity was reported for all
major industries except iron and steel and transportation
equipment which includes the important automobile industry.

In March, the decline in the Federal Reserve production

index was sharpened by the curtailment in minerals produc-
tion as a result of the two weeks' work stoppage in coal pro-
duction and the reduced output of crude petroleum.

Divergent movements in manufacturing
Chart 5 presents the trends of production for 23 commod-

ities which represent a broad cross section of total manu-
facturing. The basic* data for all of the individual products
included in the chart represent physical volume of output—
with the exception of aircraft and clay products which are
based on man-hours-—adjusted for seasonal variation where
seasonal factors are available.

The chart facilititates comparisons of the current position
of these industries relative to their best postwar performance
as well as to the prewar year of 1940, when the economy was
in an expanding phase and when output was only moderately
influenced by developing defense programs.

The divergent movements among individual products and
industries in the past two years is strikingly featured in the
charts. Of the 23 manufactured products included, only 9
have shown a generally consistent upward trend throughout
the period covered. Included among these are some major
durable manufactures—metals, automobiles, tractors, rail-
road equipment—where backlogs have been large, and a
non-durable-goods industry—refined petroleum products—
where demand has continued strong. For some of these
products, the current rate of output is more than one-half
again as large as in 1940.

On the other hand, a somewhat larger group of corn-

Table 3.—Output of Semifinished and Finished Manufactured Products

Item

Manufacturing production, total _ _ _ __
Durable goods - _
Nondurable goods

Commodities:
Shoes
Truck trailers
Apparel wool consumption
Cotton consumption

Glass containers
Radios - -
Vacuum cleaners
Rubber tires •-
Hosiery - - -- - - - -
Lumber -
"Washing machines
Paper - -
Rayon deliveries -- -
Refrigerators electric
Refined petroleum products

Motor vehicles - -
Clay products --

Tractors
Freight cars

Unit

1940=100
1940=100
1940=100

1940=100
Thousands
1940—100
1940=100

1940 = 100
Millions.
Thousands
Millions
Millions of dozen pairs
1940=100
Thousands
1940=100
1940=100
Thousands
1940=100

Thousands
1940=100 — _
1940=100
Thousands

do
1940—100

Highest postwar
quarterly output
(monthly average)

Date

IV-48
IV-48
11-48

11-46
IV-46
IV-46

1-47

1-47
IV-47
IV-47

1-47
1-48
1̂ 8

11-48
11-48

111-48
IV-48
IV-48

IV^S
1-49
1-49
1-49
1-49
1-49

Quantity

160
165
155

142
7.7

207
134

233
1.7

361
8.3

13.7
120
391
132
233
377
196

483
145
175
219
10.5

157

Quarterly output (monthly
average)

1-1948

160
164
155

124
3.7

177
126

180
1.4

324
7.1

13.7
120
379
130
220
814
186

427
143
165
206

9.0
139

IV-1948

160
165
154

106
3.7

134
102

172
1.0

273
6.2

11.5
116
295
130
230
377
196

483
141
161
214

9.5
152

1-1949

156
162
148

116
*2.6

121
102

158
.7

260
6.1

11.5
99

214
123
199
376
194

459
145
175
219
10.5

157

First quarter 1949 production
as a percent of —

Peak

97.5
98.2
95.5

81.7
33.8
58.5
76.1

67.8
41.2
72.0
73.5
81.8
82.5
54.7
93.2
85.4
99.7
99.0

95.0
100.0
100. 0
100.0
100.0
100.0

A year ago

97.5
98.8
95.5

93.5
70.3
68.4
81.0

87.8
50.0
80.2
85.9
81.8
82.5
56.5
94.6
90.5

119.7
104.3

107.5
101.4
106.1
106.3
116.7
112.9

IV-1948

97.5
98.2
96.1

109.4
70.3
90.3

100. 0

91.9
70.0
95.2
98.4

100. 0
85.3
72.5
94.6
86.5
99.7
99.0

95.0
102. 8
108.7
102.3
110. 5
103. 3

v Preliminary.

Source: For explanation and sources of data see footnote to chart 5, page 10.

834381°—49 2

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

May 1949



10 SURVEY OF CUREENT BUSINESS May 1949

Chart 5.—Output of Selected Semifinished and Finished Manufactured Products
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i Basic data represent production or shipments. Data for truck trailers and apparel wool consumption for the first quarter of 1949 are an average of January and February.
2 Include wheel and tracklaying types, but exclude garden type.
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Sources of data: Indexes (1940=100) were computed by U. S. Department of Commerce, Office of Business Economics, from indexes (1935-39=100) published by the Board of Governors o
the Federal Reserve System and from basic data reported by various private agencies.

modities—textiles, shoes, tires, paper, certain household
appliances-—have passed their best postwar marks and have
receded to lower rates of output, although output generally
has remained substantially above prewar volume.

Through the fourth quarter of 1948, the rising industries,
as represented by those in the upper panel, were more im-
portant in terms of aggregate output than the declining in-
dustries as represented by those in the lower panel. But
during the first quarter of 1949, the balance shifted to the
declining group.

Steel rate slightly below March peak

Steel mills turned out a record volume in the first quarter
of 1949 although operations in the month of April declined
about 4 percent below the March rate. Although the decline
is moderate, it suggests some easing of the abnormal demand
for steel products and a trend away from the unusual methods
of obtaining steel through conversion and other arrangements
which generally added to costs. However, the extent of the
decline is limited by the high and, in some instances, expand-
ing demand from important steel consuming industries.

Automobile output expanding

The automobile industry, with first quarter model changes
over, assembled about 540,000 units in April—topping the
half-million mark for the second consecutive month. The

April performance was not only the best in the postwar period
but the highest since June 1929. The increase in activity in
aircraft manufacturing reflects to a large extent the stepped-
up program for military procurement.

In the case of freight cars, the current high volume of
deliveries, with new orders continuing relatively small, has
reduced the backlog of orders from 13 months' shipments in
April 1948 to 6 months' shipments at the April 1949 rate.
New orders averaged 600 cars per month in the January-
April period of this year as compared with an average of
nearly 7,000 units per month in the last half of 1948.

Supplies of many building materials have improved con-
siderably in the last year. The cement and clay products
industries, where demand has remained strong, continue to
operate at postwar peak rates. In the case of lumber, where
prices have declined somewhat as a result of a general easing
in over-all demand, output in the first quarter of 1949 was
15 percent below the October-December 1948 period and
almost 20 percent below the comparable quarter a year ago.
Part of the first quarter decline, however, was attributable
to unfavorable weather conditions, particularly in the Pacific
Northwest. A sharp decline in unfilled orders for lumber
has been accompanied by a moderate rebuilding of stocks.

Readjustment in consumer durables

The trends in output among the consumer durables other
(Continued on p. 24)
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generators for the next 2 years. Deliveries of a few more
large generator units (over 10,000 kilowatts) could be
accomplished in 1950 but substantial open capacity existed
for only 1951 and later. The smaller units, not typically
bought by utilities, were represented as being capable of
substantial deliveries during the last quarter of 1949. The
user-owned capacity is not scheduled to receive any signifi-
cant quantity of the equipment, supporting the thesis that
the utility companies will have the primary responsibility
for meeting the increased demand for power.

Private Utility Outlays
The total demand for power, and the requisite capacity

necessary to satisfy this demand, have thus far been dis-
cussed in terms of aggregates which, because of the size of
government operations in this field, are inappropriate for an
appraisal of the magnitude of investment in the privately
owned segment alone. To evaluate the size and relative
importance of further private utility capital formation pro-
posed, publicly owned installations must be distinguished
from those proposed by the private companies.

In table 6, this distinction has been made for the years
1949-51. The table also distinguishes between the types
of prime movers for both the government and private sectors.
It can be seen that the planned hydro-generating capacity
is in large part for government installation, whereas the
great preponderance of the planned fuel driven generators
are privately owned.

From table 6, it will be noted that the privately owned
utilities have reported about 5 million kilowatts of additional
capacity to be installed and placed in operation during 1949.
This represents an investment outlay of roughly $1 billion
and is less than one-half of the estimated total value of all
installations, including the related transmission, distribution
and general construction facilities.

The 5 million kilowatts capacity installation by the private
utilities is almost half again as much as was installed by
them during 1948. This does not mean a corresponding
increase in total outlays for plant and equipment. The
1949 increase over 1948 in the dollar value of the installed
units will be greater than the increase in construction and
equipment put in place because much of the expenditure
for the 1949 installations occurred in 1948. Further, there
is no fixed short-term relationship between outlays for
additional capacity investment and outlays for additional
transmission and distribution facilities. Thus there is no
reason to suppose that the total of capital goods put-in-
place, estimated in table 7 at slightly more than $2 billion,
should increase proportionately with the value of installed
capacity.

The increase in outlays for 1949 brings the total to about
four times the annual utility expenditures during the prewar
period. The present level as a percent of total business
capital expenditures is not out of line with the prewar
experience.

Trend of Manufacturers
(Continued from p. 10)

than automobiles provide numerous examples of adjustments
to easier supply-demand relationships. The downward ad-
justment in a few appliance lines have been quite severe and
have been followed by lower factory employment and prices.
The status of backlog demands for two of these-—washing
machines and vacuum cleaners-—as well as refrigerators and
automobiles, was reviewed in some detail in the April 1949
issue of the SURVEY.

In contrast with refrigerators, where sales have shown
consistent gains, manufacturers7 shipments for other ap-
pliances began to decline in some instances as early as 1947
with volume in the most recent period generally at the
lowest rate since the downturn began. The drop, although
from a very high rate, ranged from one-third for vacuum
cleaners to about one-half for washing machines and radios.

In the radio and television industry as a whole, however,
activity has declined only moderately. The sharp drop in
the number of radious produced has been partially offset
by a substantial expansion in the output of television
receivers—from an annual rate of less than 500,000 in the
first quarter of 1948 to 1.7 million sets in the quarter just
ended. Despite the downtrend in most of these products,
output in the first quarter of 1949 remained substantially
above prewar tops.i

Textile manufacturing lower
In the textile industries, total activity was maintained at

a high rate throughput 1947 and 1948 owing chiefly to the
continued uptrend in the rate of deliveries of rayon and
nylon synthetic fibers. But the downward adjustment
which has been underway for more than a year in cotton and
wool, has now commenced in rayon. In the first quarter
of 1949 textile manufacturing fell over 5 percent below the
fourth quarter rate and almost 15 percent below the postwar
peak.

Cotton consumption in the first quarter of 1949 was back

close to the prewar level, dropping about one-fourth from
the postwar peak. Mills consumed an average of about
680,000 bales during this period, which was about the same
as the two previous quarters, but about 20 percent less than
in the corresponding period of 1948. The decline in wool
consumption from its postwar peak was even more pro-
nounced, although demand was still somewhat above prewar
years.

Kayon producers curtailed output in the first quarter of
1949 following 2 years of rapid expansion of productive
facilities and of output. Deliveries to domestic consumers
dropped to 231 million pounds, 18 percent below the previous
quarter and 13 percent below the corresponding period in
1948. The bulk of the decline in producers7 shipments
occurred in staple yarn which in 1948 accounted for about
one-fourth of total rayon consumption, and where plant
expansion since prewar has been especially large. In mid-
March, plants producing staple yarn operated at 70 percent
of the November 1948 capacity as compared with 91 percent
in the fourth quarter of 1948. In mid-April, the rate of
operations in these same plants was further reduced to 50
percent.

Rayon manufacturers have built up their inventories from
about 16 million pounds at the end of 1948 to a total of 48
million pounds at the end of March 1949. Stocks held by
producers at that time were the highest on record and
represented about three-fourths of the March rate of ship-
ments, whereas in 1940 the ratio was somewhat less than
one-half.

The shoe industry, which was the earliest of the industries
shown in table 3 to reach its postwar high, curtailed output
about a fourth from that level. The 5 percent increase in
production in the first quarter of 1949 was compared with
the previous period was somwehat less than usual on the
basis of the seasonal pattern of prewar years. It will be
noted that production has shown a gradually declining
trend—aside from seasonal influences—over the past two
years, with output in the first quarter of 1949 about 7 percent
below the corresponding period a year ago, and only mod-
erately above the prewar year.
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BUSINESS SALES
Total retail sales have been steady since
January; they are now a little lower than
a year ago.
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Total manufacturers' sales have moved irregularly
downward in 1949; they are slightly below a year
ago and down substantially from the third quarter.

INDEX, 1935-39 = 100
500

400

300

200

MANUFACTURERS1 SALES

DURABLE
GOODS INDUSTRIES

\

As r Vr V\A / < * ^

NONDURABLE
GOODS INDUSTRIES

100 I M I M I I I I I I I 1 I I I I I I I I I I I I I I I I I I I I I I
1947 1948

SEASONALLY ADJUSTED

1949

U. S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS. 49-211

THE

839601°—49-

SITUATION
By the Office of Business Economics

J.HE downward drift in income, production, and industrial
prices continued to characterize the economy as the second
quarter progressed. These developments were closely asso-
ciated with the trend of business purchasing wilich was
directed toward cutting inventories and reducing forward
ordering—a move evident all the way from the manufactur-
ing to the retail stage. This in turn reflected the easier
supply condition which has made unnecessary carrying the
extensive commitments which had been the practice when
prices were rising and production bottlenecks were dominant
considerations.

Aside from the inventory situation, there was little evi-
dence of further deterioration in purchasing by final buyers
below the levels reached in the first quarter. On the con-
trary, consumer spending was maintained in about the same
volume that has prevailed all during this year, residential
construction was up more than seasonally, and business
investment in plant and equipment remained high. In
addition, government demand for goods and services con-
tinued the mild expansion which has been underway for
several months.

One of the factors which is making for business caution—
and in turn is reflecting this caution—is the decline which
has occurred in recent months in industrial prices. Between
April and May the prices of commodities other than farm
and food products declined about IK percent, which was
about the same as in the preceding month. Farm product
and food prices were higher as marketings of livestock
declined seasonally. The net result of these divergent
tendencies was that the weekly index of wholesale prices of
the Bureau of Labor Statistics ended the month higher than
at the beginning, but averaged lower than in April.

Retail prices moved a little higher in April, for the second
consecutive month, as advances in foods more than offset
declines in housefurnishings and apparel. The index of
consumers' prices of the Bureau of Labor Statistics at 170
(1935-39 — 100) was about the same as a year earlier and 3
percent lower than the all-time high reached at the end of
last summer.

Small decline in income
Total personal income in April declined 1 billion dollars

on a seasonably adjusted annual rate basis to 213.7 billion
dollars—a smaller decrease than in the earlier months of the
year. The reduction was attributable to lower agricultural
income resulting from a drop in farm marketings. Noii-
agricultural income in the aggregate continued unchanged
from March. Wage and salary payments were higher as
increased pay rolls for a full months7 work for coal miners
more than offset reductions in earnings of factory workers.
Pay rolls also increased in construction, trade, and
transportation.

1
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The nature of the adjustment taking place in the economy
is suggested by the chart on page 1. Eetail trade in the
first 4 months of 1949 has been about 4 percent lower on a
seasonally adjusted basis than the peak reached last Decem-
ber, but has shown little change from the beginning of. the
year through April, and preliminary reports for May suggest
continuation of this even tenor in consumer buying.

At durable-goods stores purchases have tended upward as
the continued advance in the important automotive group
more than offset decreases at .homefurnishings stores and
building materials and hardware stores. Purchases at
nondurable-goods stores made about the usual seasonal
advance between March and April, but they were about 5
percent lower, on a seasonally adjusted basis, than the peak
reached in December.

Although the information available permits only a tenta-
tive generalization, it appears that price decreases and
improvements in merchandise have been effective in stimu-
lating sales of some nondurable products such as women's
apparel but these have been less effective in the case of
housefurnishings; for the latter products the price adjust-
ments which have been made have not been large and appear
to have induced some consumers to postpone purchases in
the expectation of further price declines.

Manufacturing curtailed
Meanwhile a different trend has developed in industrial

operations and business purchasing. This is illustrated by
manufacturers' sales, shown in the bottom panel of the chart.
They reached a peak rate earlier than retail sales—in the
third quarter of 1948—and although their movement was
irregular, they declined substantially both before the end of
1948 and again this year. In April, manufacturers' sales
were off 5 percent from March on a seasonally adjusted
basis and at this point were down 9 percent from the third
quarter of 1948.

As sales have decreased, manufacturers have sought not
only to avoid inventory accumulation but to reduce their
existing stocks by curtailing output. The adjusted index of
industrial production of the Federal Eeserve Board fell 3
percent in April despite a rise in minerals output following
the end of work stoppage in the coal fields in March; at 179
(1935-39=100) the combined index was 8 percent lower,
on a seasonally adjusted basis, than the rate last November.
Preliminary reports for May indicate some further decline,
partly as a result of a work stoppage in the automobile
industry, but also reflecting the downward movement of
steel production which had continued at a very high rate
through March. The weekly rate of ingot production had
dropped to 96 percent of capacity in May and was below 90
percent in the second week in June compared with 101
percent in March.

Early cut in retailers commitments
The progressive reductions in manufacturers' sales and in

output are partially traceable to the slackening in consumer
buying which occurred at the end of 1948 and the prompt
action of retailers in scaling down their commitments—a
cautious buying policy which has now become rather general
throughout industry.

Eetailers took the lead in 1948 in reducing forward buying,
partly as a result of speedier and more certain delivery of
goods ordered which made possible a return to more normal
purchasing policies, and partly because restocking had
reached the point where assortments they considered ade-
quate were on the shelves. In addition, the smaller number
of new firms resulted in reduced inventory demands from

this source. The reversal last year in the trends of one group
of prices after another was also important in removing an
incentive for anticipating distance needs.

When the hesitation occurred in consumer buying at the
end of the year, forward buying was further curtailed. By
cutting back new orders and reducing receipts of goods,
retailers as a group succeeded in paring inventories, especially
in nondurable lines. This adjustment continued in April
when, on a seasonally adjusted basis, the book value of retail
inventories declined 430 million dollars—of which 270 million
dollars, however, offset an increase which had interrupted
the general downward movement in March. At the end of
April retail inventories stood at 13.8 billion dollars, down
1 billion from the peak reached last November. Since the
principal decline has been in nondurables, where price adjust-
ments have been important, a substantial portion of the
decline represents lower prices.

New orders down

A consequence of this general policy appears in the reduc-
tion of new orders placed with manufacturers. The index of
the value of new orders received by manufacturers has been
declining irregularly since last fall. In April, the latest
month for which estimates are available, there was an aver-
age drop of nearly 10 percent from the preceding month for
all industries reporting new orders. The largest declines
were in the heavy industries—iron and steel, and machinery.

This developing pattern of adjustment is also evident in
manufacturers' inventories although the changes here have
proceeded unevenly, reflecting in part the difficulties of
rapid curtailment of operating schedules. When manu-
facturers' sales began to decline in the last quarter of 1948,
the first effect upon inventories was an accumulation of
finished goods. During the first quarter of 1949, despite cur-
tailed production, manufacturers' stocks of finished goods con-
tinued to mount. By reducing purchases of raw materials,
however, manufacturers were able to stabilize total inven-
tories in the early months of the year and to effect a reduction
of 320 million dollars, or about 1 percent, in book value on a
seasonally adjusted basis in April.

Little change infixed investment
Business investment other than in inventories has been

maintained at a high rate. Outlays for new plant and equip-
ment by nonagricultural business rose moderately in the
second quarter from the seasonally low level of the late
winter months, according to early returns in the quarterly
survey conducted jointly by the Office of Business Economics
and the Securities and Exchange Commission. The prelim-
inary reports suggest that during the first 6 months of the
year these expenditures on fixed capital have been at least
as high as in the corresponding period of 1948.

Outlays of electric and gas utilities and railroads con-
tinued high in the second quarter and tended to balance the
smaller expenditures of the manufacturing group when
compared with last year.

Investment programs as reported in these early returns,
which were received in May, suggest a moderate "decline in
capital outlays in the third quarter of the year. This antic-
ipated decline conforms in general to the prospective pat-
tern of capital investment as indicated by an earlier survey
covering the year as a whole, which was "described in detail
in the April issue of the SURVEY. The prospective invest-
ment by nonagricultural business in new plant and equip-
ment for 1949 indicated by that survey was about 5 percent
less than in 1948, with all of the decline scheduled for the
second half of the year.
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Employment and unemployment both higher
Employment rose 875,000 between April and May bring-

ing totaled vilian employment to 58.7 million, the same as in
the corresponding months of 1948. Unemployment was
also higher, reaching 3.3 million, as the labor force increased
even more than employment partly as a result of the entry
of a large number of young persons of high-school and college
age into the labor market.

The number of persons employed in nonagricultural indus-
tries declined 280,000 in May from the preceding month, and
at 49.7 million was about a million less .than a year earlier.
There was some increase from the preceding month in hours
of work and in the number employed a full work week.
In comparison with a year earlier, however, the work week
was shorter and the number working only 3 or 4 days a week
was considerably higher. More than the usual seasonal
advance occurred in farm employment.

Construction Trends

Government construction expenditures have shown a
strong upward trend, offsetting in part the drop in private
outlays for new construction since last fall. In April and
May of this year the value of private construction put in
place—after allowance for seasonal factors—was running at
an annual rate of 2.1 billion dollars below the high mark
reached in the third quarter of 1948. Activity in all major
segments of private construction was lower than last fall.
About one-third of the decline in private construction was
offset by a rise in government construction over the same
period. Thus, total construction at a seasonally adjusted
annual rate of 18.4 billion dollars in April and May compares
with 19.8 billion dollars in the third quarter of 1948 and 18.7
billion dollars in the same months last year. However, it
appears that construction as a whole in the second quarter
will average higher than the first because of the growth in
public construction and some firming in total private activity.
Monthly trends in public and private construction are illus-
trated in chart 2.

The decreases in private activity since the third quarter
of 1948 are largely responsible for the easing of the supply
situation for both building materials and labor. Productivity
has improved and competition among contractors has in-
creased. Between last fall and this spring costs and prices
of residential building have declined moderately.

Home buying lower
The value of new residential construction has fallen par-

ticularly, and in May stood about 20 percent below last
year's high mark reached in August and September. The
declining trend in housing starts which began last summer
carried through the first quarter of this year when starts
were 12 percent below those of a year ago. In April, how-
ever, there was a pronounced pick-up in private starts to
83,000 units and this was reflected in a larger-than-seasonal
advance in new construction activity for the month of May.
As a result, it now appears that aggregate private construc-
tion for the second quarter of 1949 will average very close
to the first quarter.

Eeal-estate activity in existing residential properties has
also fallen this spring, continuing the trend already under-
way during most of 1948. The value of nonfarm mortgage
recordings on one- to four-family houses in the first quarter
of 1949 has fallen 10 percent below the first quarter of last
year; this drop is more than can be explained by the decline
in new construction.

Although new houses are more difficult to sell than they
were last spring there is little evidence of large price reduc-

tions on any general scale. Scattered reports from the
trade indicate that higher-priced properties have fallen the
most but whatever reductions have occurred as a result of
lower costs and profits have been insufficient to boost over-
all demand to last year's high volume. Increased difficulty
in selling coupled with somewhat reduced profits has caused
speculative builders to scale down their plans for this year
or, in the case of marginal builders, to withdraw completely
from the field. For example, contractors who entered
speculative building on their own account under the stimulus
of the large profits which prevailed earlier have now returned
to building for others.

Chart 2.—New Construction Activity
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2.0

1.5

1.0

.5

TOTAL NEW CONSTRUCTION

PRIVATE RESIDENTIAL
(NONFARM)
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U. S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS, 49-2/O

Sources: Basic data, joint estimates of the U. S. Department of Commerce, Office of Do
mestic Commerce, and U. S. Department of Labor, Bureau of Labor Statistics; seasonal-
adjustments, Office of Domestic Commerce.

Mixed trends in private residential field
In the nonresidential sector activity has been maintained

this year in those areas where backlog requirements are still
strong. Public utility and institutional construction are
very close to the peaks reached in the second half of 1948 but
industrial and commerical building have been lagging and
are well below their 1948 peaks.

Most of the increase in public construction outlays since
the third quarter of last year has occurred in nonresidential
building—schools, hospitals, and other public buildings.
Highway construction, which accounted for about 37 percent
of the dollar volume of public construction in 1948, has been
increasing more than seasonally since the end of last winter,
but is at present somewhat lower than in the third quarter.
This down-trend may reflect the difficulties of seasonal cor-
rection since backlogs are very heavy in this area. Expendi-
tures for sewer and water works and for conservation and
development have also increased over the period in question.

Improved supplies
During the latter half of 1948, when building activity was

declining, the output of building materials rose. This
divergent movement between production and consumption
enabled mills, distributors, and dealers to build up inventories
which had been seriously depleted during the war and post-

(Continued on p. 18)
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International Transactions of the United States in 1948 by Areas
and in the First Quarter of 1949

balances in international transactions of the United
States both with Europe and with the rest of the world
changed during 1948 in the direction of their prewar pattern,
after reaching the greatest deviation therefrom during the
preceding year. Before the war, in 1937, estimates of the
transactions between the United States and Europe, as
well as those between the United States and the rest of the
world showed that no net dollar transfers were made be-
tween Europe and other foreign countries. Dollar earnings
by Europe through trade with, or investments in, their
dependencies, for instance those in Southeast Asia and
Africa, were used to settle the European deficit in its trade
with Canada and certain Latin American countries.

During 1947, however, the European countries had to
transfer approximately 2.7 billion dollars1 in dollar exchange
to other foreign countries. The return toward the prewar
pattern is indicated by a reduction of such transfers by approxi-
mately 2 billion dollars in 1948 including about 300 million
dollars obtained from international institutions (see table 1).
Moreover, it appears that the decline in such transfers
continued rather steadily through the year.

i This amount includes other payments which could not be accounted for in the balance of
payments with the United States.

This reduction may have been due either to reduced
imports by Europe from, or increased exports to, other areas.
Since total imports of European countries rose during the
year the latter alternative is more likely. It appears, there-
fore, that the reduction in European dollar payments to
other areas is a reflection of Europe's economic recovery,
rather than of the decline of Europe's dollar resources.

Export surplus continued increase in
first quarter

The United States export surplus of goods and services,
which started to rise in the second half of last year, largely
on account of higher disbursements under the European
Recovery Program, continued to move upward during the
first 3 months of 1949. The continuity of this rise becomes
even more evident if the largely seasonal decline of income
on investments from the fourth to first quarter is omitted
from the balance on goods and services. On this basis net
transfers to foreign countries increased from 4.8 billion to
5.7 billion dollars at an annual rate sufficient to provide an
appreciable offset to the slackening of consumer demand and
the decline in inventory accumulation in the domestic
economy.

Table 1.—International Transactions of the United States, by Areas l

[Millions of dollars]

Item

Exports of goods and services:
Merchandise adjusted __ _.
Transportation
Travel
Miscellaneous services
Income on in vestments.

Total

Imports of goods and services:
Merchandise adjusted. _ _ _
Transportation _
Travel
Miscellaneous services
Income on investments

Total
Net balance on goods and services

Unilateral transfers (net) :
Private
Government _ _ _

Total

Long-term capital (net) :
United States private
United States Government
Foreign capital. __

Total

Gold and short-term capital:
Net purchases (— ) or sales (+) of gold _ _
Net movements of United States short-

term capital abroad
Net movement of foreign short-term

capital in the United States

Total
Transfers of funds between foreign areas

(receipts from other areas (— ), payments
to other areas (+) , and errors and omissions)

ERP countries

1946

4,383
741
28

358
108

5,618

757
279

58
200
147

1,441
+4, 177

-323
-508
-831

-14
-2, 370

-112

-2, 496

-368

+8

-418

-778

-72

1947

5, 716
1,051

57
270
159

7,253

836
367

95
429
163

1,890
+5, 363

-298
-700
-998

-145
-3,636

-187

-3, 968

-1,447

+26

-836

-2, 257

+1,860

1948

I

1,399
178
12
64
61

1,714

273
88
12

125
47

545
+1, 169

-121
-607
-728

-28
-483
-53

-564

-263

-19

+78

-204

+327

II

1,152
172
16
69
31

1,440

291
103
31

122
42

589
+851

-101
-679
-780

-21
-47

-108

-176

-399

+14

-4

-389

+494

III

1,097
159
16
70
61

1,403

285
124
60

118
49

636
+767

-91
-924

-1,01

-1
-2

-24

27

-107

-6

-11

-124

+399

IV

1,087
143
12
70
44

1,356

342
115

19
130
59

665
+691

-107
-718

5-825

-16
-500

+2

-514

-150

+26

+348

+224

+424

Total

4,735
652

56
273
197

5,913

1,191
430
122
495
197

2, 435
+3, 478

-420
-2, 928
-3, 348

-66
-1, 032

-183

— 1, 281

-919

+15

+411

493

+1, 644

ERP dependencies

1946

504
142

6
15
16

683

313
30
11
26
1

381
+302

-28

-30

-65
-24

94

+48

+42

-220

1947

791
83
12
15
23

924

518
26
21
25
2

592
+332

-13

""-13

-27
+1
+2

24

+6

+11

118

-101

-194

1948

I

187
9
3
2
3

204

189
4
8
4
1

206
-2

-4
(2)
-4

0

(2)
+2

-6

+2

-4

-10

-12

+24

II

193
9
3
1
7

213

146
3
5
9

(2)

163
+50

-3
+1
-2

-34

-1

-35

+2

+3

-20

-15

+2

III

154
7
3
1

19

184

160
3
4
4
1

172
+12

-3
(2)
-3

-44
(2)
-4

-48

+6

+1

+29

+36

+3

IV

174
6
3
3
8

194

178
3
4
5
1

191
+3

-3

-3

-24

-1

-25

+3

1

c

+28

Total

708
31
12
7

37

795

673
13
21
22
3

732
+63

-13
+1

-12

-110
(2)

-4

-114

+13

-1

-6

+6

+57

Other Europe

1946

1,011
46

4
11
7

1,079

213
9
4
6

232
+847

-87

-87

+9
-25C

-244

-16

-16

+81

+49

-465

1947

489
45
5

10
14

563

188
12
5

11
2

218
+345

-98

-98

-46
—7

-50

-27

-34

+32

-29

-168

1948

I

98
5
2
2
2

109

55
4
1
2
1

63
+46

-13
+7
-6

+5
-24
(2)

-19

+4

-12

-1

-9

-12

II

37
5
2
3
2

49

49
5
1
3

(2)

58
c

-11
(2)
-11

-1

-1

c

+2

c

—24

-30

+59

III

41
5
2
2
6

56

48
5
2
6
1

62
—6

9
(2)

-1
+15
(2)

+14

r,

-14

-19

+20

IV

45
5
1
2
1

54

44
5
1
5
1

56
-2

-13
-1

-14

-5
c

(2)
-13

— 1

+26

-31

-6

+35

Total

221
20
7
%

11

268

196
19
5

16
3

239
+29

-46
+6

-40

-2
-24
-1

-27

+5

+1

-70

-64

+102

1 1948 revised.
2 Less than $500,000.
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Table 1.—International Transactions of the United States, by Areas—Continued

Item

Exports of goods and services:
Merchandise adjusted
Transportation..
Travel
M iscellaneous services - _
Income OT1 investments

Total

Imports of goods and services:
Merchandise adjusted
Transportation __
Travel-.-
Miscellaneous services
Income on investments „ „

Total
Net balance on goods and services

Unilateral transfers (net) :
Private
Go vernment

Total

Long-term capital (net):
United States private
United States Government -
Foreign capital _ _ _ _ _ _ _

Total

Gold and short-term capital:
Net purchases (— ) or sales (+) of gold_.
Net movements of United States short-

term capital abroad
Net movement of foreign short-term

capital in the United States

Total
Transfers of funds between foreign area

(receipts from other areas (— ), payments •
to other areas (+), and errors and
omissions)

Canada and Newfoundland

1946

1,473
47

125
39

258

1,942

908
64

209
31
44

1,256
-j-686

+5
-3
+2

-13

-13

-26

-34

+6

-591

-619

-43

1947

2,117
49

152
44

297

2,659

1,133
68

242
26
33

1,502
+1, 157

-1
-33
-34

+143
-t

+8

+150

-313

+27

-517

-803

-470

1948

I

434
10
21
11
57

533

339
15
24
7
8

393
+140

+2

+1

-25
-50
-3

-78

+19

+4

+87

+110

-173

II

498
12
31
10
81

632

369
17
54
8
9

457
+175

-1
-1
-2

—58
-90
+21

-127

+61

+1

+83

+145

-191

III

490
14
37
11
54

606

427
20

147
7

24

625
-19

-3
1

-4

161
+140
-10

-31

—2

+4

+94

+96

-42

IV

519
9

23
13
93

657

476
15
45
8

15

559
+98

-3
—2
-5

-1

+18

+17

-1

-13

+101

+87

-197

Total

1,941
45

112
45

285

2,428

1,611
67

270
30
56

2,034
+394

-5
—5

-10

-245

+26

-219

+77

-4

+365

+438

-603

Latin American Republics

1946

2,150
232

78
87

332

2,879

1,898
114
164
66
10

2,252
+627

-31
19

-50

+74
-55
+6

+25

-167

-53

+119

-101

-501

1947

3,858
294
86
96

406

4,740

2,284
191
167
83
11

2,736
+2, 004

-24
9

. -33

-346
-60
-4

-410

-809

-344

+193

-960

-601

1948

I

862
80
21
24
93

1,080

707
65
47
17
3

839
+241

'-6
-3
-9

-68
-16
+8

-76

-15

-14

-29

-58

-98

II

839
75
26
21

126

1, OS7

658
68
40
14
3

7S3
+304

-7
-3

-10

-81
-5
-8

-94

-81

+20

+51

-10

-190

III

680
64
28
23

114

909

585
69
46
13
3

716
+193

-6
-2
-8

-427
+3

-46

-55

+42

+13

-139

IV

777
64
26
25

168

1,060

623
74
36
15
4

752
+308

-8
-2

-10

-81
-14
+8

-87

-28

-15

+60

+17

228

Total

3,158
283
101
93

501

4,136

2,573
276
169
59
13

3,090
+1, 046

-27
-10
-37

-272
-42
+11

-303

-179

+33

+95

-51

-655

All other countries

1946

2,353
167
11
74
99

2,704

994
38
11

451
14

1,508
+1, 196

-118
-224
-342

-77
-168
-201

-446

-104

-117

-363

-584

+176

1947

3,044
187
22
86

175

3,514

1,090
37
14

291
16

1,448
+2, 066

—130
-493
-623

-129
-87
+7

-209

-239

+15

-236

—460

-774

1498

I

661
61
6

20
14

762

365
10
4

94
2

475
+287

-34
-153
-187

-24
-7

(2)

-31

-93

+30

-56

-119

+50

II

672
48
5

20
53

798

339
9
4

120
4

476
+322

-36
-92

-278

-71
-13
-2

-86

-111

+8

-17

-120

+12

III

643
49
4

18
61

775

369
8
3

117
5

502
+273

-27
-251
-278

-55
-21
-10

-86

-166

+26

+96

-44

+135

IV

684
44
4

17
98

847

365
7
3

76
4

455
+392

-40
-220
-260

-64
(2)
-11

-75

-139

+22

+60

+57

Total

2,660
202
19
75

226

3,182

1,438
34
14

407
15

1,908
+1, 274

-137
719
853

-214
-41
-23

-278

-509

+86

-83

-340

+197

Item

Exports of goods and services:
Merchandise adjusted
Transportation
Travel
Miscellaneous services
Income on investments

Total _ __

Imports of goods and services:
Merchandise adjusted
Transportation __
Travel
Miscellaneous services
Income on investments

Total
Net balance on goods and serv-

ices

Unilateral transfers (net):
Private

Total

Long-term capital (net) :
United States private
United States Government-
Foreign capital.. _ _

Total

Gold and short-term capital:
Net purchases (— ) or sales

(_l_) of gold
Net movements of United

States short-term capital
abroad. ...

Net movement of foreign
short-term capital in
the United States

Total
Transfers of funds between

Foreign areas (receipts from
other areas (— ), payments
to other areas (+), and er-
rors and omissions) „„

Total foreign countries

1946

11, 874
1,375

252
584
820

14, 905

5,083
534
457
780
216

7,070

+7, 835

-582
-756

-1, 338

-26
-2, 908

-347

-3, 281

-692

-175

-1, 124

-1, 991

-1,225

1947

16, 015
1,709

334
521

1,074

19, 653

6,049
701
544
865
227

8,386

+11, 267

-564
-1, 235
-1, 799

-501
-3, 829

-181

-4, 511

-2, 829

-299

-1,482

-4, 610

-347

1948

I

3,641
343

65
123
230

4,402

1,928
186
96

249
62

2,521

+1, 881

-176
757

-933

-148
-580
-46

-774

-346

-15

+69

-292

+118

II

3,391
321
83

124
300

4,219

1,852
205
135
276
58

2,526

+1, 693

-159
774

-933

-266
-162
-99

-527

-526

+38

+69

-419

+186

III

3,105
298

90
125
315

3,933

1,874
229
262
265
83

2,713

+1, 220

-139
— 1 178
-1,317

-304
+125
-45

-224

-324

+62

+207

-55

+376

IV

3,286
271
69

130
412

4,168

2,028
219
108
239
84

2,678

+1, 490

-174
943

-1,117

-191
-522
+16

-697

-316

+45

+533

+262

+62

Total

13, 423
1,233

307
502

1,257

16, 722

7,682
839
601

1,029
287

10, 438

+6, 284

-648
3 652

-4| 300

-909
-1, 139

-174

-2, 222

-1,512

+130

+878

-504

+742

International institutions

1946

61

61

85

12

97

-36

-16
-1, 523
-1, 539

-322

-^322

+69

+448

+517

+1, 380

1947

41

47

88

22

55

77

+11

-4
-577
-581

-243
-3, 062

+75

-3,230

+666

+1,783

+2, 449

+1,351

1948

I

2

9

11

1
1

2

+9

29
-29

-2

-261

263

+283

II

9
3

12

7

(2ri
8

+4

-36
-36

+6

+6

+2

-68

66

+92

III

13

13

8

19
1

28

-15

(2)
-12
-12

IV

20

10
3

33

4
1

5

+28

""-32
-32

—3
(2)

-3

+4

—1

-18

-15

+45

+2

+2

-22

-56

-78

+80

Total

22

41
6

69

15

24
4

43

+26

(2)
-109
-109

-3
+8

+5

-18

-1

-403

-422

+500

Total

1946

11, 874
1,375

252
645
820

14, 966

5,168
534
457
792
216

7,167

+7, 799

-598
2 279

-2, 877

-26
-3, 230
-3, 347

-3, 603

-623

-175

-676

-1, 474

+155

1947

16, 056
1,709

334
568

1,074

19, 741

6, 071
701
544
920
227

8, 463

+11, 278

-568
-1,812
-2, 380

-744
-6, 891

-106

-7, 741

-2, 163

-299

+301

-2, 161

+1, 004

1948

I

3,643
343
65

132
230

4,413

1,928
186
96

250
63

2,523

+1, 890

-176
-786
-962

-148
-580
-46

-774

-348

-15

-192

-555

+401

II

3,391
321
83

133
303

4,231

1,859
205
135
276
59

2,534

+1, 697

-159
-810
-969

-266
-162
-93

-521

-524

+38

+1

-485

+278

III

3,105
298
90

138
315

3,946

1,882
229
262
284
84

2,741

+1, 205

-139
-1, 190
-1, 329

-304
+122
-45

-227

-320

+61

+189

-0

+421

IV

3,306
271
69

140
415

4,201

2,028
219
108
243
85

2,683

+1, 518

-174
975

— 1, 149

-191
-522
+18

-695

-338

+45

+477

+184

+142

Total

13, 445
1,233

307
543

1,263

16, 791

7,697
839
601

1,053
291

10, 481

+6, 310

-64g
-3, 761
-4, 409

-909
-1, 142

-166

-2, 217

-1, 530

+129

+475

-926

+1, 242

Source: U. S. Department of Commerce, Office of Business Economics.
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Foreign countries add less to reserves

Although disbursements by the Government under the
various foreign aid programs increased by about 70 million
dollars to an annual rate of over 6.3 billion dollars, the
increase in the export surplus appears to have been made
possible mostly by a smaller diversion of current dollar
receipts of foreign countries to their reserves. In the last
quarter of 1948, foreign countries for the first time since 1945
were able to increase their gold and dollar assets through
transactions with the United States. This was due mainly
to the relatively large disbursements under the European
Recovery Program during the closing weeks of the year.
A substantial part of these disbursements represented reim-
bursements for earlier purchases authorized under the aid
program. Because of these special circumstances, which were
responsible for the significant rise in foreign reserves during
the preceding quarter, the smaller rise during the first quarter
of 1949 should not yet be interpreted as an interruption in
the improvement of the financial position of foreign countries.

Exports rise to countries receiving aid

The area break-down of United States merchandise exports
indicates that the increase over the preceding quarter in
exports going to the ERP countries, their dependencies, and
the countries of the Far East receiving Government aid
actually exceeded the rise in total exports. Exports to most
other countries, with the principal exception of the Union of
South Africa, were relatively stable or declined slightly indi-
cating at least a temporary adjustment in their current bal-
ance of payments. In South Africa, to which exports de-
clined by over two-fifths, this adjustment had not yet been
fully accomplished.

The rise in exports of industrial machinery, iron and steel
semimanufactures, cotton, tobacco, and corn (largely for
feeding), indicates the increasing emphasis under the foreign
aid programs on improving the competitive position of foreign
industry and relaxing somewhat the austerity of living stand-
ards in some of the European countries.

The increase in exports of agricultural goods also reduced
the supplies in excess of domestic requirements, thus lessening
the need for Government expenditures under the agricultural
support programs.

Changes in market situation affects imports
While Government aid and the foreign countries' own

efforts made considerable progress in increasing foreign pro-
duction and exports, the shift from the strong sellers' market
toward the end of 1948 in the United States as well as some
other countries places increasing requirements upon pro-
ducers, foreign as well as domestic, in meeting competition.
The extent to which the change in the domestic business
situation contributed to the decline by about 100 million
dollars in imports from the last quarter of 1948 cannot yet
be determined. However, smaller imports of some com-
modities such as wool, woodpulp, lumber, and rubber coincided
with increased domestic stocks or reduced sales.

The decline in imports may not reflect only declining
consumption. Some purchases may have been postponed
in order to take advantage of expected declines in prices,
whether the decline is accomplished through lower quota-
tions in terms of foreign currencies or through a reduction
of the value of the foreign currency itself. It is difficult to
evaluate this factor, however, since for the period up to the
end of March, at least, statistics of United States imports

Table 2.—International Transactions of the United States

[Millions of dollars]

Receipts:
Goods and services:

Goods _ _
Income on investments
Other services

Total goods and services-
Unilateral transfers

Long-term capital:
Movements of United States

capital invested abroad _
Movements of foreign capital in-

vested in United States

Total long-term capital

Total receipts

Payments:
Goods and services:

Goods
Income on investments _ _

Total goods and services-
Unilateral transfers

Long-term capital:
Movements of United States capital

invested abroad
Movements of foreign capital invest-

ed in United States

Total long-term capital

Total payments

Excess of receipts (+) or payments (— ):
Goods and services
Unilateral transfers

Goods and services and unilateral
transfers

Long-term capital

All transactions

Net flow of funds on gold and short-term
capital account:

Net increase (-) or decrease (+) in
gold stock _

Net movement of United States
short-term capital abroad

Net movement of foreign short-term
capital in United States

Net inflow (+) or outflow (— ) of
funds _

Errors and omissions

1948 (revised)

I

3,643
230
540

4,413
104

196

20

216

4,733

1,928
63

532

2,523
1,066

924

66

990

4,579

+1, 890
-962

+928
-774

+154

-348

-15

-192

-555

+401

II

3,391
303
537

4,231
111

176

37

213

4,555

1,859
59

616

2,534
1,080

604

130

734

4,348

+1, 697
-969

+728
-521

+207

-524

+38

+1

-485

+278

III

3,105
315
526

3,946
108

453

13

466

4,520

1,882
84

775

2,741
1,437

635

58

693

4,871

+1, 205
-1, 329

-124
-227

-351

-320

+61

+189

-70

+421

IV

3,306
415
480

4,201
128

197

39

236

4,565

2,028
85

570

2,683
1,277

910

21

931

4,891

+1, 518
-1, 149

+369
—695

-326

-338

+45

+477

+184

+142

Total

13, 445
1,263
2,083

16, 791
451

1,022

109

1,131

18, 373

7,697
291

2,493

10, 481
4,860

3,073

275

3,348

18, 689

+6,310
-4, 409

+1, 901
-2, 217

-316

-1, 530

+129

+475

—926

+1, 242

1949

I

3,421
236
475

4,132
108

89

9

98

4,338

1,926
70

558

2,554
1,548

564

87

651

4,753

+1, 578
-1,440

+138
—553

-415

-70

+33

+153

+116

+299

Source: U. S. Department of Commerce, Office of Business Economics.

Table 3.^Exports of Goods and Services and Means of Financing

[Millions of dollars]

Item

Exports of goods and services

MEANS OF FINANCING

Foreign resources:
United States imports of goods and serv-

ices - -- - --
Liquidation of gold and dollar assets

Dollar disbursements (net) by:
International Monetary Fund
International Bank

United States Government aid:
Grants (net)
Long- and short-term loans (net)

United States private sources:
Remittances (net) _
Long- and short-term capital (net) 1

Errors and omissions -

1948 (revised)

I

4,413

2,523
353

132
101

786
490

176
253

-401

II

4,231

2,534
538

22
56

810
44

159
346

-278

III

3,946

2,741
158

6
20

1,190
—160

139
273

-421

IV

4,201

2,683
-192

36
—1

975
523

174
145

-142

Total

16, 791

10, 481
857

196
176

3,761
897

648
1,017

-1, 242

1949

I

4,132

2,554
-27

32
8

1,289
279

151
145

-299

1 Excluding purchases of debentures sold or guaranteed by the International Bank.

Source: U. S. Department of Commerce, Office of Business Economics.
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did not yet reflect many declines in unit values. The unit
value index for March was 130 percent of 1923-25 as com-
pared to 133 percent (revised) in December. Major declines
in unit values since December 1948 took place only in raw
materials, mainly woodpulp and lumber. There is, how-
ever, frequently a time lag of 1 month or more before price
changes are reflected in invoices of imported commodities,
particularly if the commodities were bought in distant coun-
tries or were not immediately shipped.

Imports postponed in expectation of declining prices may
well increase again if the expected price decline does not
materialize or when the decline is terminated. Such in-
creases in imports took place in the case of cocoa during the
first few months of the year, and may be expected for other
commodities too, after price adjustments have been ac-
complished.

The country distribution of imports discloses that imports
from Canada dropped by approximately the same amount as
total imports and considerably more than United States
exports to Canada. Imports from Canada consist mostly
of raw materials and other commodities used in further
production and are, therefore, relatively sensitive to changes
in business activity.

Table 4.—Merchandise Transactions with Foreign Countries

[Millions of dollars]

Table 6.—Gifts and Other Unilateral Transfers

[Millions of dollars]

Item

Transfers to foreign countries:
Exports including reexports recorded by

the Bureau of the Census.
Offshore transfers and other adjustments:

Civilian supplies for occupied coun-
tries not included in recorded ex-
ports

Surplus property including ship sales
and military sales

Other adjustments _._
Total transfers to foreign countries _

Through private United States busi-
ness _ .

Through U. S. Government agencies .
Transfers from foreign countries:

General imports recorded by Bureau of
the Census

Purchases for offshore use and other ad-
justments:

Military purchases abroad
Foreign purchases by other Govern-

ment agencies not included in re-
corded imports

Other adjustments
Total transfers from foreign countries

Through private United States busi-
ness _ _

Through U. S. Government agencies. .

1948 (revised)

I

3,317

33

208
85

3,643

2,751
892

1,810

42

52
24

1,928

1,785
143

II

3,237

50

67
37

3,391

2,741
650

1,710

52

67
30

1,859

1,683
176

III

2,935

73

46
51

3,105

2,451
654

1,729

73

54
26

1,882

1,705
177

IV

3,126

7

40
133

3,306

2,759
547

1,875

99

38
16

2,028

1,823
205

Total

12,615

163

361
306

13, 445

10, 702
2,743

7,124

266

211
96

7,697

6,996
701

1949
I

3,268

24

41
88

3,421

2,830
591

1,789

75

50
11

1,926

1,744
182

Source: U. S. Department of Commerce, Office of Business Economics.

Table 5.—Service Transactions with Foreign Countries

[Millions of dollars]

Item

Receipts:
Transportation _ _ _ _ _ _
Travel
Miscellaneous services:

Private
Government

Total receipts

Payments:
Transportation
Travel ....
Miscellaneous services:

Private
Government

Total payments

1948 (revised)

I

343
65

105
27

540

186
96

49
201

532

II

321
83

104
29

537

205
135

50
226

616

III

298
90

114
24

526

229
262

49
235

775

IV

271
69

110
30

480

219
108

49
194

570

Total

1,233
307

433
110

2,083

839
601

197
856

2,493

1949
I

271
69

100
35

475

212
107

50
189

558

Item

Government:
Payments:

Post-UNRRA
Interim -aid __
European Recovery Program.
Chinese aid program
Civilian supplies for occupied coun-

tries
Greek-Turkish aid program
War damage payments and other

transfers to the Republic of the
Philippines

International Refugee Organization. _ _
Other transfers _

Total payments

Receipts:
EGA counterpart funds
Other

Total receipts _ • _

Net Government payments

Private remittances:
Payments
Receipts

Net private payments __ _ _

1948 (revised)

I

57
301

346
91

11
33
35

874

88

88

786

192
16

176

II

21
195
204

1

312
95

23
21
35

907

97

97

810

173
14

159

III

6
47

567
78

420
88

45
12
18

1,281

91

91

1,190

156
17

139

IV

1
3

617
89

202
75

51
23
27

1,088

25
88

113

975

189
15

174

Total

85
546

1,388
168

1,280
349

130
89

115

4,150

25
364

389

3,761

710
62

648

1949
I

927
51

250
50

60
18
27

1,383

8
86

94

1,289

165
14

151

Source: U. S. Department of Commerce, Office of Business Economics,

Table 7.—Movements of United States Capital
[Millions of dollars]

Item

Long-term capital:
Government:

Outflow:
Credits on sale of surplus property

located abroad
Credits on sales of ships
Export-Import Bank loans
British loan. _.
European Recovery Program
Other

Total outflow
Inflow
Net outflow of Government long-term

capital

Private:
Outflow:

Purchase of obligations from or
guaranteed by the Internation-
al Bank

Direct investments .._
Other

Total outflow

Inflow:
Direct investments
Other

Total inflow

Net outflow of private long-term
capital _ _ _ --.

Net outflow of short-term capital:
Government
Private.--

1948 (revised)

I

141
13

170
300

8

632
52

580

261
31

292

99
45

144

148

-90
105

II

4
28

145

13

190
28

162

334
80

414

99
49

148

266

-118
80

III

7
2

70

1
8

88
210

-122

8
385
154

547

206
37

243

304

-38
-23

IV

(i
485

9

564
42

522

332
14

346

115
40

155

191

1
-46

Total

153
43

454
300
486
38

1,474
332

1,142

8
1,312

279

1,599

519
171

690

909

-245
116

1949
I

4
(*)

50

280
10

344
65

279

18
1199

3

220

C1)
24

24

196

(*)
-33

Source: U. S. Department of Commerce, Office of Business Economics.

* Less than 0.5 million dollars,
i Estimate for net outflow only.
Source: U. S. Department of Commerce, Office of Business Economics.

Imports from Europe declined by nearly 10 percent, part
of which may be seasonal, from the relatively high amount
during the last quarter of 1948, which may have been affected
by the Christmas trade. However, the decline brought the
value of imports from Europe nearly back to the amount.
reached during the first quarter of 1948. Of major European
export countries only Belgium, Germany, and Norway were
able to increase their sales in the United States above the
preceding quarter.
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tion because they were needed to satisfy the demand for the
end products and because, given the pressure of that demand,
the prices charged could be high enough to cover the cost
of operating the inefficient facilities. With a return to more
normal competitive conditions there is again a strong incen-
tive to reduce costs by replacing inefficient equipment.

This pattern of demand—with current outlays well above
normal replacements and normal growth but with a large
backlog made up primarily of deferred replacements—
parallels that in a number of the areas discussed above where
the data exist to demonstrate the relationships more con-
clusively.

Summary and Conclusions

Because of the growth of the economy, and the increased
mechanization of production, the secular level of equipment
outlays necessary to maintain facilities and provide for
normal continued growth in productive capacity over the
next decade is two to three times that in the 1920's, even
after adjustment for price changes.

Aggregate 1948 outlays were well above this secular level.
A rough summation of the items specifically analyzed in-
dicates an excess which is consistent with the general con-
clusion in this respect developed from chart 1. The excess
over the past 3 years, however, has not been nearly enough
to exhaust the backlog of demand which existed at the end
of the war, stemming from deferred growth and deferred
replacements.

Within this aggregate there were significant variations.
Outlays for telephone and railway equipment were roughly
double those required for normal replacement and growth.
In contrast, the backlog of demand for additional electric
power facilities was practically untouched*—expansion dur-
ing the year was just about enough to take care of normal
growth. Purchases of trucks exceeded the long-term sus-

tainable rate by a much wider margin than purchases of
passenger cars for business use.

Deferred growth and deferred replacements are still suf-
ficiently large so they could serve to maintain outlays at the
high 1948 rate for several years. It is not likely, however,
that they will be so maintained. There are good reasons for
expecting some decline as the more urgent demands are
satisfied and long before the backlog is exhausted.

The possibility of some decline is increased by the un-
evenness of the backlog. The telephone companies have
more nearly caught up with their postwar equipment
requirements than the electric utilities. The remaining
backlog of demand for Diesel locomotives appears large while
that for freight cars is much less important. The still un-
satisfied demands for automobiles appear larger than those
for trucks and farm equipment.

The remaining backlog should, however, result in average
purchases over the next several years well above those
necessary for normal replacements and growth. Thus it is
an important element of strength to be considered in any
appraisal of business prospects.

Some of the adjustments implicit in the above summary
conclusions are already taking place. It appears likely that
the outlays by the electric utilities for 1949 will be above
1948 and those by the telephone industry will be down.
Sales of automobiles are running above a year ago while trucks
are below. The railways plan to spend about 10 percent
more for plant and equipment in 1949 as a whole than in
1948 but plans for the second half are well below last year.
Manufacturing industries plan to spend one-eighth less for
plant and equipment in 1949 than in 1948, with the last half
down even more from a year ago.

Aggregate outlays for equipment in 1949 are likely to be
nearer the calculated long-term trend than those in 1948.
This results from the continued secular growth in current
replacement and growth requirements along with the prob-
ability that outlays will be a little below last year.

Business Situation
(Continued from p. 8)

war boom. The reaction on the part of materials producers
to reduced demand did not occur until the first quarter of
this year when output dropped 8 percent from fourth quarter
levels. Building materials in general have been in good
supply this spring and builders have avoided the added costs
they were forced to incur when deliveries were spotty.

Materials prices declining

The improved supply-demand relationships in building
materials have been reflected in reduced prices. The Bureau
of Labor Statistics index of wholesale building materials
prices in April was about 4 percent below its high point
reached in September, although it was still higher than last
spring. The largest drop has taken place in lumber which

has declined 9 percent since last August and is 6 percent
lower than April 1948.

These price declines probably understate the extent of the
drop in material costs which has already occurred. Pre-
miums for prompt delivery have largely disappeared, quality
has improved and at the dealer level discounts from list
prices have reappeared.

Although hourly earnings of construction labor are 2 to
3 percent higher than they were in the third quarter of last
year, it is questionable whether labor costs on the job are
higher. With the changed demand for construction labor
and the better flow of materials, there have been frequent
reports by builders of marked improvement in output per
man-hour. Moreover, premiums above prevailing wage
scales have tended to disappear and costly overtime pay-
ments are less prevalent. These factors have been important
in the reduced prices being quoted by subcontractors this
year, though contractors' profit margins have also been
reduced.
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THE
Business Trends
During the first half of 1949 cutbacks in factory
employment and a gradual reduction in business
inventories were accompanied by
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SITUATION
By the Office of Business Economics

E<_jCONOMIC developments in June were marked by a
continuation of cautious business purchasing as inventories
were further liquidated; by an extension of the decline in
industrial output and in industrial prices; by the continued
high rate of personal income; and by a high volume of fixed
business investment.

Some seasonal increase occurred in employment as activi-
ties expanded both in farm and nonfarm areas. The June
rise did not lift the level of employment to that reached a
year ago and the increase in the labor force with school
closings was more than the increase in employment so that
unemployment also rose.

The recent OBE-SEC survey of plant and equipment ex-
penditures completed in June, the results of which are de-
tailed in a subsequent section, reveals that the expenditure
plans by business have remained firm during the recent
period of business adjustment. Expenditures of this char-
acter for the second quarter are estimated to have been as
large as in the corresponding period of 1948.

Adjustments in business so far this year are mirrored in
the changes in the flow of corporate funds which is analyzed
in the final section of this review. With fixed capital ex-
penditures continuing high, corporations used a somewhat
larger amount of funds for this purpose—about $8.4 billion—
in the first half of the year than in the corresponding period
of 1948. However, with the shift in inventory policy from
accumulation to liquidation and with lower amounts re-
quired for receivables, the need for short-term funds by
corporations w^as substantially reduced. The funds required
for these latter purposes dropped from a positive figure of
$4 billion in the initial half of 1948 representing additional
financial requirements to a negative figure of $4 billion in
the initial half of the current year representing a flow of
funds to corporations resulting from reduced requirements.
The result of this and other changes in corporate finance
was to enhance the liquid asset position of corporations.

Investment lower—Personal income steady
The outstanding change in the national product accounts

during the first half of this year as a result of the above*
developments was the decline in inventories and the associ-
ated reduction in total private capital investment. The dol-
lar expenditures by consumers also declined, but the reduc-
tion was less absolutely and much less relatively. Consumer
spending remains more selective, however, and price reduc-
tions have continued to be necessary in many lines.

The outstanding fact concerning the flow of personal
income has been its stability. From February through May
there was almost no variation in the annual rate of personal
income. Despite the decline which occurred from December
to February, the entire movement from June of 1948 through
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May of 1949 has been within a range of 2 percent. The
only income flows to show quantitatively significant declines
this year are manufacturing pay rolls and proprietors' income
in agriculture and certain nonfarm industries. In the aggre-
gate these have been partially offset by rising transfer pay-
ments and small increases in other types of income.

Seasonal rise in employment

Employment rose seasonally to 59.6 million in June as
outdoor work expanded toward the summer peak. This
was about 1 million higher than a month earlier, but 1.7
million lower than in June of 1948. Unemployment was
also higher in June, rising to 3.8 million. These changes
reflected the large seasonal advance in the labor force at the
end of the school year as students and youth sought employ-
ment.

Most of the decline in employment from a year ago has
occurred in manufacturing industries (see the first panel of
the chart on page 1), and in addition some reduction has
taken place in the length of the workweek. Nonmanufac-
turing employment continues to show little change with most
private groups about the same as, or a little lower than, a
year ago and Government employment higher.

The decline which has taken place in manufacturing em-
ployment has been accompanied by reductions in the other
principal manufacturing indicators—production, sales, and
new orders. Industrial production and manufacturers' sales
were both lower in May as the decline from the peak rate
attained last fall reached a little more than 10 percent in
each case; further declines in production are indicated for
June.

The most notable change in industrial activity in recent
weeks has been the reduced output in some of the heavy
goods industries—steel, machinery, and transportation equip-
ment. As is shown in chart 2, the decline in steel production
which began in mid-March proceeded at a moderate rate in
April and May and then more rapidly in June. Following
the sharp drop during the holiday week including July 4, the
steel operating rate in the second week in July recovered sub-
stantially but was still a little lower than at the end of June.

The automobile industry continues as an outstanding
strong spot. Assemblies of passenger cars and trucks in the
United States climbed to 600 thousand units in June, a new
postwar peak which is only a little below the record volume
in the spring of 1929.

Greater than seasonal rise in construction

Construction currently represents another expanding sec-
tor of the economy. The dollar value of new construction
rose 11 percent between May and June to $1.76 billion.
This was greater than the usual seasonal advance and repre-
sents the highest level since last November, after allowance
is made for seasonal influences.

All major segments of construction increased over the
month; the rise in private activity was greater than seasonal
while the increase in public outlays was about in line with
the usual summer upswing. Private residential construction
increased about 4 percent on an adjusted basis, reflecting the
sharp pick-up in housing starts during April and May. In
June starts continued the strong upward movement which
began this spring and reached 100,000 units. This brought
the second quarter total up to 281,000, which is only 17,000
below the peak rate of the second quarter 1948.

For the first 6 months of the year close to $8}£ billion of
work has been put in place, 4 percent more than for the cor-
responding period a year ago. Public construction activity
was 37 percent higher and private 5 percent lower.

Government expenditures rising
The recommendations in the President's Midyear Eco-

nomic Report would mean an extension of the rising trend of
Federal outlays and no major increase in taxation.

In the first half of 1949 Federal cash payments to the
public exceeded cash receipts by $1 billion at an annual
rate—in contrast with a cash surplus of $4 billion at an
annual rate in the latter half of 1948. The major factor in
the shift to a cash deficit was a $4 billion increase in the
annual rate of Federal cash payments. This rise in cash
outlays was about equal to the increase taking place in the
second half of 1948. Federal cash receipts declined by only
$1 billion at an annual rate in the first half of 1949 from the
rate of the second half of 1948, in contrast with a decline of
about $5 billion from the first to the second half of 1948.
The recent decline in receipts was still mainly attributable
to the individual income tax reduction enacted in the spring
of 1948, rather than to the shrinkage in tax base produced by
declining levels of income. However, a further decline in
cash receipts is foreshadowed by the recent drop in corporate
profits and taxable personal income.

Chart 2.—Weekly Steel Operating Rate 1
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1 Percent of rated capacity is based upon 96.1 million short tons of steel ingots and steel for
castings as of January 1, 1949, and upon 94.2 million short tons as of January 1, 1948. Latest
data plotted for the week ended July 16, 1949.

Source of data: American Iron and Steel lustitute.

The support given to the economy by the shift of the
Federal Government from a surplus to a deficit has been
augmented moderately by State and local government fiscal
operations. Outlays by these government units continue to
increase more rapidly than their receipts. During the first
half of 1949 the increased outlays were principally for goods
and services—largely for construction of public works.

Drop in business inventories
An important part of the reduction in aggregate demand

since the end of 1948 is traceable to the curtailment of
inventory buying. In the fourth quarter of 1948 nonfarm
business inventory accumulation occurred at a seasonally
adjusted rate of $7.1 billion; by the first quarter of 1949 the
rate of accumulation declined to $2.8 billion, and in the
second quarter preliminary reports indicate a general
inventory liquidation at various stages of production and
distribution. Thus, although the absolute change in in-
ventories since the beginning of the year is still small, the
extent of the shift from accumulation to liquidation has had
a significant influence upon the demand for current output
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and hence on new orders placed and on the scale of business
operations.

On a book value basis, adjusted for seasonal variation,
the downturn inventories from the peak reached in the last
quarter of 1948 was initiated by a moderate decline in retail
stocks in the first quarter of 1949. The total volume of
business inventories showed little change during that quarter,
however, as advances in manufacturers' inventories, partic-
ularly finished goods, about offset the decline in retailers'
stocks while wholesalers7 stocks remained substantially un-
changed. Of the $1.6 billion reduction in total business
inventories in April and May, $0.8 billion consisted of reduc-
tions in manufacturers' stocks, while most of the remainder
comprised further cuts in retail holdings.

Factors in retail inventory change
Uncertainty with respect to price and sales prospects,

leading to a restrictive policy on business inventory com-
mitments, was first evidenced at the retail level late in
1948—even before retail sales receded at the beginning of
1949. Cutbacks in ordering before the turn of the year
enabled retailers to reduce inventories in the first quarter of
the year in spite of the fact that sales were lower than in
the preceding quarter. The decline has continued—during
May the book value of all retail inventories adjusted for
seasonal variation declined $0.3 billion to $13.8 billion, a
reduction of 7 percent from the November 1948 peak.
This change in retail stocks was greater than the change in
retail sales.

The decline of $800 million in the book value of manufac-
turers' inventories in April and May from the peak of
$31.8 billion in the first quarter of the year followed the
decline in industrial output and in aggregate demand which
emerged at the end of 1948. Thus, manufacturers' sales
began to recede after September 1948, but manufacturing
output continued at or near peak rates during the final
quarter of 1948 and resulted in a continued rise in inventories.
Manufacturers curtailed output in the first quarter of 1949,
but a sharper fall in their sales prevented a decline in inven-
tories. With the risk of carrying inventories increased by
falling prices and orders, the drop in manufacturers' holdings
in April and May was accomplished by curtailments in
inventories of purchased materials and goods-in-process. as
manufacturers trimmed their own buying and production.
Despite the latter reduction, finished goods inventories held
by manufacturers continued to increase through May although
the rate of use has been small in recent months.1

Retail trade steady
Retail trade as a whole has continued to show marked

stability in the aggregate, although the trends by lines of
business are not uniform and price reductions have been
necessary to continue this flow of goods into consumer's
hands. In the first 5 months of 1949, the total variation
in the adjusted index of retail sales has been but one percent.
Furthermore, the average of the seasonally adjusted sales
for this period was less than 2 percent below the average for
the entire year 1948 and about 4 percent below the fourth
quarter high point. In view of the decline in retail prices,
moreover, the physical volume of goods sold at retail declined
only slightly from the latter part of 1948.

Durable-goods sales support total
Sales of all nondurable-goods stores, after seasonal adjust-

ment, dropped off somewhat from their position at the end of
1948, but have flattened out in the last 3 months. Durable-

1 In some cases the finished goods of one firm are further processed by a firm in another
ndustry; e.g. leather is classified as finished goods in the leather industry although it may be
urther processed by the shoe manufacturers.

goods sales, however, after falling sharply from December to
January, resumed their upward climb thereafter and by May
had almost returned to the peak reached in August 1948.

The rising trend in durables was due in large part to the
continued strength of automotive store sales (see table 1).
The volume of new passenger car sales—the major item in
this line—still remains to a considerable extent a function of
supply, although for the higher priced cars purchasing power
and prices are now important factors. The 11-percent drop
in automotive store sales from December to January was
attributable to model change-overs in several major plants,
and in subsequent months activity has been rising—although
the upward movement was halted temporarily in May when
the operations of one of the largest producers were inter-
rupted.

Other durable-goods stores, however, have not kept pace
with the automotive group. Building materials and hard-
ware stores and house furnishing stores both reached their
postwar peaks in the third quarter of 1948, and in the first
5 months of 1949, sales were off more than 10 percent from
this high. However, in both cases the downward movement
appears to have been halted in the second quarter.

Jewelry stores have reported steadily declining sales for
the past 3 years, and now are about 25 percent below the
peak reached in April 1946 (see table 1).

Table 1.—Sales of Retail Stores, Seasonally Adjusted Quarterly
Totals

[Millions of dollars]

Item

Nondurable goods stores:
Food groups
Eating and drinking places. _
Drugstores
Filling stations

Department stores 2. _
Men's clothing and furnishings

stores _
Women's apparel and accessories

stores
Shoe stores

Durable goods stores:
Automotive group _ _ _ _ _
Building materials and hardware

group. _ _
Homefurnishings group
Jewelry stores.

1948

First
quarter

7, 895
3,143

935
1,538

2,419

615

1,071
380

4, 193

2, 602
1, 586

304

Second
quarter

8,007
3,152

916
1,619

2,537

612

1,131
390

4,123

2,754
1,720

312

Third
quarter

7,842
3,135

921
1, 609

2, 562

580

1,122
380

4,594

2, 820
1, 768

296

Fourth
quarter

8,113
3,182

915
1, 559

2,488

606

1,206
387

4,681

2, 658
1,602

291

1949

First
quarter

7, 961
3,104

941
1?554

2, 350

614

1, 084
395

4,710

2,431
1, 545
'286

Second
quarter *

7,S40
3, 060

915
1,595

2, 400

560

1, 110
390

5,300

2,410
1, 545

270

1 The second quarter estimate is based on data for 2 months.
2 Does not include catalog sales of mail-order houses.
Source: U. S. Department of Commerce, Office of Business Economics.

Nondurable sales somewhat weaker
For several of the nondurable groups, such as drug stores,

eating and drinking places, and shoe stores, sales have been
characterized by relative stability over a period of about
3 years. Except possibly for eating and drinking places,
where sales have tended slightly downward since the begin-
ning of the year, this stability has been maintained in the
early months of 1949. Sales of filling stations have had a
somewhat different postwar pattern, rising rapidly after the
end of the war until the middle of 1948, and remaining fairly
steady since then.

Food-store sales continue high, showing little variation
over the past year. The average in adjusted sales in the
first 5 months was less than 1 percent below the 1948 average.
The slight decline in the dollar value of sales is a reflection
of lower prices rather than of physical volume. Actually,
the volume of food moving in retail channels appears to have
risen slightly.
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Plant and Equipment Expenditures

llfXPENDITURES on new plant and equipment by non-
agricultural business continued through the first 6 months of
this year at the peak rate prevailing with but minor interrup-
tion since the end of 1947, after approximate adjustment for
price changes and seasonal factors. First quarter 1949 expend-
itures on new plant and equipment, as reported by business
in the regular joint quarterly survey by the Office of Business
Economics and the Securities and Exchange Commission,
amounted to $4.5 billion compared with $4.2 billion in the
same period of last year. The preliminary estimate for the
second quarter is $4.8 billion, the same as in the correspond-
ing period of 1948. The continuation of such high expendi-
tures in the face of weakening tendencies in some parts of
the economy reflects the firm character of the programs
under way.

According to these reports, a moderate decline may be
expected in the third quarter of this year with planned
expenditures on new plant and equipment fixed at $4.6
billion—about 4 percent below the preceding quarter and
about the same amount below the corresponding quarter in
1948.

It is significant that these plans evidence no deterioration
when comparison is made with the results of a preceding
survey conducted in mid-February. In the earlier survey
business anticipated a decline of 14 percent in capital out-
lays from the second half of 1948 to the second half of 1949.
If expenditures now planned for the third quarter are actually
realized, however, so large a decline in the last 6 months of
the year seems improbable—particularly since it would
imply a very sharp drop in the fourth quarter, when the
typical seasonal movement in that period has been upward.
Hence, the reduction in capital investment indicated for the
months ahead would appear to reflect the gradual completion
of postwar plans for expansion, especially in the manufactur-
ing segment, rather than a sudden contraction in investment
intentions induced by the signs of declining demand for
final products of the economy from last year's peak levels.

Investment postponed
That the total of fixed capital investment planned for the

remainder of this year appears to have been expanded
between the two surveys—despite the fact that the general
level of business activity declined between February and
May—is probably attributable to two factors. In the first
place, as noted in the report on the previous survey, there
has been a consistent tendency for business to underestimate
its longer-term programs as opposed to its short-run com-

mitments.1 Accordingly, in February business was able to
foresee only in part its investment needs for the latter half
of the year.

Chart 3.—Business Expenditures for New Plant and
Equipment 1
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1 Excludes expenditures of agricultural business and outlays charged to current account.
2 Includes trade, service, communications, and finance.
3 Includes railroad and other transportation, and electric and gas utilities.

Sources of data: Beginning with 1945, U. S. Department of Commerce, Office of Business
Economics and Securities and Exchange Commission; prior to 1945, Board of Governors of
the Federal Reserve System.

Second, there may have been some tendency—in the light
of declining prices—for business to postpone investments
originally scheduled for the early spring of this year until
autumn. This may have been the case in the first quarter
of this year, when actual expenditures on plant and equip-
ment, as reported in mid-May, were some 5 percent less than
the preliminary estimate of capital outlays for that quarter
reported in mid-February. The apparently higher outlays
now anticipated for the third quarter suggest that this cut
represented a postponement rather than a cancellation.

1 See "Plant and Equipment Programs and Sales Expectations in 1949," SURVEY OF
CURRENT BUSINESS, April 1949.

Table 2.—Business Expenditures on New Plant and Equipment, 1939-49 ]

[Millions of dollars]

Item

All industries
Manufacturing and mining, total _

Manufacturing
Mining

Transportation and electric and gas utilities, total
Railroad
Other transportation
Electric and gas utilities

Commercial and miscellaneous 4 --

1939

5,200
2,310
1,930

380
1,040

280
280
480

1,850

1940

6,490
3,140
2,580

560
1,380

440
390
550

1,980

1941

8,190
4,080
3,400

680
1,610

560
340
710

2,490

1942

6,110
3,170
2,760

410
1,480

540
260
680

1,470

1943

4,530
2,610
2,250

360
1,190

460
190
540
730

1944

5,210
2,890
2,390

500
1,350

. 580
280
490
970

1945

6,630
3,650
3,210

440
1,500

550
320
630

1,480

1946

12, 040
6,470
5,910

560
2,270

570
660

1,040
3,300

1947

16, 180
8,150
7,460

690
3,610

910
800

1,900
4,430

Jan.-
Mar.

4,170
1,980
1,800

180
950
270
180
500

1,240

Apr.-
June

4,820
2,340
2,140

200
1,140

310
190
640

1,340

1948

July
Sept.

4,830
2,290
2,090

200
1,190

330
170
690

1,360

Oct.-
Dec.

5,410
2,540
2,320

220
1,430

410
170
850

1,440

Total

19,230
9,140
8,340

800
4,700
1,320

700
2,680
5,390

Jan.-
Mar.

4,460
2,040
1,850

190
1,170

360
130
680

1,260

1949

Apr.-
June 2

4,820
2,160
1,960

200
1,360

410
140
810

1,300

July-
Sept. 3

4,630
2,030
1,840

190
1,310

310
170
830

1,280

1 Data represent expenditures of nonagricultural business only and exclude outlays charged to current account.
2 Based on preliminary estimates of business as of mid-May.
3 Based on anticipated capital expenditures of business.
4 Includes trade service, finance, and communication.

Note: Figures are rounded and will not necessarily add to totals.
Sources: Beginning with 1945, U. S. Department of Commerce, Office of Business Economics, and Securities and Exchange Commission; prior to 1945, Board of Governors of the Federal

Reserve System.
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Counterbalancing industry trends
As shown in the accompanying chart and table, the

relative stability in total capital outlays during the first half
of 1949, when compared with the same period of last year,
was largely the result of counterbalancing trends among
industries. In general, a downward movement in the plant
and equipment expenditures of manufacturing concerns
(which is expected to continue in the third quarter) has been
offset by the rising expenditures of the electric and gas
utilities and the railroads.

In the second quarter of 1949 the capital outlays of manu-
facturers were 8 percent below the corresponding quarter of
last year. Outlays of the electric and gas utilities, on the
other hand, were up by 27 percent and those of the railroads
by 32 percent. Expenditures of the mining and commercial
and miscellaneous groups were relatively stable.

In the third quarter of the year, however, only electric and
gas utilities are expected to maintain capital outlays well

above those of 1948. In other segments, where considerably
greater progress has been made in the completion of postwar
expansion and modernization projects, planned outlays are
lower by substantial amounts. An exception is the "other
transportation7' group, whose capital outlays are expected to
rise to the rate reached in the third quarter of last year. In
manufacturing the drop from the corresponding quarter of
last year, according to plans in mid-May, will amount to 12
percent.

It is, of course, in the manufacturing segment in particular
that reduced demand has been most apparent in recent
months, with significant declines in output in such important
industries as textiles, paper, shoes and other leather goods,
chemicals and steel. With demand no longer pressing
capacity in these sectors, the incentive for expanding facili-
ties has noticeably eased. Nevertheless, for the economy as
a whole, the decline in capital outlays now programed for
the third quarter is moderate.

Corporate Financing in the First 6 Months of 1949
_L HE economic readjustments which occurred in the first

6 months of the year were clearly reflected in the financing
operations of corporate business. The demand for funds to
finance long-term plant and equipment needs remained high
in the first half of 1949. In contrast, the working capital
requirements were cut considerably as inventories and
customer credit were reduced. The net result was a sub-
stantial reduction in total demand for funds by corporate
business.

There was a corresponding drop in the flow of funds to
corporations, mainly in the form of reduced short-term bank
and commercial credit. The volume of long-term capital
funds raised in the securities market in the first half of the
year was about as large as a year ago. As in 1947 and 1948,
the bulk of the money raised came from the sale of debt
issues.

In general, the liquidity position of business was somewhat
improved on an over-all basis from 1948 to 1949 with current
liabilities as well as sales being reduced to a greater extent
than current assets. There has been very little change in
corporate liquid assets, that is, cash and Government
securities. In contrast to many previous periods of readjust-
ment there has been little apparent tendency on the part of
banks and other suppliers of credit toward more restrictive
lending policies. Interest costs of borrowing in 1949 remained
low by almost any peacetime standards, and the major credit
institutions for the most part made their funds available on
relatively favorable terms. Within the framework of the
general credit conditions which have prevailed for a number
of years, the ability of banks to lend has not been in question.
Moreover, the Federal Reserve monetary authorities have in
recent months taken steps to increase the availability of
credit to business by reducing the legal reserve require-
ments of banks and by facilitating some reduction in interest
rates through its open market policy.

Expansion of facilities continues high
In the first half of 1949 nonfmancial business corporations

spent $8.4 billion on plant and equipment. This total is
somewhat lower than the peak expenditures in the last half
of 1948, but it is about one-half billion dollars above the
corresponding period of 1948.

As has been the case in the past, the major part of the
funds needed for this expansion was obtained from internal
sources, primarily retained earnings and depreciation re-
serves, which totaled about $7 billion in the first 6 months

of the year. The availability of funds from these sources
was reduced to some extent in 1949 as a fall in profits was
reflected in lower retained earnings. However, it may be
noted that capital requirements were reduced to a much
greater extent so that the proportion financed from internal
sources actually increased.

Over $3 billion of net new securities
Nonfinancial corporations have continued to sell new

securities to meet a considerable portion of 'their long-term
financial needs. Proceeds of net issues of stocks and bonds
(new issues less retirements) amounted to $3.3 billion in the
first 6 months of 1949. As may be seen from chart 4 on
page 32, this inflow of funds equaled the volume of proceeds
in the first half of 1948. Bond sales have constituted about
80 percent of total net new issues in 1949, a somewhat larger
proportion than in 1947 or the comparable period of 1948
when net debt issues accounted for about three-quarters of
the total. Compared with the second half of 1948, the pro-

Eortion of new bond issues went down relative to proceeds
^om stock issues.

Relatively low cost of borrowing long-term funds
A factor in the continued dependence on debt issues has

been the relatively more favorable terms of debt as com-
pared with equity-stock-financing. While there was a
small rise in long-term interest rates toward the close of
1948, the cost of borrowing has been somewhat lower in
1949 and the rate of interest has been maintained close to
the very low level prevailing throughout most of the war
and postwar periods. In contrast, the terms of stock financ-
ing have remained comparatively high in the last 2 years.
Stock prices in 1947 and 1948 tended downward while
earnings and dividends rose sharply. Hence, the ratio of
earnings and dividends to prices rose sharply. With these
developments business continued the issuance of bonds at
low interest rates in preference to the issuance of new equity
issues.

During 1949, the earnings-price relationship for stocks
was not basically altered but the dividend-price ratio in-
creased further. Though stock prices have recently firmed,
prices and earnings are both lower this year and the ratio of
earnings to prices has generally been maintained at a level
close to the postwar peak.

(Continued on p. 32)
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Corporate Financing in the First 6 Months
of 1949

(Continued from p. 5)

Short-term financing lower
The reduction in total uses of business funds which oc-

curred in 1949 is almost entirely accounted for by the reversal
of the earlier postwar upsurge in inventories and short-term
credit granted by corporations to other business and to con-
sumers. The large and expanding inventory requirements
over most of the postwar period in part reflected the .expand-
ing flow of goods into inventories, and in part resulted from
sharply rising prices which served to inflate the book value
of these inventories. For the first time since the reconver-
sion upswing got under way, the rise in inventories was
halted and subsequently reversed in the first 6 months of
this year, as the book value of corporate inventories fell by
about $1.6 billion. Again, the decline was due to some
reduction of goods in stock as well as to the lower prices at
which inventories were replaced.

Chart 4.—Changes in Corporate Bank Loans and
Security Issues
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2 Preliminary estimates.
Source of data: Estimates of the IT. S. Department of Commerce, Office of Business Econo-

mics, based upon Securities and Exchange Commission and other financial data.

The recent reduction of sales and prices permitted corpo-
rations to lower their receivables by about $2.4 billion in the
first half of 1949. This decline in short-term credit extended
by corporations was, it may be noted, accompanied by an
equal decline in trade payables in the same period.

Bank loans reduced
The lower level of working capital requirement in 1949

has permitted corporations to reduce their bank debt. As
may be seen from chart 4, the $2 billion decline in the first 6
months of this year is in sharp contrast to the trends in 1947
and 1948. While part of the reduction reflects seasonal in-
fluences, the bulk of the decline appears to have been made
possible by a greater-than-seasonal fall in inventories and
other working capital requirements.

Table 3.—Sources and Uses of Corporate Funds, 1947-49 1

[Billions of dollars]

Item

Uses:
Plant and equipment _ ...
Inventories (book values) _ _
Receivables _ - _ _ _ .
Other current assets

Total

Sources:
Retained profits 4 _ _. __ . _ _ _ . _
Depre ciation
Cash and deposits

U. S . Government securities _ _ _ _
Payables
Federal income tax liability
Bank loans (excluding mortgage loans) _

Mortgage loans _.
Other current liabilities
Net new issues

Total

Discrepancy

Annual

1947

15.0
8.9
5.7
-.1

29.5

11.4
4.9

-1.3

1.5
2.6
2.7
2.6

.8

.6
4.4

30.2

-.7

1948

17.3
6.3
2.3

(3)

25.9

12.5
5.5
.1

-.1
.9
.9

1.2

.7
(3)
6.0

27.7

-1.8

First half

1948

8.0
3.5
.4

(3)

11.9

6.7
2.7
.2

.8
-1.2

.4
-.1

.4
-.4
3.2

12.7

-.8

19492

8.4
-1.6
-2.4
(3)

4.4

4.5
2.9
.1

-.4
-2.4
-1.0
-2.1

.3
-.2
3.3

5.0

-.6

1 Excluding banks and insurance companies.
2 All data for the first half of 1949 are partly estimated.
3 Less than $50 million.
4 Including depletion. No data are available on retained earnings in the second quarter

of 1949. Above estimate assumes a moderate reduction from the first quarter.
Source: U.S. Department of Commerce estimates based on Securities and Exchange Com-

mission and other financial data.

There appears to have been little change in terms of short-
term lending by banks in 1949. With the general profitable-
ness of business either leveling off or declining, banks have
tended to be somewhat more selective in their lending activ-
ity. On an over-all basis, however, short-term bank loan
facilities have been available to corporations on relatively
favorable terms.

Liquidity of business
In summary, it appears that the 1949 reduction in the flow

of funds to corporations was primarily the result of reduced
business requirements. This reduction in financial require-
ments reflected a drop in working rather than in fixed capital.
The net change in total capital requirements has resulted in
an improved liquidity position for business. Long-term in-
debtedness has increased steadily over the postwar period
but total interest payments are still much lower relative to
profits than was true before the war. This is due not only
to the profits which flowed from the high volume of postwar
business but to the lower rate of interest payments on
corporate debt outstanding.
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In the second quarter Gross National
Product was down 2, percent from the
first quarter.
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THE

SITUATION
By the Office of Business Economics

LjCONOMIC activity was virtually unchanged in July with
the usual summer slowness in trade and industry broken
primarily by a substantial advance in the volume of construc-
tion. Industrial production continued at reduced rates,
with vacation shutdowns and the 3-day workweek in the
coal industry being contributing factors. Total employment
was steady at 59.7 million. The increase in construction—
centered mainly in residential building—brought the level
of activity above the record rate of last year. Underlying
the over-all stability of the economy was the continued
firmness of personal incomes, which in June reached $213
billion at a seasonally adjusted annual rate—fractionally
above May and about 2 percent below the peak of last
December.

Though employment was unchanged, unemployment rose
by 300,000 in July as the entry of high school and college
youths expanded the labor force. Most of the newly un-
employed were adults released by the contracting manufac-
turing industries, while a large proportion of the students
obtained jobs in distribution and service lines.

Recent price changes small
Wholesale prices continued moderately downward in June

and July with food grains in particular declining in response
to heavy farm marketing plus the prospects for abundant
supplies revealed in the summer crop reports. Though most
prices in primary markets were lower there were scattered
advances for nonferrous metals, cotton and rayon fabrics,
Southern pine lumber, fats and oils and industrial alcohol,
reflecting some improvement in demand for these products.
Consumer prices—which have been virtually stable since
their modest decline last winter—rose slightly in June as
higher rents and greater than seasonal advances for meats
offset further declines for textiles and housefurnishings.
Pattern of the price decline

The pattern of the decline in the general level of prices
which began last autumn is depicted in chart 2 and reflects
the nature of the dominant economic tendencies in force
during this period. Initial weakness in the price structure
appeared in raw materials in August of last year, spread to
wholesale prices of processed goods in September, and finally
to consumer prices in October. The extent of the decline
was by far the greatest in primary markets, with raw materi-
als in June down by 11 percent and processed goods by nearly
9 percent from their 1948 peaks. These declines reflected
the sharp drop in demand at the manufacturers7 level—
consistently the area of greatest weakness during the current
business adjustment.

In keeping with the much more moderate reduction in
demand at retail—and also with their customarily higher
degree of rigidity—consumer prices were down only 3 per-
cent from their peak of last September.

846945°
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Decline is retarded
The drop in prices coincided with the sharp contraction of

new orders and output, beginning last autumn, as business
generally adopted cautious purchasing policies and endeav-
ored to reduce inventories. It is significant, however, that
as inventory liquidation proceeded and new orders steadied
and, in some cases, once again turned up with the need for
replenishing stocks in some industries, the pace of the price

Chart 2.—Consumers' and Wholesale Prices
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1 Data represent semimanufactured and manufactured goods.
Sources of data: Consumers' and raw materials prices through June 1949, U. S. Department

of Labor, Bureau of Labor Statistics; processed goods prices for all months and raw materials
prices for July 1949, computed by U. S. Department of Commerce, Office of Business Eco-
nomics from B. L. S. data. Raw materials price index was recomputed with 1935-49 as
base by O. B. E.

decline slackened appreciably. In primary markets, raw
material prices have fluctuated within a range of 2 percent
since February. The decline in prices of processed goods
has also been retarded. However, in many industries such
as radio, television, woolen goods, soap, fuel oils and prepared
paints, manufacturers in July were impelled to further
reductions in quotations in an endeavor to reactivate demand
or to accelerate the slowly expanding volume of new business
which has recently emerged in some lines.

Apparel and housefurnishings prices weaken
The general level of consumers' prices has been virtually

unchanged since January—though for particular groups of
consumer items there have been important differences in
price movements. Food prices have been generally firm,
following their rapid decline through February, with meat
prices in particular rising through June as supplies neared
their seasonal low-point.

Rents have risen slowly since June 1947 with the passage
of the Housing and Rent Act in that year and the subsequent
modifications. Prices of apparel'and housefurnishings, how-
ever, have declined persistently—and continued downward
in June—as retailers have endeavored to stimulate lagging
purchases for these commodities.

Retail trade continues steady
The steadiness of the general level of consumers prices,

throughout this year is matched by the stability of the total
volume of consumer expenditures shown in the chart on page
1. Expenditures on services, partly because of higher rents,
and on durable goods, because of the greater number of
automobiles available, increased during the second quarter
of this year, approximately offsetting the decline in expendi-
tures on nondurable goods.

This trend was also reflected in the movement of retail
sales which was relatively stable in the aggregate during the
first 7 months of this year, though at a level about 3 percent
below the postwar high of December 1948, after seasonal
adjustment. Indeed, when price changes are taken into
account, it is apparent that there was no significant change
in the over-all physical volume of goods sold by retail stores
in June compared with a year ago. Declines in the physical
volume of goods sold through housefurnishings and apparel
stores during this period were offset by the larger quantities
sold through food stores and through automobile dealers.

New orders rise
The decline in prices described above reflected—and in

turn accelerated—the precipitous decline in new orders
received by manufacturers, which began in the autumn of
1948. Initially, for the manufacturing segment as a whole,
new orders dropped well below the level of output. Con-
traction in output soon followed and the general level of
industrial production declined steadily. Since the flow of
goods to consumers has shown little change during this year,
the rate of inventory change shifted from accumulation in
the early months of the period to liquidation in the last few
months.

The advance in new orders in May and June, amounting to
8 percent, represented the first significant break in this
general downward movement since early fall. The rise
affected nearly all industries and in some—such as cotton
textiles—new orders exceeded the level of output by an
appreciable margin. However, the aggregate flow of new
business has remained low in relation to both output and final
consumption notwithstanding the recent modest advance in
the new order flow.

Changing pattern of production
Industrial production continued to reflect the low level of

incoming business in most industries. The pattern of
adjustment in the general level of production, however, has
been changing in recent months.

The decline in output of nondurable goods, where weakness
first appeared in the autumn of 1948, leveled off in the second
quarter of this year. The adjustment to a lower level of
demand in durable-goods industries, on the other hand,
began at a later date and was most pronounced in primary
industries, notably ingot steel and nonferrous metals. In the
first quarter of the year steel production was at a rate
exceeding 100 percent of capacity and by July the rate had
declined by about 20 percent. The automobile industry
remained the outstanding exception to the general rule; out-
put has been expanding with but minor interruption through-
out the postwar years and in July reached 576,000 auto-
mobiles, slightly below the June total but 5 percent higher
on a daily average basis.

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

August 1949



August 1949 SUKVEY OF CURRENT BUSINESS

National Income and Product in the First Two Quarters of 1949

1 HE GROSS national product, which measures the value
of the Nation's output at market prices, declined to $256
billion at annual rates in the second quarter of 1949, as
compared with $262% billion in the previous quarter and
$270 billion in the final quarter of 1948. The second-quarter
decline was attributable to a shift from accumulation to
liquidation of business inventories, as other elements of de-
mand for gross national product showed little change.

Personal income, which consists of current income receipts
of persons from all sources, was much better sustained; the
annual rate of $213 billion prevailing in the second quarter
reflected a decline of less than $1 billion from the first quarter.

In assessing economic developments since passage of the
crest of the postwar boom, it is important to recognize that
business operations continued at a very high rate in the first
half of 1949. This is illustrated in the perspective of broad
historical trends in chart 3. The value of the Nation's pro-
duction of goods and services during the first 6 months of
this year, although somewhat below that in the last 2 quar-
ters of 1948, fell very little short of the 1948 average and
substantially exceeded all prior periods.

Important also is the fact that the decline, to date, has
not been of cumulative character. This is evidenced by
two salient features of recent economic developments—the
relative constancy of personal income and a marked stability
in the flow of goods and services to final purchasers.

Chart 3.—Gross National Product
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The constancy of personal income is perhaps inadequately
emphasized in the quarterly figures cited above. Examina-
tion of corresponding monthly data (See page S-l) reveals
that virtually the entire fall from the $217 billion annual
rate prevailing in late 1948 had occurred by February, and
that total personal income in succeeding months through
June fluctuated within the narrow range of $212^-$213K
billion.

The stable flow of goods and services to final purchasers
is obscured in recent movements of total gross national
product by sharp fluctuations in the rate and direction of
changes in business inventories. To clarify the situation,
and to focus attention upon business operations, it is con-
venient to consider the credit side of a consolidated account

for the business sector of the economy, such as that presented
in table 7 of the July 1949 SURVEY.

Chart 4 depicts this account over the course of the last 6
quarters. The solid line represents consolidated net sales
by business to consumers, to government, to business on
capital account, and to foreign countries. The broken line
represents business gross product, which consists of con-
solidated net sales plus the change in business inventories
(indicated by the shaded area between the two lines), and
which differs from gross national product by the value of
current production originating in general government, in
private households and institutions, and in the "rest of the
world."

The chart brings into clear relief the contrast between
movements of business gross product during the last several

Chart 4.—Business Gross Product and Consolidated Net
Sales
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quarters and the relative stability of sales by business to
the ultimate users of its product. Business sales advanced
considerably less sharply during 1948 than did business
gross product, as much of the increase in production went
into inventories. Similarly, in the first quarter downturn,
sales fell only about half as much as product, with the
difference reflected in a reduced rate of inventory accumu-
lation.

The second quarter witnessed a material reduction in
business inventories, sufficient to account for a drop in busi-
ness gross product not much less than that of the first
quarter. Business sales, however, not only ceased declining,
but actually increased slightly in the second quarter of this
year. There have been divergent tendencies among the
various types of sales, which will be discussed in greater
detail subsequently; but the over-all picture appears to be
one of sustained underlying demand.

The only major downward movements (other than of
inventories) which continued into the second quarter were
those of production, employment, and pay rolls in manu-
facturing. These, however, reflected primarily the shift
from a situation in which part of current production was
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being used to build up business inventories to a situation
in which part of current demand has been satisfied through
depletion of business inventories. Provided that the high
demand evident at mid-year persists, then the latter situation
is inherently temporary.
The flow of income

The chief point of interest with respect to personal income
in the second quarter has been its stability. At an annual
rate of $213 billion, it was within $1 billion of the first
quarter and only about 2 percent below the rates reached
in the closing months of 1948. After a decline early this
year, the total was virtually constant for five consecutive
months from February through June.

This constancy was not entirely uniform among major
components of personal income, but fluctuations were of
relatively small amplitude and tended to be offsetting.
Reductions in earnings of farm proprietors and of employees
in manufacturing industries were partly counter-balanced
by increased wage and salary receipts in the distributive and
service industries and in government, and further offset by a
rise in government transfer payments.

Total wages and salaries, seasonally adjusted at annual
rates, amounted to $136% billion in the second quarter of
this year, as compared with $137% billion in the first quarter.
The downward tendency stemmed solely from the commod-
ity-producing industries, and was concentrated in manufac-
turing, where seasonally adjusted pay rolls were 5 percent
below the first quarter. These pay rolls had declined steadily
since October, but appeared to be leveling off as the second
quarter ended. Wages and salaries in nondurable manu-
facturing industries were slightly higher in June than in
April, while those in the durable-goods manufacturing group
were not much lower at the end of the quarter than in its
initial month.

Modest pay roll increases in trade, transportation, the
service industries, and in government served to counter-
balance much of the manufacturing decline. In the case of
transportation, retroactive wage payments granted to rail-
road workers were a contributing factor.

Proprietors' and rental income, at a rate of $46% billion
in the second quarter, was down by $1 billion from the first
quarter. With business and professional earnings and rental
income unchanged, the lower total was attributable to a
decline in farm income. Farmers7 earnings reflected some
reductions in prices of agricultural products, but smaller
increases in farm inventories accounted for about half of the
drop. There was little change in the physical volume of
farm marketings.

Personal interest income was approximately constant in
the second quarter, and the flow of dividends to individuals
was maintained at a seasonally adjusted annual rate of
$8% billion. Although government transfer payments rose
substantially less than in the first quarter, their increase—
mainly in the form of unemployment insurance benefits—
was sufficient to offset half of the second-quarter fall of a
billion dollars in wages and salaries.

Corporate profits
Data on corporate profits for the second quarter are not

yet • available. An industrial breakdown of first-quarter
profits is presented for the first time in table 1, however,
together with revised estimates by quarters for 1948.

Total corporate profits before tax in the initial 3 months of
1949 were about 14 percent less than in the corresponding
period of last year, and were down by nearly the same propor-
tion from the fourth quarter of 1948. If the latter com-
parison is made after seasonal adjustment, a somewhat
more severe decline is indicated—from $34.5 billion to $28.4

billion at annual rates, or about 18 percent. On the other
hand, if corporations generally had followed a practice
(which most of them do not) of charging to cost of sales the
replacement cost of inventories used in current production,
the fourth- to first-quarter drop would have been 14 percent
after seasonal adjustment, while the first- to first-quarter
movement for the respective years would have been reversed,
showing an 8 percent increase.

Table 1.—Corporate Profits Before and After Taxes: 1948 by
Quarters, and First Quarter of 1949 1

[Millions of dollars]

Item

All industries, total 2

Mining . _ _
Manufacturing

Metal industries 3
O ther manufacturing _

Transportation
Communication and public utilities
All other industries 4

AH industries, total 2

Mining _
Manufacturing

Metal industries 3

0 ther manufacturing
Transportation
Communication and public utilities
All other industries *

1948

First
quarter

Second
quarter

Third
quarter

Fourth
quarter Total

1949

First
quarter

CORPORATE PROFITS BEFORE TAXES

8,561

267
5,139
1,841
3,298

167
439

2,549

8,686

283
4,996
1,810
3,186

339
390

2,678

9,083

313
5,086
1,919
3,167

421
356

2,907

8,463

298
5,059
2,334
2,725

288
414

2,404

34,793

1,161
20, 280
7,904

12, 376
1,215
1,599

10, 538

7,397

244
4,281
1,962
2,319

152
475

2,245

CORPORATE PROFITS AFTER TAXES

5,245

180
3; 172
1,085
2,087

50
267

1,576

5,291

188
3,077
1,065
2,012

131
236

1,659

5,508

209
3,122
1,129
1,993

152
216

1,089

5,130

198
3,096
1,373
1,723

91
253

1,492

21, 174

775
12, 467
4,652
7,815

424
972

6,536

4,495

168
2,608
1,141
1,467

46
289

1,384

1 Annual corporate profits estimates by major industrial groups for 1948 and revised esti-
mates for the years 1942 through 1947 were published in the SURVEY OF CURRENT BUSINESS
for July 1949 on pp. 16,17. For similar data for the years 1929 through 1941, consult the "Na-
tional Income Supplement to the SURVEY for July 1947, pp. 30-32. Concepts and method-
ology have been described in Trend of Corporate Profits, 1929-45, SURVEY, April 1946, pp.
11-12. The principal change made since that statement was prepared has been to adjust
for tax credits flowing from the carry-back of unused excess-profits tax credits and net operat-
ing losses; that is, these tax credits were added to profits after taxes in those years to which
the tax credits were carried back.2 Total profits for all industries include the adjustment for the net flow from abroad of
dividends and branch profits.3 The metal industries consist of iron and steel, nonferrous metals, machinery (except
electrical), electrical machinery, transportation equipment (except automobiles), and
automobiles.4 All other industries consist of agriculture, forestry, and fisheries; contract construction;
wholesale and retail trade; finance, insurance, and real estate; services; and the international
balance adjustment.

Source: U. S. Department of Commerce, Office of Business Economics.

The latter movement is that reflected in the national
income component, corporate profits and inventory valua-
tion adjustment, which is based upon the replacement-cost
concept in order to measure earnings from current production.
Its wide divergence from the book-profits trend in the first-
to first-quarter comparison stems from the fact that, owing
to rising prices in early 1948, reported profits were then con-
siderably overstated relative to national income concepts,
whereas the reverse was true with falling prices in the initial
quarter of 1949.

From the first quarter of 1948 to the corresponding period
of this year, the only major industrial category registering
a greater decline in profits before tax (excluding the inventory
valuation adjustment) than the all-industry total was the
heavily weighted manufacturing group, Where the decrease
amounted to 17 percent. Within that group, it was con-
centrated entirely in nonmetal manufacturing industries,
which in the aggregate experienced a 30-percent reduction;
profits in the metal-manufactoing subdivision as a whole,
conversely, were 7 percent higher in the first quarter of this
year than in the same period of 1948.

Among nonmanufacturing industries, the only major
exception to the general decline from the first quarter of
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1948 to the first quarter of 1949 was in communications
and public utilities, where an 8-percent increase in profits
was recorded. This experience reflected the basic growth
trend in these industries, together with the fact that their
profits are influenced by government regulation of public-
utility rates, which neither advanced as much as commodity
prices earlier in the postwar period nor followed their recent
decline. Mining registered a drop of 9 percent, as did
transportation, and combined profits for all other industries
(dominated by trade) fell off by about 12 percent.

Consumer demand steady

The weakening of consumer demand, which was an out-
standing feature of economic developments toward the end
of last year and especially in early 1949, did not extend into
the second quarter. In that period, personal-consumption
expenditures held firm at a $178 billion annual rate despite
a small reduction in disposable income. Apparently the
price declines which had occurred by the middle of the first
quarter were sufficient in some lines to overcome most of
the mounting consumer resistance observable before the
onset of widespread reductions.

Although aggregate consumer demand has remained stable
since early in the year, this has been partly dependent upon
the buoyancy of demand for durable goods and, to a lesser
extent, for services, especially housing. Consumer pur-
chases of nondurables have continued downward, although
by no means so precipitately as in the first quarter.

The rising trend of durables has resulted chiefly from
continued strength of new passenger automobile sales,
where supply remains the limiting factor at least in the
lower-price field. After being restricted in January by model
change-overs in several major plants, automotive sales rose
rapidly in subsequent months to account for most of the
$1 billion expansion in consumers' purchases of durables in
the second quarter. Together with some further increase
in services (which did not share in the earlier downturn),
this sufficed to offset such declines as occurred in consumer
outlays for food and a few other nondurable goods.

Relationship of personal income, consumption,
and saving

Personal income and consumption, discussed separately
above, are brought into appropriate focus in chart 5, where
total personal income and its disposition as between taxes,
consumption, and saving are shown for the last 6 quarters.
Historical perspective is provided through juxtaposition of
annual data since 1929.

The chart shows how personal consumption, although
rising in absolute terms throughout 1948, did not keep pace
with the upward movement of disposable income; as a con-
sequence, there occurred large increases in personal saving,
which restored a more normal spending-saving relationship
after the unusually high rate of spending earlier in the post-
war period. The weakening of consumer demand implied
late last year by the disproportion between increments of
disposable income and of expenditures took more definite form
in the first quarter of 1949, when personal saving rose still
further despite a fall in disposable income. Conversely, the
firming of consumer demand in the second quarter occurred
in the face of additional reductions of personal and dis-
posable income. Accordingly, the upward trend in personal
saving was interrupted, and the second quarter annual rate
of $16 billion was $1 billion less than in the previous period.

One clue to 1949 movements of personal saving is probably
to be found in the trends of automotive sales outlined ^bove.
Had the latter not been subject to supply limitations in the

Table 2.—National Income and Product, Fourth Quarter 1948 and
First Two Quarters 1949 1

[Billions of dollars!

Item

NATIONAL INCOME BY DISTRIBUTIVE
SHARES

National income—

Compensation of employees- _
Wages and salaries

Private
Military.
Government civilian

Supplements to wages and salaries

Proprietors' and rental income 3

Business and professional
Farm
Rental income of persons . _

Corporate profits and inventory valuation ad-
justment

Corporate profits before tax
Corporate profits tax liability
Corporate profits after tax

Inventory valuation a j dustment

Net interest

Addendum: Compensation of general Govern-
ment employees ._

GROSS NATIONAL PRODUCT OR
EXPENDITURE

Gross national product

Personal consumption expenditures
Durable goods-
Nondurable goods
Services

Gross private domestic investment
New construction __ _
Producers' durable equipment
Change in business inventories, total

Nonfarm only
Net foreign investment _

Government purchases of goods and services-
Federal
Less : Government sales
State and local

DISPOSITION OF PERSONAL INCOME

Personal income

Less : Personal tax and nontax payments
Federal..
State and local

Equals: Disposable personal income.

Less: Personal consumption expenditures

Equals: Personal saving

RELATION OF GROSS NATIONAL PROD-
UCT, NATIONAL INCOME, AND PER-
SONAL INCOME

Gross national product

Less: Capital consumption allowances
Indirect business tax and nontax liability
Business transfer payments
Statistical discrepancy-. __ ._ _

Plus: Subsidies less current surplus of Govern-
ment enterprises _

TCqilR,ls; National income

Less: Corporate profits and inventory valuation
adjustment

Contributions for social insurance .
Excess of wage accruals over disbursements. _ _

Plus: Government transfer payments
Net interest paid by Government _ _
Dividends
Business transfer payments _

Equals: Personal income

Unadjusted

1948

IV

58.9

36.7
35.6
30.4
1.0
4.2
1.2

12.4
6.1
4.6
1.7

8.8
8.5
3.3
5.1
.3

1.0

4.8

71.0

49.0
6.7

28.7
13.6

11.5
4.6
5.4
1.4
1.0
.4

10.1
5.9
.1

4.3

55.4

3.7
3.3
.5

51.7

49.0

2.6

71.0

4.1
5.4
.2

2.6

.1

58.9

8.8
1.2

0

2.6
1.2
2.6
.2

55.4

1949

I

56.0

35.0
33.7
28.5
1.0
4.2
1.3

12.0
6.0
4.3
1.7

8.0
7.4
2.9
4.5
.6

1.0

4.9

63.4

42.0
5.0

13! 9

10.9
3.5
5.1
2.2
1.9
.1

10.4
6.3
.1

4.1

52.5

7.3
6.6
.7

45.2

42.0

3.2

63.4

4.1
5.0
.2

-1.7

.1

56.0

8.0
1.4

0

2.8
1.0
1.9
.2

52.5

II

(2)

35.4
34.0
28.7
1.0
4.3
1.3

11.7
6.0
4.0
1.7

i?
?,
1.1

5.0

63.0

44.6
6.1

24.4
14.0

7.3
4.1
5.2

-2.0
-2.2

.2

11.0
6.4
.1

4.6

53.3

3.4
2.7
.7

49.9

44.6

5.3

63.0

4.2
5.2
.2

(2)

0

(2)

(2)
1.4
-.1

2.9
1.4
2.0
.2

53.3

Seasonally adjusted,
at annual rates

1948

IV

234.3

144.9
139.8
119.6

4.1
16.1
5.0

49.7
24.5
18.5
6.7

35.7
34.5
13.6
20.9
1.2

4.1

18.8

270.3

180.9
22.9

103.3
54.8

48.0
17.9
21.2
9.0
7.1
1.0

40.3
23.8

.3
16.9

216.6

20.4
18.2
2.2

196.2

180.9

15.3

270.3

16.4
20.7

.6
-1.3

.4

234.3

35.7
5.3
.1

9.9
4.5
8.3
.6

216.6

1949

I

225.3

142.5
137.5
117.2

4.1
16.2
5.0

47.8
24.0
17.1
6.7

30.8
28.4
11.2
17.3
2.3

4.2

18.9

262.5

177.9
22.5
99.9
55.4

41.9
16.8
21.0
4.1
2.8
.7

42.1
25.3

.2
17.0

213.7

18.7
16.4
2.3

195.0

177.9

17.1

262.5

16.4
20.4

.6

.1

.3

225.3

30.8
5.2
.1

11.1
4.5
8.4
.6

213.7

II

(2)

141.7
136.6
116.0

4.0
16.5
5.1

46.7
24.1
15.9
6.7

8
8
4.7

4.3

19.1

256.1

178.2
23.6
98.7
55.9

34.0
16.5
20.3

-2.8
-3.5

.8

43.1
25.7

.2
17.7

212.9

18.7
16.3
2.4

194.2

178.2

16.0

256.1

16.9
21.1

.6
(2)

.1

(2)

(2)
5.2
-.3

11.5
4.6
8.5
.6

212.9

1 Detail will not necessarily add to totals because of rounding.2 Not available.3 Includes noncorporate inventory valuation adjustment.
Source: U. S. Department of Commerce, Office of Business Economics.
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first quarter, consumption would undoubtedly have been
higher, and saving lower, than was actually the case; and
the second quarter decline in saving was associated with a
spurt in new passenger car sales during the same period.

Domestic investment demand

Gross private domestic investment in new tangible assets
was curtailed very sharply again in the second quarter. At
an annual rate of $34 billion, the total was $8 billion below
the first quarter figure, which had already fallen by $6
billion from the peak reached late last year. In analyzing
this drastic change, it is important to distinguish between
fixed asset purchases and investment in business inventories.

Chart 5.—Personal Income and Its Disposition 1

BILLIONS OF DOLLARS
250

200 T

150 -

100 -

PERSONAL CONSUMPTION
EXPENDITURES ̂

(GOODS AND SERVICES)

S QUARTERLY TOTALS,
r SEASONALLY ADJUSTED,
£ AT ANNUAL RATES

U. S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS

1 Total "Personal Income" for the years 1932-34 consists of the positive values shown on
the chart minus the negative values shown for "Personal Saving."

Source of data: U. S. Department of Commerce, Office of Business Economics.

Fixed investment has declined quite moderately, from $39
billion, at annual rates, in the fourth quarter to just under
$38 billion in the first and $37 billion in the second. New
private construction and producers' durable equipment both
shared in this downward drift. The former, however, ap-
peared to be levelling off at mid-year. Residential construc-
tion activity, which had fallen fairly rapidly from the autumn
of 1948 through the early months of this year, did not con-
tinue to decline in the second quarter. The fact that hous-
ing starts have picked up sharply since early Spring—
exceeding the corresponding month of 1948 for the first
time this year in June—portends a strong showing for resi-
dential construction in the last half of 1949. Other types
of construction and business purchases of durable equipment
were sustained in the second quarter at rates not much
below the first.

Liquidation of inventories

The second quarter witnessed the first decline in nonfarm
business inventories, after seasonal adjustment, since 1945.

Such a development was foreshadowed as long ago as the
fourth quarter of last year, when more cautious buying
policies were adopted by business generally in the face of
uncertainties about prices and sales. Until the second
quarter of 1949, however, this caution was reflected in inven-
tory movements only to the extent of a reduced rate of accu-
mulation in the March quarter.

Cut-backs of new orders had begun on a general scale
before the end of 1948, but were not immediately effective
in reducing inventories. In trade, continuation of deliveries
during the fourth quarter at rates largely determined by
previous orders, coupled with disappointment of earlier sales
expectations, had led to considerable involuntary accumu-
lation of stocks late last year. Even in the first quarter,
reductions of deliveries did not catch up with the decline
in sales for trade as a whole.

In manufacturing, the lower production schedules adopted
in response to smaller orders affected inventories only grad-
ually and in staggered fashion for goods in various stages
of fabrication. The initial reductions necessarily appeared
in purchased materials and goods in process; through the
first quarter, however, they were more than offset by con-
tinued increases in finished goods.

This ceased to be true in the second quarter, with the
result that manufacturing accounted for the bulk of a $3K
billion liquidation, after seasonal adjustment and at annual
rates, of nonfarm inventories. Wholesale and retail trade
shared in the general decline, but a small increase of farm
holdings held the reduction in total business inventories to
slightly less than $3 billion.

Government and foreign demand

Because of large-scale support by the Federal Government
of foreign demand for American production, coupled with
the technical nature of the distinction in gross national
product measurement between loans and grants under the
foreign aid programs, it is convenient, as has been done in
recent issues of the SURVEY, to discuss these two elements of
demand jointly.

Combined Federal purchases of goods and services and
net foreign investment in the second quarter continued the
expansionary movement which has persisted since early 1948.
Together, they amounted to $26 }£ billion at annual rates, as
compared with $25% billion in the first quarter. Part of the
increase came from additional military expenditures plus
small increments in construction outlays and civilian pay
rolls of the Federal Government. The remainder may be
ascribed to the foreign account, where merchandise imports
fell somewhat below their previous level, while total exports
were well maintained.

State and local purchases of goods and services, which
have been a consistent, if mild, expansionary force in the
economy during the entire postwar period, continued in
that role into the second quarter. Pay rolls of the political
subdivisions advanced slightly, but the more important
part of the increment came from a greater-than-seasonal
rise in public construction activity. All told, state and local
expenditures were up by three-fourths of a billion to an
annual rate of $17.7 billion.
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The volume of consumer credit has returned to the
all-time peak reached last December
BILLIONS OF DOLLARS
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TOTAL CONSUMER CREDIT*

5 -

1929 31 33 35 37 39 41 43 45
-END OF YEAR-

1947 1948
-END OF MONTH

1949

but the ratio of consumer credit to disposable income
remained below the prewar average.
PERCENT
15

10

RATIO OF CONSUMER
CREDIT TO DISPOSABLE
PERSONAL INCOME^

I
1929 31 33 35 37 .39 41 43 45 47 49

The increase in credit during the year was due
to the steady rise in installment loans reflecting
higher automobile sales.
BILLIONS OF DOLLARS
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OTHER CONSUMER
CREDIT
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^ RATIO OF CONSUMER CREDIT END OF JUNE TO DISPOSABLE PERSONAL
INCOME FOR THE YEAR, EXCEPT THAT IN 1949 INCOME IS FOR THE HALF-YEAR.
SEASONALLY ADJUSTED, AT ANNUAL RATE.

SOURCES OF DATA: BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM AND
U. S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS 49-3O2

THE

SITUATION
By the Office of Business Economics

J-HE OVER-ALL stability of the economy noted last
month was extended into August with seasonal movements
again dominating activity in most segments. Industrial
production advanced from the low volume of July as factory
operations were resumed following midsummer vacation
shut-downs. Department store sales picked up moderately
as cooler weather stimulated business. Construction ac-
tivity continued upward to reach $1.9 billion, close to the
all-time high of last August. Employment in the aggregate
in August showed a modest increase from July with a rise
in the nonagricultural segment almost entirely offset by a
seasonal decline in agriculture. Unemployment dropped
back about 400,000 below the postwar peak of 4.1 million
reached in July.

Industrial prices firm

The general level of wholesale prices declined slightly
during August primarily because of prospective bumper
crops for feed grains and some weakness in certain other
agricultural prices including fruits and livestock. Industrial
prices on the average were virtually unchanged during the
month, continuing the stability noted in July and suggest-
ing some firming of demand following a steady decline since
the end of last year.

Business purchasing, however, remained generally cau-
tious. Liquidation of manufacturers' inventories continued
in July with a drop of $600 million in book value, bringing
the total decline to nearly $2 billion since February, after
adjustment for the seasonal factor. Among retailers and
wholesalers there has been some tendency for the decline in
stocks to level off in recent months, with total inventories
held at these levels of distribution remaining about the same
in July as they were in May. The value of new orders re-
ceived by manufacturers in July reflected principally the
usual midsummer slowness.

Stability in important segments

Though inventories have been reduced, and industrial
production and prices have dropped as a consequence, the
firmness of other segments of the economy continued through
the late summer of this year. As shown in the sections below,
there was no tendency for the moderate declines which oc-
curred early this year in personal incomes and retail sales to
deepen appreciably; employment has been rising—though
less than seasonally—since February, and construction has
advanced very close to the highs of last year.
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Capital outlays remain high

Likewise, expenditures on new plant and equipment by
nonagricultural business are expected to show little change
from the second to the third quarter, according to early
returns in the quarterly survey conducted jointly by the
Office of Business Economics and the Securities and Ex-
change Commission. The preliminary reports suggest that
during the first 9 months of the year these expenditures on
fixed capital were moderately above those in the correspond-
ing period of 1948.

Outlays of electric and gas utilities, transportation con-
cerns other than railroads, and commercial firms showed
moderate increases in the third quarter, while expenditures
of manufacturing companies remained at about the same
volume.

Investment anticipations for the fourth quarter, as
reported in these early returns, suggest a slight decline from
the third quarter of the year instead of the usual seasonal
increase. All industry groups except gas and electric
utilities anticipated some reduction in expenditures in the
fourth quarter from the high rates maintained in the past
2 years.

Railroad freight rates higher

Little effect upon the general price structure is anticipated
from the most recent increase in freight rates authorized
by the Interstate Commerce Commission. The increase,
averaging about 4 percent, became effective this September 1
and followed an interim boost of 5 percent granted last
January, making an aggregate rise of 9 percent over the
rates in effect in September a year ago. The recent rate
advance, according to Commission estimates, will add
approximately $293 million annually to the operating
revenues of class I carriers on the basis of anticipated 1949
traffic. It was designed to meet the higher costs incurred
by the 40-hour workweek for approximately 1 million
nonoperating railroad employees which also became effec-
tive on September 1. This marks the eighth increase
granted by the Commission since June 30, 1946, to offset
the sharp advances in wage rates and prices of materials
and fuel in the postwar period.

Small effect on prices

The increase in freight rates allowed this year will affect
prices only slightly, if at all, even in the case of commodities
which are low in cost in relation to bulk and where shipping
charges are consequently an important element in total
costs. This is illustrated in the accompanying table which
shows for three representative raw materials the estimated
maximum potential increase in total costs to consumers
resulting from the higher freight rates:

Perce'
Cement 2. 7
Rubber . 3
Scrap iron and steel .9

Under freight rate Under freight rate
advances effective advances effective
in January and
September 1949

in September 1949
only

Percent

1. 2
. 1
.4

It should be noted that these potential cost increases are
based upon shipping practices prevailing in 1948 and that,
for two reasons in particular, actual net increases in prices
to consumers are expected to be smaller. First, it is probable
that the higher freight rates may accelerate the diversion
of tonnage to cheaper forms of transportation, particularly
trucks. Tonnage moved by trucks during the first half
of this year ran ahead of the same period last year while

railroad shipments were below, a continuation of the trend
in progress since 1947. Second, because of the high degree
of competition existing in many markets, it appears likely
that manufacturers or other shippers may in many cases
absorb all or a part of the increased freight charges.

Personal incomes lower
The aggregate flow of incomes to individuals in July—at

a seasonally adjusted annual rate of $209.7 billion—remained
within 3 percent of the peak reached last December. Indeed,
since February, the range of variation has been limited to less
than 2 percent. Furthermore, during the first 7 months of
1949 personal incomes were still 2 percent above the same
period last year, and represented an important element of
underlying strength in the economy throughout the period
of business adjustment in progress since last fall.

As noted in the section below dealing with agricultural
production, declining farm prices have resulted in some
reduction in farmers' incomes this year. In May and June
agricultural income was supported by receipts due in those
months under government purchase agreements. In July,
however, the lower prices now prevailing for most crops as
well as livestock—along with some decline in marketings—
were more fully reflected in the volume of income payments
to farmers and accounted in the main for the decline of nearly
$3 billion, at a seasonally adjusted annual rate, in total

Chart 2.—Personal Income by Source
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Source of data: U. S. Department of Commerce, Office of Business Economics.

personal incomes. Nonagricultural income was down only
slightly during the month—reflecting lower payments to
miners under the 3-day week in the coal industry and a small
reduction in the receipts of nonfarm proprietors.

Diverse movements of income components

The relative stability in personal income during this year
resulted from declines in some components that were offset
by increases in others. The break-down of personal income
depicted in chart 2 brings into sharp focus the shifting pattern
within the nearly constant total of payments to individuals,
and depicts the major components which have been affected
by changes in activity since the business .adjustment period
began late last fall. Declines from December 1948 to July

September 1949 Survey of Current Business

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

September 1949



1949 were limited almost entirely to wages and salaries in
manufacturing, reflecting a drop in production and employ-
ment, and to agricultural income, reflecting lower farm
prices. Partial offsets occurred in the increases in non-
manufacturing and Government pay rolls and in transfer
payments, especially unemployment insurance. Other in-
come sources such as personal interest and dividends remained
stable or tended upward as shown in table 1, and though
proprietors' and rental incomes were down, this was due
mainly to the decline in receipts of farm proprietors.

Total wages and salaries—the most important segment of
personal incomes—declined from $137.1 billion in December
1948, seasonally adjusted at annual rates, to $133.7 billion
in July 1949. Manufacturing pay rolls accounted for nearly
all of the reduction, coincident to the cut in inventories and
the fall of new orders and output.

Construction pay rolls have continued high, in reaction to
the spurt in house building. Pay rolls in wholesale and retail
trade have mirrored the relative stability in consumer
purchases since early this year. Disbursements in the
transportation and public utility industries have been main-
tained, principally reflecting wage-rate rises and the higher
employment associated with the postwar expansion of facili-
ties by the public utilities. The service industries have also
remained virtually unaffected by adjustments elsewhere in
the economy, extending a postwar upward trend to a status
more in line with their prewar position relative to other
segments.

Government pay rolls have also continued to edge up.
On the State and local level, pay rolls for education personnel
in particular have advanced substantially over last year.
The rise in Federal pay rolls was mainly due to higher out-
lays for postal service and, to a lesser extent, for military
personnel.

The major factor tending to stabilize total personal income
has been the rise of transfer payments, which advanced
from an annual rate of $10.7 billion in December 1948 to
$12.1 billion in July 1949. To a considerable extent, the rise
in transfer payments has reflected—and also compensated
for—the falling off in the rate of manufacturing operations.
Unemployment insurance payments accounted for virtually
all the rise in transfer payments during the first half of the
year, though benefits paid under the Servicemen's Readjust-
ment Act were also a factor.

Income effect on consumer buying

The stabilizing influence of high personal incomes on gen-
eral business activity as exercised through disposable income
has been reflected in a steady volume of consumer expendi-
tures. During the first half of this year consumers spent
almost as much on goods and services as they did on the
average in 1948, and because of lower prices they received
about the same amount in terms of physical quantities. At
the same time consumers were able to save a larger propor-
tion of their current incomes than they did last year—as is
fully described in the article on this subject in this issue of
the SURVEY.

Consumer buying of goods and services, at $178.2 billion
in the second quarter of this year, was $2.7 billion—or less
than 2 percent—below the fourth quarter 1948 high. Con-
tinued relative stability through the summer is suggested by
the slight decline in retail sales volume in July and the
moderate rise in department store sales in August.

The July retail sales pattern carried forward with little
change the characteristics of sales developments since the
turn of the year. Durable-goods sales, chiefly because of
automobiles, have been stable or rising slightly. Sales at
nondurable-goods stores, on the other hand, have fallen
almost steadily—by about 5 percent—since January.

Consumer credit nears previous high
An important factor supporting the volume of consumer

buying in the past several months has been the resumption
in the upward movement of consumer credit. Following the
peak of $16.3 billion in December 1948, total consumer credit
declined through February, but turned upward again in
March to reach $16.2 billion in July after successive relaxa-
tions of consumer credit regulations and the final suspension
of Regulation W at the end of June. Even at the high July
volume of consumer credit, its ratio to disposable income was
significantly below the ratios of the immediate prewar years.

The resumption in the rise of consumer credit is primarily
attributable to increased purchases of automobiles, particu-
larly on installment. In contrast to the movement of total
consumer credit, as depicted in the chart on the first page of
this issue, installment credit declined only slightly during the
late winter and spring months and by July had advanced to
$9.3 billion, 8 percent over December 1948. Total noninstall-
ment credit declined moderately early in the year and at the
end of July amounted to $6.9 billion, nearly 11 percent below
December 1948. The fall in non-installment credit was
greatest in the charge account sector, coinciding with the
lower volume of department store sales since late last year.

Table 1.—Monthly Personal Income in the United States
[Seasonally adjusted annual rates in billions of dollars]

Item

Total personal incomo

Wage and salary receipts
Total employer disburse-

ments
Commodity - produc -

ing industries 1
Distributive indus-

tries ! -_
Service industries 1

Government
Less employee contribu-

tions for social insurance-
Other labor income
Proprietors' and rental income
Personal interest income and

dividends
Transfer payments 2

Total nonagricultural income 3

Total agricultural income

July
1948

214.5

134.6

136.8

60.7

39.8
16.9
19.4

2.2
2.0

50.8

16.0
11.1

190. 2
24.3

De-
cem-
ber
1948

217.0

137.1

139.4

62.3

40.0
16.9
20.2

2.3
2.0

50.3

16.9
10.7

193. 6
23.4

Julv
1949

209.7

133.7

135.9

58.1

40.2
17.0
20.6

2.2
2.1

44.5

17.3
12.1

191.1
18.6

Dollar change

July
1948 to
July
1949

4 8

-.9

o

-2.6

+.4
+.1

+1.2

0
+.1

-6.3

+1.3
+1.0

+.9
-5.7

Dec.
1948 to
July
1949

-7.3

-3.4

-3.5

-4.2

+.2
+.1
+.4

i
+il

-5.8

+.4
+1.4

-2.5
-4.8

Percent change

Julv
1948 to
July
1949

2 2
17

-.7

-4.3

+1.0
+.6

+6.2

0
+5.0

-12.4

+8.1
+9.0

+.5
-24.5

Decem-
ber 1948
to July

1949

-3.4

-2.5

-2.5

-6.7

+.5
+.6

+2.0

-4.3
+5.0

-11.5,

+2. 4
+13.1

-1.3
-20. 5-

* "Commodity-producing industries" consists of agriculture, forestry and fisheries, mining,
contract construction, and manufacturing. "Distributive industries" consists of wholesale
and retail trade, transportation, and communications and public utilities. "Service indus-
tries" comprises finance, insurance, and real estate and services.

2 Consists mainly of payments to veterans and unemployment insurance and other social
insurance payments.

3 Equals personal income exclusive of net income of unincorporated farm enterprises, farm
wages, agricultural net rents, agricultural net interest, and net dividends paid by agricultural
corporations.

Source: U. S. Department of Commerce, Office of Business Economics.

Employment trends
The small rise of the general volume of employment in

August resulted from an increase of 1.4 million in nonagri-
cultural employment coupled with a decline in agricultural
employment of only slightly smaller dimensions, according to
the monthly report of the Census Bureau. The drop in the
number of farm workers during the month reflected the usual
late summer slackening in farm operations. The rise in non-
agricultural employment resulted in part from a pick-up in
industry and trade from the seasonally low levels of July.
Also contributing to the latter change was the reclassifica-
tion—from farm to nonfarm employment status—of dual-
job holders in rural areas, who put in fewer hours of work in
agriculture as the midsummer peak was passed in crop
cultivation.

(Continued on p. 23}
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Agricultural Production and Food Supplies
JL ARM production this year is continuing the high rate

maintained since the end of the war. A decline from last
year in crop output is estimated to about offset an increase
in livestock and livestock products. The quantity of food
available for consumption so far this year, plus the amount
in prospect through December, is also expected to show little
change from 1948. The continued high rate of output,
together with some decline in demand, has resulted in a rise
In the carry-over of several crops including the important
staples—cotton, corn, and wheat. These influences have
been reflected in a downward trend in farm prices and in-
comes during the first 7 months of this year, tempered by an
extension of production controls and an increase in price-
support activity.

Major crop supplies rising
A combination of favorable weather and the largest planted

acreage since 1933 is expected to produce a total crop volume
which is second only to last year's harvest. Another bumper
corn crop this year is estimated by the Department of Agri-
culture to provide a substantially larger feed supply than in
any previous year, both absolutely and in relation to the
number of livestock to be fed. The wheat crop is smaller
this year than last, but the greater carry-over will make
supplies for the crop year beginning in 1949 about as large
as in the preceding year.

Cotton acreage rose again this year but as a result of less
favorable growing weather and heavy boll weevil infestation,
output will be about the same as the 14.9 million bales of last
year—a crop greater than any harvested in the preceding 10
years. With the carry-over, supplies for the 1949 crop year
are estimated at about 2 million bales larger than last year.

As shown in table 2 production of oil seed crops is expected
to be lower than last year, principally as a result of cuts in

Table 2.—Index Numbers of Volume of Production for Sale and
Home Consumption

[1935-39 = 100]

Commodity group

Livestock and products :
Meat animals
Dairy products
Poultry and eggs

All livestock

Crops:
Food grains _ _ __
Feed crops
Cotton (lint and seed)
Truck crops
Other vegetables _
Tobacco
Fruits and tree nuts. .
Oil-bearing crops
Sugar crops

All crops

All commodities

1940

118
105
112

112

110
114
95

111
101
101
110
171
104

107

110

1945

147
119
170

141

155
144
68

142
110
137
112
291

94

122

134

1946

145
119
160

138

164
172
66

158
128
160
133
277
103

135

137

1947

145
117
157

137

197
131
93

141
107
145
127
300
110

135

136

1948

134
114
153

130

184
204
117
142
123
136
122
358
89

152

138

19491

135
116
168

134

171
187
119
135
104
139
122
304
92

144

138

* Production estimates are based on crop estimates as of July 1 and estimated marketings
and home consumption of livestock and livestock products.

Source: U. S. Department of Agriculture, Bureau of Agricultural Economics.

peanut and soybean acreages and lower flaxseed yields.
Vegetable crops production is estimated to be substantially
lower in 1949 than a year earlier, and production of fruits and
nuts is about the same as last year.

Expanding livestock output
A decline in the livestock population which began during

the war was arrested last year, and with the aid of ample
feed supplies a gradual expansion is providing the basis for a

larger output of meat and dairy and poultry products. To a
limited extent the increases in output are already showing
up. The number of chickens raised in 1949 is estimated to be
17 percent higher than in 1948 and egg production in the
latter part of the year is expected to be above a year earlier.
As usual, following a large corn harvest the hog population
is expanding and this will be reflected in a more than seasonal
rise in hog marketings this fall and winter of the large spring
pig crop.

Apparently a gradual expansion is under way in beef cattle
herds but because of the relatively long time required to raise
a steer the expansion has not yet brought an increase in cattle
marketings. In fact, the decline in veal output this year is
the immediate result of the move to expand herds by raising
more of the calves rather than sending them to slaughter.
The sharp reduction in the slaughter of mature cows also
indicates an expansion in breeding herds.

Chart 3.—Total United States Food Disappearance *
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1 Data include both domestically produced and imported foods.
2 Includes lend-lease.
3 Includes military civilian feeding for all years and procurement for relief feeding in areas

occupied by our armed forces for 1947-49.
4 Data are preliminary estimates.

Source of data: U. S. Department of Agriculture, Bureau of Agricultural Economics.

Milk production has been running higher in 1949 than last
year although the year-to-year gain has been quite small in
the past few months. The increased output results from
higher rates of feeding of a slightly smaller dairy herd.
Recent declines in the number of dairy cows, however, have
been small—about 1 percent in the past year—indicating a
leveling off in the dairy cattle population following the cur-
tailment which has been under way for the past 5 years.

More production controls
The continued high rate of agricultural production together

with some weakening in demand has brought a rise in the
carry-over of the principal staple crops. This has necessitated
increasing price support activity and is bringing into opera-
tion production controls which had been largely inactive
during the war and postwar periods. In addition to tobacco,
where controls have been in effect since before the war,
potatoes and peanuts were both subject to controls during
1949, and acreage restrictions have been invoked for next
year's wheat crop. The indicated supplies of corn and cot-
ton are both within the range which require the Secretary of
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Agriculture to hold a referendum on controls for next year's
crop.
Food supplies stable

Total food supplies for the United States are estimated to
be about the same in 1949 as last year though somewhat
smaller than the very high levels maintained in the years
immediately following the end of the war.

The large portion of total food production which is exported
has been an important influence upon the demand for food
and upon farm income, and the maintenance of such exports
has helped to limit the decline in prices which began in the
late summer of last year. Exports of farm products have
not yet been reduced as a result of the increasing dollar short-
age abroad, although the effect of current developments on
the future trend is uncertain. As shown in chart 3 about
one-tenth of total United States food continues to go for
export and for military purchases including the feeding of
civilians in occupied areas.

On a per-capita basis, food consumption in 1949 is expected
to be about 10 percent higher than the average for the years
1935-39. Food will be about as plentiful this year on a per-
capita basis as in 1948 but in smaller supply than in other
years since the end of the war, primarily as a result of declines
in livestock and dairy products and in fruits and vegetables.

Meat consumption is estimated at 146 pounds per capita,
unchanged from 1948 but several pounds less than in the two
preceding years. Reductions in veal and lamb offset in-
creases in available pork. Beginning in August and Septem-
ber when the first of the large 1949 spring pig crop reaches
the market, the production of pork is expected to be sub-
stantially higher than a year earlier, but the supply of beef
will be no higher and possibly a little lower than a year
earlier.

Per capita milk supply is expected to be a little higher this
year than last year, but the decline in fluid milk and cream
consumption, which accompanied the rise in milk prices
since the end of the war, has continued despite some price
reduction in 1949. The increased milk output has been
going into butter production and other manufactured
dairy products, but some of the increase in these products
is being purchased by the Government in order to support
prices. The per-capita supply of eggs is about the same in
1949 as a year ago, but chicken meat consumption is ex-
pected to be 10 percent higher per capita than in 1948, and
turkey supplies will show an even larger expansion. Fresh
vegetables and citrus fruit supplies are lower in 1949 than
a year ago, but canned fruit is more plentiful and canned
vegetables are in about the same volume as last year.

Despite the smaller crop of potatoes, per capita civilian
consumption is expected to be at least as large as a year ago
and the quality will be better because of smaller purchases of
high grade potatoes for price support by the Government.

Farm prices lower
Farm prices in recent months have resumed a downward

trend following a leveling off period of 2 or 3 months begin-
ning in February of this year. In the 4 months between
April and August prices received by farmers declined at an
average rate of \% percent per month—about the same rate of
decline as in the latter half of 1948. In August they were
about 20 percent lower than the peak reached in January of
last year.

Meanwhile, the index of prices paid by farmers has shown
only a small decline—about 3 percent—from the peak
reached a year ago. Since this index is used as the basis for
calculating parity prices, the level of Government support
prices has also declined very slowly. This has been an
important factor limiting the decline in farm prices and
incomes.

Supports cushion farm income
While through the first half of 1948 quotations for almost

all farm products were above support levels, by the early
spring of 1949 this situation had changed. As farm prices
dipped within range of support levels, and in a few cases fell
temporarily below, Government purchases and loans cush-
ioned the price decline over a broad area during the latter
half of 1948 and the first 8 months of this year. Among the
products affected were cotton, corn, wheat, potatoes, eggs,
butter, cheese, and milk.

Chart 4.—Per Capita Civilian Consumption of Major
Foods1

Consumers are obtaining about the same
amount of food this year as in 1948.

INDEX, 1935-39 = 100
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1 Data are for calendar years except fresh citrus fruits, which are for the crop years beginning
in October of the previous year.

2 Data are preliminary estimates.
Source of data: U. S. Department of Agriculture, Bureau of Agricultural Economics.

Nevertheless, the lower level of farm prices this year has
resulted in some reduction in farm incomes, despite the
greater volume of marketings. Cash income from farm
marketings during the first 8 months of 1949 was 11 percent
below the corresponding period in the record year 1948.
Net income of farm proprietors—adjusted for changes in
inventories—was at an annual rate of $16.5 billion in the
first half of 1949, also below 1948, but higher than in any
other year and three times as high as in 1940.
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Rising Construction Activity

v/FFSETTING the weakness displayed in many manufac-
turing industries the rise in construction activity has been
an important contributing factor to the stability in business
conditions and employment in the past 6 months.

Dollar expenditures for new public and private construc-
tion have continued to increase more than seasonally, from
the low point reached in February. During August the total
was $1,618 million, seasonally adjusted, about 1 percent
above the expenditures in July.

The rise since February, however, has not kept pace with
the particularly sharp increase in the same period of last
year—with the result that the total volume of construction
in August was somewhat less than 2 percent below the peak
reached in the corresponding month of 1948.

Chart 5.—New Construction Activity
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1 Includes a small amount of farm residential.
Sources: Basic data, joint estimates of U. S. Department of Commerce, Office of Domestic

Commerce, and U. S. Department of Labor, Bureau of Labor Statistics; seasonal adjust-
ments, Office of Domestic Commerce.

Private construction activity reached a postwar peak
during the third quarter of 1948, as shown in chart 5 and
declined steadily through the first quarter of this year.
The subsequent partial recovery during the spring and sum-
mer reflected a high rate of dwelling units placed under
construction as well as the continued increase in public
utility plant outlays. In August the total value of private

construction put in place was about 8 percent below the
corresponding month of 1948. In contrast, expenditures
for public construction as indicated in the lowest panel of
chart 5 rose rather steadily over the entire period.

Largely because of this rise in public building the aggre-
gate dollar volume of expenditures on construction during
the first 8 months of 1949 was almost 2 percent above the
total for the corresponding period of 1948. The increase in
public construction between these two periods amounted to
30 percent, more than offsetting a reduction of 6 percent in
the private category. Moderate declines in costs imply that
the increase in physical volume was somewhat higher than in
dollar expenditures.

The temporary slump in building last fall and winter,
coupled with the record-breaking production of most build-
ing materials in 1948, resulted in the elimination of virtually
all shortages of materials, particularly lumber and other
materials used extensively in home building. This has led
to some inventory accumulation and subsequent decline in
production and to a lesser extent in prices. Characteris-
tically volatile, lumber showed the greatest decrease in
prices, followed closely by paint and paint materials, while
structural steel and cement showed little change.

Residential construction recovers
Private residential construction activity registered its

fourth consecutive monthly increase during August, amount-
ing to $579 million after allowing for seasonal influences.
Although this represents only a small increase over the July
total of $570 million, the recovery from the low point reached
in April has been quite substantial as seen in chart 5. It is
about 8 percent below the postwar peak months of August
and September of last year, but if public residential building
is included, the combined total of $600 million compares with
$640 million for the corresponding month last year, or about
6 percent less.

The increase in residential activity in recent months
reflects the greater than seasonal rise in dwelling units placed
under construction during the spring and summer and has
been sufficiently large to offset continued declines in other
areas of private construction, particularly industrial. Al-
though private starts alone have not, according to prelim-
inary data, as yet exceeded last year's peak months, the
combined private and public starts in July and August were
above those of the corresponding months of last year, as
chart 6 shows.

Public starts, although more than triple the volume of last
year, are still very small relative to the total, as indicated
in table 3. As the Public Housing Act of 1949 is imple-
mented these starts can be expected to grow quite rapidly,
approaching an average of 135,000 per year and up to 200,000
upon authorization of the President.

The recovery of private starts from last winter's low point
to only slightly below last year's peak demonstrates the
strong demand that still exists for housing. It should be
noted, however, that this demand has apparently been most
effective in the rental units and in homes costing somewhat
less than in 1948.
Multifamily starts higher

The outstanding characteristic of residential construction
in 1949 has been the trend toward a greater percentage of
multifamily houses, including 2-family homes. Over 25
percent of total private starts during the first 6 months of
1949 are estimated to be of this type in contrast to 18 percent
during the same period last year and only 16.5 percent for
all of 1948.
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At the present time this proportion is not yet back to the
ratio established during the years 1925-29 when about 40
percent of all starts were of the multifamily type. The shift
from the past 2 years' pattern which emphasized the single-
unit home does, however, suggest some weakening of demand
for this type of construction. Presently available evidence
seems to indicate that during the last few months of sharply
increased starts the rate of recovery in single units was not
nearly as rapid as the total number.

Chart 6.—New Permanent Nonfarm Dwelling Units
Started 1
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1 Data represent dwelling units privately and publicly financed and include prefabricated
housing units. Figures exclude temporary units, conversions, dormitory accommodations,
trailers, and military barracks.

Source of data: U. S. Department of Labor, Bureau of Labor Statistics.

The rise in the absolute number as well as the proportion
of multifamily units started reflects several factors. Prob-
ably the most important, aside from the greater difficulty
in selling single houses, is the relatively easier financing
made possible by the reenactment last August of the liberal
provisions for multifamily projects included in section 608
of the National Housing Act of 1948. Some of the con-
centration of rental type units during the first half of 1948
was undoubtedly caused by the anticipation of the expiration
of this section in April of that year. Further effects of the
hiatus in the operation of section 608 between April and
August of last year has been the even heavier concentration
of these starts during the first half of this year. The popu-
larity of this section of the Housing Act was further demon-
strated this year when an apparently abnormal number of
applications for FHA insurance for rental projects was
received during March and again in June when it was thought
that this section would once more be permitted to expire.

The moderate recovery of single type dwelling units has
been aided in part by the reduction in average prices from
last year's peak. This reduction is due in part to the lowered
costs discussed below as well as the increasing relative
importance of smaller homes.

Financing easier

Some liberalization of financing arrangements for the single
unit house owner, while not as direct as that afforded under
section 608 for the multifamily project, has also developed

during recent months. The decline in starts during the
latter half of last year was accompanied by greater caution
by lenders which, probably accelerated the decline. More
recently there has been a greater willingness by both mortgage
companies and builders to accept lower initial equities and
longer amortization periods. This has been particularly
effective in promoting sales among those ineligible for GI
financing privileges.

An additional factor has been the expanded activity of the
Federal National Mortgage Association in providing a secon-
dary mortgage market and increasing the funds currently
available from private lenders for new mortgages. The
importance of the FNMA's operations as a secondary mort-
gage market can be seen in table 4. The rapid depletion of
funds available made it necessary for the Congress to
authorize an additional half billion dollars to its revolving
fund during July. A further increase in its activities can be
expected if, as has been suggested, new legislation relaxes
the present restriction limiting its purchases to not more than.
50 percent of the aggregate value of all guaranteed and FHA
insured mortgages of less than $10,000 made after April 20,
1948, by any one lender.

Mortgage terms may also be favorably affected by the
easier money market position induced by the reduction in
July of the legally required reserves of member banks of the
Federal Reserve System.

Other private construction continues to decline

The total of all private construction except residential
continued to decline more than seasonally during the first 8
months of 1949, with the seasonally adjusted dollar volume
reaching $585 million in August compared with $588 million
in July and $644 million in the peak month of August 1948.

Underlying the slow decline in this series, as shown in
chart 5, has been the sharp reduction in industrial and com-
mercial construction offset in part by the rising volume of
expenditures on new plant by public utility firms. During
the entire postwar period the proportion of total national
production accounted for by business construction has been
considerably lower than during 1929 and only slightly more
than the prewar years. This is in contrast to the ratio of

Table 3.—Permanent Nonfarm Dwelling Units Started Privately
and Publicly Financed

[Thousands]

Year and month

1946
1947
1948

948 — January ._
February
March
April
May _--
June

July .
August
September __
October
November
December

1949— January __ .
February
March
April
May
June
July .

1948 — January- July
1949 — January-July

Total

670.5
849.0
931.3

53.5
50.1
76.4
99.5

100.3
97.8

95.0
86.6
82.2
73.4
63.6
52.9

50.0
50.4
69.4
88.3
95.0

100.0
96.0

572.6
549.1

Private

All
types

662.5
845.6
913.5

52.5
48.9
76.3
98.1
99.2
96.6

93.7
85.1
80.5
71.9
61.3
49.4

46.3
47.8
65.3
85.0
91.6
95.8
92.8

565. 3
524.6

One-
family

590.0
740.2
763.2

42.1
38.0
62.4
78.4
83.7
81.4

78.3
74.2
69.2
62.0
52.5
41.0

37.0
39.7
54.4
69.6
0)
0)
0)

464.3
0)

Two-
family

24.3
33.9
46.4

2.8
2.5
4.6
7.6
5.2
4.2

4.0
3.2
3.9
3.2
2.4
2.8

2.7
1.8
2.5
3.3

0)
0)
0)

30.9
0)

Multi-
family

48.2
71.5

103.9

7.6
8.4
9.3

12.1
10.3
11.0

11.4
7.7
7.4
6.7
6.4
5.6

6.6
6.3
8.4

12.1
0)
0)
0)

70.1
0)

Public

All
types

8.0
. 3.4

17.8

1.0
1.2
.1

1.4
1.1
1.2

1.3
1.5
1.7
1.5
2.3
3.5

3.7
2.6
4.1
3.3
3.4
4.2
3.2

7.3
24.5

1 Not available.
Source: U. S. Department of Labor, Bureau of Labor Statistics.
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expenditures for producers' durable equipment to the gross
national product which reached an all-time high during the
postwar years.

Construction by the public utilities, particularly by the gas
and electric companies, however, has continued to grow
during virtually the entire period since the end of the war.
Expenditures by the gas and electric utilities for plant expan-
sion for the first 8 months of 1949 are about 15 percent greater
than in the same period of 1948.

Table 4.—Outstanding Mortgages and Commitments and Funds
Available of Federal National Mortgage Association, December
1948-June 1949

Year and month

1948 — December

1949 — January
February
March
April
May _ _ _ ._
June

Outstand-
ing mort-
gages and
commit-
ments

Funds
available

(Millions of dollars)

426.0

462.0
505.1
567.5
648.9
762.4
951.4

527.5

500.5
470.3
419.7
354.7
264.3
108.7

Source: Federal National Mortgage Association.

Expenditures for community service buildings such as
religious, private educational and recreational, and medical
structures have remained at the high level established during
the last quarter of 1948. Their aggregate for the first 8
months of this year is more than one-third larger in dollar
volume, slightly more than that in physical volume, than for
the same period of last year.

The decline this year in expenditures for commercial con-
struction, especially stores and restaurants, follows a par-
ticularly high volume of activity in this segment in 1948.
Commercial expenditures during August declined a little more
than seasonally from the previous month and were only a
little more than two-thirds of the amount recorded during the
peak months of August and September of last year.

Public construction at a postwar high

Expenditures for public construction during August, $454
million, seasonally adjusted, remained virtually at the high
level recorded during the second quarter of 1949 although
slightly below the May peak of $464 million. This continues
the almost steady increase in these expenditures, as indicated
in chart 5, which began at the close of the war. Moderate
cost declines imply that the physical volume increase has been
somewhat in excess of the rise in dollar expenditures.

Back of this expansion is the great need for virtually all
types of public construction, apparent in the shortages of
school buildings, water supply systems, etc. Although cur-
rent levels of expenditures and activity for all types of public
construction appear large, and, as previously indicated, have
offset the decline in private activity since last year, they con-
stitute a smaller proportion of the gross national product than
during any peacetime year from 1929 through 1948.

Highway construction, as is usual for peacetime years, has
been the largest element of current activity. Dollar expendi-
tures during the first 8 months of 1949 are almost 8 percent
larger than for the same period in 1948 while the seasonally
adjusted total for August is larger than for any month this
year and only slightly below August 1948, the peak for that

year. The current level of expenditures reflects only a portion
of the serious need for extending the highway system to meet
the growing postwar needs as well as to take care of deferred
maintenance resulting from the lack of such activity during
the period of hostilities.

The largest percentage increase in dollar expenditures
between this and last year thus far has been in hospital and
institutional construction which was almost 2}£ times as
much in 1949 as in last year. Public residential building
expenditures are almost double the amount for last year and,
of course, will bulk larger as the Housing Act of 1949 is
translated into homes. The impact of this legislation is not
expected to be felt until the building season of 1950.

Public education construction is almost two-thirds more
than last year for the months of January-August and has
climbed steadily during the entire postwar period. Sewage
and waterworks construction increased almost a fourth over
the same period of last year reflecting in part the need to
service new residential developments established in previous
unoccupied subdivisions during the past 2% years of high
residential activity.

The largest reduction was recorded in the relatively minor
component of military and naval construction. During the
first 8 months of the year expenditures for these purposes
were reduced almost 30 percent.

Total contract awards for public construction show sig-
nificant increases over last year continuing through July,
the last month o.f available data. Because of the relatively
long building pattern for this kind of construction it would
appear that this component will probably not be reduced
from present levels, except for seasonal declines, during the
remainder of this year.

Construction costs

Construction cost indicators have edged downward from
their peak of last fall. While precise measurement of this
decline is difficult, it is clear that there has been a reduction
in building material prices, economies resulting from the
greater availability of supplies and improved efficiency in
the utilization of labor, elimination of some of the contingent
costs characteristic of boom conditions, and some reduction
in builders' margins resulting from increased competition.
With construction still at a high level these reductions have
been quite modest. As is characteristic of the industry,
they vary considerably from region to region and even from
project to project.

During July, the last month of available data, the Bureau
of Labor Statistics index of wholesale prices of building ma-
terials dropped about 1 percent and is now 7 percent below
the peak period last fall. It is still more than double 1939.
Because of improvements in quality and availability, and
the reestablishment of normal competitive trade practices,
the declines in the index probably understate the actual
reduction in prices.

The lumber group and the paint group have both dropped
by 13 percent from their postwar peaks. Other groups,
particularly structural steel and cement, have changed very
little, but it should be noted that these prices also rose much
more moderately relative to prewar levels.

Although wage rates are somewhat higher than a year ago
they have been offset, at least in part, by the reduction in
premium overtime payments and increased output per man-
hour. The latter is the product of a number of factors
including a better flow of materials and increased availability
of skilled labor.

8 September 1949 Survey of Current Business
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Europe around the middle of 1949 represented, therefore, a
stage in the postwar adjustment process which the United
States had passed about 6 to 12 months earlier.

This discrepancy in the speed of the postwar adjustment
process has led to a continued demand abroad for products
from the United States while the demand of the United States
for imports has declined. It is expected, however, that this
disequilibrium would be resolved as soon as the European
countries enter into the phase of the business cycle in which

Business Situation

(Continued from p. 3)

The dominant trends in employment during the past 12
months are reflected in the modest adjustment in the level of
personal incomes and the more pronounced adjustment in the
internal structure of these payments to individuals, described
above. While wage rates have continued slightly upward in
most industries, total employment which reached its peak in
July of last year at 61.6 million, dropped to a low of 57.2
million last February and advanced slowly since that date to
59.9 million in August. The rise during the spring and sum-
mer, however, was less than the usual seasonal advance in

Personal Saving in the Postwar Period

(Continued from p. 17)

part a reflection of the lessening in deferred demand for
many commodities even where expenditures did not show
much of a decline in relation to income until a later date.

It may be noted that after price decontrol in the latter part
of 1946, consumers were apparently temporarily willing to pay
abnormally high prices for food. As a result food expendi-
tures were much higher in relation to income than in the pre-
war period. Even after the recent decline relative to income,
food expenditures are still somewhat higher than would
have been expected on the basis of any plausible prewar rela-
tionship. Of the other categories of consumption outlays, it
is obvious that automobile and housing expenditures are still
influenced to some extent by temporary factors, though in
opposite directions. With these exceptions, it is difficult to
make any definitive statements about the current position
of the various major items of consumption expenditures.

Summary

The foregoing analysis indicates that the increased rate of
personal saving characterizing the past year is closer to a
normal rate of saving than that prevailing in 1947. More-
over, the prewar data do not lead to the conclusion that cur-
rent saving is greatly out of line in either direction.

This does not mean, of course, that the ratio of saving to
income will remain relatively constant if income changes

the United States has been since the beginning of this year.
Since the accumulated demands and purchasing power in
many foreign countries continue to be high in relation to their
productive capacity, the period of adjustment may be ex-
pected to last for some time. Special, though short-term,
measures will be required therefore, to equate foreign dollar
expenditures with dollar receipts including those from
present Government aid programs.

this period. Total unemployment in August, after a drop o
400,000 from July, amounted to 3.7 million against 1.9 million
a year ago.

The decline in employment from a year ago—and the in-
crease in unemployment—was centered primarily in the man-
ufacturing industries and, as indicated above, accounted for
the bulk of the decline in the Nation's payrolls since the Octo-
ber peak. According to estimates of the Bureau of Labor Sta-
tistics, total nonagricultural employment was down 1.6 mil-
lion between July 1948 and July 1949, and about four-fifths
of this loss was in manufacturing industries, particularly
durable goods lines. The more recent data of the Census
Bureau, however, suggest some recovery in manufacturing
employment in August.

markedly, but it does suggest that changes in the saving rate
are not likely to affect income to the same extent as in the
years 1946 to 1948. However, there are temporary factors
still affecting saving in both directions, including some
residue of deferred demand on the one hand and some post-
ponement of purchasing in expectation of price declines on
the other. Thus, it will take some time for the pattern of
postwar saving to become apparent.

It is important to recall that personal saving in large part
has its offset in personal, or private noncorporate, investment.
Currently, personal saving is only moderately above private
noncorporate investment though it has risen relative to
private noncorporate investment since last year. This
relatively small excess of personal saving over private non-
corporate investment is currently being offset by Govern-
ment dissaving, with corporate investment and corporate
saving in approximate balance.

Even if individuals attempt to maintain their saving at the
current rate, it is possible for income to remain at the pres-
ent high level without substantial deficit spending, or other
devices significantly affecting the disposition of the national
income. The problem in this respect is whether private
capital formation will continue sufficiently high to approxi-
mately offset both personal and corporate saving (including
capital consumption allowances) at the present level of
income.

Any major changes in the volume of economic activity in
future months are more likely to reflect alterations in the
amount of private investment or in the Government fiscal
position than in the rate of personal saving.
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SITUATION
By the Office of Business Economics

jCONOMIC activity moved forward in September with
a better than average seasonal performance. In general, the
change was not marked except that business purchasing was
more in line with current levels of consumption and invest-
ment use of products than was true in the spring and early
summer months. The result of the shift for the third quarter
was to produce an over-all stability in economic activity, in
contrast to the moderate downward trend in the first half of
the year.

Industrial production has moved up from the mid-summer
low, though coal output was cut by the work stoppage which
began on September 19, and further reductions in total out-
put were in the offing as the result of the stoppage in steel
which began on October 1. Employment was seasonally
lower during September with the return of students to school
and the lag in harvesting operations in many agricultural
areas, but unemployment declined to 3.4 million, the lowest
figure since May.

Construction activity, particularly residential, continued
to be a strong spot. The value of building put in place in
September exceeded $1.9 billion, slightly more than in August
and about the same as in the corresponding month of last
year. Department store sales advanced with the showing of
fall merchandise.

Demand maintained

Most other economic indicators supported the dominant
note of stability or modest improvement in the late summer
and early fall. Wholesale prices edged slightly upward—
though prices of some imported commodities were lower at
the end of September, following the devaluation of foreign
currencies. Manufacturers7 new orders in August were at
about the same level as in June and the volume of sales
moved to higher levels.

Since early spring there has been little change in personal
incomes—at $211.5 billion, on a seasonally adjusted annual
basis in August—or in retail sales, as depicted in the chart
on the left. A cross-current in the economic situation was
the weakening demand for capital goods, described in the
section below on plant and equipment expenditures.

Total industrial production gains

The rise in industrial production in September reflected
further gains in output of basic industries such as steel,
automobiles, lumber, textiles, paperboard, and crude pe-
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troleum. In general, the rate of output in September was
higher than in any month since May though still below the
peak reached in the autumn of last year.

For most industries the advance from the July low point
was somewhat more than seasonal. The automobile indus-
try continued to operate at a record rate in September, turn-
ing out over 600,000 cars and trucks for the second consecu-
tive month, despite fewer working days. Sales of copper
expanded further, although at a much smaller rate than in
August, and output of lumber rose more than seasonally.
However, deliveries of freight cars to railroads continued
their downward trend in line with the substantial reduction
in order on the books of car builders which are now only
about one-fifth as large as at the beginning of the year.

Similar production gains were reported for many of the
nondurable-goods industries following the midsummer vaca-
tion shut-downs. Reflecting the sharp upturn in new orders
which have been running at a record rate since July, output
of paperboard in September on a daily average basis reached
a new postwar peak. Gasoline refinery operations were
maintained close to the earlier highs. There was a substan-
tial increase in rayon deliveries to a level above the previous
postwar peak and some rise in cotton consumption.

Effect.of work stoppages on output
Steel output, as a result of the work stoppage, dropped

from about 85 percent of rated capacity in late September to
close to 8 percent in the first 2 weeks of October. Produc-
tion of bituminous coal had dropped to 2 million tons per
week in the last 2 weeks of September, compared with the
rate of 8 million tons previously prevailing under the 3-day
workweek and 11 million tons in the period prior to July 9
under the normal workweek. In anthracite mines, where
output had also been cut, full operations were resumed on
October 3 and the strike was lifted also for bituminous mines
located west of the Mississippi River.

Neither the work stoppage in coal nor the one in steel in
early October had immediate effects on consuming industries,
though of course there were some exceptions to this general
rule among individual firms. Stocks of coal reported to the
Bureau of Mines on September 1 ranged from a 49 days'
supply for the railroads to 117 days' supply for electric
power utilities. Stocks of steel in metal fabricating plants
on the eve of the strike, industry reports suggest, were on
the average well in excess of a 30 days' supply.

Sales and incomes rise
The rise in production since July was supported in most

lines by a pick-up in manufacturers' sales and new orders.
The dollar value of manufacturers' sales in August totalled
$18.7 billion, seasonally adjusted, a gain of $1.6 billion from
the previous month, while new orders rose by 10 percent.
The further reduction of nearly $700 million in manu-
facturers' inventories after seasonal adjustment was ac-
companied during the month by a slight increase in stocks of
retailers and wholesalers, suggesting some relaxation in the
cautious purchasing previously characteristic at these levels
of distribution.

Underlying the slowly expanding volume of demand at the
manufacturers' level was the generally sustained volume of
personal incomes and consumer expenditures. Reversing
the dip in July, personal incomes rose by $1.8 billion at a
seasonally adjusted annual rate in August and remained
within 2 percent of the level of the corresponding month of
last year. Retail sales also rose slightly in August and
changes by line of trade maintained about the same pattern
characteristic of earlier months.

The principal advance was again in the sale of new
automobiles, with vehicle dealers grossing one-fourth more

than in August of 1948. Otherwise, the changes were small;
jewelry stores and men's and women's apparel were both
lower than in July on an adjusted basis and sales in food and
jewelry stores were higher. There was an increase of 6 per-
cent in building materials from July and a modest decline for
hardware stores. The total volume of retail sales in August
on the basis of the revised series of retail sales appearing in
this month's issue was $128 billion on a seasonally adjusted
annual basis—3 percent below August of last year which was
the postwar peak.

Wholesale markets stabilize
The rise in wholesale prices from August to September,

though not large, carried forward the general stabilization of
markets which developed in early summer, following the
steady decline from the autumn of last year. Industrial

Chart 2.—Weekly Wholesale and Spot Market Prices
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prices were generally firm or rising with print cloth and steel
scrap in particular registering large advances. Agricultural
prices also moved upward, though in the latter half of the
month the onset of the heavy marketing season brought
lower prices for livestock. The price of cotton was another
exception. It declined moderately throughout the month
reflecting the lower Government support price effective for
the crop marketed this fall, the heavy supplies available, and
the initial downward pressure, common to many internation-
ally traded commodities, exerted by the widespread devalua-
tion of foreign currencies announced in the latter part of the
month.
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Small effect of devaluation on price level
The immediate effect of the devaluation upon the domestic

price level was slight since the immediate impact affected in
the main some of the internationally traded raw materials.
Domestic demand remained dominant for the great majority
of the products sold in American markets and wholesale
prices for all commodities other than farm products and foods
continued upward through most of the month, as depicted
in chart 2. The over-all wholesale price index declined
slightly in the latter part of September because of the lower
livestock and meat prices already noted.

Nevertheless, for imported commodities—such as rubber,
tin, wool, sisal, and burlap—and also for some domestically
produced commodities for which export markets are im-
portant, there was a swift reaction, as chart 2 shows.

Table 1 presents details concerning the 28 countries which
devaluated their currencies in the 5 days between September
19 and September 23, and the four other countries which
followed in subsequent weeks.

Opportunity for world trade adjustment
The termination of the postwar inflationary pressures in

the United States during the second half of last year in-
tensified the discrepancies in the economic development
between this and many foreign countries, particularly the
United Kingdom. These discrepancies are particularly
evident in the decline of domestic demand—mainly for
inventory accumulation—as compared with the continued
high demands abroad by business as well as by consumers and
government. These differences in the internal economic
conditions were bound to increase the imbalances in inter-
national transactions, after an apparent improvement in 1948
when the increase in foreign production was accompanied by
abnormally high demands here.

Chart 3.—United States Foreign Trade
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Against this background the devaluations abroad appear
to be an attempt to facilitate adjustments in external trans-
actions of foreign countries, which could not be as satis-
factorily accomplished by means of government regulations
or through domestic deflationary policies. It is generally
recognized, however, that international payments can not

be brought into balance by monetary measures themselves,
but only if these measures are successful in either increasing
foreign production and exports or reducing consumption
and foreign imports. Thus the effects upon world trade and
upon the United States economy can not yet be fully
appraised.

Table 1.—Recent Revisions in Exchange Rates

Country

Sterling Area:
United Kingdom *
Ireland
Iceland _ _
South Africa
Iraq
India

Burma _ _
Cevlon
Straits Settlements
Hong Kong
Australia
New Zealand. _

Canada
Argentina: 2

Import .
Export

Uruguay: 3

Import
Export _

Egypt
Israel:

Import
Export

Kingdom of Jordan
Thailand

Europe:
France: 5

Commercial
Free

Belgium-Luxembourg
Germany
Netherlands

Denmark
Finland
Norway _ .
Sweden

Italy s
Greece
Portugal -_

Monetary unit

Pound ._
Pound
Krona _ _ _ _
Pound
Dinar _ _
Rupee. .

Rupee _ _ _ _ _ -
Rupee
Dollar _ _
Dollar
Pound
Pound

Dollar

Peso
Peso

Peso
Peso
Pound

Pound
Pound
Pound _
Baht

Franc _ _,
Franc
Deutschesmark
Guilder

Krone _ _ _
Markka
Krone
Krone

Lira ... _ ..
Drachma
Escudo

Par value, U. S.
cents per unit of
currency

Old

} 403.00
15. 41

403. 00
403. 00

\ 30.23

47.02
25.19

322. 40
403. 00

100. 00

26.80
25.12

52.63
65.83

413. 30

302. 00
403. 00
403. 00
410.08

.3676

.3022
2.28

30.00
37.70

20.84
.625

20.15
27.78

.1739
5.01
4.00

New

280. 00
10.71

280. 00
280. 00

21.00

32.67
17.51

224. 00
280. 00

90.91

18.62
17.46

40.82
56.18

287. 16

} 280.00
280. 00

8.00

} .2857
2.00

23.81
26.32

14.48
.4348

14.00
19.31

.1572

.0067
3.48

Change
in par

value, in
percent

30.5
30.5
30.5
30.5

30.5

30.5
30.5
30.5
30.5

10.0

30.5
30.5

22.4
14.7
30.5

7.3
30.5
30.5
20.6

22.3
5.5

12.3
20.6
30.2

30.5
30.5
30.5
30,5

9.6
33.3
13.1

Date
effective

1949
Sept. 18
Sept. 20
Sept. 18
Sept. 20
fSept. 18

ISept. 19
[Sept. 20
Sept. 18
Sept. 18
Sept. 18
Sept. 19

Sept. 19

Oct. 3
Oct. 3

Sept. 19

}sept. 18
Sept. 18
Sept. 27

Jsept. 23
Sept. 21
Sept. 29
Sept. 19

Sept. 18
Sept. 19
Sept. 20
Sept. 20

Sept. 26
Sept. 20
Sept. 22

1 All local currencies of British Crown colonies, except British Honduras, have been de-
valued by 30.5 percent.2 These rates apply to specified commodity transactions. Other commercial rates have
been devalued to the same extent, except that the prior dollar-peso rate had been maintained
with respect to certain imports and to the export of some basic commodities. The "free"
market rate, for non-trade transactions depreciated by approximately 46 percent.3 Not official.4 Average of buying and selling rates known as middle ra,te.5 These figures do not represent official exchange rates, but are quotations based wholly
or in part on current quotations for the dollar in a "free" market.

Source: Board of Governors of the Federal Reserve System.

The competitive position of foreign countries vis-a-vis
the United States has to some extent been restored. Whether
they can avail themselves of the improved competitive op-
portunities depends upon the ability of foreign countries to
increase actual deliveries. Over the long run the adjust-
ments following devaluation provide the basis for facilitating
a high volume of international trade as well as for amelio-
rating the financial difficulties associated with the dollar
shortage abroad.

Removal of trade restrictions
Recent developments have already pointed to some relax-

ation of import controls which may make competitive price
relationships more important in the direction of products to
market and in the allocation of resources in production.
Under the program for liberalizing trade of the Organization
for European Economic Cooperation, Italy and the Benelux
countries have announced the lifting of licensing and quotas
on important groups of imports from other Marshall Plan
countries. In addition they have submitted lists of other
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groups of imports on which similar action would be taken in
exchange for comparable reciprocal reductions by other
countries. United Kingdom has also indicated that quota
restrictions on a long list of imports from other Marshall
Plan and commonwealth countries would be removed.

The continued role of the United States as a leader in
reducing trade barriers was assured by the action of Congress

in renewing the reciprocal trade agreements act for another 2

Jears, eliminating the "peril points" amendment enacted
ist year restricting the power of the President in negotiating

reciprocal trade agreements. Meanwhile the first of the
multilateral tariff reductions under the renewed authority
was completed at the Annecy Conference and was open for
signature on October 10 by the participating nations.

Second-Quarter Corporate Profits
CORPORATE profits declined further in the second

quarter of this year, according to preliminary estimates of the
Department of Commerce. This was the third successive
quarterly decline from the third-quarter 1948 high.

On a before-tax basis, second quarter profits amounted to
$6.6 billion, 12 percent below the $7.5 billion earned in the
first quarter of the year and about one-fourth less than in
the second quarter of 1948. The first-to-second quarter profit
drop was associated with falling profit margins, as sales ex-
perienced only a fractional decline over the same period.

Adjustment of the profit estimates to take account of
seasonal variations reduces the first-to-second quarter decline
to 10 percent. On this basis, at annual rates, the decline in
profits before taxes was from $29.4 billion to $26.4 billion.

The relative movements of aggregate profits after taxes in
the recent period were similar to those of profits before taxes.
This similarity reflects the virtual stability of the over-all
effective tax rate, which in both 1948 and the first half of
this year was approximately 40 percent.

Profits earned in current production, computed by adding
to profits before taxes the inventory valuation adjustment—
the difference between "book" costs of goods sold and the
cost obtained by adjusting book costs to reflect the current,
or replacement, value of inventories used up in production—
fell much less than book profits. Inclusive of the inventory
valuation adjustment, profits before taxes at seasonally
adjusted annual rates were $33.0 billion in the second quarter
of 1948, $31.8 billion in the first quarter of 1949, and $31.1
billion in the second quarter of the current year.

The more favorable showing of profits including the inven-
tory valuation adjustment is due to the fact that this measure
takes into account the effect of the recent downward move-
ment of prices on the replacement cost of inventories. In
the computation of "book" profits, the predominant cor-
porate practice is to value inventories used up in production
on an original cost ("first-in, first-out") basis, rather than
at current replacement prices.

Attention is again directed to the difficulties encountered
in the measurement of corporate profits and the inventory
valuation adjustment on a quarterly basis, as well as to the
problem of adjustment for seasonal variation. These limita-
tions of the data should be considered in the interpretation
of quarter-to-quarter changes.

Table 2 presents, for the first and second quarters of this
year, preliminary estimates of corporate profits both before
!and after Federal and State income and excess profits taxes,
classified by broad industry groups.

All of these industrial groups except transportation sus-
tained first-to-second quarter profit declines. In transporta-
tion both the railroad and non-railroad components advanced
considerably, even after allowance for the seasonal factor.
The decrease recorded for communications and public utilities
was entirely seasonal. Relative declines were largest in
manufacturing and mining. Trade, which is included in
"all other industries," also experienced a larger-than-average
rate of contraction.

Total manufacturing profits declined 17 percent from the
first to the second quarters ef the year. Declines were wide-

spread among the component industries, with the sharpest
relative declines recorded for textiles and apparel, and chemi-
cals. Major exceptions to the declining pattern were the
automobile and food industries, in which profits advanced
markedly.

Aggregate profits before taxes in the second quarter were
one-fourth below the corresponding quarter of last year.
Declines were reported for all broad industry groups except
communications and public utilities, where a 13 percent
increase was recorded. Profits before taxes in these indus-
tries had increased but little during the earlier postwar years
when total profits were rising sharply.

Table 2.—Corporate Profits Before and After Taxes, First and
Second Quarters of 19491

[Millions of dollars]

Industry group

All industries, total 2

Mining
Manufacturing. _.

Metal industries 3

Other manufacturing _ _ _
Transportation _ _
Communication and public utilities
All other industries 4.

Profits before taxes

First
quarter

7,521

244
4,281
1,962
2,319

152
475

2,369

Second
quarter

6,586

202
3,550
1,570
1,980

285
442

2,107

Profits after taxes

First
quarter

4,572

168
2,608
1,141
1,467

46
289

1,461

Second
quarter

3,937

138
2, 122

882
1,240

118
265

1,294

1 Comparable data for the quarters of 1948 were published on page 4 of the August SURVEY
OF CURRENT BUSINESS. Annual corporate profits estimates by major industrial groups for
1948 and revised estimates for the years 1942 through 1947 were published in the SURVEY for
July 1949 on pp. 16,17. For similar data for the years 1929 through 1941, consult the "National
Income Supplement" to the SURVEY for July 1947, pp. 30-32. Concepts and methodology
have been described in "Trend of Corporate Profits, 1929-45" SURVEY, April 1946, pp. 11-12.
The principal change made since that statement was prepared has been to adjust for tax
credits flowing from the carry-back of unused excess-profits tax credits and net operating
losses; that is, these tax credits were added to profits after taxes in those years to which the
tax credits were carried back.

2 Total profits for all industries include the adjustment for the net flow from abroad of
dividends and branch profits.

s Consist of iron and steel, nonferrous metals, machinery (except electrical), electrical
machinery, transportation equipment (except automobiles), and automobiles.

* Consist of agriculture, forestry, and fisheries; contract construction; wholesale and retail
trade; finance, insurance, and real estate; services; and the international balance adjustment.

Source: U. S. Department of Commerce, Office of Business Economics.

In the aggregate, the profits of manufacturing corpora-
tions declined 30 percent from the second quarter of 1948
to the second quarter of this year. Declines were recorded
for all but two of the twenty major industry groups.

The drop in manufacturing profits was smaller in the metal
than in the nonmetal sector. Although this is attributable
in large measure to developments in the automobile industry,
where profits rose sharply, the pattern persists if this industry
is excluded from the comparison. Profits in the second
quarter of this year, as compared with the same period
a year ago, were down about 40 percent in the nonmetal
group and 25 percent in metals, excluding automobiles.

In all nonmetal manufacturing industries except tobacco
and food, there were sizable declines in corporate earnings
over the period. Profits rose appreciably in the tobacco
industry and declined only slightly in food manufactures.

National income estimates incorporating the profits
figures presented above may be found on page S-l of this
issue of the SURVEY.
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Plant and Equipment Outlays
CONFIRMING the surveys made earlier this year, the

latest survey of the anticipated volume of investment in new
plant and equipment by nonagricultural business shows that
expenditures in the closing months of 1949 are expected to
be lower than in the corresponding period of 1948. According
to estimates based on reports submitted by business firms
this past July in the joint quarterly survey by the Depart-
ment of Commerce and the Securities and Exchange Com-
mission, expenditures in the second half of 1949 will total
$8.8 billion—a 14-percent decline from the all-time peak
reached in the same period in 1948. However, as explained
later, actual expenditures will probably not show so large a
decline as that indicated by these anticipations.

With $9.1 billion actually expended in the first half of
1949, total nonagricultural investment in new plant and
equipment for the year as a whole will be close to $18 billion
as compared to $19.2 billion in 1948 (see table on p. 24). While
construction and equipment costs have fallen from their
peaks in late 1948, average costs in 1949 probably will
approximately equal the 1948 average so that the indicated
decline in annual outlays for capital goods in 1949 is rela-
tively the same in both value and physical volume. The
decrease in physical volume from the second half of 1948 to
the second half of 1949 will be considerably less than the
decline in value.

In evaluating this decline in fixed investment it should be
borne in mind that the 1949 level is higher than that in any
year prior to 1948. It is also considerably less affected by
the war-induced backlog than were the earlier postwar years
though there still appears to be some influence of deferred
demand.1

In addition, there are factors which may result in some
overstatement of the expected decline in the latter part of
1949. In the first place, the projected figures for the fourth
quarter of 1949 are probably understated in comparison with
the reported data for actual expenditures in the fourth
quarter of 1948. This is due to the accounting practice by
many firms of concentrating additions to capital accounts in
the last quarter. If comparison is made between anticipa-
tions for the fourth quarter of this year and anticipations
for the fourth quarter of this year and anticipations reported
at the same time last year, the reduction is 9 percent as
against 21 percent when actual 1948 data are used.

Second, the current reports reflect business anticipations
in July—a period which preceded the current upturn in
business activity. Third, the recent firming of prices
following the decline in the first half of this year may have
reversed some earlier decisions to postpone purchases of
capital goods.

Changes in planned investment
The volume of plant and equipment expenditures in

1949 anticipated by business in the survey made in February
of this year was only slightly higher than the currently
indicated level—and, in the light of the above factors, it
may very well be realized or possibly exceeded. The
reduction from the earlier anticipations indicated by the
current figures is scattered among most of the major indus-
tries and appears primarily in curtailment of plant construc-
tion programs rather than in equipment acquisition.

On the basis of the current survey capital outlays in the
second and third quarters of this year are revised downward
by 3 and 2 percent, respectively, from the levels indicated
by the survey taken 3 months previously. Actual outlays
in the second quarter were below the preliminary estimates
in each major industry. In the third quarter, only in the

1 See "The Demand for Producers' Durable Equipment", SURVEY OF CURRENT BUSINESS
June, 1949.

case of the railroads are preliminary estimates of plant and
equipment expenditures above anticipations.

These downward adjustments in anticipated expenditures
this year are a reversal of those experienced heretofore in the
quarterly surveys. From 1945, when the surveys were
initiated, through 1948, anticipations by business have
generally been somewhat below actual expenditures. The
recent change in part stems from the declining trend in
costs of capital goods in 1949 in contrast to the steady
upward movement of these prices in the 1945-48 period. It
may also reflect the influence of a changing business climate*

(Continued on p. 24)

Chart 4.—Business Expenditures for New Plant and
Equipment 1
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Table 12.—Retail Inventories, Year End,'1938-48

[Millions of dollars]

Kind of business

All retail stores

Durable-goods stores

Automotive group
Motor vehicles
Parts and accessories.-.

Building -materials and hardware group
Building materials
Farm implements and hardware _ _

Home -furnishings group
Furniture and housefurnishings
Household appliances and radios...

Jewelry stores

Nondurable-goods stores

Apparel group _ . _ __ _
Men's clothing and furnishings
Women's apparel and accessories
Family and other apparel.. _ __ _. _
Shoes

Drug stores
Eating and drinking places
Food group .
Filling stations
General-merchandise group _ _ _

Department, including mail order
General, including general stores with food_-_
Dry goods and other general merchandise

Variety _ _
Other retail stores

Liquor__ _ ... _
All other

1938

5,039

1 733

533
450
83

687
378
309
354
271
83

159

3,306

659
223
163
113
160
317
68

626
95

1,067
548
210
178
131
474

69
405

1939

5,285

1,804

563
475
88

707
389
318
371
285
86

163

3,481

686
236
171
118
161
321

74
671
99

1,126
578
201
198
149
504
75

429

1940

5,767

2,088

721
616
105
780
433
347
404
307
97

183

3,679

686
237
178
117
154
331

94
723
117

1,226
618
221
237
150
502
95

407

1941

7,262

2,616

892
750
142
911
502
409
586
423
163
227

4,646

867
308
224
146
189
361
151
960
157

1,457
825
189
210
233
693
125
568

1942

7,307

2,268

745
635
110
707
377
330
584
469
115
232

5,039

1,017
356
286
167
208
379
250

1,082
142

1,486
892
166
199
229
683
144
539

1943

6,872

1,742

481
384

97
585
301
284
438
352
86

238

5,130

1,034
326
341
162
205
398
322

1,084
116

1,556
891
182
231
252
620
137
483

1944

6,906

1,664

396
291
105
602
303
299
420
330
90

246

5,242

1,024
318
360
157
189
405
438

1,033
126

1,467
832
199
244
192
749
191
558

1945

7,049

1,747

403
277
126
605
271
334
470
354
116
269

5,302

896
200
399
138
159
425
418

1,101
139

1,514
824
223
263
204
809
190
619

1946

10, 739

3,280

998
773
225

1,015
481
534
911
679
232
356

7,459

1,271
321
502
206
242
522
535

1,488
198

2,343
1,417

281
361
284

1,102
245
857

1947

12, 666

4, 525

1,395
1,094

301
1,549

801
748

1,196
837
359
385

8,141

1,460
426
488
222
324
574
476

1,610
295

2,479
1,452

334
394
299

1,247
215

1,032

1948

14, 402

5,568

1,978
1,625

353
1,831

928
903

1,342
959
383
417

8,834

1,643
491
540
239
373
605
468

1,628
372

2,719
1,578

368
436
337

1,399
203

1,196

Source: U. S. Department of Commerce, Office of Business Economics.

(Continued from p. 5)

1949 capital investment loiver in most industries
Based on the current reports, all major industries other than

the railroads and electric and gas utilities will show a reduc-
tion in their plant and equipment outlays from 1948 to 1949.
As can be seen in the following table, 1949 marks the first
postwar decline in the capital expenditures of the manu-
facturing, mining, commercial and miscellaneous industries.
Transportation (other than railroads), the only industry
which reported lower plant and equipment expenditures from
1947 to 1948, will show the largest relative decline this year.

Percentage Change in New Plant and Equipment Expenditures

Industry

All industries

Manufacturing
Mining
Railroad
Other transportation _
Electric and gas utilities _ _ __ _
Cnrnm.fiT'cial and miscellarifnns

1946-47

+34

+26
+23
+60
+21
+83
+34

1947-48

+19

+12
+16
+45
-12
+41
+22

1948-49

-7

—15
-8
+3

-23
+16
-6

Expenditures by the railroads for new plant and equip-
ment in 1949 are only 3 percent above last year—with a
6 percent increase in equipment outlays more than offsetting
a decline of the same relative magnitude in road investment.

The electric and gas utilities with outlays one-sixth higher
than in 1948 thus constitute the only major industry still
showing a substantial capital expansion.

Quarterly trends in investment

As can be seen in chart 4, quarterly expenditures for plant
and equipment "in the first quarter of 1949 were higher than
in the first quarter of 1948—but the following quarters of
this year fall increasingly below the corresponding quarters
of last year. Total outlays roughly adjusted for seasonal
variation are on a plateau from the third quarter 1948 to the
first quarter of 1949 and then taper off in the last 3 quarters
of this year. This downward trend is found in each asset-
size group. However, there was a noticeable tendency for
the relative magnitude of decline to increase as the asset size
of the group became smaller.

Among the major industries only electric and gas utilities
indicated an increase in outlays during the last 2 quarters
of this year. Without allowance for seasonal factors, all
other industries indicated that the second quarter would
mark their 1949 peaks. The most sizable declines in the
last 2 quarters of 1949 were anticipated by manufacturing
and the railroads. Within manufacturing, all large industry
groups other than automobiles, rubber, and chemicals
expected to lower their rates of plant and equipment ex-
penditures in the last half of 1949.

Table 3.—Business Expenditures on New Plant and Equipment, 1945-49 1

[Millions of dollars]

Industry

All industries
Manufacturing _ _ _ _
Mining _ _
Railroad
Other transportation
Electric and gas utilities
Commercial and miscellaneous

1945

6,630
3,210

440
550
320
630

5 1, 480

1946

12, 040
5,910

560
570
660

1,040
3,300

1947

16, 180
7,460

690
910
800

1,900
4,430

Jan.-
March

4,170
1,800

180
270
180
500

1,240

April-
June

4,820
2,140

200
310
190
640

1, 340

1948

July-
Sept.

4, 830
2,090

200
320
170
690

1,360

Oct-
Dec.

5,410
2,320

220
410
170
850

1,440

Total

19, 230
8, 340

800
1,320

700
2,680
5 390

Jan.-
March

4,460
1,850

190
360
130
680

1 260

April-
June

4,660
1 880

190
380
140
780

1 290

1949

July-
Sept.2

4,550
1 770

180
340
140
810

1 300

Oct.-
Dec.3

4,250
1 620

170
280
130
830

1 240

Total *

17, 920
7 120

740
1 360

540
3 100
5 080

1 Data represent expenditures of nonagricultural business only and exclude outlays charged to current account. 2 Based on preliminary estimates of business in July. 3 Based on
anticipated capital expenditures of business. * Annual estimates include anticipations for the last quarter of the year. fi Includes trade, service, finance, construction and communication.

Note: Figures are rounded and will not necessarily add to totals. Source: U. S. Department of Commerce, Office of Business Economics, and Securities and Exchange Commission.
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New private construction this fall approached
the level of last year
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THE

SITUATION
By the Office of Business Economics

JL HE basic trend in total production continued moder-
ately upward in October, aside from the segments affected
by the work stoppages in the steel and coal industries. Pro-
duction of most soft goods equaled or bettered September
levels and the sharp cut in new supplies of steel and coal
was not a deterrent factor in the output of most of the
durable-goods industries using these materials. Construc-
tion activity, after allowance for the seasonal factor, was
higher than in September and above the level of last year.
Industrial prices were generally firm while prices of farm
and food products declined moderately. The volume of
nonagricultural employment in nonstrike segments regis-
tered little change from September.

Orders accumulate
The drop in coal and steel production, however, was

responsible for a sharp decline in the total volume of indus-
trial production. Furthermore, the reduction in incomes in
strike areas contributed to a decline in department store
sales. The strikes reduced business inventories of steel,
coal, and aluminum in many industries, resulting in a
backlog of orders for these commodities.

This reduction of stocks resulted in an addition to the
heightened level of demand for industrial commodities mani-
fested in August and September as a consequence of the
change in business purchasing policy. As depicted in chart
2, the value of business inventories had been cut steadily
during the spring and early summer, despite a relatively firm
volume of sales. In late summer the volume of business
purchasing moved gradually upward, more closely in line
with final demand. In September increases in the book
value of inventories of wholesalers and retailers more than
offset the decline for manufacturers, and the value of total
business inventories rose for the first time in 9 months.
These were the main factors in the moderate upturn in busi-
ness activity in progress this fall.

The continued decline in manufacturers' inventories,
despite the higher volume of sales in August and September
shown in chart 2, largely reflects the usual lag between
sales and output in a period of shifting demand. It should
be noted, however, that the amount of liquidation in manu-
facturing was markedly less than in the immediately preced-
ing months. It is noteworthy also that the stock-sales ratios
of both manufacturers and retailers are now at a level approxi-
mately equal to that in the first half of last year, and appre-
ciably lower than the levels prevailing in late 1948 and the
first half of 1949, when they were at their postwar highs.
This implies, at the current level of business, that one of the
incentives for reducing inventories has been diminished.
Among wholesalers, the irregular monthly movements in the
stock-sales ratio suggest no well-defined trend since the be-
ginning of the year.

861354—49
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Chart 2.—Manufacturing and Wholesale and Retail
Trade: Sales, Changes in Stocks, and Stock-Sales
Ratios

Source of data: U. S. Department of Commerce, Office of Business Economics.

Personal income steady
Reflecting this moderate advance in activity was a rise in

nonagricultural personal income in September to $193 billion
at a seasonally adjusted annual rate, approximately equal to
its peak in the fourth quarter of last year. The most pro-
nounced increases were in manufacturing and trade pay rolls.
Total personal income showed little change during the month,
however, as agricultural income declined.

Federal fiscal position
A significant development from the standpoint of the busi-

ness situation in the months ahead is the anticipated fiscal
position of the Federal Government as implied in the esti-
mates of the Budget Bureau released on November 1. On
the basis of these estimates the cash deficit will amount to
about $5 billion in the fiscal year 1950, providing an impor-
tant element of support to the incomes of individuals and
corporations available for expenditure on goods and services
over the year. The volume of cash receipts from the public
is expected to register little change from fiscal 1949. Federal
cash outlays are expected to continue upward through the
remainder of this fiscal year, though at a slower rate than in
the previous year. It would thus appear that substantial
net borrowing by the Government will be required for the
first time since 1946. In fiscal 1949, cash receipts and cash
payments were nearly equal.

Indicated cash payments approximate $46.5 billion for
fiscal 1950 as a whole, with a somewhat higher annual rate
expected in the second half of the year when most of the
National Service Life Insurance dividend of $2.8 billion is
distributed to veterans. In the second half of fiscal 1949
cash outlays amounted to $42.5 billion at a seasonally
adjusted annual rate.

On the basis of current levels of business activity, cash
receipts from the public are estimated at from $41 billion to
$42 billion—about the same rate as that prevailing in the
second half of fiscal 1949, after seasonal adjustment. The
unchanged volume of cash receipts expected in fiscal 1950
results in the main from the fact that present tax rates
remain generally unchanged except for a rise in the levy on
pay rolls for old age and survivors insurance. Somewhat
smaller receipts from taxes on corporate profits are expected
to be offset by a reduction in individual income tax refunds.

Military expenditures rise

The anticipated increase in Federal payments is in part
due to an expected rise in purchases of goods and services.
As shown in chart 3, the volume of these purchases implied
by the new budget estimates amounts to $27 billion—a
higher level than that attained at any time during the past
3 years. The bulk of the increase from last year is in con-
nection with the national defense procurement of equipment,
materials, and supplies, with a moderate rise in public works
expenditures accounting for most of the remainder. Only
moderate changes are expected in the international aid and

Chart 3.—Federal Government Purchases of Goods and
Services *
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expenditures released by the Bureau of the Budget, November 1, 1949.

agricultural price support programs, or in total compensa-
tion of military personnel and general government employees.

The stimulus to construction activity posited by the in-
crease in direct expenditures for public works will be aug-
mented by increases in other types of outlays. Increased
grants-in-aid to State and local governments will support
slightly larger outlays for construction by these govern-
mental units. Larger scale purchases of home mortgages by
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November 1949 SURVEY OF CURRENT BUSINESS
the Reconstruction Finance Corporation will loosen home-
financing credit, and advances to local housing authorities
will increase low-rent housing construction toward the end
of the fiscal year.

On the basis of the budget estimates for fiscal 1950 in
comparison with fiscal 1949, the flow of insurance dividends

to veterans will be partially offset by declines in other types,
of veterans' benefits—chiefly, readjustment benefits for un-
employment and subsistence allowances for veterans in
school. It is expected that total Federal Transfer payments
to individuals will increase and thus represent an addition
to disposable personal income.

National Income and Product in the Third Quarter of 1949

(jrROSS national product, in terms of seasonally adjusted
annual rates, amounted to $256 billion in the third quarter
of 1949. This estimate of the market value of the Nation's
output of goods and services is about $8/2 billion below the
corresponding rate for the preceding period. The decline
closely resembled in character and magnitude that which had
occurred from the first to the second quarter, and thus
represented a continuation of trends apparent earlier in
the year.

The national income, which measures comprehensively the
earnings of labor and property arising from current produc-
tion, appears to have shrunk commensurately, although its
exact magnitude cannot yet be specified owing to the lack
of satisfactory corporate profits data for the third quarter.
Personal income—the aggregate of current income receipts of
persons from all sources—also declined in the third quarter,
from $212 % billion to $210^ billion, at annual rates. The
better showing of this aggregate was due to the maintenance
both of dividend and interest disbursements by corporations
and of government transfer payments.

Despite further downward movements in the value of
total production and income in the third quarter, the
business situation during that period may best be character-
ized as one of essential stability. As in the previous period,
aggregate demand for purposes other than inventory invest-
ment remained generally firm. Also, while business activity
for the quarter as a whole was less than earlier in the year,
declining tendencies in important segments of the economy—
chiefly manufacturing—appeared to have been arrested or
reversed during the quarter.

The SURVEY has previously described developments dur-
ing 1949 as primarily a shift from a situation at the crest of
the postwar boom in which an appreciable portion of current
production was going into business inventories to the more
recent situation in which part of current demand was met by
drawing down inventories.

The broad outlines of the shift are depicted in chart 4.
The solid line represents total gross national product, while
the broken line shows the sum of purchases by consumers,
by government, by foreigners (net), and by business on
capital account. The shaded area—measuring the change
in business inventories—indicates the difference between
current output and total purchases exclusive of inventory
investment.

Maintenance of final demand
The striking feature of the chart is the relative stability

of purchases by "ultimate users" (as distinguished from
inventory buyers) of the national output, in contrast to the
changes which have taken place in total production.

Over the past year, the latter have reflected primarily the
shift from inventory accumulation at the rate of $9 billion
annually in the final quarter of 1948 to liquidation at the
rate of about $2 billion in the second and third quarters of
this year. Inventory investment thus accounted for ap-
proximately three-fourths of the decline of $14 billion in
gross national product from the fourth quarter of last year
to the third quarter of 1949. This characteristic of the

recent downturn explains the relatively greater severity of
its impact upon manufacturing output and employment than
upon other segments of nonagricultural business, since the
manufacturer is in a particularly sensitive position with
respect to business inventory policies.

In contrast, demand of ultimate users of the Nation's
output has remained remarkably stable. There have been
divergent movements among the various components, but
total purchases other than for inventory accumulation were
in the third quarter only about 1 percent below the fourth
quarter of last year. Considering the degree of price
reduction which has occurred over the same period, it would
appear that the volume of goods and services flowing to final
purchases was sustained, if not increased. As a result of
this stability, there had been, as of the end of September,,
very little spreading of the effects of the fall in production
to nonmanufacturing segments of the economy.

With final demand so well sustained at a rate in excess of
current output, it is not surprising that the closing months

Chart 4.—Gross National Product and Change in Business
Inventories
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of the third quarter witnessed a moderate upswing in manu-
facturing. Pay rolls and employment in manufacturing
industries, which had been disproportionately affected by
the readjustment from boom conditions, reached their 1949
lows in July, recovered somewhat in August, and advanced
slightly again in September. Collateral evidence on the
movement of industrial production, wholesale prices of
industrial commodities, and manufacturers' sales and new
orders confirms this general picture.
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In spite of these and other elements of strength, such as
the upturn in residential construction which had begun before
midyear, sight should not be lost of certain declining com-
ponents. Perhaps the most important of these is fixed capital
investment by business. The diminution of outlays for new
plant and equipment has been gradual, but it has persisted
throughout 1949, and has pervaded all major industrial
classifications except public utilities. Consumer purchases
of nondurable goods have also declined in each of the past
3 quarters, and in the third quarter there was a substantial
reduction of net foreign investment.

Factors Supporting Demand

An aid to understanding of the manner in which stability
of final demand was maintained over a period which witnessed
material declines in total output is provided by analysis of
key data for 1948 and 1949 in a consolidated statement of
sources and uses of gross private savings, such as are pre-
sented in table 1.

Apart from the reduction in inventory investment which
has already been discussed, the outstanding feature of the
table is the pronounced change in the government fiscal posi-
tion. Federal, state, and local governments together, after
showing a surplus of $8K billion on current income and prod-
uct transactions in 1948, incurred a combined deficit at the
annual rate of $3}£ billion in the first 9 months of 1949.
This shift, which was compounded of a $7 billion increase in
purchases of goods and services (including Federal grants to
foreign countries) and a $1 billion rise in transfer payments,
coupled with a $5 billion decline in personal and corporate
income taxes, had a substantial cushioning effect upon the
economy.

The increase in Government purchases of goods and serv-
ices, of course, represented a direct addition to demand for
the gross national product. Moreover, government opera-
tions provided considerable support to private components
bf aggregate demand through the effects of fiscal policies up-
on individual and corporate incomes. A rise in transfer
payments—mainly in the form of unemployment compensa-
tion benefits—cushioned the decline of earnings from current
production. Disposable personal income and consumer de-
mand were also bolstered in 1949 by the diminution of per-
sonal tax payments resulting from year-end settlement of
Federal individual income tax liabilities at rates lower than
those applicable to last year.

With respect to corporate incomes, the elasticity of tax
accruals mitigated the decline in profits after tax. Under

existing laws a given absolute fall in corporate profits before
taxes results in only three-fifths as great a fall in profits
available for distribution and investment.

The behavior of corporate taxes was one of the factors
underlying maintenance of corporate dividend disbursements
over the period. Diminution of needs for the internal fi-
nancing of new investment was another. A more immediate
influence, however, was a substantial reduction in working
capital requirements for the replacement of inventories.

These reduced requirements find their statistical reflection
in the corporate inventory valuation adjustment shown in
table 1. Firms using some variant of the first-in, first-out
system of inventory valuation (which constitute the great
majority of corporations) charge inventories to cost-of-goods
sold in the calculation of profits on the basis of book values
which in general represent original costs. Part of the charge
of cost-of-sales in the first-in, first-out system is thus expressed
in prior-period prices. In terms of national income concepts,
however, the appropriate charge in measuring current income
is the current replacement cost of goods sold. The difference
between corporate profits as reported on the former basis
and as computed on the latter is the inventory valuation
adjustment.

This item moved from minus $2 billion in 1948 to plus
$3 billion at annual rates in the first three quarters of 1949.
The change reflected a shift, owing to price movements, from
a position in which book charges to cost-of-sales were insuffi-
cient to cover inventory replacement to a position in which
book charges were more than adequate for that purpose. In
the period under review, application of the adjustment to
reported profits served to mitigate greatly the apparent
decline in these earnings, as can be seen from the item
"corporate profits and inventory valuation adjustment" in
table 2. Further, as a consequence of the sharp reduction in
taxes—which are based upon book profits—corporate earn-
ings available for distribution and investment, while down in
1949 from the high fourth-quarter rate, were somewhat above
the 1948 average.

These considerations, which affect businessmen largely via
reduced working capital requirements, help to explain the
maintenance of dividend payments this year in the face of
greatly reduced book-profits. From the latter data, it would
appear that corporations cut deeply into retained earnings to
maintain dividend distribution, but realistically this was not
the case. The stability of net business saving—i. e., of undis-
tributed profits after the inventory valuation adjustment—
shows that retained corporate earnings so measured were not
reduced by continuation of high dividends in 1949.

Table 1.—Sources and Uses of Gross Savings, 1948—49 1

[Billions of Dollars]

Item

Gross private saving _

Personal saving
Net business saving

Undistributed corporate profits _
Corporate inventory valuation adjustment

Capital consumption allowances -- _ _ _
Statistical discrepancy 3

Uses of gross private saving _._ .

Gross private domestic investment
Business purchases on capital account _
Change in business inventories -

Net foreign investment
; Government deficit (40 or surplus (— ) on income and product trans-

actions . - - -

Annual
totals
1948

38.5

12.0
11.1
13.2

-2.2
15.7
-.3

38.5

45.0
38.6
6.5
1.9

-8.4

9 -month
averages,
at annual
rates, 1949

Ml. 1

14.8
U1.6
48.1

3.5
16.54-1.7

441.1

37.3
37.4
-.1

.5

*3.4

Quarterly totals, seasonally adjusted, at annual rates

1948

I

30.7

6.7
8.1

12.6
-4.5
14.9
1.0

30.7

40.7
36.6
4.1
3.9

-14.0

II

38.4

10.8
11.6
13.6

-2.0
15.6

.4

38.4

44.2
38.9
5.3
2.8

-8.6

III

40.9

15.0
11.0
14.3

-3.3
15.9

-1.0

40.9

47.1
39.7
7.4

-0.1

-6.1

IV

44.1

15.3
13.8
12.6
1.2

16.4
-1.3

44.1

48.0
39.1
9.0
1.0

-4.9

1949

I II III

44.6

16.3
11.9
9.5
2.3

16.2
.2

44.6

41.6
38.0
3.6
1.0

2.2

41.0

14.8
11.9
7.4
4.5

16.6
-2.2

41.0

35.4
36.9
-1.4

1.2

4.4

(2)

13.3
(2)
(')

3.5
16.7

f«)

(2)

35. 0
37.4

-2.4
-.8

(2)

1 Detail will not necessarily add to totals because of rounding.
*Not available.
3 Includes excess of wage accruals over disbursements.
Source: U. S. Department of Commerce, Office of Business Economics.

4 For the purpose of obtaining 9-month averages, corporate profits before and after tax
and corporate profits tax liabilities in the third quarter have been arbitrarily held constant
at the second quarter level.
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Sustained Flow of Incomes

In the absence of national income figures for the third
quarter, trends in distributive shares can best be discussed
in the framework of the personal income concept. Personal
income, as already noted, declined from $212% billion in the
second quarter, at annual rates, to $210% billion in the third.
Nonagricultural components of the aggregate, however, regis-
tered very little change, and were advancing slightly in
August and September, as a result of the pick-up in manu-
facturing activity.

Pay rolls steady

Total wages and salaries were stable at approximately the
second quarter rate—some 2 percent below the high fourth
quarter of 1948. The salient feature of this leveling-out—
after declines earlier in the year—was a stabilization in
manufacturing pay rolls.

The drop in wages and salaries in the first quarter had been
largely confined to factory pay rolls, reflecting, according to
the analysis given above, the concentration of the impact of
reduced inventory demand upon manufacturing production.
Labor earnings in the distributive industries were also af-
fected in the first quarter, but only to a minor extent, while
pay rolls of service establishments and of governmental units
did not suffer at all.

Although the major downward impetus in factory wages
had been dissipated by early Spring, the falling trend for
manufacturing as a whole continued at a reduced rate through
midsummer. In the distributive industries, however, what
little decline had been discernible in the first quarter was
eliminated by the second, and both service-industry and
government pay rolls continued to expand moderately
through the third quarter.

Within manufacturing, there appeared after April a dis-
tinction between durable- and nondurable-goods industries.
The persisting declines were concentrated in the former group,
while slight monthly advances began to show up in the latter,
where average hours worked per week have increased each
month since April.

By August, the decrease of durable-goods factory pay rolls
was finally halted, and the third quarter ended with no major
category of wages and salaries on the downgrade except for
mining, where the coal strike cut into September earnings.
For the quarter as a whole, continuing increments in non-
manufacturing wages sufficed to offset the small additional
drop of factory pay rolls from the second quarter, so that
aggregate labor earnings were virtually unchanged.

Income decline centered in agriculture

Proprietors' and rental income fell from $46% billion, at
an annual rate, in the second quarter to $44 % billion in the
third, thus accounting for most of the decline in personal
income. Only farm proprietors were involved in the decrease,
as business and professional earnings held firm.

A reduction in the seasonally adjusted volume of crops
marketed or placed under government loan was mainly
responsible for the adverse movement of farm income. Live-
stock sales were little changed. Cash receipts from farming
also suffered from a further decline in agricultural prices,
which averaged appreciably less than in the second quarter.

Dividend income was unchanged from the second to the
third quarter, and remained at a seasonally adjusted annual
rate in excess of last year's total. The fact that earnings

Table 2.—National Income and Product, First Three Quarters 1949 1

[Billions of dollars]

Item

NATIONAL INCOME BY DISTRIBUTIVE SHARES

National income

Compensation of employees
Wages and salaries.

Private
Military
Government civilian .

Supplements to wages and salaries

Proprietors' and rental income 3_ _ _ _
Business and professional
Farm
Rental income of persons _ _

Corporate profits and inventory valua-
tion adjustment

Corporate profits before tax
Corporate profits tax liability
Corporate profits after tax

Inventory valuation adjustment

Net interest

Addendum: Compensation of general Gov-
ernment employees

GROSS NATIONAL PRODUCT OR EXPENDITURE

Gross national product

Personal consumption expenditures ..
Durable goods
Nondurable goods
Services _ _

Gross private domestic investment
New construction __
Producers' durable equipment
Change in business inventories, total _

Nonfarm only _ _ _ ..
Net foreign investment

Government purchases of goods and
services

Federal
Less* Government sales
State and local _ _ _

DISPOSITION OF PERSONAL INCOME

Personal income

Less: Personal tax and nontax payments
Federal
State and local

Equals: Disposable personal income .

Less: Personal consumption expenditures

E quals : Personal saving _

RELATION OF GROSS NATIONAL PRODUCT,
NATIONAL INCOME, AND PERSONAL INCOME

Gross national product

Less: Capital consumption allowances
Indirect business tax and nontax liability
Business transfer payments
Statistical discrepancy

Plus: Subsidies less current surplus of Gov-
ernment enterprises - _

Equals: National income

Less: Corporate profits and inventory valua-
tion adjustment

Contributions for social insurance- _
Excess of wage accruals over disburse-

ments -_

Plus: Government transfer payments
Net interest paid by Government
Dividends
Business transfer payments _

Equals: Personal income

Unadjusted

I

56.1

35.0
33.7
28.5
1.0
4.2
1.3

12.0
6.0
4.3
1.7

8.1
7.5
2.9
4.6
.6

1.0

4.9

63.7

42.1
5.1

23.1
13.9

10.8
3.5
5.2
2.1
1.8
.2

10.4
6.4
.1

4.1

52.5

7.3
6.6
.7

45.2

42.1

3.1

63.7

4.1
5.0
.2

-1.6

.1

56.1

8.1
1.4

0

2.8
1.0
1.9
.2

52.5

II

55.8

35.4
34.0
28.7
1.0
4.3
1.4

11.6
6.0
3.9
1.7

7.7
6.6
2.6
3.9
1.1

1.1

5.0

63.1

44.6
6.0

24.5
14.0

7.0
4.1
5.2

-2.3
-2.5

.3

11.2
6.6
. 1

4.6

53.2

3.4
2.7
.6

49.8

44.6

5.2

63.1

4.1
5.2
.2

-2.2

.1

55.8

7.7
1.4

-.1

2.9
1.4
2.0
.2

53.2

III

(2)

35.6
34.1
29.3
1.0
3 9
L4

11.1
6.0
3.5
1.6

(2)
0)(2)
W9

1.1

4.6

64.9

44.0
6.5

23.6
13.9

10.4
4.9
5.0
.4
.4

-.3

10.8
6.4
.1

4.4

52.2

4.4
3.8
.5

47.8

44.0

3.8

64.9

4.2
5.4
.2

(2)

.1

(2)

(2)
1.4

0

2.8
1.0
1.8
.2

52.2

Seasonally adjusted at
annual rates

I

226.3

142.5
137. 5
117.2

4.1
16.2
5.0

47.8
24.0
17.1
6.7

31.8
29.4
11.5
17.9
2.3

4.2

18.9

263.5

178.6
23.1

100.1
55.4

41.6
16.8
21.2
3.6
2.3
1.0

42.3
25.5

.3
17.0

213.7

18.8
16.4
2.3

194.9

178.6

16.3

263. 5

16.2
20.6

.6

.1

.3

226.3

31.8
5.2

.1

11.1
4.5
8.4
.6

213. 7

II

223.4

141.8
136.5
115.9

4.0
16.6
5.3

46.5
24.1
15.7
6.7

30.9
26.4
10.6
15.8
4.5

4.3

19.4

259.6

178.9
23.8
99.3
55.9

35.4
16.4
20.4

-1.4
-2.1

1.2

44.0
26.5

.3
17.8

212.5

18.7
16.4
2.4

193.8

178.9

14.8

259. 6

16.6
21.2

.6
-1.9

.3

223.4

30.9
5.4

-.3

11.5
4.6
8.4
.6

212. 5

III

(2)

142.2
136.6
115.7

4.0
16.8
5.6

44.5
24.2
13.8
6.5

(2)
(2)
(2)
(2)
3.5

4.3

19.9

256.3

178.5
25.8
96.5
56.2

35.0
17.3
20.1

-2.4
-2.6
-.8

43.6
25.8

.3
18.1

210.6

18.8
16.4
2.4

191.9

178.5

13.3

256. 3

16.7
21.5

.6
(2)

.3

(2)

(2)
5.6

0

11.6
4.6
8.4
.6

210.6

1 Detail will not necessarily add to totals because of rounding.
2 Not available.
3 Includes noncorporate inventory valuation adjustment.

Source: U. S. Department of Commerce, Office of Business Economics.
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distributed to individuals by the corporate business system
have not been affected by recent trends in corporate profits
helps to explain why changes in personal income this year
have not been commensurate with those in production.

Government transfer payments, which also have been in-
strumental in cushioning personal income from the effects of
declining production, increased a little further in the third
quarter. As has been the case earlier this year, the rise
stemmed from an expanded volume of unemployment in-
surance benefits.

Other components of personal income showed no appreci-
able variation from the second quarter to the third.

Personal tax payments, in terms of seasonally adjusted
annual rates, were not significantly different from the pre-
vious period, so that third-quarter disposable income paral-
leled the decline in personal income. With a less than com-
mensurate reduction in consumption expenditures, personal
saving also diminished. As in the second quarter, great
expansion of automobile purchases which typically are not
financed wholly out of current income, was a factor con-
tributing to the diminution of personal saving.

Disposition of Gross National Product

Over-all stability of consumer purchases
For the second consecutive quarter, personal consumption

expenditures in the aggregate have remained virtually
stable. The latest annual rate of $178.6 billion compares
with $178.9 billion in the second quarter and $178.5 billion
in the initial 3 months of 1949.

Although the total was within 2 percent of the peak reached
late last year, there has been a material shift in the compo-
sition of consumer's purchases. It may be recalled that the
maintenance of consumption outlays in the second quarter
was in large measure dependent upon strength of demand for
a single commodity—the passenger automobile—as demand
for most other important consumer goods declined moder-
ately. Even wider divergencies among types of merchandise
were apparent in the third quarter, with the result that dura-
ble goods accounted for 14^ cents of the consumer's dollar,
as compared with less than 13 in the first quarter.

While seasonally adjusted automobile sales increased
somewhat more in the third quarter than in the second, they
were not so exclusively responsible for the favorable showing
of consumer durables in the more recent period. Substantial
increments also appeared in sales of furniture and household
equipment, led by television sets, refrigerators and appli-
ances. All told, third-quarter durable-goods acquisitions
exceeded those of the second quarter by $2 billion, at an
annual rate.

Consumption of nondurables, on the other hand, was re-
duced by nearly $3 billion to an annual rate of $96}£ billion.
The largest decline, both relatively and absolutely, was in
the clothing and shoes category, where consumer expendi-
tures were down by about 8 percent from the second quarter.
Most of the drop was in physical volume, as the Department
of Labor index of consumer prices for apparel averaged only
\% percent less than in the previous period. Outlays for
food and beverages, which constitute about three-fifths of
the nondurable total, accounted largely for the remaining
decline. Here, however, the movement was not much
beyond the range of price reduction.

It may be important to observe that despite the sizable
drop in non durable-goods expenditures for the third quarter
as a whole, the downward trend appeared to have abated
during the period. Seasonally adjusted monthly data on

retail sales of nondurable-goods stores show virtually no
change from July to August, followed by a slight gain in
September. Even in the apparel group, where declines had
been proportionately greatest and most persistent from last
fall through late summer, some improvement was exhibited
in September.

Fixed investment maintained
Business purchases of newly produced capital assets,

including residential dwellings bought by owner-occupants,
held firm in the third quarter. An interruption of the
downward drift observable in this component of domestic
demand earlier in the year can be attributed primarily to
the resurgence of residential construction already evidenced
in the second quarter.

After a poor showing in the first 4 months of 1949, resi-
dential building, seasonally adjusted, picked up in May and
continued to advance strongly through September, when
the value of dwellings put in place equaled the average
month of 1948. Moreover, the fact that new housing starts
during the third quarter were substantially in excess of those
recorded for the same period a year ago presages continued
strength in this sector.

Public-utility construction also increased in the third
quarter, continuing a trend virtually uninterrupted since
the end of the war. Further declines in industrial and com-
mercial building, however, held total business expenditures
for plant expansion to slightly less than the second-quarter
level, after seasonal adjustment.

Associated with this year's reduction in plant expansion,
and of somewhat greater importance quantitatively, has
been a decrease in business outlays for durable equipment.
These dropped only fractionally in the third quarter, from
$20.4 to $20.1 billion, at annual rates. However, in each of
the last 2 quarters, increased business purchases of motor
vehicles have partly counterbalanced declining investment
in most other types of equipment.

Change in inventories
Liquidation of business inventories continued in the third

quarter, when the value of the change in stocks, at an annual
rate, was $2}£ billion, as compared with $1% billion in the
second quarter. These liquidations reflected, with the time
lag involved in altering business commitments, an earlier
fall in inventory investment demand. That fall, around the
turn of the year, had induced cutbacks in production
schedules below the level of sales which has since materialized.
The maintenance of this level has accordingly required
depletion of stocks of merchandise.

For the third quarter, the inventory movement, which
measured an increased disparity between business sales and
production, represented a major element of decline in gross
national product. The upturn in manufacturing output
after July, however, suggested (apart from the new factor
of the steel strike) an end to the widening tendency of this
disparity.

The character of the third quarter decline differed con-
siderably from that of the second, when inventory liquidation
had occurred at all levels of production and distribution.
In the more recent period, wholesalers and retailers restored
their stocks to some extent; while factory output responded
in limited degree to the consequent recovery of sales and
orders, the net result was a much larger liquidation of
manufacturing inventories than took place in the second
quarter. Accordingly, even with the movement of trade
stocks reversed, the aggregate net decline was larger.

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

November 1949



November 1949 SUEVEY OF CUEEENT BUSINESS

Foreign purchases decline
Net foreign investment shifted from a positive balance of

$1 billion at an annual rate in the second quarter to a negative
balance of $1 billion in the third. The shift, which reflected
a large reduction in American exports, represented the
largest decline of any major component of gross national
product in the September quarter. Decreasing ability and
willingness of foreign countries to further deplete their gold
and dollar reserves has, of course, characterized our foreign
trade for an extended period. The recent heavy incidence
of this weakening of effective foreign demand followed a
particularly sharp shrinkage of reserves, especially of the
sterling area and Canada, in the second quarter. Enunci-
ation by the British government in July of its intention to
reduce dollar imports 25 percent attested to the acuteness
of the difficulties facing the sterling area, and more dramatic
attestation was provided in September by devaluation of the
pound and numerous affiliated currencies. The third-
quarter drop in net foreign investment was largely a reflec-
tion of these critical developments abroad.

Leveling of Government purchases
The upward trend in the share of gross national product

purchased by the Federal Government, which has persisted
since 1947, was temporarily reversed in the third quarter.

The rise in military expenditures prevalent earlier in 1949
tapered off, apparently as a result of strenuous economy
efforts in the National Military Establishment. The actual
decline, however, resulted mainly from a fall of about a half
billion dollars, at annual rates, in expenditures for foreign aid.
EGA grants fell well below their bugeted rate in the early
months of the current fiscal year, but are expected to increase
again in the fourth calendar quarter. Thus the third-quarter
decline does not appear to signify an immediate end to the
expansionary influence exerted upon the economy by the
Federal Government during the past 2 years.

State and local purchases of goods and services continued
to advance, but at a reduced rate. The third-quarter incre-
ment was mainly in wages and salaries of public employees,
as construction outlays, on a seasonally adjusted basis,
showed no further growth.

Business Population Edges Down
JjUEING the latter half of 1948 the business population

declined for the first time since the middle of the war. This
drop reflected a continuation of the declining trend in the
number of new businesses formed and the rising trend in
the number of business discontinuances. Up until late 1948
the diminishing rate of increase in the number of new firms
was largely attributable to the fact that the wartime-
created "deficit" in the total business population—relative
to the general level of business activity—had been sub-
stantially made up by the end of 1947. The rising trend
in discontinuances was primarily a reflection of the fact that
new firms, whose life span is ordinarily short, made up an
unusually large proportion of the postwar business popula-
tion.

The levelling off in prices, and the drop in book profits—
which had become evident earlier in the year in the case of
small firms in some industries—had a dampening effect on
business expectations in the closing months of 1948. The
general weakening in demand apparent in the first few months
of this year, although relatively small, continued to affect
adversely the growth of the business population. Increased
competition took a heavier toll of existing businesses, par-
ticularly the small concerns which were begun in the first
2 years or so following the end of the war. Between the
middle of 1948 and mid-1949 the number of firms in operation
is estimated to have decreased by approximately 75,000.

The improvement in economic conditions during the late
summer and fall of this year has probably put a halt to the
decline in the business population. Although regular De-
partment of Commerce data on new and discontinued busi-
nesses are not yet available for the third quarter, it is of
some significance that business failures declined between the
second and third quarters of 1949. In addition, information
on new incorporations suggests no change in the number of
incorporations over the same period when ordinarily there is
a seasonal decline.

Despite the indications of improvement in the third quarter
new business formation at the present time is making only a
minor contribution to capital formation and the level of
business activity. This is in contrast to the situation which
prevailed in the early postwar period, when the heavy influx
of new firms and the very low mortality rate made an im-

portant contribution to the demand for plant, equipment
and inventories.1

Entrance rates lower, discontinuance rates
higher

The changed situation in business turn-over from earlier
postwar years is illustrated in chart 5 which shows entrance
and discontinuance rates for half-year periods beginning in
1946. The entrance rate is defined as the number of new

(Continued on p. 23)

Chart 5.—Entrance and Discontinuance Rates: Number
of New and Discontinued Businesses, on Annual
Basis, Per 1,000 Firms Operating at Beginning of Each
Period

RATE
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U. S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS 49-355

1 Data include preliminary estimate for the second quarter of this half-year.
Source of data: U. S. Department of Commerce, Office of Business Economics.
1 See Capital Requirements of New Trade Firms, SURVEY OF CURRENT BUSINESS,

December 1948.
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Table 7.—United States Private Direct-Investment Capital Move
ments by Selected Countries, 1945-48

[Millions of dollars; inflow (—)]

Country

American Republics _

Argentina
Brazil
Chile . .
Colombia
Costa Rica .
Cuba, Dominican Republic, and Haiti
Ecuador
Guatemala _
Honduras
Mexico
Panama
Paraguay
Peru
Uruguay
Venezuela _ _
Other countries

ERP Countries

United Kingdom-
Belgium _
Denmark _
France
Germany.. _ _ _ . _ _ _ _ _ _
Italy
Netherlands _ _- .
Portugal
Sweden
Switzerland
Other countries

ERP Dependencies

British West Indies
Netherlands East Indies
Hong Kong, Malaya, and Straits Settlements
Dependencies in Africa 2_ _
Other dependencies

Other Europe . _

Spain
Other countries

All other countries _ _ _

Australia - - _
China-
Egypt
India, Ceylon, and Pakistan
New Zealand
Republic of the Philippines
Union of South Africa
Other countries _ _ _

1945

140

1
2

7
20

—6
4

14
13
6

(i)
1
8
9

59
2

—7

7
0)
0)

2
0)
0)—1
—1

1
(1)
—14

—16

1
0)

0)
—17

—87

—87
0)

31

—3
2

—1
0)(1)
0)

35

1946

56

—86
23

4
18
4
Q

1

3
7
2

24
2

0) 1
60
5

15

1
2
3
1

—2
1
3
1
4

0)
1

4

(i)
4
4
3

—7

1

1
(i)

49

3
8
3
4
1

14
5

12

1947

460

43
72
6
3
9
2

—3
1

14
21

121
3
9

(i)
157

2

48

21
7

—1
1
1
1
3
3
6
2
3

52

5
29
4
5
9

1

2
—1

153

21
5
7

—1
3

25
16
77

1948

318

15
25

—3
4
5

—11
2

13
5

16
37
3

—7
2

213
—1

41

11
3
3

13
4
4
6

(i)
—2

1
—2

114

2
1
5

10
96

3

2
1

226

3
1

17
1
2

20
16

167

1 Less than $500,000.
2 Includes Algeria, Belgian Congo, British East and West Africa, Eritrea, French West

Africa, Morocco, Portuguese East Africa, and Tunisia.

NOTE.—Detail will not necessarily add to totals because of rounding.
For explanation of capital movements, see table 3, and for data on ship transfer?, see table 5.

Source: U. S. Department of Commerce, Office of Business Economics.

rose in this period. Sample tabulations indicate that
dividend payments to the United States declined from $11.3
million in the first half of 1947 to $7.3 million in the second
half of the year and to $4.9 million and $0.1 million in
the first and second halves of 1948, respectively.

Government efforts to eliminate obstacles
The United States Government has attempted to stimulate

the flow of private investments abroad by reducing or
eliminating risks peculiar to such investments and which,
therefore, have deterred investors from participating in
enterprises in many foreign countries. Among the measures
undertaken have been investment guaranties, treaties of
friendship with foreign countries, the reciprocal trade agree-
ments program, and other measures aimed at establishing
a better balance in international accounts.

The Economic Cooperation Act of 1948 contained pro-
visions for a guaranty fund to stimulate the establishment of
direct investments in countries participating in the ERP.
Under its terms, dollars were to be available over a 14-year
period to remit earnings from such investments if foreign-
exchange difficulties abroad prevented transfers. The same
applied to invested capital, in the event of liquidations.

More recently, the President requested the Congress to
authorize an experimental program for the guaranty of newly
invested private capital in undeveloped countries. The cap-
ital would have to contribute to the economic development
of such areas and would be guaranteed against risks related
to foreign investments, other than ordinary business risks.
Outstanding among such risks proposed for a program of
Government guarantees are risks of (1) nonconvertibility of
returns derived from the investment, including capital, and
(2) loss through seizure, confiscation, or expropriation, with-
out prompt, adequate, and effective compensation. Ordinary
business risks, such as those encountered by a business oper-
ating in the United States are not included in the proposed
program.

Treaties of Friendship, Commerce, and Navigation are
currently under negotiation with a large number of countries,
and contain more comprehensive provisions for the protec-
tion of investments than did earlier treaties. The treaties
are of a long-term nature and provide the basic legal climate
in which citizens and enterprises of one country may do
business in the other.

Business Population Edges Down
(Continued from p. 7)

firms formed during the period, on an annual basis, per
thousand firms in operation at the beginning of the period.
Thus, for every 1,000 firms in existence at the beginning of
1946 there were 218 firms formed—at an annual rate—during
the first half of 1946. Similarly, there were about 65 firms
discontinued. It was during this period that the difference
between the birth and death rates was most pronounced.

The downward trend in the entrance rate and the upward
movement in the discontinuance rate since then is apparent
from the chart on page 7. Deaths did not begin to exceed
births until the last half of 1948 and in the first 6 months
of 1949 they were running more than one-third higher than
births. Actually the number of new firms started in the first
2 quarters of this year is not much different from the total of
new businesses formed in the first half of 1944, when war-
time restrictions were widespread. The entrance rate,
moreover, is currently much lower than it was 5 years ago

because of the large increase in the business population base
since that time.

An examination by industry reveals that discontinuances
were in excess of entrances for all major groups in the first
half of this year. Except for mining and manufacturing,
however, the differences between births and deaths were not
pronounced. In the former case there were about two firms
leaving for every firm entering the field and in manufacturing
there were almost two and one-half deaths for every birth.

With one or two exceptions the population of all the manu-
facturing industries was lower this June than a year ago.
Leading the decline was the lumber industry which has
always been particularly sensitive to changes in activity and
which has reacted quite promptly to the declines in prices
and demand over the past year.

In retailing most of the decline in the population has
centered in food stores and eating and drinking places.
The food group, it may be noted, is one of the few major
types of retail establishments where the number of firms in
operation currently is less than the number in existence 10
years ago.
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Failures lower in third quarter
Although the number of business failures as reported by

Dun and Bradstreet has been running almost twice as high as
in comparable periods a year ago there are two considera-
tions which must be kept in mind in viewing their current
level. First, the exceptionally high level of aggregate de-
mand has kept failures at an extremely low point during the
postwar period. As illustrated in chart 6, failures in 1946
and 1947 were only 8 percent and 24 percent of the 1939
average and even this year have averaged only 62 percent of
the 1939 figure. Current failure rates—in terms of the popu-
lation level—would be even lower relative to 1939 because
of the large business population increase since the prewar
period. In the second place, the high rate of new firm forma-
tion in the postwar period—which has consisted in large part
of very small firms—made the business population particu-
larly vulnerable to the increased competition which accom-
panied the recent easing of demand.

The pick-up in business and consumer spending in the third
quarter was accompanied by a decline of about 9 percent in
business failures between the second and third quarters.
Last year the business failures showed little change over
this same period. Moreover, the decline in failures this
year was shared by all major industries, unlike last yeale
and was particularly pronounced in the case of salewhor,
trade and service industries.

Chart 6.—Business Failures

THOUSANDS OF FAILURES
4

I I I I I I I I I I I I I

193940 41 42 43 44 45 46 1947 1948 1949
QUARTERLY AVERAGES QUARTERLY TOTALS

U.S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS 49-354

Source of data: Dun and Bradstreet, Inc.

Employees in Nonagricultural Establishments, Unadjusted : Revised Data for Pages S-10 and S-ll1

[Thousands of employees]

Month and year

1946:
September
October . _ _ _ _ . _ . _
November
December

Monthly average 3 - _ _

1947:
January _
February
March _ _ _
\pril
May _ -_
June - _ _ _ -__ -_
July
August - _ _ - _ _ _ _ _
September
October
November
December __ _

Monthly average

1948:
January _ _ _ _ _ _ .
February _ _
March
April
May
June _
July . -. - .

Monthly average 3 __

Total

42, 737
42, 876
43 259
43, 774

41, 412

42, 504
42 504
42, 778
42 754
42 841
43, 254
43 073
43 513
43 982
44 133
44 203
44, 911

43 371

43, 639
43, 350
43 632
43 352
43 704
44, 119
44 164

44 201

Manufac-
turing

15, 245
15, 197
15, 327
15,318

14, 461

15, 244
15, 302
15, 301
15 180
14 973
15, 029
14 887
15 230
15 429
15 439
15 446
15, 502

15 247

15, 406
15 345
15 369
15 028
14 947
15 107
15 155

15 286

Mining

912
911
912
901

852

923
925
926
906
935
950
924
961
960
964
969
976

943

974
966
980
870
989

1,005
974

981

Contract
construction

1,923
1,910
1,887
1,826

1,661

1,702
1 681
1,727
1 842
1 936
2,084
2 129
2 193
2 193
2 166
2 102
2,031

1 982

1,929
1 792
1 877
2 019
2 153
2 289
2 348

2 165

Transporta-
tion and
public

utilities

4,064
4^093
4,101
4,071

4,023

4,061
4 060
4,085
3 957
4 051
4,176
4 187
4 207
4 185
4 163
4 154
4,179

4 122

4 094
4 113
4 117
4 054
4 127
4 181
4 212

4 151

Trade 2

8,951
9,126
9 417
9,837

8,815

8,898
8 844
8, 94$
8 99£
9, 003
9,057
9 054
9 064
9 272
9 472
9 651

10 092

9 196

9 325
9 239
9 312
9 301
9 340
9 389
9 363

9 491

Finance

1,611
1,621
1,625
1,628

1,586

1,599
1 599
1,607
1 626
1 632
1 646
1 669
1 671
1 655
1 659
1 661
1,667

1 64^1

1 674
1 683
1 696
1 708
1 717
1 736
1 742

1 716

Service 2

4,430
4,461
4,474
4,465

4,408

4,622
4 630
4 680
4 747
4 801
4 858
4 882
4 869
4 885
4 858
4 824
4 780

4 786

4 746
4 728
4' 742
4 789
4 816
4 848
4 866

4 799

Govern-
ment

5 601
5,557
5 516
5 728

5 607

5,455
5 463
5 503
5 504
5 510
5 454
5 341
5 318
5 403
5 412
5 396
5 684

5 454

5 491
5 484
5 539
5 583
5 615
5 564
5 504

5 613

1 Compiled by the 17. /S. Department of Labor, Bureau of Labor Statistics: the data include all full- and part-time employees in nonagricultural establishments who worked or received pay
for the pay period ending nearest the 15th of the month. Proprietors, self-employed persons, domestic servants and personnel of the armed forces are excluded.

The series have been adjusted to levels indicated by data of the Federal Security Agency through 1947, and have been carried forward from 1947 bench-mark levels, thereby providing
consistent series comparable with those for earlier years. Data for total employment, manufacturing, trade, and service have been revised beginning September 1946 and for the other com-
ponents, beginning 1947.

2 Data for the trade and service divisions, beginning with January 1947, are not comparable with data shown for the earlier period because of the shift of the automotive repair service
industry from the trade division to the service division. In January 1947, this industry employed approximately 230,000 employees.

3 Monthly average based on data for January-December.
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Farm Income and Prices

Cash farm income
is down from the

', record high of
$ last year

BILLIONS OF DOLLARS
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SOURCE OF DATA: V. S. DEPARTMENT OF AGRICULTURE, BUREAU OF
AGRICULTURAL ECONOMICS.

U.S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS 49-390*$%

SlTUATION

By the Office of Business Economics

JL HE pace of economic activity in November was virtu-
lly unchanged from October except for the rapid pick-up in

output of steel and coal from the low volume which prevailed
when work stoppages were in progress. Industrial output,
aside from steel and coal, held to the level of tha previous
month—which was higher in general than in any period
since last spring. Department store sales recovered part of
October's losses with the more liberal purchasing which fol-
lowed termination of the strikes in some areas, and the onset
of holiday buying. Construction activity continued firm,
after allowance for the normal seasonal reduction, at about
6 percent above last year's level. Total employment showed
little change other than the usual seasonal gains in some non-
agricultural industries.

Industrial activity recovers
Essentially, the trend of business has maintained an even

keel this fall, following a recovery from the summer low,
with rising construction activity and the further decline in
the rate of inventory liquidation offsetting declines in agri-
cultural income and in business investment in plant and
equipment as described in a section below. Though manu-
facturers' sales, output and—to a lesser extent—inventories
were moderately reduced by the work stoppages in October,
the recovery in November was swift and widespread in the
segment most directly affected by the work stoppages. The
over-all rate of production at the end of the month was
about as high as in September, which in turn was the best
month since May.

In general, the recovery from the summer low to Septem-
ber, just before the strike in steel, was more pronounced for
industries which had shown the greater decline in previous
months. This is shown in the following tabulation which
lists the industries with the most pronounced changes in
manufacturers' sales in this period:

Industry

Nonferrous metals
Apparel - - .- -
Textile mill products
Lumber
Electrical machinery
Chemicals
Iron and steel
Stone clay, and £lass
Food and kindred products

1948 peak month

September
June _.
November
September
November
September
December
November
June

Percent change in manufacturers'
sales 1

Peak to
July 1949

-39
-31
-37
-28
-20
-15
-24
-12
-15

July 1949
to

Sept. 1949

+39
+25
+20
+20
+20
+15
+11
+11
+8

Sept. 1949
to

Oct. 1949

-14
-17
-8
-6
-7
-8

-40
— 7
-4

1 Based on sales adjusted for seasonal variations.

For industries not shown, increases as well as previous
declines were in most cases smaller. An outstanding excep-
tion was the paper and paper-products industry, in which
shipments reached a low at an earlier date than in most

1
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other lines and increased by more than 40 percent since
May to a new postwar peak in September. In October, as
in the other lines, there was a moderate decline.

In only two industries was the downward movement in
the first half of this year extended appreciably beyond July—
transportation equipment (other than automobiles), reflect-
ing the reduction in capital outlays of railroads described
below, and beverages. Because of the' generally lower
volume of fixed business investment the recovery from mid-
summer was relatively small in nonelectrical machinery, with
shipments in September running about 15 per cent below the
peak volume of December 1948.
Changing pattern of retail sales

Though total retail trade was characterized by relative
stability throughout 1949, there were wide divergences in
the sales trends by kinds of business. In July—the 1949
low point—the aggregate volume of retail trade was less
than 5 percent below its 1948 peak. Sales of automobiles
were substantially above last year's volumes, sales in food
stores had registered little change, but in all other lines there
were declines of considerable magnitude.

Between July and September, however, though total retail
sales gained only 3 percent, there was a general distribution
of advances in these lines in which substantial weakness had
developed, as shown in chart 2. Sales of electrical appliances
rose partly in response to price reductions, cheaper new
models, and growing demand for television sets. House-
furnishing sales in general increased sharply, reflecting the
rising rate of completed residential building in recent months.
In apparel stores, general merchandise and in building
materials and hardware there were also substantial advances,
though in these lines the volume of sales remained well below
the levels of the previous year.

In October the reduction in retail purchasing affected
most lines, as the chart shows. This was due in part to
curtailed spending resulting from the effects of work stop-
pages. November data available for department store sales,
however, suggest a slight rise in this segment—one in which
the October decline had been among the largest.

Prices firm
The generally broadening volume of demand in industrial

markets since the low point of midsummer is evidenced in
the firmness of wholesale prices, outside the agricultural
segment, which has accompanied moderately expanding out-
put in this period. Since July wholesale prices other than
farm products and food have fluctuated in a range of less
than one-half of 1 percent in contrast with the steady decline
of 5 percent during the first 6 months of this year. In
November there was virtually no change.

Farm incomes down
As shown in the chart on page 1, the reduction in farm

prices has accounted entirely for the drop in farm incomes
from the record level of 1948. At an estimated $28 billion,
however, cash receipts in 1949 provided farmers with a share
of the national income, after deduction of expenses, which
still compared favorably with the average share obtained in
prewar years as indicated in the tabulation below.

Chart 2.—Retail Sales by Selected Groups

19491
1946-48, average. _.
1941-45, average
1929-40, average

Net income
of farm

proprietors

Billions of
dollars

15.5
16.0
10 7
3 9

National
income

Billions of
dollars

223 9
202 5
155 4
64.0
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income as
a percent of

national
income

6 9
7.9
6 9
6.1
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OF BUSINESS ECONOMICS 49~386

1 Annual rate based on first three quarters: National Income for third quarter estimated,
assuming no change in profits from the second quarter.

Source of data: U. S. Department of Commerce, Office of Business Economics.

The persistent decline in agricultural prices, which con-
tinued in November, is primarily attributable to an altered
supply situation at home and to reduced demand abroad
rather than to any fundamental change in the domestic de-
mand for farm products. Two successive years of record high
agricultural production in the United States, coupled with the
recovery of farm output in Europe, have necessitated a grad-
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ual adjustment in the general level of farm prices from the
peak reached in the period of world food crisis in the years
following the w^ar. The gradual reduction in farm prices—
amounting to more than 20 percent since the beginning of

1948—would have been substantially sharper were it not for
the large volume of agricultural produce removed from the
market through government loans and price support pur-
chases.

Plant and Equipment Expenditures

_L HE decline in investment in new plant and equipment
which started in the spring of 1949, will continue through
the first quarter of 1950—after allowance for seasonal influ-
ences , according to reports from non agricultural business
firms. Based on the latest quarterly survey by the Depart-
ment of Commerce and the Securities and Exchange Com-
mission, planned outlays are estimated at $3.9 billion during
the first 3 months of next year—14 percent below actual
expenditures in the corresponding months of this year.

Comparable year-to-year declines in capital goods outlays
were 6, 10, and 18 percent, respectively, in the last 3 quarters
of 1949. When the final figures for the fourth quarter are
available, the currently indicated decrease may be reduced—
due to the accounting practice by many firms of concen-
trating additions to capital accounts in the last quarter.
Thus the year-to-year decline in plant and equipment out-
lays in the early months of next year will probably be of
approximately the same magnitude as that experienced in
-late 1949. When declines in capital goods costs from their
levels in 1948 and in the first quarter of 1949 are taken into
account, the percentage declines in the physical volume of
plant and equipment acquisitions are somewhat over two-
thirds those indicated on a current dollar basis.

In addition to the gradual completion of war-deferred
expansion programs, these declines undoubtedly reflect both
the effects of lower profits on businessmen's expectation and,
in general, the greater adequacy of existing capacity to meet
current demand.

Industrial trends

Examination of the industrial detail in the accompanying
table and chart indicates the pervasiveness of the curtailment
since mid-1949 in new plant and equipment outlays. Except
for electric and gas utilities, all major industries have been
showing a continually decreasing rate of investment relative
to the last 2 quarters of 1948 and the first quarter of 1949.
Even the increase anticipated by the electric and gas utilities
from the first quarter of 1949 to the first quarter of 1950 was
quite moderate when compared to the year-to-year changes
for the quarters of 1949.

The most significant reductions in plant and equipment
expenditures shown in the current survey are those made and
anticipated by the railroads and by transportation other than
railroads—the anticipated outlays in the first quarter of
1950 are 38 and 40 percent, respectively, below the corre-
sponding quarter of 1949. Up until early 1949, the railroads,
in view of deferred demand, competitive factors and the
necessity of increasing operating efficiency, had engaged in a
large-scale equipment expansion program as well as in a
more moderate construction program. The completion of a
large volume of installations and the rapidly deteriorating
demand and profits situation during 1949, however, were
undoubtedly major factors in the sharp curtailment of both
road and equipment outlays.

Outlays planned by electric and gas utilities in the first 3
months of next year are 9 percent above the first quarter of
this year, while declines of 18 percent were anticipated in
both manufacturing and mining.

Within manufacturing, the automotive and electrical ma-

chinery industries were the only major groups reporting
increasing expenditures for new plant and equipment. The
high level of investment in these two industries reflects, in
large part, the continuing strong demand by consumers for
automobiles and by utilities (other than railroads) for elec-
trical equipment. The most significant cutbacks in outlays
for new plant and equipment occurred in the leather, tobacco,
and lumber products industries. In most manufacturing
lines the reduction in capital expenditures was much greater
relatively among the smaller asset-size groups than among
larger firms.

Chart 3.—Business Expenditures for New Plant and
Equipment1

BILLIONS OF DOLLARS
6

MANUFACTURING AND MINING

1947 1948 1949
£~ QUARTERLY TOTALS

U. S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS

I960

49-378

1 Excludes expenditures of agricultural business and outlays charged to current account.2 Includes trade, service, communications, construction, and finance.3 Includes railroad and other transportation, and electric and gas utilities.
Sources of data: U. S. Department of Commerce, Office of Business Economics, and

Securities and Exchange Commission.

Revisions in planned investment

On the basis of the present survey, actual expenditures on
new plant and equipment in the third quarter of 1949 are
estimated to be 4 percent below, while anticipations for the
fourth quarter are estimated to be 4 percent above,, the
planned levels for the same period as indicated by the pre-
vious quarterly survey made in July of this year. This
marked the second downward revision of planned outlays in
the third quarter and, in addition to a moderate decline in
plant and equipment prices since mid-year, may reflect an
adjustment in businessmen's expectations. Actual expendi-
tures were lower than their planned levels in each major
industry.

The interpretation of the upward revision of planned
capital outlays in the fourth quarter requires additional
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Table 1.—Business Expenditures on New Plant and Equipment, 1945—50
[Millions of dollars]

Industry

All industries ._

Manufacturing
Mining. _ . _
Railroad
Other transportation _ _ _ __ _ _
Electric and gas utilities
Commercial and miscellaneous 4

1945

6, 630

3,210
440
550
320
630

1,480

1946

12, 040

5,910
560
570
660

1,040
3, 300

1947

16, 180

7,460
690
910
800

1,900
4,430

Jan.-
Mar.

4,170

1,800
180
270
180
500

1,240

Apr.-
June

4,820

2,140
200
310
190
640

1,340

1948

July-
Sept.

4,830

2,090
200
320
170
690

1,360

Oct.-
Dec.

5,410

2,320
220
410
170
850

1,440

Total

19, 230

8,340
800

1 320
700

2 680
5,390

Jan.-
Mar.

4,460

1 850
190
360
130
680

1 260

Apr.-
June

4,660

1 8«0
190
380
140
780

1 290

1949

July-
Sept.

4 360

1 690
180
310
130
790

1 260

Oct.-
Dec.2

4 430

1 710
170
280
110
900

1 250

Total 3

17 910

7 130
730

1 340
510

3 160
5 040

1950

.Tan.-
Mar.2

3 820

1 520
160
220
80

740
1 110

1 Data represent expenditures of nonagricultural business only and exclude outlays charged to current account.
2 Based on anticipated capital expenditures of business in October and November,
s Annual estimates include anticipations for the last quarter of the year.
4 Includes trade, service, finance, construction, and communication.

Source: U. S. Department of Commerce, Office of Business Economics, and Securities and Exchange Commission.

comment. As pointed out in the October SURVEY, some
upward revision arising from accounting factors was to be
expected. The magnitude of the revision, however, may be

an indication that, due to developments in the third quarter,
the forward plans of business are not being curtailed as
rapidly as had been anticipated a few months ago.

International Transactions During the Third Quarter of 1949

1 HE balance of payments of the United States during the
second and third quarters reflects the developments in the
international transactions between the United States and
foreign countries which led to the nearly world-wide cur-
rency devaluations at the end of that period.

After a serious increase in the balance of payments deficit
of foreign countries with the United States during the second
quarter, purchases from the United States were sharply
curtailed—as the third quarter data indicate. Speculative
actions, however, offset these adjustments and caused a
further reduction of foreign reserves, mostly those of the
sterling area. Obviously, the adjustment of balance of
payment deficits by import restrictions cannot be considered
more than a short-term measure. In order to facilitate a
more fundamental improvement in the balances of payments
of foreign countries a strengthening of their competitive
position had to be achieved. This was attempted through
the reduction of the dollar value of their currencies.

Dollar requirements by non-European countries

An analysis of the United States balance of payments for
the first and second quarters by areas (see table 8) indicates
that the pressure on the dollar reserves of the ERP coun-
tries—and particularly of the United Kingdom—did not
result from an unduly increased deficit with the United
States in this period, but rather from dollar payments to
other areas. The second quarter deficit of the ERP coun-
tries on goods and services—only about $30 million larger
than in the first quarter—was more than covered by Govern-
ment aid and private United States capital and remittances.

Dollar payments by the ERP countries to other areas,
however, rose by nearly $300 million, which corresponded
roughly to the liquidation of the ERP countries7 gold and
dollar reserves. The principal recipients were the ERP
dependencies, Latin America and the group of countries in-
cluded under "all other." The last are, mostly in Africa,
Asia, and Oceania. An increased deficit on goods and
services with the United States was apparently the major
reason for the higher requirements of dollar exchange, which
was obtained from the ERP countries by the ERP dependen-
cies and the "all other countries" group. The higher dollar
receipts by Latin America were used to increase dollar

reserves or to repay short-term obligations to the United
States.

Pattern of 1947 crisis repeated

The balance of payments data covering the transactions
between the United States and the sterling area (see table
7) reflect the tendencies indicated above. They show that
a part of the inter-area dollar transfers tended to be con-
centrated within the sterling area. Of the $300 million rise
of dollar payments from the first to the second quarter by
ERP countries to other areas, the United Kingdom accounted
for about one-half. Of this $300 million total the rest of
the sterling area received about one-third, and Latin America
nearly one-half.

The increase in the dollar requirements of the other sterling
area countries resulted from the rise of their trade deficit
with the United States—which was the result both of higher
imports from, and lower exports to, this country. Dollar
transfers from the United Kingdom to countries outside the
sterling area appear to have risen from the first to the second
quarter by about $40 million.

The data indicate, however, that the ERP countries other
than the United Kingdom also accounted for increased pay-
ments to other areas. Since the gold and dollar reserves of
the other ERP countries as a whole did not change during
the second quarter there is some evidence that gold and
dollars paid by the United Kingdom to other ERP countries
were transferred by the latter to non-European areas.

The general pattern of the international flow of dollars
during the recent crisis was very similar to that during the
summer of 1947, which caused the British loan to be pre-
maturely exhausted. At that time too, the pressure upon
British reserves was exerted primarily by other countries,
including other members of the sterling area, who requested
dollars in exchange for their sterling holdings.

Crisis necessitated fundamental corrective
action

The decline of the net export balance on goods and services
from nearly $2 billion in the second quarter to about $1.2
billion in the third (see table 2) indicates that, basically,
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Table 2.—International Transactions of the United States 1

[Millions of dollars]

Item

Receipts:
Goods and services:

Goods
Income on investments
Other services

Total goods and services

Unilateral transfers

Long-term capital:
Movements of United States capital invested

abroad
Movements of foreign capital invested in United

States - .. __ _._

Total long-term capital

Total receipts _ __ _

Payments:
Goods and services:

Goods
Income on investments
Other services- . _ _ _ __ . _ _

Total goods and services^

Unilateral transfers

Long-term capital:
Movements of United States capital invested

abroad
Movements of foreign capital invested in United

States

Total long-term capital

Total payments^ _

Excess of receipts (+) or payments (— ) :
Goods and services
Unilateral transfers . -

Goods and services and unilateral transfers
Long-term capital

All transactions

Net flow of funds on gold and short-term capita] account:
Net increase ( — ) or decrease (+) in gold stock
Net movement of United States short-term capital

abroad
Net movement of foreign short-term capital in United

States

Net inflow (+) or outflow ( — ) of funds

Errors and omissions

First
quarter

3,453
263
550

4,266

109

197

55

252

4,627

1,963
81

564

2, 608

1 529

652

119

771

4,908

-f 1, 658
-1,420

+238
-519

-281

—69

+30

+139

+100

+181

1949

Second
quarter

3,494
350
570

4,414

99

108

25

133

4,646

1,741
57

624

2,422

1 730

409

7

416

4,568

+1,992
-1,631

+361
-283

+78

— 169

+136

-203

-236

+158

Third
quarter P

2,817
298
516

3,631

234

94

169

263

4,128

1,620
64

786

2,470

1 573

230

1

231

4,274

+1,161
-1,339

-178
+32

146

—107

-115

-182

-404

+550

i Data on Government transactions which are included in the balance of payments state-
ments are obtained from, and are basically the same as those compiled by the Clearing Office
of Foreign Transactions, Office of Business Economics, and published in the quarterly reports
of the Clearing Office and in the SURVEY OF CURRENT BUSINESS (e. g., "Foreign Transaction
of the United States Government in Fiscal 1949" by E. Seymour Kerber, November 1949.)
Differences may be due to the use in the balance-of-payments statement of preliminary data
which include estimates whenever the records of Government agencies appear to be incom-
plete. Major revisions of the balance-of-payments data for 1948 and 1949 which will incorpo-
rate the revised figures for Government transactions are now scheduled for publication in
June 1950. Other discrepancies may result from conceptual differences. For example, in
the balance of payments, loans guaranteed by the Export-Import Bank are included in pri-
vate rather than in Government capital movements. Further differences may arise from the
attempts to enter transactions in the balance of payments at the time they are assumed to
have taken place, rather than the time transactions appear in the records of the reporting
Government agencies.

p Preliminary.
Source: U. S. Department of Commerce, Office of Business Economics.

foreign countries as a whole reduced their dollar expenditures
considerably. In fact, the decline in the foreign deficit in
goods and services was much larger than the decline of $200
million in funds made available by the United States through
Government and private capital and unilateral transfers
(see table 3).

Foreign countries as a whole should have been able, at
least on the basis of data now available, to accumulate gold
and dollar reserves from these current transactions. But
with the anticipations of devaluations engendered by events,
further gold sales mostly by the United Kingdom became
necessary. A comparison of the transactions with all foreign
countries and those with the sterling area indicates that these
gold sales were necessary to facilitate dollar transfers by the
United Kingdom to other countries (which increased even

over the second quarter and that other countries were able
to add a large part of these dollars to their own reserves.

The exact reason why, with an over-all balance of pay-
ments surplus with the United States, the reserves of other
countries should not have increased more than British
reserves declined is not yet known. This lack of information
is evidenced by the large increase in the size of the unex-
plained residual the "Errors and Omission" (see table 2).

There may, however, be some justification for concluding
that the pressure upon foreign currencies—mainly sterling—
arose as a consequence of actions which anticipated the de-
valuations presaged by the weakening of foreign financial
positions—particularly of the sterling area—during the pre-
ceding quarter. These were factors immediately offsetting the
decline in current foreign expenditures on goods and services.

Table 3.—Exports of Goods and Services and Means of Financing 1

[Millions of dollars]

Item

Exports of goods and services

MEANS OF FINANCING

Foreign resources:
United States imports of goods and services _ _ _
Liquidation of gold and dollar assets

Dollar disbursements (net) by:
International Monetary Fund
International Bank

United States Government:
Grants (net) ...
Long and short-term loans (net)

United States private sources:
Kemittances (net) _
Long and short-term capital (net)

Errors and omissions _ _ _ _ _ _

First
quarter

4,266

2,608
-28

32
8

1,273
292

147
115

-181

1949

Second
quarter

4,414

2,422
330

18
8

1,490
110

141
53

-158

Third
quarter P

3 631

2,470
106

3
11

1,215
161

124
91

-550

i See footnote to table 2.
pPreliminary.

Source: U. S. Department of Commerce, Office of Business Economics.

The sudden increase of British dollar balances by $80
million during the 12 days between the date of devaluation
and the end of September gives some support to this hy-
pothesis.

Import decline slowed down
The continued decline of commodity imports (see table 4)

during the third quarter appears to be due to smaller demands
in the United States and only to a minor extent to expecta-
tions of lower prices. Half of the total decline was in non-
ferrous metals, particularly copper, lead, and zinc, which
were imported in excess of current consumption during the
previous period. Decline in domestic demand may also be
responsible for the smaller imports of machinery and vehicles,
scrap and steel products. The remainder of the import
reductions appears to be largely seasonal.

Tourist expenditures at postwar peak
The decline in. foreign dollar receipts from United States

imports of merchandise was fully compensated by higher
expenditures of United States travelers abroad (see table 5).
The rise reflects not only the seasonal change but also the
upward trend which has been in evidence since the end of
the war. The rise of foreign travel was facilitated by the
greater availability of transportation facilities; these, how-
ever, are not yet sufficient to accommodate, during the peak
season, the demand arising from the current high rate of
current personal incomes.
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Table 4.—Merchandise Transactions With Foreign Countries 1

[Millions of dollars]

Table 6.^Gifts and Other Unilateral Transfers 1

[Millions of dollars]

Item

Transfers to foreign countries:
Exports including reexports recorded by the Bureau of

the Census
Offshore transfers and other adjustments:

Civilian supplies for occupied countries not included
in recorded exports

Surplus property including ship-sales and military
sales _ - _ _ _ _ _. _ _

Other adjustments

Total transfers to foreign countries

Through private United States business - -
Through United States Government agencies. _ _

Transfers from foreign countries:
General imports recorded by Bureau of the Census -
Purchases for offshore use and other adjustments:

Military purchases abroad
Foreign purchases by other Government agencies

not included in recorded imports _ .._
Other adjustments

Total transfers from foreign countries

Through private United States business
Through United States Government agencies-

First
quarter

3,286

24

39
104

3, 453

2,868
585

1,790

105

56
12

1,963

1,744
219

1949

Second
quarter

3,356

50

35
53

3,494

2, 905
588

1,601

86

28
26

1,741

1,559
182

Third
quarter *

2,683

76

34
24

2,817

2,198
619

1,477

95

14
34

1,620

1,456
164

1 See footnote to table 2.
*> Preliminary.

Source: U.S. Department of Commerce, Office of Business Economics.

Table 5.—Service Transactions With Foreign Countriesl

[Millions of dollars]

Item

Receipts:
Transportation
Travel
Miscellaneous services:

Private _ _ _ _ _ _ _
Government

Total receipts

Payments:
Transportation
Travel _ _ _
Miscellaneous services:

Private
Government _ _ _ _ _ _ _

Total payments

First
quarter

322
70

112
46

550

225
111

49
179

564

1949

Second
quarter

303
99

119
49

570

237
171

51
165

624

Third
quarter »

252
113

115
36

516

240
307

51
188

786

i See footnote to table 2.
"Preliminary.

Source: U. S. Department of Commerce, Office of Business Economics.

Changes in trade toward prewar pattern

The entire improvement in the foreign deficit on goods and
services was accomplished through a reduction of purchases
from the United States. Even the ERP countries curtailed
their purchases here by $350 million—although EGA-financed
shipments declined by only $200 million. Equally as signifi-
cant is the decline of merchandise sales to other areas.

Exports to South America fell by about $50 million from
the second quarter, as compared to an increase of our im-
ports from that area by $26 million. These changes brought
our merchandise trade with this continent nearly into bal-
ance. Most important among the changes in the trade
with individual Latin American countries was the growing
United States deficit with Brazil, which reached $40 million.
Similarly, an import surplus developed in our trade with
several countries in other areas, especially India and Indo-
nesia.

. This move toward the development of a trade deficit with
tropical countries represents a trend in the direction of the

Item

Government:
Payments:

European Recovery Program.. _ _ _ _
Chinese and Korean aid program. . _
Civilian supplies for occupied countries
Greek-Turkish aid program _
War damage payments and other transfers to the

Republic of the Philippines
International Refugee Organization. _
Other transfers

Total payments

Receipts:
EGA counterpart funds
Other ...

Total receipts
Net Government payments. _ _ _

Private remittances:
Payments
Receipts.

Net private payments

First
quarter

905
53

243
53

53
18
47

1,372

9
90

99
1,273

157
10

147

1949

Second
quarter

1,122
55

244
43

44
18
50

1 576

16
70

86
1,490

154
13

141

Third
quarter P

940
13

330
43

62
17
29

1 43J

150
69

219
1,215

139
15

124

1 See footnote to table 2.
P Preliminary.

Source: U. S. Department of Commerce, Office of Business Economics.

Table 7.—International Transactions of the United States
With the Sterling Area

[Millions of dollars]

Item

Exports of goods and services:
Merchandise, adjusted
Transportation
TraveL.
Miscellaneous services.
Income on investments

Total _ _ _ _

Imports of goods and services:
Merchandise, adjusted
Transportation
Travel-.
Miscellaneous services
Income on investments _ _ _ _

Total

Net balance of goods and services

Unilateral transfers (net) :
Private
Government _

Total

Long-term capital (net) :
United States private
United States Government-. _
Foreign capital

Total

Gold and short-term capital:
Net purchases (— ) or sales (+) of gold..
Net movements of United States short-

term capital abroad
Net movement of foreign short-term

capital in the United States

Total

Transfers of funds between foreign areas
(receipts from other areas (— ), pay-
ments to other areas (+)), and errors
and omissions

1949

First quarter

1o
EH

505
53
8

54
38

658

373
55
15
49
42

534

+124

-19
-206

-225

0
-83
+8

-75

-69

-10

-25

-104

+280

U
ni

te
d 

K
in

gd
om

178
31
4

46
22

281

111
44
3

42
42

242

+39

n
-204

-213

-4
-72
+8

-68

+2

-13

-30

-41

+283

1
0

327
22
4
8

16

377

262
11
12
7
0

292

+85

-10
— 2

-12

+4
-11

-7

-71

+3

+5

-63

-3

Second quarter

'oS
"o
EH

575
50
10
54
54

743

284
64
19
50
24

441

+302

20
-309

-329

-13
-18
+11

-20

-212

+17

-78

-273

+320

U
ni

te
d 

K
in

gd
om

226
29
6

45
23

329

68
54
10
44
23

199

+130

-12
-307

-319

-6
+11
+12

+17

-162

+17

-107

-252

+424

!_!
0>
A

O

349
21
4
9

31

414

216
10
9
6
1

242

+172

-8
o

-10

-7
-29
-1

-37

-50

(•)

+29

-21

-104

Third quarter

B13
H

438
38
9

52
36

573

210
64
25
50
28

377

+196

-20
-253

-273

-4
-6

+11

+1

-336

-59

+72

323

+399

U
ni

te
d 

K
in

gd
om

167
23
5

42
21

258

68
51
16
43
28

206

+52

-13
-252

265

-2
+7

+11

+16

-284

-59

+49

-294

+491

%
A
6

271
15
4

10
15

315

142
13

?
(«)

171

+144

-7
-1

-8

-2
13

(")

-15

-52

(•)

+23

-29

-92

* Less than $500,000.

Source: U. S. Department of Commerce, Office of Business Economics.
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Table 8.—International Transactions of the United States, by Area

[Millions of dollars]

Item

Exports of goods and serpices:
Merchandise, adjusted
Transportation _ _ _ _ _
Travel
Miscellaneous services . ___
Income on investments

Total

Imports of goods and services:
Merchandise, adjusted
Transportation __ _
Travel .
Miscellaneous services
Income on investments -

Total

Net balance of goods and services

Unilateral transfers (net) :
Private
Government

Total

Long-term capital (net):
United States private - _ _
United States Government
Foreign capital

Total

Gold and short-term capital:
Net purchases (— ) or sales (-f-)

of gold
Net movements of U. S. short-

term capital abroad
Net movement of foreign short-

term capital in the U. S

Total

Transfers of funds between for-
eign areas (receipts from other
areas (— ), payments to other
areas (+)) , and errors and omis-
sions

ERP countries

First
quarter

1,244
167
12
69
56

1,548

329
135
18

123
60

665

+883

-89
-1, 036

-1,125

-3
-276
+30

-249

+4

+20

+63

+87

+404

Second
quarter

1,261
155
17
75
37

1, 545

252
146
55

127
42

622

+923

-88
-1, 208

-1,296

-10
-98
+21

-87

-118

+64

-173

-227

+687

ERP depend-
encies

First
quarter

209
14
2
2
2

229

188
3

11
4
0

206

+23

(•)

-5

+6

8
+6

+3

(•)

-7

-4

-20

Second
quarter

195
13
2
3

20

233

150
7
7
4

(«)

168

+65

-1
(•)

-1

-10
(*)
(*)

-10

+4

+2

+16

+22

-76

Other Europe

First
quarter

45
3
2
2
3

55

34
4
1
3

00

42

+ 13

-10
(*)

-10

+2
0

(*)

+2

-1

+18

-15

+2

-7

Second
quarter

48
4
2
2
2

58

32
4
1
1
1

39

+ 19

-17
(•)

-17

+4
00(')
+4

+1

+2

-10

-7

+1

Canada and
Newfoundland

First
quarter

471
11
25
11
70

588

384
15
27
6

13

445

+ 143

-3
-5

-8

-16
(*)
-29

-45

-5

+1

+82

+78

-168

Second
quarter

570
18
44
13

116

761

387
20
58
9
8

482

+279

-3
-1

-4

+8
(•)

+4

-1

+5

-92

-88

-191

Latin America

First
quarter

785
69
23
24
69

970

658
56
49
16
3

782

+ 188

7
-3

-10

-96
-14
+8

-102

-10

+1

+3

-6

-70

Second
quarter

688
57
29
27

105

906

597
48
45
17
3

710

+ 196

-5
-2

-7

-132
-7
+1

-138

-18

+82

+95

+ 159

-210

All other
countries

First
quarter

696
58
6

38
63

861

370
12
5

75
4

466

+395

-33
-205

-238

-34
-1
+1

-34

-64

-10

-38

-112

-11

Second
quarter

728
56
5

33
67

889

323
12
5

58
2

400

+489

-26
-243

-269

-47
-3
-2

-52

-43

-19

-16

-78

-90

Total foreign
countries

First
quarter

3,450
322

70
146
263

4,251

1,963
225
111
227
80

2,606

+ 1, 645

-147
1 249

-1,396

-141
-291
+10

-422

-73

+30

+88

+45

+128

Second
quarter

3,490
303
99

153
347

4,392

1,741
237
171
216
56

2,421

+ 1, 971

-140
1 454

-1,594

-187
-108
+16

-279

-175

+136

-180

-219

+121

International
institutions

First
quarter

3

12

15

1
1

2

+ 13

(•)
-24

-24

-18
-5

-74

-97

+4

+51

+55

+53

Second
quarter

4

15
3

22

(•)
1

1

+21

-1
—36

-37

-2
-4
+2

-4

+6

-23

-17

+37

Total

First
quarter

3,453
322

70
158
263

4,266

1,963
225
111
228
81

2,608

+ 1,658

-147
-1, 273

-1,420

-159
-296
-64

-519

-69

+30

+139

+100

+181

Second
quarter

3,494
303
99

168
350

4,414

1,741
237
171
216
57

2,422

+ 1,992

-141
-1,490

-1,631

-189
-112
+18

-283

-169

+136

-203

-236

+158

* Less than $500,000. Source: U. S. Department of Commerce, Office of Business Economics.

Table 9.—Movements of United States Capital 1

[Millions of dollars]

Item

Long-term capital:
Government:

Outflow:
Export -Import Bank loans
European Recovery Program
Other. ._

Total outflow
Inflow - _ - - - - -

Net outflow of Government long-term capital

Private:
Outflow:

Purchases of obligations from, or guaranteed
by the International Bank

Direct investments 2

Other .

Total outflow

Inflow
Direct investments 2 -
Other

Total inflow

Net outflow of private long-term capital

Net outflow of short-term capital:
Private
Government _. _ _ _ _ _ _

First
quarter

50
280
29

359
63

296

18
266

9

293

104
30

134

159

-26
A

Second
quarter

42
98
28

168
56

112

2
230

9

241

10
* 42

52

189

-134
-2

Third
quarter J»

35
16
22

73
44

29

60
97

157

3
47

50

107

3 _17
132

1 See footnote to table 2.
2 Data on direct investments for the second and third quarters show the net movements

of capital on intercompany accounts. Other direct investments and liquidations are treated
as outflow or inflow of capital, respectively.

3 Includes a repayment of $1 million of short-term obligations guaranteed by the Interna-
tional Bank. *> Preliminary.

Source: U. S. Department of Commerce, Office of Business Economics.

prewar trade pattern. Before the war, the United States
trade deficit with these countries permitted them to pay
dollars to European countries, dollars which the latter could
then use to pay for their deficit with Canada and the United
States.

Notwithstanding this shift, data available for the first 8
months of 1949 indicate that exports of the Western Euro-
pean countries to overseas areas (other than United States)
actually declined while their imports at least from Canada
and Latin America increased.1 Thus, it seems that Euro-
pean sales even in countries other than the United States
were frequently marginal and failed to continue when the
sellers7 market in these countries started to weaken. This
was particularly true in Latin America. The decline in
European exports took place not because of difficulties of
production, but rather because of difficulties in selling.

It was inevitable, therefore, that the competitive ability
of the European countries had to be raised. This was
attempted through the devaluation of their currencies.

The success of the devaluation in stimulating European
sales in overseas countries, particularly in the Western Hemi-
sphere, will determine whether the recent improvements in
the balance of payments of the rest of the world with the
United States constitutes a permanent advance toward the
reestablishment of a new equilibrium—or whether the
adjustments were temporary, as in 1947 when they were
dictated by lack of dollar exchange, and were reversed again
as soon as the immediate emergency disappeared.

1 United Nations, Economic Bulletin for Europe, Second Quarter 1949, table XVI.
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