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JL HE YEAR 1950 was marked by two clearly defined ex-
pansionary movements which lifted business activity at the
end of the year to a new peak rate. In the first half of the
year, the cyclical upswing in business initiated in mid-1949
proceeded steadily, broadly based upon a resurgence of invest-
ment activity and the strong consumer demand for durable
goods. This steady advance, which gave promise of continu-
ing throughout the second half of the year, was superseded
beginning in July by an acceleration in business activity
stimulated by a general upsurge in demand which changed
the basic economic pattern to one dominated by inflationary
influences.

The ̂ altered economic prospect stemmed from the military
aggression against South Korea by Communist forces, an
event which brought major countermeasures by the United
Nations. The mobilization program undertaken by the
United States broadly affected the domestic economic situa-
tion. This program has increased the projected Federal
Government expenditure to $72 billion for fiscal 1952, and
includes military expenditure authorizations considerably
beyond the $48 billion military component of that total. The
change in the budget is indicated by the accompanying chart.

The difference between the two half years is reflected not
so much in production trends which continued upward at a
remarkably stable rate throughout the year—varying but
little from quarter to quarter—but in demand and price
trends. Whereas in the earlier period, the rise in output
came with only a minor rise in prices, in the second half it was
accompanied by a price advance at a rate unmatched by any
similar period since World War I except when price controls
were removed in the second half of 1946. Pressures on prices
developed from increased demands from all sources, reflect-
ing in part anticipations of shortages and prospects of higher
prices. The rising demands competed for the gradually
expanding flow of goods.

• Demand and prices increased
The change in demand was reflected initially in sharp rises

in prices in primary markets. Such advances spread from
raw materials to finished goods, as higher costs became an
additional important factor in price determination. Higher
finished goods prices at wholesale were passed on in most of
the corresponding retail quotations either simultaneously or
after a lag, thus reinforcing widespread demands for wage
increases.

During this period private buying and Government con-
tracting were the major influences, as actual purchases of
goods and services by the Federal Government declined in
the third quarter. In the final quarter of 1950, Govern-
ment orders continued to rise while actual purchases of
military goods started a sharp advance. Thus, as the year
came to a close, the spread between total demand and supply
was widening, and prices were continuing their upward climb.

Although the problem of stabilizing prices and wages was
in the forefront in the latter part of 1950, it became clear at
the year-end that—with defense procurement accelerating,
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with consumer buying strengthening, and with business
purchasing on the uptrend—this problem had reached a
critical stage which required early solution. Action would
have to include substantial curbs on spending, through higher
taxes and extended credit controls, to reinforce the direct
controls of prices and wages necessary to arrest the upward
spiral.

• Large expansion in total output
A controlling factor governing the impact of the defense

effort on the civilian economy is the increase which can be
attained in total output. The progress in production and
consumption expenditures during the last 3 years, expressed
in volume terms, i. e., in 1939 prices, may be seen in the
following tabulation:

[Billions of dollars, 1939 prices]
Personal

Gross consump-
• national tion ex-
Year: product penditures

1941 115. 5 76. 6
1948 143. 1 100. 0
1949 142. 3 102. 0
1950 153. 0 107. 2

Percent change in per capita:
1941-50
1949-50

16. 7
5. 6

23. 3
3. 2

In 1950, the total output of the economy was about one-
sixth above 1941 on a per capita basis. This represents an
average annual rise of slightly less than 2 percent, and is
very similar to the annual rate of increase in per capita real
product from 1929 to 1941, both years of high activity.
Real per capita personal consumption expenditures increased
by more than one-fifth over this period.

The increase in real output was 7 percent in 1950 over
1949. This rise, representing in part a recovery from a
cyclical decline, was considerably larger than the normal
annual rate of growth in production. Such a large advance
in output was made possible partly by the sizable volume of
new plant and equipment put in place by American business,
excepting farms, the expenditures for which totaled over $80
billion in the period 1946 through 1950. Also contributing
to the unusual 1950 rise was the shift to the production of a
larger proportion of durable goods, where output per worker
is above average for industry as a whole. In 1949, the pro-
duction of durables of all types represented 26 percent of
total gross national product in constant prices, compared to
30 percent in 1950.

The high rate of production in the second half of 1950 was
accomplished by most industries operating at or near capac-
ity volumes. Increases in output were achieved by practi-
cally all industries during the year, but particularly those
turning out automobiles, machinery and other durable
goods, as indicated in the detailed analysis of production in
a following section.

In the early part of 1950 there was some slack in the
economy, as reflected by the fact that unemployment in the
first 6 months averaged nearly 4 million. With rising ac-
tivity, unemployment declined steadily and rapidly during
the year, with the total close to the 2-million mark in the
last few months.

The buying wave in the summer months resulted in some
drawing down of stocks so that part of the advance in output
in the fourth quarter was for purposes of replenishing de-
pleted inventories. While at the year-end inventories in
general were not high in relation to the rate of output or
sales, and in some industries additional inventory building
was in process, they were generally adequate to service cur-
rent high sales. Accumulation of the basic materials was
limited by the Government regulations which were designed
to prevent excessive inventory increases.

Civilian production was not cut back in 1950 as a result

of the defense programs. In fact, total production available
for civilian use increased steadily in each quarter of the year.
However, with defense ordering rising rapidly, thus necessi-
tating the diversion of essential materials to the military,
conservation orders were issued designed to limit the amount
of materials for civilian uses. In most cases these were to
become effective in early 1951.

These orders affected the disposition of such basic materials
as aluminum, copper, cobalt, rubber, and nickel as between
civilian and military uses. Defense order (or "DO") ratings
assure top priority to military orders, although priorities are
permitted to other orders deemed essential to further the
defense effort.

• Additional increase in output
in prospect

It is clear that additions to plant and equipment, and more
intensive use of existing facilities, will make possible another
rise in output in 1951. Additional substantial gains would
come from (1) a further expansion in employment; (2) en-
larged plant capacity being brought into production; (3)
increases in production per man-hour in existing plants; (4)
increases in number of shifts of operations and lengthening
the hours of work; and (5) further shifts to products—such
as to munitions—requiring more man-hour application for a
given input of materials.

During 1950, businessmen invested very heavily in new
and more efficient equipment, thus adding substantially to
the capacity to produce. Indeed, recognizing that the de-
fense and civilian requirements would be in excess of total
supplies which would become available with existing capacity,
businessmen programmed a huge expansion in their invest-
ment on plant and equipment in 1951. With steel, copper,
aluminum, and other critical materials already in a tight
position in the latter part of 1950, the Government encour-
aged the expansion of capacity in these critical areas by
financial assistance in the form of loans and accelerated de-
preciation allowances.

Not all sectors of business could engage in the contemplated
expansion programs, however, since in so doing vital mate-
rials would be diverted from defense needs and those requirec
by defense-supporting facilities to the less essential civilian
uses. Hence, in addition to the indirect brake on expansion
provided by the actual shortage of basic materials, the Gov-
ernment moved in with the first series of direct controls in th(
latter part of 1950 on the types of expansion which would b<
permitted.

The problem in 1951 will be to transfer labor to where i
is most needed, and to expand the total working force. Th<
labor participation rates at present are slightly above 194£
but considerably below the wartime rates. With rising
demand, and job opportunities more plentiful, many million!
of persons not now seeking work will be attracted into th<
labor force.

Considering these factors, it is likely that total productioi
will rise by more than the normal annual rate of increase o
3 percent during 1951. The increase in defense productioi
will mean, however, that the total supplies of some basii
materials available for civilian use in 1951 would fall shor
of the high rate of the latter half of 1950. Thus, the civiliai
economy is faced with curtailment of some products, thougl
in the case of others more will be available than in 1950.

• Defense programs major factor
in activity

Dominating the economic scene in the latter half of 1950 am
in early 1951 was the requirement of diverting the necessary
resources from the civilian to the military sector while achieving
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stability in the price and wage structures. Defense expendi-
tures in the final quarter of 1950 comprised about 7 percent
of the gross national product, and the estimated defense
expenditures for the fiscal years 1951 and 1952 implied an
annual rate by the end of calendar 1951 equivalent to nearly
one-fifth of the gross national product.

Even with the modest rise during 1950 in the proportion of
national defense to total output, the problem of the impinge-
ment of Government procurement on the civilian supply
became of paramount importance. Actions taken to channel
the use of resources into the defense effort were reflected in
the series of conservation orders issued by the National
Production Authority; the credit restrictions imposed on the
purchase of consumer durables and housing; the higher
income tax rates; and the monetary actions of the Federal
Reserve Board. The fundamental purpose was to divert
resources from civilian to military use, but they likewise
had the purpose of aiding the stabilization program.

In 1944, the peak war expenditure year of World War II,
about 42 percent of the total national output was for war
purposes. The defense program now contemplated is pro-
jected at something under half of this rate when it is fully
under way.

• Consumer durables production
to be curtailed

Since defense production goals can be met only at the
expense of some types of civilian output, a basic question in
the closing months of 1950 was to what extent the civilian
cuts would have to come out of the consumer sector and
private capital formation not essential for the military pro-
gram.

Two considerations were involved in the various govern-
mental actions on the civilian front. First, increased in-
vestment by business for expanding capacity, although in
the short-run absorbing resources which could otherwise go
into consumption goods, will in the longer run contribute
significantly to the capacity to produce and thus provide a
powerful offset to inflationary pressures. Furthermore, ad-
ditional investment channeled into defense-supporting facili-
ties and into essential civilian programs would provide the
United States with the basis for an expanded military po-
tential if required. Thus, the cutbacks in selected invest-
ment items made in late 1950 and early 1951 were designed
to eliminate some of the less essential programs, but en-
couragement was given to the expansion of basic facilities.

Second, the consumer sector of the economy was better
off than at any time in the past decade, both with regard to
the current rate of consumption and with regard to the stocks
of physical goods held by consumers. In the fourth quarter
of 1950 the annual rate of real consumption per capita was
nearly one-quarter greater than in 1941, a year of high per
capita consumption. The high and rising production
volumes of all types of consumer durables in the last 5 years
have resulted in record per family holdings of the major items.

To illustrate, from 1946 to 1950, inclusive, the total number
of new nonfarm dwelling units built was close to 5 million;
almost 21 million new passenger cars were produced; 21
million electric refrigerators; 75 million radio sets; 12 million
television sets; more than 17 million washing machines; and
18 million electric and gas ranges were turned out by Ameri-
can factories. Thus, it would appear that even a sizable
curtailment in the flow of the consumer hard goods would

ot for some time result in any real hardship or privation.
In view of the fact that the production of the consumer
durables, including housing, involves the same materials
and labor resources needed for the production of military

"hard" goods, this sector of consumption faces varying
degrees of curtailment in 1951.

• Consumer purclwsing power
expanding

Along with this curtailment, however, was posed the
associated problem of the high and rising purchasing power
which would be pressing upon the limited supplies of the
consumer hard goods and which might be diverted to the
items more readily available, particularly the nondurable
goods and the services. During 1950, disposable personal
income increased substantially, with all major shares of in-
come from productive sources participating in the rise.

These rising incomes were the basis for the high volume of
personal consumption expenditures and, together with the
record holdings of liquid assets by individuals, made possible
the buying waves which occurred in the summer of 1950 and
in the latter part of 1950. In addition, consumers borrowed
freely to supplement their purchasing power from current
incomes.

The consumer credit controls imposed in September and
October of 1950 limited the rise in consumer borrowing which
had increased at an accelerated pace in the first 2 months
after Korea. Even considering the new upsurge in buying of
durables in December and January, it appeared that such
credit restrictions were having some limiting effect on pur-
chases of consumer durables. Fiscal measures were also
taken in the second half of 1950 to pay for the increased
Government expenditures and to siphon some of the excess
purchasing power currently generated. The higher Federal
tax rates which went into effect on individuals' incomes on
October 1, however, were only a partical offset to the large
expansion in incomes before taxes which occurred in the
subsequent months of the year.

With the trend of employment continuing upward through-
out 1950; with advances continuing in the rates of pay and
length of hours; with farm and other business incomes rising;
and with dividends reflecting the sharp rise in corporate
profits, the trend of personal income was upward. Thus,
the requirement for a very large increase in taxes to balance
the budget dovetails with stablization requirements. The
tax program placed before the new Congress in January has
as its objective financing through taxes and new expenditures
for defense.

The current prospect
The economy in the last half of 1950 was under the domi-

nant influence of international events. These have set in
motion programs which shape the outlook for 1951. Ag-
gregate demand will exceed that of 1950 and the use of re-
sources will be intensified. As a result, business will be
called upon for a further increase in production. It will
face many difficult tasks, including those of adjustment to
defense work, to short raw-material supplies, and to chang-
ing markets.

More jobs will become available, and workers7 aggregate
income will rise as hours are extended and shifts are made to
higher paying industries. Agriculture will be under pres-
sure to expand output, with prospects of increased market-
ings and continued high farm prices.

The Federal Government's basic concern will be with
mobilizing the Nation's resources to meet military goals,
while at the same time controlling the forces of inflation.
The basic challenge to production is well within the potential
of the economy, a potential that will grow further in 1951.
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National Income and National Product in 1950
G-EOSS national product, expanding in volume and re-

flecting also the general price rise, increased to $280 billion
in 1950, as compared with $256 billion in 1949. National
income, which may be briefly defined as the sum of earnings
of labor and property arising from production of the Nation's
output, advanced similarly, from $217 billion in 1949 to $236
billion in 1950.

Increase in real volume

The respective contributions of volume and price factors
to the increase in output may be distinguished by means of
the constant-dollar gross national product estimates recently
prepared by the Office of Business Economics (which are
given in Table 1.) The increment in gross national product
last year approximated 7K percent in volume, as compared
with a 9}£ percent rise in its market value. Comparisons
of the changes in volume and in value for each of the major
components of gross national product, as well as for the
total, are illustrated in Chart 2.

The new constant-dollar product estimates also allow a
better-founded basis for ascertaining over-all changes in pro-
ductivity than has previously been available. Real product
per man-hour in private industries appears to have increased

Chart 2.—Gross National Product: Change Between 1949
and 1950 in Current and Constant Dollars
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Source of data: U. S. Department of Commerce, Office of Business Economics.

last year at a rate considerably in excess of the long-term
average gain of somewhat more than 2 percent per annum,
as implied by the change from 1929 to 1950.

Features of the 1950 expansion
The increased volume of production in 1950 resulted in

part from the operation of economic forces in evidence at
the beginning of the period, or emerging soon thereafter,
and in part from the dramatic effects of the shift in our mili-
tary policy after midyear. The year opened on a note of

recovery from the mild recession of 1949. Production was
already rising in response primarily to an upturn in business
buying which reversed the inventory liquidation policy of
1949; a residential building boom was already under way;
and consumer demand, well sustained even in 1949, was being
bolstered by large government payments to veterans.
These factors were soon reinforced by a pick-up in fixed
business investment outlays.

The industrial expansion, confined mainly to durable
manufactures at first, spread gradually to other lines; and
incomes generated by the step-up in production added
further stimulus to consumer purchasing. Before the end
of the second quarter, a business upswing of considerable
breadth and strength was well under way.

It was upon this expansionary situation that the economic
forces unleashed by the Korean invasion were superimposed,
and it was this setting that underscored their inflationary
impact. Production forged ahead at an accelerated pace
under the new pressures, but was outstripped at first by the
tremendous upsurge of commodity buying as both consumers
and business acted in anticipation of impending shortages
and price increases. Industrial prices, already rising moder-
ately during the late spring, were pushed up rapidly after
midyear by this high demand, and consumer prices followed
a similar, if more restrained, course.

Table 1.—Gross National Product or Expenditure in
Constant Dollars, 1944-50 *

[Billions of 1939 dollars]

Item

Gross national product

Personal consumption expenditures
Durable goods _ _ _ _
Nondurable goods
Services

Gross private domestic investment
New construction
Producers' durable equipment
Change in business inventories

Net foreign investment __

Government purchases of goods and
Services
Federal _ _ _ _ _ _
State and local

Gross private product 2

Gross government product 3

1944

156.9

81.1
4.6

44.5
32.0

6.6
2.0
5.1

—.5

-2.2

71.3
65.4
6.0

133.0

23.9

1945

153.4

86.3
5.3

47.9
33.2

8.3
2.6
6.7

—1.0

-1.8

60.6
54.6
6.0

129.7

23.7

1946

138.4

95.7
10.4
50.2
35.2

20.3
6.0
9.9
4.4

2.7

19.6
12.8
6.8

125.6

12.8

1947

138.6

98.3
12.3
49.5
36.4

19.3
6.9

11.8
.6

4.8

16.1
8.5
7.6

128.8

9.8

1948

143. 1

100.0
12.6
49.7
37.7

22.8
8.0

12.6
2.2

1.4

19.0
10.8
8 2

133.2

9.8

1949

142.3

102.0
12.9
50.4
38.8

17.7
7.9

11.9
—2. 1

.5

22.0
12.8
9.2

132.0

10.3

1950

153.0

107.2
15.6
51.4
40.3

25.3
9.3

13.8
2.2

-.1

20.6
10.8
9.7

142.5

10.5

1 Data for earlier years are contained in the January 1951 SURVEY OF CURRENT BUSINESS.
Detail will not necessarliy add to totals because of rounding.2 Gross national product less compensation of general government employees.

3 Compensation of general government employees.
Source: U. S. Department of Commerce, Office of Business Economics.

Some of the more ephemeral elements of the buying rush
eased off in the fall, but private demand continued extremely
high, and government demand moved upward in the first
stage of the military expansion. Total production continued
to rise steadily, with gross national product reaching an
annual rate of $300 billion in the fourth quarter—$46 billion
higher than in the final quarter of 1949.

Despite the late 1950 advance in government purchases,
the government share of national product for the whole year
was less than in 1949. The net flow of goods and services to
foreign countries also diminished, so that an amount exceed-
ing the entire increment in gross national product was adde ,,
to the portion taken by the private domestic sectors of the
economy. Within those sectors, somewhat more than half
of the increase went into gross private domestic investment,
the remainder into personal consumption. (See Chart 2.)
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These shifts in the use of gross national product in 1950,
however, are now being largely reversed by the increasing
diversion of output to the government for military purposes.

The developments summarized above are traced more
fully in the following detailed review of the product and
income flows.

Private Demand for Gross National Product

Consumer purchases expand

After more than 18 months of marked stability, including
the period of the 1949 business readjustment, consumer
buying advanced moderately in the first half of 1950, then
spurted very sharply after midyear. These increases brought
personal consumption expenditures to $191 billion last year,
$12 billion—or about 7 percent—higher than in 1949.
From year-end to year-end, the rise was greater, as indicated
by the respective fourth-quarter annual rates of $181 billion
arid $196 billion.

Of the 7 percent advance from 1949 to 1950 in the dollar
value of personal consumption, three-fourths represented a
real gain in volume, while one-fourth was attributable to
higher prices. This may seem surprising to consumers
sensitive to the rapid advance of prices in the latter half of
last year, but it should be recalled that consumer prices had
declined throughout 1949 before turning up in 1950, so that
the average for last year as a whole exceeded that of 1949 by
only a small margin. The advance which occurred during
1950, from a low point in February, was several times as
great as the difference in the annual averages.

Factors in expansion
The growth of consumer purchases last year was supported

primarily by the rising incomes stemming from expanding
economic activity and from the effects of the inflationary
trend upon incomes as well as upon expenditures. Total
personal income increased from 1949 to 1950 by $17 billion,
from $206 billion to $223 billion. After allowance for the
rise in personal taxes, there remained an increase of $15
billion in disposable personal income, most of which repre-
sented a gain in real purchasing power.

A special factor in this increase was the receipt by veterans
of $2% billion in national service life insurance dividends.
These large and essentially nonrecurrent transfer payments
were concentrated almost entirely in a few months at the
beginning of the year, and the stimulus to consumer spending
which they provided was a factor in the business recovery
just gaining momentum at that time. It is clear, however,
despite the impossibility of tracing their utilization precisely,
that large portions of the dividend payments remained un-
spent during the first half of the year, and contributed to the
financing of the subsequent upsurge in consumer demand.

While the rise in disposable income was the chief deter-
minant of the change in consumption in 1950, a prominent
feature of the year's spending pattern was the unusual
autonomous spurt in consumer buying during the third
quarter. The prospect of partial mobilization induced not
only a brief outburst of rather indiscriminate buying, but a
more sustained drive by consumers—motivated by fear of
subsequent shortages and of further price increases—to
acquire many types of durable and semidurable goods. The
Intensity of this demand subsided somewhat in the fall, when
Consumption outlays resumed a more normal relationship to
current income; but despite an appreciable drop from the
immediately preceding peak, fourth-quarter purchases of
durable goods remained well above the already high volume
in the first half of 1950.

During most of the year, expanding consumption expendi-
tures were supported by liberal extension of credit; and in the
last 2 quarters, current purchasing power was further supple-
mented by a drain upon such liquid assets as time deposits
and U. S. savings bonds. In an attempt to reduce infla-
tionary pressures, Federal controls on consumer credit were
imposed in September and substantially tightened in
October.

Demand centered on durables
The expansion of personal consumption expenditures was

disproportionately in durable goods, for which outlays rose
from $24 billion in 1949 to $29 billion in 1950. Virtually
the entire increase was in physical volume, as average prices
for such goods exceeded those of 1949 by only a slight
margin.

Special factors, unrelated to the emergency and somewhat
independent also of the general influences upon consumer
buying summarized above, underlay the market for durables.
The continued high demand for automobiles may be placed
in this category. Postwar output of passenger cars through
1949 had not been nearly so high, relative either to prewar
production or to war-created deficiencies in the stock of goods
in service, as that of other major consumer durables. Autos
were unique among these goods, therefore, in that a sub-
stantial abnormal replacement demand persisted into 1950.
This situation, in combination with high and rising incomes,
raised consumer purchases of cars and accessories from
$9K billion in 1949 to over $12 billion last year.

Another significant special factor was the influence of the
extended residential building boom upon demand for furni-
ture and household equipment. These purchases also re-
flected the rapid growth of the television industry.

Nondurables and services less buoyant
Consumer spending for nondurable goods increased by 3

percent, from $98% billion in 1949 to $10lK billion in 1950.
Price rises were responsible for one-third of this movement,
leaving a gain in physical volume of only 2 percent.

Primarily, this sluggishness reflected the normal inelas-
ticity of demand—especially at a sustained high level of
income—for many staple items predominant in the non-
durable group; but in part it also reflected the lower sus-
ceptibility of these goods than of durables to the demand
pressures earlier described.

The food component, amounting to about 60 percent of the
total, accounted for nearly $2 billion of the $3 billion rise
in outlays for nondurable merchandise. The greatest pro-
portionate advance, however, was in spending for gasoline
and oil. Clothing expenditures, which had been declining
from late 1948 through the early months of 1950, recovered
considerably in the last 3 quarters, but showed an advance of
less than 1 percent for the year as a whole.

Consumer expenditures for services, at $60 billion in 1950,
were up by $3}£ billion over 1949. The rate of increase in
this area differed little from that prevailing in other recent
years, and continued to reflect primarily the gradually rising
costs of housing and household operation.

Gross private domestic investment
leads expansion

Gross private domestic investment was by far the most
expansionary component of national product in 1950, rising
roughly 50 percent from $33 billion in 1949 to $49 billion in
1950. From the fourth quarter of 1949 to the final quarter of
last year, the increase was still more impressive.

The largest single contribution to the increase came from a
reversal of business inventory movements. This reversal pro-
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duced a $7K billion shift—from inventory liquidation of
billion in 1949 to an accumulation of $4 billion last year.
New private construction and business purchases of durable
equipment shared fairly evenly, dollar-wise, in the remaining
growth of domestic capital formation.

Of the $8K billion increase in purchases on fixed capital
account, three-fourths represented a larger physical volume,
while roughly one-fourth reflected higher prices. The price
factor was more important in construction than in equipment,
and in both cases figured more heavily in year-end to year-end
comparisons than in the annual movement.

Housing boom continues
Private construction activity in 1950 was featured by pro-

longation through most of the year of the residential building
boom. Already well under way in late 1949, this sustained
upsurge was a potent factor in the early stages of the business
recovery last year. Supported not only by high incomes,
but by very liberal mortgage credit, it progressed unabated
into the third quarter, when the rate of homebuilding was
two-thirds again as high as a year earlier.

With the inflationary pressure of this powerful demand
underscored and augmented by the effect of international
developments upon price and supply anticipations, action
was taken by Federal authorities to curb it, and the long up-
trend gave way to a moderate decline in the fourth quarter.

Fixed business investment rises
Nonresidential construction, which had not begun to re-

cover from the 1949 downturn until last spring, moved up
only sluggishly until late in 1950, when a fairly marked
advance was led by industrial and commercial building.
These gains were insufficient, however, to bring the annual
total much beyond that for 1949, and some categories, such
as farm and public utility construction, remained below
1949 totals.

In contrast, purchases of producers' durable equipment
rose from $19K billion in 1949 to $23K billion in 1950. Al-
though the previous downdrift of these outlays was reversed
early in the year, most of the increase came in the last 6
months, when new considerations stemming from the de-
fense program were added to the influence of rising sales,
profits, and prices in stimulating accelerated expansion of
facilities. Whether through the expectation of participating
directly or indirectly in a growing volume of defense produc-
tion, or through fear of impingement by the latter upon
future availability of necessary equipment, most industries
had strong motives for expediting their investment programs.

Shift to inventory accumulation
The inventory accumulation of $4 billion in 1950 contrast-

ed sharply with the liquidation of $3}£ billion during the
previous year. With farm inventories fairly stable, as com-
pared with a $K billion reduction in 1949, almost the entire
swing was in nonfarm stocks.

This shift from substantial reduction to accumulation of
inventories occurred in the first quarter of last year; and
the trend continued strongly upward, although it was vio-
lently—if briefly—interrupted in the third quarter by the
heavy wave of business and consumer buying which mate-
rialized in that period. The high rate of inventory accumu-
lation recorded in the fourth quarter undoubtedly reflected
an increase in the amount of new work in process on military
orders.

For the year as a whole, manufacturers and retailers, in
roughly similar amounts, absorbed most of the additions to

nonfarm stocks, while other groups registered only minor
changes. In the case of manufacturing, increases were
concentrated in holdings of purchased materials and goods
in process, reflecting the accelerating tempo of industrial
production. Faced with exceptionally heavy demand for
their output, manufacturers encountered difficulty in main-
taining their stocks of finished goods.

With respect to farm inventories, it should be noted that
the relative stability indicated above does not signify a
correspondingly stable balance between farm production and
the basic demand for agricultural commodities. A sub-
stantial excess of production was placed under government
price support in 1949, while an excess of demand in 1950 was
met through reduction of government holdings. If the net
change in government-held inventories of agricultural com-
modities were included under the present heading, instead of
being treated as a component of Federal purchases, a shift
from accumulation to liquidation totaling nearly $2 billion
would be shown.

Shift to negative foreign investment
Net foreign investment, receding for the third consecutive

year from the abnormal postwar bulge in 1947, dipped to a
negative balance of $2% billion last year—down $3 billion
from the small positive balance of 1949.

By far the greatest part of this change was attributable to
a rise in our merchandise imports. These had been pro-
nouncedly affected by the slackening of business buying
during the 1949 downturn, but responded promptly to its
resumption, and rose strongly with the expansion of do-
mestic business activity in 1950. While most of the in-
creased value of imports stemmed from a larger quantitative
flow of goods, rising prices played an increasingly significant
part as the year progressed. United States exports, other
than those financed directly or indirectly by Government
grants, were slightly lower last year than in 1949.

Role of Government

In reviewing the impact of Government operations upon
the economy last year, a sharp distinction must be drawn
between the record of Government transactions for the full
year and the course of developments during the period.
While the combined Federal, State, and local share of na-
tional output dipped from $43 billion in 1949 to $42 billion
in 1950, the actual influence of Government programs was
dramatically in the opposite direction.

In part, this is revealed by reference to the quarterly pat-
tern of Government purchases, which shows a decline, in
terms of seasonally adjusted annual rates, to less than $40
billion in the second quarter of last year, followed by rapid
expansion to $47% billion in the fourth quarter. However,
it must be recognized that the principal impact of the new
military program to date has been of an indirect character.

Effects of military program
In the first place, there was a major alteration in the whole

climate of the economy beginning almost immediately after
the aggression in Korea and gaining momentum with the
decision to undertake large-scale rearmament. As has been
shown, anticipatory reactions of business and consumers to
this sequence of events dominated the economic scene after
midyear. Also, the large volume of orders being placed to
implement military procurement plans gave more concrete
embodiment to a wide range of business anticipation;
although production necessarily lagged far behind ordering.

In addition, it may be observed that even of the increase
which did occur in production for defense purposes, a sub-
stantial portion was not immediately reflected in the Govern-
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ment component of gross national product. Work in process
on Government contracts first appears as private invest-
ment—i. e., as part of the change in business inventories—
and affects Government purchases only after a considerable
lag, when deliveries are made.

National-defense purchases (broadly defined to include,
in addition to strictly military programs, such related activ-
ities as stockpiling, atomic energy, and Mutual Defense
Assistance), rose from an annual rate of $12% billion in the
first half of 1950 to nearly $20 billion in the fourth quarter.
This accelerating expansion should be gauged in the per-
spective of a planned defense spending rate of $48 billion
for the fiscal year beginning next July, according to the
President's January Budget recommendations.

Despite the military expansion, total Federal purchases of
goods and services in 1950 fell temporarily below those of
1949, owing to declines in the nonmilitary foreign aid and
farm price-support programs.

Increased rates of taxation
Closely following the initial new military spending au-

thorizations last year came the first series of revenue measures
aimed at balancing their inflationary impact upon the
economy. The Revenue Act of 1950, passed in September,
increased tax rates applicable to both individual and cor-
porate incomes in 1950 and made further increases applicable
to 1951 earnings in both cases. An excess profits tax par-
tially applicable to 1950 incomes and fully effective this
year, together with an additional increase of two percentage
points in the regular corporate income tax rate for 1951,
was subsequently enacted.

In terms of the national income accounts, it should be
noted that while the introduction of higher withholding
rates in October made an appreciable dent in disposable
personal income for the fourth quarter, and while profits tax
accruals reflected the retroactive features of the new statutes,
rate changes were in both cases outweighed by the influence
of rising incomes as far as 1950 Government receipts were
concerned.

Government share of output
One of the salient economic problems of the immediate

future is the development of additional revenue measures
adequate, in combination with various direct and indirect
controls of other types, to keep effective private demand
within the limit of civilian supplies remaining after diversion
of productive resources to military use.

Announced military spending plans imply that the pro-
portion of the national output bought by the Federal Govern-
ment for all purposes may soon be increased to about one-
fifth. If this is to be accomplished without deficit financing,
a higher over-all rate of taxation than that prevailing at the
height of World War II will be required, as indicated by the
data presented in Table 2.

This table shows, for the last 2 years and for a pair of
war years, two interrelated breakdowns of gross national
product. The distribution by type of expenditure indicates
the percentage share of total output used by each major
sector of the economy. The percentage breakdown of gross
national product by type of receipt reflects broadly the
corresponding distribution of currently generated purchas-
ing power, exclusive of borrowing transactions.

It should be noted that Government receipts are here shown
viet of funds transferred to other sectors rather than used for
purchases by the recipient Government. In other words,
Government expenditures other than purchases of goods and
services—such as interest and veterans' benefits—have been
deducted from tax and nontax receipts in deriving the net
receipts figure. Consequently, the difference between the

respective shares of national product accounted for by
Government purchases of goods and services and by net
Government receipts is equal to the Government surplus or
deficit on income and product account, expressed as a per-
centage of gross national product.

Table 2.—Percent Distributions of Gross National Product, Selected
Years

Item

By type of expenditure

Total

Personal consumption expenditures
Gross private domestic investment
Net foreign investment _
Government purchases of goods and services:

State and local
Federal

By type of receipt

Total

Disposable personal income
Gross business saving l

Statistical discrepancy. _ ._ __ __
Net government receipts:

State and local 2_ _. _
Federal 3

1943

100.0

52.6
2.9

-1.2

3.8
41.8

100.0

68.1
8.4
.5

5.1
17.9

1944

100.0

52.2
3.6

-1.0

3.5
41.7

100 0

68.8
8.2
1.9

4.8
16.4

1949

100.0

70.0
12.9

.2

7.0
9.9

100.0

73.3
11.8
-.7

6.5
9. 1

1950

100.0

68.2
17.7
-.9

6.9
8.1

100.0

72.4
10.2
— . 4

6.6
11.2

1 Consists of undistributed coi porate profits and corporate inventory valuation adjustment,
capital consumption allowances, and excess of wage accruals over disbursements.2 Consists of personal tax and nontax receipts, corporate profits tax accruals, indirect busi-
ness tax and nontax accruals, contributions for social insurance, current surplus of G overnment
enterprises, and Federal grants-in-aid, less transfer payments and net interest paid.3 Consists of personal tax and nontax receipts, corporate profits tax accruals, indirect bus-
iness tax and nontax accruals, contributions for social insurance, and current surplus of gov-
ernment enterprises, less subsidies, transfer payments, net interest paid, and grants to State
and local governments.

Source: U. S. Department of Commerce, Office of Business Economics.

It may be seen from the table that in 1943 and 1944, when
the Federal Government was buying over 40 percent of the
Nation's output, its net receipts did not exceed 18 percent
of gross national product. Inflationary borrowing was re-
quired to make up the difference.

During the past 2 years, net Federal receipts have averaged
about one-tenth of total output—a proportion in line with
the share bought by the Federal Government, and in fact
sufficient to permit a surplus on income and product account.

The full effects of recently enacted revenue legislation will
raise the ratio of net Federal receipts to gross national product
by several percentage points, but will leave it below the
wartime figure; and even the latter proportion is less than the
one-fifth share of total output to be purchased by the Federal
Government under announced mobilization plans. It is
thus apparent that further substantial increases in taxation,
carrying the over-all rate beyond that of World War II, will
be required to maintain a balance between receipts and
expenditures.

National Income by Industries

Accompanying the strong expansion of the national income
from 1949 to 1950, there were significant shifts in its distribu-
tion by industrial origin. In a majority of the major indus-
trial divisions, with the notable exception of agriculture,
these recent shifts tended to reverse those which had occurred
during the 1949 recession.

As shown in table 3, there was a marked increase in in-
come originating in manufacturing, and gains somewhat
greater than average were also registered in communications
and public utilities, mining, and contract construction. All
other nonfarm industries showed advances roughly within
a 5 to 7 percent range. Agricultural income, although moving
up markedly in the latter part of 1950, averaged out about
the same as in 1949, a year of declining farm prices.
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Large advance in manufacturing
The magnitude of the increase in manufacturing—which

since the war has been accounting for about 30 percent of
total national income, but which accounted for fully one-half
of its growth in 1950—was a function not only of develop-
ments peculiar to last year, but of the relatively poor showing
of this industrial division in 1949.

The resumption of business buying which initiated the
recovery movement under way early last year would, of it-
self, have tended to induce proportionately large gains,
growing as the industrial expansion progressed, in income
accruing from manufacturing. This tendency was rein-
forced during the second half of the year by the impact of
the extraordinarily heavy consumer, business, and Govern-
ment demand for goods—and particularly manufactured
goods—which emerged in the second half of the year. Since
the major requirements of the defense program are for such
heavy munitions as aircraft, combat vehicles, and related
ordnance items, substantial further increases in the relative
importance of manufacturing are to be expected as mobiliza-
tion accelerates.

Table 3.—National Income by Major Industrial Divisions, 1948,1949,
and 1950 *

[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

1948

223.5

21.8
5 3

10.5

67.3
42.9
17.2

12.8
5.9

19.8

19.6
.4

1949

216.8

17.4
4 4

10.4

62.9
42.7
17.7

12.0
6 6

20.5

21.8
.5

1950

2 235. 6

17.1
4.9

11.5

72.5
45.5
18.5

12.6
7.2

21.7

23.5
.5

Absolute
change,
1949-50

18.8

— . 2
.5

1.1

9.7
2.9
.9

.6

.6
1.2

1.7
.0

Percent-
age

change,
1949-50

8.7

-1.4
11.2
10.4

15.4
6.7
4.9

4.8
9.6
5.9

7.6
.4

1 Components will not necessarily add to totals because of rounding.
2 See footnote 2 to table 4.

Source: U. S. Department of Commerce. Office of Business Economics.

Less rise in other nonfarm industries
Various factors underlay the advances in other industries

showing relatively large gains. In communications and
public utilities, they were of about the same size as in 1949,
and represented an extension of a trend which has proceeded
without interruption since the war. In mining, the increase
was closely associated with that in manufacturing, while
income originating in contract construction rose under the
influence both of the housing boom and of a higher rate of
public-works activity.

The expansion of income earned in other private non-
agricultural industries was more moderate, in most cases
because of their relative insensitivity to special pressures of
demand focused last year primarily upon commodities. Of
these industries, wholesale and retail trade made the best
showing, largely as a result of the intensified sales activity
which occurred during the last 6 months.

Income originating in Government, which is measured by
compensation of Government employees, rose appreciably
less than in 1949, despite the growing importance of Federal
military and defense agency payrolls in the latter half of 1950.

Decline in agriculture
Agriculture was the sole major industry in which income

did not advance last year. The explanation of this contrast
is to be found primarily in the length and timing of the pro-

duction cycle in agriculture. The decline may be traced to
reduced crop production, which, in turn, derived from deci-
sions taken before the course of economic developments in
1950—especially those stemming from military considera-
tions—could be foreseen.

The lower volume of crop production was partly counter-
balanced, in its effects upon farm income, by the rapid rise in
prices during the latter half of 1950. This rise carried the
average of last year's crop prices somewhat above that of
1949. Farmers7 receipts from sales of livestock remained
stable in 1950, with neither the physical volume of marketings
nor livestock prices showing much change for the year as a
whole. Prices, however, like those of crops, were advancing
rapidly in the second half of the period.

Distributive Shares of National Income
The accelerating tempo of economic activity in 1950, to-

gether with the industrial shifts described above, produced
alterations in the composition of the national income in terms
of distributive shares.

Increase in employee compensation
Compensation of employees rose to $152 billion last year,

$11X billion above the 1949 figure. Earnings of employees
thus advanced less markedly than some of the other income
shares, as is characteristic of a period of rapid industrial
expansion.

Private wages and salaries increased from $113^ billion in
1949 to $122X billion in 1950. Roughly one-half of this in-
crement stemmed from higher hourly earnings, with most of
the remainder attributable to the growth of employment,
although lengthening of the average workweek was also
a factor.

Both the industrial composition and the quarterly move-
ment of private payrolls mirrored the major economic forces
operative during the year. Close to three-fifths of the
increment in the private total appeared in wages and salaries
of manufacturing industries, and the next largest -relative
increases were in construction and mining.

In early 1950, significant payroll advances were confined
primarily to durable-goods manufacturing plants. As the
industrial expansion broadened and accelerated in the second
and third quarters, wages and salaries in nondurable-goods
factories also shared in very sizable quarterly advances of
manufacturing payrolls; and still further gains, although of a
somewhat lesser magnitude in the nondurable sector, were
registered in the final quarter.

There was a noticeable spurt in retail and wholesale trade
payrolls during the September quarter in response to the
intensification of sales activity which characterized that
period; but otherwise they advanced at a steady, moderate
rate throughout the year, as did, in general, payrolls of other
distributive and service industries.

Government wages and salaries, after stablizing in the
first half of last year at a rate reached in the final quarter of
1949, rose quite sharply during the last 6 months. Chiefly,
of course, this reflected expansion of the armed forces and of
related Federal payrolls; but minor increments at the State
and local level also contributed.

Mixed trends in proprietors9 incomes
The movement of total proprietors7 and rental income,

rising only from $4IX billion in 1949 to $43Yi billion last year,
was dampened by the relative stability of two of its three
major components. Net rental income of persons advancecr
little; and earnings of farm proprietors—uniquely among the
principal income shares—fell slightly below their 1949 total.

Reasons for the latter behavior have been outlined else-
where. Quarterly trends, however, indicated an appreciable
recovery by year end from the postwar low of the June
quarter.
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Table 4.—National Income and Product, 1948, 1949, and 1950 l

[Billions of Dollars]

9

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 4

Business a n d professional _ _ _ _ _ _ _
Farm ___
Rental income o f 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: Go vernment 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: Subdidies less current surplus of Government 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 payments

Equals: Personal income

1948

223.5

140.2
134.4
115.7

4.0
14.7
5.8

47.3
22.1
17.7
7.5

31.8
33.9
13.0
20.9

-2.0

4.1
17.5

259.1

177.4
22.9

100.9
53.7

43. 1
17.7
8.6
9.1

19.9
5.5
4.4

1.9

36.6
21.5

.5
15.6

209. 5

21.2
19.0
2.2

188.4
177.4
10.9

259.1

17.4
20.4

.7
-2.9

.0

223.5

31.8
5.2
.0

10.6
4.5
7.5
.7

209.5

1949

216.8

140.6
134.2
113.7

4.3
16.1
6.4

41.7
21.0
13.4
7.3

29.9
27.6
10.6
17.0
2.2

4.7
19.5

255.6

178. 8
23.8
98.5
56.4

33.0
17.3
8.3
9.0

19.5
-3.7
-3.1

.4

43.3
25.7

.4
18.0

206.1

18.7
16.2
2.5

187.4
178.8

8.6

255.6

18.8
21.3

.7
-1.9

.1

216.8

29.9
5.7
.0

11.6
4.7
7.8
.7

206.1

1950

2 235. 6

152.2
144.9
122.6
(3)
(3)

7.3

43.6
23.2
13.1
7.4

234.8
239.8
217.7
2 22.1
-5.1

5.0
21.1

279.8

190.8
29.2

101.6
59.9

49.4
21.8
12.5
9.3

23. 4
4.1
4.1

-2.5

42.1
22.9

.2
19.4

223.2

20.5
17.8
2.8

202.7
190.8
11.9

279.8

20.8
23.7

.7
-1.0

.1

2 235. 6

234.8
6.8
.0

14.3
4.8
9.4
.7

223. 2

Quarterly, 1950

Unadjusted

I

53.7

35.0
33.2
27.9
1.1
4.2
1.8

10.4
5.4
3.2
1.8

7.1
7.3
3.3
4.0
-.3

1.2
5.1

63.4

43.2
5.9

22.7
14.7

10.8
4.1
2.2
1.9
4.8
1.8
1.9

-.4

9.9
5.5
.1

4.4

53.4

7.0
6.2
.8

46.4
43.2
3.2

63.4

4.9
5.3
.2

-.8
.0

53.7

7.1
1.8
.0

5.3
1.1
1.9
.2

53.4

II

57.2

36.9
35.1
29.7
1.1
4.3
1.9

10.3
5.6
2.9
1.8

8.7
9.3
4.1
5.2
-.6

1.3
5.1

66.0

46.0
6.5

24.6
15.0

10.3
5.4
3.1
2.3
5.6
-.7
-.7

-.4

10.2
5.3
.1

4.9

53.8

3.9
3.2
.7

49.9
46.0
3.9

66.0

5.1
5.7
.2

-2.1
.1

57.2

8.7
1.8
.0

3.5
1.4
1.9
.2

53.8

III

61.1

39.0
37.1
31.9

(3)
(3)

1.8

11.4
6.2
3.4
1.8

9.5
11.4
5.1
6.4

-2.1

1.3
5.0

71.6

49.1
8.6

25.5
15.0

13.3
6.5
3.9
2.6
6.4
.5
.4

-.9

10.2
5.3
.1

4.9

56.1

4.8
4.2
.7

51.3
49.1
2.2

71.6

5.3
6.4
.2

-1.4
-.1

61.1

9.5
1.7
.0

2.7
1.1
2.2
.2

56.1

IV

(3)

41.2
39.5
33.2

(3)
(3)

1.8

11.6
6.1
3.6
1.9

(3)
(3)
(3)
(3)
-2.1

1.3
5.9

78.7

52.5
8.3

28.9
15.3

15.0
5.9
3.3
2.5
6.6
2.6
2.5

-.7

11.9
6.8
.1

5.2

60.0

4.8
4.2
.6

55.2
52.5
2.7

78.7

5.4
6.2
.2

(3)
.0

(3)

(3)
1.6
.0

2.8
1.2
3.4
.2

60.0

Seasonally adjusted at annual rates

I

216.9

142.3
135.2
114.3

4.5
16.4
7.1

41.5
21.4
12.8
7.3

28.1
29.2
13.2
16.0

-1.0

5.0
19.7

263.3

182.6
26.4
97.9
58.3

41.8
20.0
11.2
8.9

19.5
2.3
2.7

-1.7

40.5
22.1

.3
18.7

216.4

19.0
16.3
2.7

197.4
182.6
14.8

263.3

19.7
22.0

.7
4.1
.2

216.9

28.1
6.7
.0

20.9
4.7
8.1
.7

216.4

II

229.1

147.9
140.6
119.5

4.5
16.6
7.3

41.2
22.3
11.7
7.1

35.0
37.4
16.5
20.9

-2.4

5.0
19.8

271.6

185.8
26.5
99.9
59.5

47.7
21.5
12.4
9.1

21.8
4.4
4.3

-1.7

39.9
21.4

.3
18.8

215.1

19.5
16.8
2.7

195.6
185.8

9.8

271.6

20.5
23.2

.7
-1.3

.5

229.1

35.0
6.8
.0

14.2
4.7
8.2
.7

215.1

III

244.0

155.3
147.8
125. 3

8
7.4

45.5
24.6
13.5
7.4

38.1
46.4
20.6
25.8

-8.3

5.0
21.2

283.9

198.9
34.0

104.5
60.4

47.8
23.0
13.6
9.4

26.3
-1.5
-1.7

-3.3

40.4
21.1

.2
19.5

224.9

20.3
17.5
2.8

204.6
198.9

5.7

283.9

21.3
25.3

.7
-7.6
—.3

244.0

38.1
6.9
.0

11.2
4.8
9.3
.7

224.9

IV

(3)

162.7
155.1
130.3

(3)
(3)

7.6

46.3
24.3
14.4
7.6

(3)
(3)
(3)
(3)
-8.5

5.1
23.4

300.3

195. 8
30.0

104.3
61.5

60.2
22.9
12.9
10.0
26.1
11.2
11.0

-3.4

47.6
27.1

.2
20.8

234.9

23.3
20.4
2.8

211.6
195.8
15.8

300.3

21.7
24.3

.7
(3)

(3)

(3)
7.2
.0

11.2
4.8

11.5
.7

234.9

1 Detail will not necessarily add to totals because of rounding.
2 Data for estimating fourth-quarter profits are not yet available. In order to arrive at national income and corporate profits for the year, fourth quarter corporate profits before tax were

assumed to be the same as in the third quarter.
3 Not available.4 Includes noncorporate inventory valuation adjustment.
NOTE: Data for prior years are published in the July 1950 SURVEY OF CURRENT BUSINESS and in the National Income Supplement to the July 1947 SURVEY.
Source: U. S. Department of Commerce, Office of Business Economics.
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Business and professional proprietors' income advanced
steadily throughout 1950, except for a bulge in the third
quarter. The total for the year was up by more than 10
percent, to $23 billion. Increases pervaded nearly all non-
farm industries, but were concentrated in wholesale and re-
tail trade establishments, whose proprietors were prime
beneficiaries of the expanding volume of consumer purchases.

Corporate profits rise sharply
Information on corporate profits in 1950 is at present con-

fined to published reports for the first 3 quarters of the year,
as reviewed in last month's issue of the SURVEY OF CURRENT
BUSINESS. However, by adding to these data an assump-
tion about fourth-quarter profits, as described in footnote 2
to table 4, a fairly satisfactory basis for preliminary com-
parisons with 1949 is provided.

The corporate profits component of national income, in-
clusive of the inventory valuation adjustment, rose from $30
billion in 1949 to $35 billion last year—a relatively larger
gain than in any other distributive share. This swing in
profits, like that in the opposite direction in 1949, was
typical of the wider cyclical fluctuations in this series than
in other income shares. A greatly enlarged volume of cor-
porate sales, coupled with increased profit margins, was
responsible for the 1950 advance.

Eeported profits before inventory valuation adjustment,
and before tax, showed a decidedly more pronounced in-

crease, with the 1950 total of $40 billion more than 40 percent
larger than that of the previous year. This movement,
however, reflected to a large extent the predominant cor-
porate practice of charging inventories to cost-of-sales in
terms of book values representing prior-period costs, rather
than in terms of current replacement costs. The result of
this practice has been to include in reported profits before
tax in 1950, when inventory replacement costs were rising
rapidly, very large amounts of inventory profits, in contrast
to the substantial inventory losses included in 1949 under
the opposite condition of falling replacement prices. It is
this inventory profit or loss which is eliminated by addition
of the inventory valuation adjustment to reported profits
in order to secure a measure of earnings from current produc-
tion appropriate for inclusion in national income.

While the adjusted figure is more meaningful from the
standpoint of national income measurement, corporate
income tax liabilities are based on profits as reported under
generally prevailing inventory accounting practices. In
addition to a large increase associated with the movement of
book profits, tax liabilities for 1950 reflected the higher rates
imposed retroactively by the Eevenue Act of 1950 and the
subsequent Excess Profits Tax Act. Altogether, these
factors raised corporate income tax liabilities from $10%
billion in 1949 to $17% billion last year. Profits after tax
thus mounted much less impressively than on a before-tax
basis.

Price Developments
DEVELOPMENTS during the second half of the year

resulted in the emergence of an inflationary trend through-
out the economy which was mirrored in a rapid and wide-
spread upturn of prices. Cost inflation was reenforcing
demand inflation so that at the year end it was apparent
that more extensive moves would be required on both fronts
to arrest this spiral. It was clear that the indirect controls
—taxes and credit restrictions—would have to be increased
in size and scope. While these fundamental correctives
were being extensively developed to apply to the basic
causes of the inflation, direct controls of prices and wages
were instituted soon after the }^ear ended.

The price increase during the first half of the year was
moderate—reflecting the recovery of industrial production
and business purchasing from the 1949 setback—but the
11 percent rise in wholesale prices during the second half of
1950 was the sharpest for any 6 months since World War I
except for the period following price decontrol in 1946 (see
chart 3). Over all, wholesale prices advanced 16 percent
from the end of 1949, accompanied by an unusually swift
although typically smaller advance of 6.5 percent in con-
sumers' prices which, at the year end, were moving ahead at
a fast rate.

The price advance which developed after June was par-
ticularly noteworthy, since the Korean crisis affected prices
before materially affecting the flow of incomes, production,
and supplies. The prospective shift of resources to defense
needs stimulated a burst of spending for commodities likely
to be short or higher in price. This was promptly reflected
in an increase in the average monthly rate of advance in
wholesale prices from less than .7 percent per month during
the first half of the year to 2.6 per month in the third quarter.

As some let-up occurred in the consumer buying wave of
midsummer, the pace of the price advance moderated slightly
in October and November. Inflationary pressures were

maintained, however, by continued high spending by con-
sumers, expanded investment programs of business, larger
demand from foreign countries, and the augmented scale of
Government orders for stockpiling and for materials re-
quired in armaments and other armed forces supplies.

On the supply side, quotations were moved upward to
reflect increased costs resulting from spreading wage increases
and from rising prices of industrial raw materials, especially
of commodities traded in international markets. The
worsening of the Korean crisis in November with the Chinese
attack intensified demand and cost pressures and was
accompanied by a renewed acceleration in the rate of price
advance, which raised the wholesale price index at the end
of the year 3 percent above the previous 1948 postwar peak.

Pervasiveness of price advance
The period of price advance since June 1950 was character-

ized both by the swift reaction made to the emerging infla-
tionary forces and by the widespread nature of the increases
made in nearly all segments of the price structure. These
developments were in basic contrast to the differentiated and
moderate price changes in process earlier in the year which
typified advances made in an upward swing of a business
cycle. By comparison to other periods, the broad participa-
tion of the price groups in the rise, and the rapidity in price
change during the second half of 1950, as shown in chart \,
reflected an upward adjustment more like that registered
during the defense preparation year of 1941. Price in-
creases in 1950 were sharper, however, than in 1941 reflecting
the more complete utilization of economic resources before
military demands were imposed.

As fears spread that supplies would be cut off and users
tried to secure increasing quantities for current and future
use, prices of internationally traded commodities like rubber,
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tin, and wool after June 24, 1950, increased more than three-
fourths. Very sharp advances were also made by the
nonferrous metals, sugar, cotton, and fats and oils, fiigher
material prices reinforced the desire to replenish and expand
stocks which spread to nearly all commodity areas—includ-
ing finished goods. Against this background, increased
material and labor costs resulted in a fundamental upward
realignment throughout the price structure.

Chart 3.—Wholesale Prices, by Major Groups
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Source of data: U. S. Department of Labor, Bureau of Labor Statistics.

Thus, of the 48 commodity groupings included in the
Bureau of Labor Statistics' wholesale price index, more than
95 percent increased from June to December 1950. More
than two-fifths of the groups increased up to 10 percent,
about one-half rose 10 percent or more, while close to one-
third rose 20 percent or more. Only two of the price groups
declined—in both cases less than 5 percent. The accelerated
price advance during the second half of 1950 becomes very
striking in comparison with the distribution of price change
in the first half of the year, when the typical price advance
was not more than 5 percent.

The broad character of the advance, which included manu-
factured-goods prices as well as raw and semi-processed
goods, farm as well as nonfarm, is placed in closer focus by
the distribution of the percent changes of 815 commodities

Chart 4.—Percentage Change in Wholesale Prices, by
Selected Groups of Commodities, December 1949 to
June 1950, and June 1950 to December 1950

-20 -10
PERCENT CHANGE

0 -HO +20 + 30 + 40

ALL COMMODITIES-^

OILS a FATS

HIDES a SKINS

COTTON GOODS

WOOLEN a WORSTED GOODS

TIRES a TUBES

NONFERROUS METALS

PAPER a PULP

DAIRY PRODUCTS

LEATHER

W0%%0000k

PLUMBING a HEATING

HOUSE FURNISHINGS

CHEMICALS

FURNITURE (HOUSE 8 OFFICE)

SHOES

PAINT a PAINT MATERIALS

BRICK a TILE

CLOTHING

LUMBER

IRON a STEEL

AGRICULTURAL MACHINERY
a EQUIPMENT

GRAINS

FERTILIZER MATERIALS

LIVESTOCK

PETROLEUM a PRODUCTS

MOTOR VEHICLES

FRUITS a VEGETABLES

U . S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS 51-31

1 Total includes some groups not shown separately.

Source of basic data: U. S. Department of Labor, Bureau of Labor Statistics.
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included in the BLS wholesale price index shown in chart 5.
From May to November, prices of 644 commodities, or more
than three-fourths of the items increased, 103 commodities
or 13 percent remained unchanged, while 68 commodities or
8 percent declined—primarily because of seasonal changes.
December data show an acceleration of the general rise
affecting all major categories of goods, partly reflecting the
speeding up of adjustments to the new demand and cost
picture in view of the imminence of a "price freeze" by
Federal authorities.

Chart 5.—Frequency Distribution of Percentage Change
in Wholesale Prices of 815 Commodities, May to Novem-
ber 1950
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Sources of data: U. S. Department of Commerce, Office of Business Economics, based
upon data of the U. S. Department of Labor, Bureau of Labor Statistics.

At the end of 1950, approximately two-thirds of the BLS
commodity price groups were at new postwar highs. These
included the more sensitive prices such as hides and skins,
cotton goods, nonferrous metals and lumber; manufactured
goods prices such as woolen and worsted, tires and tubes as
well as generally slower moving prices of iron and steel, farm
machinery, housefurnishings and furniture.

The largest increases in commodities reaching new peaks
were typically made by prices of commodities such as hides
and cotton goods, which had fallen sharply during 1949, and
had recovered only slightly in early 1950.

Prices of commodities which had generally remained stable
during 1949, or increased slightly during the first half of 1950,
rose moderately to reach new highs. Among these groups
were prices of iron and steel, motor vehicles, cement, anthra-
cite and coke as well as prices of such commodities as rayon
and nylon, which over a long period of years have advanced
considerably less than the general price level.

Shifts in internal structure
Significant alterations in the internal structure of prices

developed after June 1950. Relationships between prices of
a number of industrial raw materials and of corresponding
manufactured goods were particularly affected. Overall,
prices of materials, excluding foods, increased one-fourth
during the second half of 1950 as compared with an advance
of little more than one-tenth in wholesale prices of finished
industrial goods. Though prices of raw materials typically
fluctuate more widely than manufactured goods prices, the

spread between these advances over a 6-month period was
the largest for the postwar period. As the year closed, how-
ever, higher material and wage costs were accompanied by
spreading increases in manufactured-goods prices.

An additional significant shift in the internal price structure
was reflected in the greater increase in agricultural prices
than of other goods during 1950. The 21-percent rise in
farm product prices—compared with a 15-percent rise in
industrial goods—brought a substantial improvement in
their relative position during the year. The greater increase
in farm product prices reflected for the most part their
typically greater sensitivity to expanding incomes and, on the
supply side, a small decline in the volume of farm marketings.
Prices of raw fibers and oil-bearing crops led the advance
although large rises also characterized prices of livestock and
feed grains. Lower export demand and the influence of
reserve stocks limited the rise in prices of food grains.

Consumer Prices
A moderate increase in living costs during the first half

of 1950—mainly reflecting higher food prices—was followed
by rather general advances in both food and nonfood retail
prices after June, which raised the December consumers'
price index 2 percent above the previous 1948 high. Sub-
sequent to the Korean developments, especially after October,
the emergence of a strong sellers' market meant that mark-
down sales and other price-reducing stimulants to spending
were less prevalent. The over-all increase in the consumers'
price index during the year was 6.5 percent, with higher food
prices responsible for more than half of the total advance,
as shown in the accompanying table:

Item

Food
Apparel
Rent
Fuel, electricity, and refrigeration
Housefurnishings . . _ - _
Miscellaneous
Combined index

Percent increase

December
1948 to

December
1950

5.1
-2.0

5.3
4.6
3.1
5.2
4.1

December
1949 to

December
1950

9.2
5.7
2.9
3.1

10.5
4.2
6.5

Percent contribution to
total increase

December
1948 to

December
1950

48.8
-4.9
17.1
4.9
2.5

31.7
100.0

December
1949 to

December
1950

57.2
10.4
5.9
2.6
7.3

16.6
100.0

Rising meat prices resulting from expanding consumer
incomes was the principal influence in the slight rise in retail
prices during the first half. Foods—along with rents—were
the only major groups which were higher in June 1950 than
at the end of 1949. In the second half of the year, seasonal
declines limited the rise in meat prices, but large increases
developed in prices of fats and oils, dairy products, eggs and
beverages, especially in the closing weeks of 1950. Food
prices increased 2.8 percent from November to December
alone, bringing the total advance during the last half of the
year to more than 5 percent.

The swift adjustment to higher wholesale costs which
characterized retail food prices was also evident on a reduced
scale in the major nonfood groups, especially prices of apparel
and housefurnishings. As worldwide demand for wool in-
creased sharply, higher wool prices were reflected in large
price rises in commodities such as rugs, blankets, and woolen
apparel. In cotton goods, declining prices due to lagging
expenditures in the first half of the year were followed by sub-
stantial increases in prices of cotton clothing and household
textiles, particularly bed sheets for which there was con-
siderable forward buying. Large increases in the nonfood
groups also developed in prices of items in the miscellaneous
group—including consumer services such as transportation,
medical and personal care, and household operation. At the
end of 1950, all major nonfood price groups were close to or
above previous records.
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Industrial Production

13

INDUSTRIAL production followed the same genera]
pattern that has been outlined in preceding sections for the
economy as a whole. The rise in output was the largest
year-to-year advance in the postwar period, averaging
nearly 15 percent above 1949, according to the Federal
Reserve production index, and the flow of industrial products
to consuming markets was the greatest in any peacetime year.

This was made possible by a substantial increase in supplies
of raw materials, expanded plant capacity, increased employ-
ment, and longer working hours. Although work completed
on defense contracts was still small in relation to total
industrial output at the year end, it was forming an increasing
share as military procurement programs enlarged.

Record supplies of raw materials

Supplies of raw materials were produced in record volume
and provided the basis for the substantial expansion in indus-
trial output achieved in 1950. The high rate of consumption,
however, quickly absorbed the enlarged volume as over-all
demand exceeded available supply. Furthermore, anticipa-
tions of shortages engendered large-scale forward buying after
June which made the materials problem more stringent than
in any other postwar year. On the whole, actual consumption
of raw materials on defense orders in the last half of 1950 was
not as yet sufficiently large to disrupt appreciably the flow of
materials for civilian production.

Controls affecting basic materials

To pave the way for larger defense production implied in
the increase in military orders, the Government took two
principal types of action. The first of these consisted of a
series of limitation orders designed to channel essential mate-
rials into the defense effort. These restrictions were initially
applicable to metals and then were extended to other basic
materials. The second provided for the expansion of basic
facilities and the reactivation of Government-owned plants
for the production of synthetic rubber and magnesium as well
as finished military products. To encourage plant expansion
by private industry, a 5-year amortization tax period was pro-
vided for facilities needed for defense production.

Larger capacity is scheduled for such important basic mate-
rials as steel, aluminum, paper, chemicals and rayon.
Measures to stimulate domestic output of copper, lead, zinc
and other metals in short supply are also being developed.
The extent to which additions to present capacity for produc-
ing selected basic materials are planned under the present
Government-industry plant expansion and reactivation pro-
grams is indicated as follows:

\In thousands of short tons]
Indicated capacity as of—

r, , . , -, , f July 1,1950 Jan. 1, 1951 Jan. 1, 1952 Jan. 1,1953
Steel ingots and steel for

castings 100,564 104,230 117,500
Pig iron 71,498 72,472 79,300
Aluminum 720 750 1,000 1,245
Magnesium 18 23 123 127
Rubber, synthetic 588 925 945 945

The large increase in steel capacity is especially striking.
During 1950, nearly 5 million tons were added to steel-making
facilities, of which 3.7 million were made available in the last
6 months. The net increase in 1950 was the largest year-to-

'. year gain since 1916. By the end of 1952, an additional 13
million tons are expected to be in operation, according to the
American Iron and Steel Institute. The present rated capac-
ity figure compares with 99.4 million on January 1, 1950, and
95.5 million on January 1, 1945, the peak war year.

The high volume of raw materials consumed in a period of
expanding markets can be seen in chart 6 which also pre-
sents the domestic consumption in the war and postwar
periods of 12 important industrial materials. Stockpiling
for defense purposes, however, accounted for a significant
part of the increase in over-all consumption in 1950.

New consumption highs were recorded for 6 of the 12 com-
modities included in the chart. The increases in consumption
generally averaged 10 percent above the wartime peak
and one-fifth higher than the 1941 volume, with the notable
exceptions of coal, raw cotton, and wool. Aluminum and
lumber virtually matched the wartime peak and copper was
only moderately below. The figures shown in the chart for
lumber for the years 1948-1950 appear to be on the high
side on the basis of comprehensive industry data recently
compiled.

A striking feature in the postwar consumption pattern of
basic materials was the downtrend in the industrial use of
coal. In 1950, consumption represented only three-fourths
of the wartime tonnage and was about 7 percent below 1941.
On the other hand, output of crude petroleum, to some ex-
tent a competing fuel, generally rose slowly but steadily
throughout the period. A somewhat similar development
as in coal, although less pronounced in terms of volume, is
shown for both cotton and wool which share the market with
the rapidly growing synthetic fibers, such as rayon and nylon.

The increased flow of materials available in 1950 resulted
from an expansion in output from domestic sources, as well
as a substantial increase in imports and reduced foreign
shipments. In general, producers of basic materials main-
tained operations at or close to capacity levels throughout
most of the year but the increases in output while large in
many cases were nevertheless limited by existing capacity.
With few exceptions, stocks of raw materials held by primary
producers at the year end were lower than in any previous
year, including the war period.

In the steel industry, a combination of increasing plant
facilities and the maintenance of near capacity operations
throughout the year made possible the record production of
nearly 97 million tons of steel ingots and castings, equivalent
to about 72 million tons of steel products. This represented
an increase in ingot production of 19 million tons over the
reduced volume of 1949 and 7 million more than the best
wartime year.

Output of finished goods at record rate
The expansion in the output of finished durable goods in

1940 was markedly greater than that in nondurable lines.
Although manufacturing output generally responded to the
cyclical upturn in early 1950, an added feature of the durable
industries was the speed-up in capital replacement and
expansion after June. New orders for machinery received
by manufacturers in the last half of 1950 increased 50 per-
cent over the first 6 months, and backlogs at the end of the
year equalled 4 months' shipments at the December rate as
compared with 2% months7 in June.

Likewise, monthly average shipments of total machinery
during the July-December period were about one-fourth
higher than in the first 6 months. Shipments from industries
directly involved in defense work—aircraft and shipbuild-
ing—also moved upward.

An indication of the rising activity in some of the metal
fabricating industries is reflected in the increase in new
orders for machine tools. These orders in the last 6 months
of 1950 were three times as large as those received in the
first half, and almost five times the volume of the same
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Chart 6.—Domestic Consumption of Selected Raw Materials
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1 Represents net shipments (excluding shipments to members of the industry for conversion
into further finished products or for resale).

2 Data include primary and secondary.
3 Data for 1948-50 are preliminary.

period in 1949. December orders were the highest since
July 1942 when heavy buying for war tooling was under way.
Shipments also moved upward but lagged far behind the rate
of incoming business, with the result that backlogs on Decem-
ber 31 equalled a year's output at current delivery rates.

Exceptions to the general picture of recovery among fin-
ished durable goods were railroad freight cars and tractors.
The lower activity in carbuilding reflected primarily the
reduced backlogs on the books of carbuilders at the begin-
ning of 1950. However, a sharp pickup in new orders begin-
ning early in the year built up backlogs from the low of
12,000 units on January 1, 1950 to 125,000 on December
31. As a result, the downtrend in deliveries of freight cars
in early 1950 was followed by a gradual recovery, with ship-
ments in December totalling 5,700 units, or more than five
times the low April volume, although the December rate was
still far below the goal of 10,000 per month set for the first
quarter of 1951.

In contrast, activity in locomotive shops was sustained
throughout the year as new installations of locomotives by
Class I railroads of nearly 2,400 units represented the
highest total in 27 years; unfilled orders at the end of the
year were about half again as large as a year ago.

In the case of tractors, output was limited by reduced
demand in the early months of the year and subsequently by
extended work stoppages in the industry.

Large gains in consumer durables
The rise in output for other important segments of manu-

facturing is evident in the accompanying table which pre-
sents the production totals for the past 2 years for 18 impor-
tant finished products. The sustained high rate of co-

Sources of data: Steel, American Iron and Steel Institute; copper, lead, zinc, aluminum, coal,
and petroleum, U. S. Department of the Interior, Bureau of Mines; lumber, Lumber Survey
Committee; rubber, Rubber Manufacturers Association; cotton and wool, U. S. Department
of Commerce, Bureau of the Census; wood pulp, United States Pulp Producers Association,
Inc.

sumer demand for durable goods—passenger cars, house-
hold equipment, radios and television sets—is reflected in
the size of the production increases in 1950 for these prod-
ucts. With the exception of washing machines, vacuum
cleaners, and radios, last year's output represented new
peaks.

Table 5.—Output of Selected Durable and Nondurable
Finished Products

Product

Durable goods:
Motor vehicles
Refrigerators, electric
Washing machines
Vacuum cleaners... _.
Ranges, electric
Radios
Television sets _
Freight cars, railroad
Tractors, wheel type

Nondurable goods:
Tires, rubber
Suits, men's
Dresses, women's
Hosiery
Shoes and slippers
Cigarettes, small
Refined petroleum products. ..
Paper

Unit

Thousands
do-
do
do
do-
do
do

Number
Thousands

do
do

Millions
Mill. doz. prs _ .
Mill, prs
Billions
Mill, bbls
Thous sh tons

1949

6,254
4,450
3,033
2,887
1,056

10 500
3,000

95, 172
570

76, 369
19, 220

2203
145
473
385

1 874
20 330

1950

8,003
6,200
4,290
3,529
1,830

14 590
7,464

44, 209
532

92 700
1 23, 200

2 185
159

1 492
392

2-008
1 24 300

Percent
change
1949 to

1950

+28 0
+39.3
+41.4
+22.2
+73.3
+39 0

+148. 8
—53 5

—6 7

+21 4
+20 7

—8 9
+9.9
+4 0
+1 8
+7 2

+19 5

1 Totals include estimates for December.
2 Data represent totals for 9 months.

Source: Motor vehicles, Automobile Manufacturers Association; refrigerators and ranges
National Electrical Manufacturers Association; washing machines, American Washer and
Ironer Manufacturers Association; vacuum cleaners, Vacuum Cleaners Manufacturers
Association; radios and television sets, Radio Manufacturers Association; freight cars,
American Railway Car Institute; tractors, Implement and Tractor; tires, Rubber Manu-
facturers Association; suits, dresses shoes, paper, U. S. Department of Commerce, Bureau
of Census; cigarettes, U. S. Treasury, Bureau of Internal Revenue; refined petroleum
products, U. S. Department of the Interior, Bureau of Mines; hosiery, National Association
of Hosiery Manufacturers.
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Table 6.—Value of Manufacturers' Sales

[Millions of dollars]

Industry

All manufacturing

Durable-goods industries, total
Iron, steel, and products ._ _
Nonferrous metals and products
Electrical machinery and equipment
Machinery, except electrical _ _
Automobiles and equipment __ _

Transportation equipment, except automobiles- _
Lumber and timber basic products
Furniture and finished lumber products
Stone, clav, and glass products
Other durable-goods industries

Nondurable-goods industries, total
Food and kindred products __ _
Beverages
Tobacco manufactures
Textile-mill products
Apparel and related products.
Leather and products

Paper and allied products
Printing and publishing
Chemicals and allied products
Petroleum and coal products. _ _ _ _ __ _
Rubber products
Other nondurable-goods industries .

1939

61, 340

22, 454
6,079
1,726
1,861
3,571
3, 578

865
1, 154
1,385
1,563

672

38 886
11, 253
1,842
1,334
4,020
3,202
1 318

1 785
2,512
4 339
5,266
1,072

943

1948

213, 732

88, 900
22, 390
6,106
9,002

15, 540
13, 894

3,900
5,374
4,316
4,519
3,859

124, 832
34, 670

5,633
3,117

13, 301
11, 089
3,385

6,066
6,876

14, 763
19, 687
3,400
2,844

1949

199, 993

83, 518
20, 194
5,010
8, 523

14, 027
15, 238

3,791
4,917
3,753
4, 534
3,530

116 475
32, 831
5 714
3,181

11, 142
10, 068
3 142

5 511
6,941

13 793
18, 231
3 070
2,851

1950

234 953

103, 945
26, 050
6,481

11,416
16, 407
17, 607

4,151
6,880
4,757
5,693
4,503

131,010
35, 609

5 773
3,277

13, 709
10, 478
3 606

6 769
7,274

16 604
20, 332
4,379
3,201

Source: U. S. Department of Commerce, Office of Business Economics.

The outstanding performance in 1950 in terms of units and
value was in the automobile industry which assembled 8
million cars and trucks in U. S. plants, an increase of 1.7
million over the high number produced in 1949. The year's
total consisted of about 6.7 million passenger cars and 1.3

million trucks, the latter figure virtually matching the 1948
record volume.

The largest percentage gain occurred in the television
industry which more than doubled its market in each of the
past 2 years. Among the consumer durables, the value of
retail sales of television sets now exceeds that of any other
household appliance. The pickup in radio production
reflects both the growth in the sale of auto radios and the
increase in the number of homes having more than one set.

Small gains in the nondurables
In general, the increases in output in the nondurable

industries during 1950 were more limited than for the
durable goods. Total output of clothing was higher for the
year as a whole as the gains in most segments of the industry,
particularly in men's suits, more than offset the drop in the
important dress lines. The large increase in output of
rubber tires reflected the strong replacement demand and
the record volume of automobile production. In other
soft-goods lines—shoes and cigarettes—output was typically
stable.

Large increase in manufacturers' sales
The over-all picture of expansion in output is reflected in

table 6 which shows shipments for 20 major industry groups.
The total value of manufacturers' sales during 1950 was up 18
percent from 1949. A large part of the increase in shipments
was attributable to higher prices, but the volume of goods
sold was also substantially higher. Total sales of durable
goods increased one-fourth as compared with an advance of
12 percent for the nondurable-goods industries.

Agricultural Production and Income

Jt1 ARM production was a little lower in 1950 than in 1949,
chiefly because of a large drop in cotton production, but
food output remained about the same as in the preceding
year. The downward trend in farm income and prices which
had been important since the summer of 1948 was reversed
during 1950.

Agricultural prices rose throughout the year, and averaged
about 3 percent higher for 1950 than a year earlier. Because
of a substantial drop in the volume of farm marketings, cash
farm income was about the same as in 1949, as a decline in
the first half of the year was about counterbalanced by an
advance in the fourth quarter. Farm proprietors' net in-
come rose rapidly as prices advanced in the latter part of
the year, but the aggregate for the year of $13.1 billion was
lower than in 1949.

The small differences between annual averages of farm
prices and income tend to obscure the profound change in the
demand for farm products which occurred during the past
year. Between December 1949 and December 1950, prices
received by farmers rose 23 percent, recovering most of the
decline from the postwar high to which they rose in 1948
under the stimulus of large-scale temporary needs for food
abroad resulting from war disruption and severe drought.
Despite a substantial rise in prices paid by farmers during the
year, the ratio of prices received to prices paid rose from
95 percent of the 1910-14 average to 108 percent in the
12-month period.

Whereas toward the end of 1949, crop controls were being
reactivated and generally tightened in order to restrict pro-
duction and limit the heavy price support expenditures of
the past two seasons, toward the end of 1950 production
controls on the principal crops were being removed and large
output goals were being established.

Chart 7.—Farm Proprietors' Income and Prices Received
by Farmers
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i Data are quarterly totals, seasonally adjusted, at annual rates.

Sources of data: Income, U. S. Department of Commerce, Office of Business Economics;
prices, U. S. Department of Agriculture, Bureau of Agricultural Economics.
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Cut in price support activity
As farm prices rose during the year, support expenditures

declined and the stocks of commodities which had been accu-
mulating in the hands of. the Commodity Credit Corporation
were drawn down to meet rising demands. During the course
of the year total price support investment of the CCC, in-
cluding both inventories and crops pledged for loans, declined
by $750 million as compared with a rise of $1,640 million in
1949.

The biggest reduction in CCC stocks occurred in the case
of cotton, as nearly 4 million bales were sold and another
2 million bales pledged for loans were redeemed. (See table
7.) The remaining wool inventory was also sold. Among
the perishable commodities the surplus stocks of butter and
cheese, which had continued to accumulate rather rapidly
in the first half of the year were likewise disposed of before
the end of the year. For the latter products, however, a
large portion was donated to school lunch programs and
welfare organizations or exported at reduced prices through
nontrade channels.

Stocks of corn held by or pledged to CCC continued to rise,
but the price of corn approached the support level soon after
the harvest season, and the heavy rate of disappearance
presaged the withdrawal of corn during the present feeding
season. Wheat inventories held by CCC also continued to
rise during 1950, but support operations on the 1950 crop
at the end of the year were only about half as large as those
for the preceding crop at the end of 1949.

Table 7.—Price Support Inventories and Commodities Pledged for
Loans, Commodity Credit Corporation

[Quantities in millions of units specified; value in millions of dollars]

Commodity

Corn
Cotton, Upland .
Tobacco
Wheat
Wool
Eggs, dried
Flaxseed
Grain sorghum __
Linseed oil

Total2

Unit

Bushels _ _
Bales
Pounds
Bushels
Pounds _ _

do
Bushels __
Cwt
Pounds _ .

Inventories as of December 31

Quantity

1949

76.1
3.7

162.1
69.4
69.0
13.9
6.2

394.8

1950

398.9
0)
2 3

271.0
0)

102.6
7.2

25.0
523.3

Value

1949

116.8
617.7

398.8
53.5
89.3
88.3
17.3

111.3

1, 725. 1

1950

617.1
17.4

.7
653.0
0)

107.1
31.1
68.3

149.4

1, 925. 5

Loans as of December 31

Quantity

1949

434.6
2.3

367.3
303.1

8.0
21.9

1950

200.0
0)

283.2
183.7

1.2
27.5

Value

1949

596.3
337.4
151.9
597.9

29.7
47.2

1, 920. 1

1950

272.0
1.3

128.7
365.1

3.7
53.3

964.2

1 Less than 0.5.2 Includes commodities not listed separately.
Source of data: U. S. Department of Agriculture, Production and Marketing Adminis"

tration.

The change in demand was not sufficiently large to reduce
support operations for a few commodities which were pro-
duced in larger volume in 1950 than in 1949. These include
potatoes and grain sorghum, prices of which remained below
support levels.

Smaller crop production
Total farm production in 1950 is estimated at about 2 per-

cent less than in 1949. The principal change was in crops,
reflecting a decline in harvested acreage of about 4 percent
from 1949. The reduction in acreage as well as in produc-
tion was most marked for cotton, wheat, and corn—all of
which were subject to allotment programs. Partially off-
setting increases occurred in soybeans and feed crops other
than corn. Growing conditions were on the whole slightly
less favorable in 1950 than a year earlier, leading to greater
abandonment of planted crops, but yields per harvested acre
averaged the same as in 1949.

Livestock and products output was a little higher in 1950
than in 1949 reflecting increases in milk, poultry, and eggs.
Towards the end of 1950, however, milk production fell below
the corresponding period of 1949; a larger portion of the milk
supply was going into fluid milk consumption, resulting in a
sharp curtailment in manufactured dairy products, especially
butter. There was also some tapering off in egg production
in the late months of 1950. At the end of the year, the
Department of Agriculture discontinued the egg support
program which had absorbed about 7 percent of total farm
output in the first half of 1950.

Table 8.—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

Food production _ _

Non- food production

All commodities

1940

118
105
112

112

110
114
95

111
101
101
110
171
104

107

111

105

110

1945

147
119
170

141

155
144
68

142
110
137
113
291
94

122

139

113

134

1946

145
119
160

138

164
172
66

152
128
160
133
277
103

134

140

122

137

1947

145
117
157

137

197
131
91

140
107
145
126
300
110

135

140

119

136

1948

134
114
153

130

189
207
115
143
124
136
115
367
91

152

134

156

138

1949

139
117
169

136

164
185
125
144
117
136
122
336
93

146

137

152

140

1950 i

137
119
180

138

146
186
76

147
118
140
122
380
114

135

138

133

137

i Production estimates are based on cropestimates as of December 1 and estimated market-
ings and home consumption of livestock and livestock products.

Source: U. S. Department of Agriculture, Bureau of Agricultural Economics.

Meat animal production was about the same in 1950 as a
year earlier. The principal changes were a rise in pork pro-
duction and a decline in calf slaughter. The number of cattle
slaughtered was slightly lower, but because of higher market-
ing weights, beef production was up somewhat.

The situation toward the end of 1950 pointed toward some
increase in meat production. The number of cattle on feed
at the end of 1950 was 5 percent larger than a year earlier,
and the reduction in calf slaughter in 1950 suggested a con-
tinued rise in the total number of beef cattle on farms. The
1950 fall pig crop was 9 percent larger than a year earlier
and farmers reported that they planned a larger 1951 spring
pig crop than that farrowed in the spring of 1950.
Supply changes important

Although the dominant influence affecting prices of agri-
cultural commodities was from the demand side, the small
reduction in farm output in 1950 also played a role in the
advance in farm prices. In contrast to the substantial rise
in industrial production, farm output declined about 4 per-
cent per capita from the high rate attained in 1949. Over a
long period of years such changes in per capita output—aside
from the influence of changes in income—have been associ-
ated with somewhat larger changes in the opposite direction
in farm prices.

The advance in prices during 1950 was considerably
greater for those products whose output declined than for
those whose output rose. Of 33 principal farm commodities,
10 rose by at least 30 percent between December 1949 and
December 1950, and of these 7 were produced in smaller
volume in 1950. At the other end of the scale, 10 either
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declined in price or rose less than 5 percent during the same
period, and of these 8 were in larger supply in 1950.

Outlook for farming
The effect upon farm real estate prices of the new demands

arising in 1950 illustrates the change which occurred in farm
prospects. In the year ending November 1, 1950, land values
rose an average of 7 percent for the country as a whole,
attaining a new high of 179 percent of the 1912-14 average.
The accelerated rise during the 4 months between July and
November was more rapid than during the comparable

period of any preceding year for which records are available,
as increases occurred in all of the 48 States. Mortgage
recordings were likewise at the highest rate in many years.

Dealer reports to the Department of Agriculture indicate
that a substantial part of the increase in demand for farm
real estate was attributable to businessmen and investors
seeking the better farms as an investment hedge against
inflation as well as to farmers who already own land and
who wish to invest surplus cash in real assets and at the
same time take advantage of the expected higher returns
from farming.

Construction Activity

Opurred by an increase of over 50 percent in residential
building, expenditures for all new construction activity
reached record proportions during 1950. The expansion
was marked by an all-time high in contract construction em-
ployment, and sharply increased prices for building materials
despite stepped-up production.

A total of $27.7 billion was spent for new construction—
$5 billion more than in 1949. Private expenditures increased
more rapidly than public outlays, rising to almost three-
fourths of total construction. This represented a sharp re-
versal of the situation that prevailed during 1949 when a
rise in public expenditures more than offset a decline in
private spending.

Estimates of physical volume put in place indicate that in
spite of substantial increases in costs, construction work ex-
ceeded the previous peak of 1927 by about 10 percent.

Residential building dominates construction
Although other segments of private construction increased

substantially over last year, residential building was clearly
the most dynamic segment during 1950. The upsurge which
was apparent at the close of 1949 carried through the third
quarter of 1950. For the year as a whole, residential con-
struction accounted for 45 percent of all public and private
activity. This is substantially above any other postwar
year and about equal to the proportion during the middle
twenties at the time of the previous housing boom.

There was a considerable difference, however, in the com-
position of residential construction. During the earlier
period only 60 percent of all newly constructed units were in
single family houses, whereas in 1950 such houses repre-
sented about 85 percent of the total privately financed units.

This preponderance of single-unit structures in 1950 re-
flected a continuation of the postwar trend towards this type
of residence. It was encouraged by the easy credit available
during most of the year for the purchase of new houses and
by the fact that in many cases monthly carrying charges on
new houses compared favorably with comparable units in
newly developed rental projects. Out of a record total of
almost 1.4 million new units placed under construction in
1950, over 1.1 million were privately financed individual units.

House building important early in year
The rise in residential building was manifest long before

Nhe outbreak of hostilities in Korea late in June. This type
of construction had already given evidence of recovery during
1949 and at the beginning of 1950 was well above the mark of
12 months previous.

Starts increased rapidly during the spring of 1950 and an
all-time record was established in May when almost 150,000

924280°—51 3

units were placed under construction followed by monthly
totals exceeding 140,000 for June, July and August. The
boom appeared to be diminishing, however, during the latter
part of the year when there appeared to be larger than
seasonal declines in starts, although by normal standards
even these months represented high activity.

Chart 8.—New Permanent Nonfarm Dwelling Units
Started, by Type and Financing 1
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Sources of data: U.S. Department of Labor, Bureau of Labor Statistics, except components
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Mortgage curbs imposed
In order to restrict the inflationary pressures and to free

materials for more essential uses, Government restrictions
upon the issuance of mortgage credit were announced during
July and further strengthened in October. These orders,
combined with the uncertainties associated with supplies of
materials, increased costs, and difficulties in obtaining interim
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Table 9.—New Construction Activity and Percent Distribution, 1949 and 19501

February 1951

Type

Total new construction

Total private
Residential nonfarm
Nonresidential building ._ _

Industrial
Warehouse office and loft building. __ .
Stores, restaurants and garages
Other nonresidential building

Farm construction __ _ _
Public utility
All other private

Total public
Residential
Nonresidential building
Military and Naval
Sewer and water _ __ _ .
Highway
All other public ---

Dollar expenditures (billions)

1949

22.6

16.2
8.3
3.2
1.0
.3
.7

1.2
1.3
3 3
.1

6.4
.4

2.1
.1
.6

2.1
1.1

1950

27.7

20.6
12.5
3.8
1.1
.4
.9

1.4
1.1
3.2
.1

7.1
.3

2.3
.2
.7

2.4
1.2

1950

Seasonally adjusted at annual rates

I

25.6

18.9
11.2
3.3
.8
.4
.7

1.4
1.1
3.2
.1

6.7
.4

2.2
.1
.7

2.2
1.1

II

27.1

20.2
12.4
3.5
.9
.3
.8

1.4
1.1
3.2
.1

6.8
.3

2.2
.1
.6

2.3
1.3

III

28.6

21.8
13.6
3.8
1.1
.4
.9

1.4
1.1
3.2
.1

6.8
.3

2.2
.2
.6

2.4
1.2

IV

29.6

21.7
12.9
4.5
1.3
.5

1.1
1.5
1.0
3.1
.1

7.9
.4

2.7
.3
.7

2.8
1.1

Percent distribution

1919

100

72
37
14
4
1
3
5
6

15
(2)

28
2
9
1
3
9
5

1950

100

75
45
14

4
1
3
5
4

12
(2)

25
1
8
1
2
9
4

1950

Seasonally adjusted at annual
rates

I

100

74
44
13
3
1
3
5
4

12
1

26
2
8
1
3
9
4

II

100

75
46
13
3
1
3
5
4

12
1

25
1
8

(2)
2
9
5

III

100

76
47
13
4
1
3
5
4

11
(2)

24
1
8
1
2
8
4

IV

100

73
44
15
4
2
4
5
4

11
(2)

27
1
9
1
2
9
4

1 Excludes oil well drilling activity
2 Less than 0.5 percent.
NOTE—Detail will not necessarily add to totals because of rounding; percent distribution calculated from unrounded data.

Sources: U. S. Department of Commerce, National Production Authority and U. S. Department of Labor, Bureau of Labor Statistics.

construction financing, were largely responsible for the
decline in housing starts during the latter part of the year.

At the time credit restrictions were imposed the Govern-
ment announced that the goal in 1951 would be approxi-
mately 850,000 new units. This would represent a cut of 40
percent from the number started in 1950 but would still be
in excess of most past years. It was further announced that
credit restrictions would be modified if necessary to facilitate
achieving this goal.

educational facilities. Both of these categories, however,
are still in need of large expenditures to cope with increased
postwar requirements. During 1950 more than one-third
of all public construction activity was for highways.

The largest percentage increase in outlays was recorded
for military and naval installations. Although only a minor
item in public spending, this increase is indicative of the
acceleration during the past year in defense planning.

Nonresidential construction up moderately New pattern of construction emerges at year-end
Private nonresidential construction increased only moder-

ately from 1949 with certain types such as utilities—particu-
larly the railroads and telephone and telegraph companies
cutting their outlays noticeably.

The construction of stores, restaurants, etc., usually con-
sidered auxiliary to residential construction, while rising sub-
stantially, did not keep pace with the increase in residential
construction. The total for 1950 was about one-quarter
more than 1949 compared to an increase of more than one-
half in residential building. Although there is usually some
lag between residential construction and this type, the
discrepancy between them at this time seems large.

Investment in industrial construction was 9 percent higher
in 1950 reversing the downward trend in expenditures during
the previous year. This increase was the result of a fairly
steady increase through 1950 (see table 9) which was given
greater impetus at the end of the year as a result of defense
capacity requirements. Because of these needs the Govern-
ment has actively encouraged continued expansion in vital
defense production construction.

Among the various types of private nonresidential build-
ings, religious, educational, and hospital building reached
peak rates during 1950. The increase in hospitals was
especially large, rising almost 70 percent above 1949 as a
result of the Federal grant program. Social and recreational
construction declined about 6 percent from 1949.

Public construction
Public construction rose about 11 percent in 1950 adding

to the increased private demand. Chief among the increased
categories of expenditures were those for highways and public

Although construction during 1950 as a whole was notable
chiefly because of the tremendous expansion registered in
residential building, a significant shift away from this type
of construction became apparent in the closing quarter of
the year. This was due primarily to the acceleration of the
defense program both with respect to materials and the need
for economic stabilization.

The 1949-50 uptrend in residential building was made
possible in large measure by the credit policy of the Federal
Government which was designed to facilitate the extension
of easy mortgage credit—particularly to veterans—and to a
lesser extent to nonveterans. Partly as a result of this
stimulation, the quantity of housing construction rose from
an already high proportion of total construction in the first
quarter, 44 percent, to over 47 percent in the third quarter.
(See table 9.)

During the past summer the credit policy was sharply
modified so that after July 19, except for certain exemptions,
the popular "no down payment77 terms for veterans were
discontinued and down payments generally were increased.
The restrictions were further tightened effective October 12
when Regulation X, and its related orders, was issued by
the Federal Reserve System, Veterans7 Administration, and
the Housing and Home Finance Agency.

While the outstanding commitments still permitted a large
number of units to be sold at prerestriction terms, some im-
mediate effects of the regulation were noted during the
latter part of 1950 and these regulations will become increas-
ingly effective in 1951.

Because of the decline in units started discussed previously,
residential building activity declined in the fourth quarter
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of 1950, and comprised about the same proportion of total
construction as in the first quarter. Accompanying the de-
cline in residential building were indications that capital in-
vestment in nonresidential construction was increasing. In-
dustrial construction jumped 18 percent at seasonally ad-
justed rates from the third quarter to the fourth.

The new pattern for the coming year will be determined
by defense requirements. For example, steel, electric power

and other basic capacity will be expanded to accommodate
the additional demands of defense industry. At the present
time all commercial, social, and recreational building requires
a license to be started while much of the latter will be banned
entirely. The whole pattern of construction will be deter-
mined as the detailed picture of the country's military and
related needs becomes more clearly defined.

Domestic Business Investment

JLhe upward postwar trend in nonagricultural domestic
business investment, after a brief interruption in 1949, was
resumed in the first half of 1950. The increase in spending on
plant and equipment by business and the shift from inventory
liquidation to accumulation accounted for about 45 percent
of the change in total output from 1949 to 1950. As noted
earlier, the increase in total gross private domestic investment
(including agriculture and residential construction) ac-
counted for two-thirds of the change in output.

The net change in the rate of inventory investment contrib-
uted considerably more to the expansion of national product
in 1950 than did business purchases of fixed assets. As 1950
drew to a close, inventories generally appeared to be in line
with prewar relationships to sales.

Current surveys indicate that businessmen plan to add
greatly to their fixed investment during 1951, but Gov-
ernment policies will to some extent limit the expenditures
in some segments.1 Expansion of the rate of investment,
either in fixed assets or inventories, wiU of course contribute
to demand pressures.

Plant and Equipment Expenditures

The year 1950 marked another very high period of indus-
trial facilities expansion. Business expenditures for new
plant and equipment amounted to more than $18 billion—
slightly higher than in 1949 and about 5 percent below the
1948 peak. By the fourth quarter of 1950, the annual rate
of outlays in both physical volume and current dollar terms
exceeded that of 1948.

The expanded demand for producers' durables during the
first half of 1950, associated with the improved sales and
profits outlook, was further stimulated in the second half
as business firms expanded programs to increase capacity.
Projects under way were rushed to completion and new ones
were undertaken ahead of schedule in anticipation of in-
creased sales, construction restrictions or material shortages,
increases in the costs of capital goods and the need for cost
reductions through increased efficiency. Primarily as a
result of these factors, 1950 outlays by every major industry
exceeded the investment programs reported in the annual
survey early that year.

Expenditures for new plant and equipment, after allowance
for seasonal influences, rose approximately 30 percent from
the first quarter of 1950 to a peak rate of over $20.5 billion
in the final quarter of the year. Although capital goods
costs rose throughout the year and are reflected in these
figures, roughly three-fourths of the advance in capital
expenditures during this period was attributable to physical
additions to fixed assets.

1 See "Business Capital Expenditures Programs in 1951," SURVEY OF CURRENT BUSINESS,
January 1951.

Industrial trends
Every major industry shared in the upward movement of

both plant and equipment outlays during 1950. Increases
in fixed investment from the first to the second half of that
year ranged from somewhat over 10 percent in railroads and
the commercial and miscellaneous group to 35 and 50 per-
cent, respectively, in manufacturing and nonrail transport
(table 10). Furthermore, business programs for 1951 indi-
cate an acceleration in the 1950 rate of industrial expansion.

Expenditures for industrial facilities by manufacturers,
which had accounted for most of the cutback in fixed invest-
ment in 1949, showed the largest relative gain in 1950.
Within manufacturing there were wide differences in 1950
investment activity as compared with the previous year.
Very large increases were reported by the automobile,
electrical machinery, and stone, clay and glass industries.
Sizable gains were made in chemicals, food, and nonelectrical
machinery while little change occurred in iron and steel,
petroleum, paper, and textiles and apparel. The only sub-
stantial declines were in nonferrous metals and transportation
equipment, excluding automobiles. It is of interest to note
that investment plans of these two industries for the calendar
year 1951 indicated rates of increase higher than that pro-
gramed by any other manufacturing group.

For railroads, construction and equipment outlays
amounted to $1.1 billion in 1950 or a decline of about 15
percent from the previous year. As a result of a very sharp
reduction in freight car installations during 1950, equipment
purchases fell considerably more than did expenditures on
road. This reflects, in part, the effects of increasing outlays
for freight cars and diesel locomotives by insurance companies
on a "lease-back" arrangement with several roads.

Capital investment by the electric and gas utilities ex-
panded slightly in 1950, rising about $100 million to $3.2
billion. As indicated in table 10, this industrial group has
maintained an unbroken record of annual increases in the
postwar period, although outlays in the first half of 1950 fell
slightly below those in the corresponding period of 1949.
Confronted by the sharp increases in both current and future
demand resulting from the changed international situation at
mid year, however, the utilities quickly initiated new pro-
grams. After adjustment for seasonal influences, expendi-
tures in the last half of 1950 were approximately one-fifth
greater than in the previous 6-month period.

Inventories

The book value of inventories in the hands of manu-
facturers, wholesalers and retailers totaled about $61 billion
at the end of 1950—almost $10 billion more than at the begin-
ning of the year. About three-fifths of this increase re-
flected higher replacement costs.

The movements in book values during 1950 were quite
similar in manufacturing, retail and wholesale trade. Inven-
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Table 10.—Business Expenditures on New Plant and Equipment, 1948-511

[Millions of dollars]

February 1951

Industry

All industries -

Manufacturing
Mining _. _
Railroads
Other transportation
Electric and gas utilities . _
Commercial and miscellaneous *_ _ .

1948

19, 230

8,340
800

1,320
700

2,680
5.390

1949

18, 120

7,250
740

1,350
520

3,140
5,120

19502

18, 130

7,950
690

1,140
430

3,220
4,700

19513

21, 880

10, 570
820

1,360
620

3,440
5,070

January-
March

4,460

1,850
190
360
130
680

1,260

19

April-
June

4,660

1,880
190
380
140
780

1,290

49

July-
August

4,370

1,690
180
310
140
790

1,260

September-
December

4,630

1,830
180
300
120
890

1,320

January-
March

3,700

1,520
150
230
80

650
1,060

19

April-
June

4,330

1,860
160
300
90

760
1,160

50

July-
August

4,690

2,050
180
280
120
820

1,230

September-
December 2

5,410

2,520
200
320
140
990

1,240

1 Data exclude expenditures of agricultural business and outlays charged to current account. .
2 Anticipated expenditures for the fourth quarter of 1950 were reported by business between mid-October and mid-November.
3 Anticipated expenditures reported by business in December 1950.
* Data include trade, service, communications, construction and finance.
Source: U. S. Department of Commerce, Office of Business Economics, and Securities and Exchange Commission.

tories at each distributive point generally moved higher
throughout the year—with the few weeks immediately fol-
lowing the Korean outbreak being the only period of liquida-
tion. Despite this initial liquidation, the major part of the
annual accumulation occurred in the second half of the year.

Manufacturing inventories
The uptrend in manufacturers' inventories during 1950

added $5.1 billion to book values and raised the year-end
total to $34 billion. After adjustment for higher prices,
the increase amounted to almost $2 billion. This movement
contrasts with the liquidation which characterized most of
1949 and which had reduced book values by $3.4 billion.

Stocks of both finished goods and goods-in-process rose
moderately during the first half of 1950—with purchased
materials showing little movement. In the July-August
period, the drawing down of finished-goods stocks in the face
of heavy buying was almost fully offset by increases in both
raw materials and goods-in-process. In the last 4 months
of 1950, inventories rose at an. average rate of $1 billion a
month, with purchased materials contributing more heavily
than did stocks at other stages of fabrication.

As a result, manufacturers' stock-sales ratios rose sharply
in the latter part of 1950. The increase was not sufficient,
however, to offset the generally declining trend during the
first 8 months.

The trends just described occurred in both durable and
nondurable goods. Among the "soft goods" industries,
however, the ratio declined somewhat less as inventories
began to rise somewhat earlier than among the durables and
increased more rapidly during each quarter of the year. As
shown in the right-hand panel of chart 9, increases amount-
ing to $2.9 billion raised total book values of inventories held
by the nondurable-goods industries to a point well above
their previous high.

The expansion in total inventories of the non-durable-
goods industries during the year stemmed primarily from
the growth of working stocks—i. e., purchased materials and
goods-in-process. The former accounted for almost 70
percent of the change in nondurable-goods stocks during
1950, although goods-in-process increased as much in rela-
tive terms. Little change occurred in the value of finished
goods on hand and, at the year-end, finished goods consti-
tuted a smaller proportion of total nondurable-goods stocks
than was true of the 1939-41 and 1947-49 periods. For all
nondurable-goods inventories current stock-sales ratios are
somewhat lower than in the 1939-41 period but higher than
in most postwar years.

Inventory stocking by the heavy-goods industries was con-
siderable during 1950. The $2.2 billion rise, while about the
same dollarwise as in 1941 and larger than in 1948 (see chart

9), represented a somewhat smaller accumulation in volume
terms than in both earlier years. Current ratios of inven-
tories to sales for the heavy-goods industries are running
somewhat lower than in the 1939-41 and 1946-49 periods.

The 1950 inventory accumulation by durable-goods pro-
ducers was about equally divided between purchased mate-
rials and goods-in-process. The rise brought working stocks
to their previous high, while a slight decline occurred in the
book values of finished goods. The increase in shipping
stocks which durable-goods manufacturers were able to
build up during the first half year was wiped out by the buy-
ing rush of the third quarter.

Chart 9.—Manufacturers9 Inventories, by Stages of
Fabrication

BILLIONS OF DOLLARS
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Source of data: U. S. Department of Commerce, Office of Business Economics.
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Finished-goods stocks rose slowly during the last 3 months
of the year. At the year-end, finished goods as a proportion
of total inventory was about the same as at the end of 1941
and slightly lower than in 1948.

Trade inventories
Except for the abnormal consumer buying period in July,

the book values of both retail and wholesale trade inventories
rose sharply and at an increasing rate throughout 1950. By
the year-end trade stocks were up $4.5 billion from the
previous year—an annual change exceeded only in 1946.
Increases occurred in each major line of trade during 1950, in
sharp contrast to 1949 when all but a few lines reduced their
holdings.

The relative changes in trade book values during 1950 were
considerably larger than those which occurred during 1948
and considerably smaller than those in 1946. After allow-
ance for the differential rates of price rise during these
periods, however, the 1950 accumulation of physical inven-
tories was not very different from 1948—although still
somewhat below 1946.

Table 11.—Book Value of Business Inventories, End of Period,
1949-50

[Seasonally adjusted; billions of dollars]

Total

Manufacturing
Wholesale trade _ _ _
Retail trade

Mar.

56.4

32.4
9.3

14.7

19

June

54.4

31.2
9.0

14.2

49

Sept.

52.9

29.3
9.2

14.4

Dec.

51.6

28.9
9.0

13.7

Mar.

52.5

29.1
9.1

14.3

195

June

54.2

30.0
9.5

14.7

0

Sept.

56.4

30.7
9.9

15.8

Dec.

61.6

34.0
10.8
16.8

Source: U. S. Department of Commerce, Office of Business Economics.

During the first half of last year, trade stocks generally moved
upward in line with sales so that stock-sales ratios showed
little variation. After the July-August period—when the
sudden buying splurge sharply reduced these ratios—stock-
sales ratios rose rapidly as consumers' purchases fell below
August levels while deliveries to dealers were maintained.

Inventories during a mobilization period
Since the Government has taken action on price controls

and to a lesser extent on inventory controls, it may be worth
while to review the effect of such controls on inventories
during the last war. It is worthy of note that both retail
and wholesale stock-sales ratios at the end of 1950 were
quite close to their 1940 rates. In addition, durable- and

nondurable-goods inventories in 1950 at both distributive
levels were generally in line with their prewar relationships
to sales. This was also true of nondurable goods held by
manufacturers—while the relative position of manufacturers'
durable goods is less clear.

The rate of inventory accumulation, which had been
relatively slow in 1939 and early 1940, picked up sharply
after the proclamation of a national emergency in mid-1940.
Faced by rising sales, rising prices, and impending shortages,
businessmen generally added to their inventories.

Trade inventory accumulation was halted abruptly in the
second quarter of 1942 by a combination of Government
orders and supply shortages (primarily in automobiles and
building materials). In April 1942, both price controls and
limited inventory controls were instituted. The inventory
order affected only industrial supplies of manufacturers and
wholesalers. As a result of the earlier control of wholesale
inventories, these reached a peak several months earlier than
did retail stocks. However, as a result of the growing
scarcities of supplies and the deterrent effect of price controls,
both retail and wholesale inventories declined steadily during
the second half of 1942.

The rate of decline was quickened in early 1943 by the
imposition of inventory controls on consumers' goods in
December 1942. This order limited stock-sales ratios to
their 1939-41 average. Immediately following the tighten-
ing of price controls by the "hold-the-line" orders of May-
June 1943, trade inventories reached a plateau which was
maintained until the end of World War II.

The trend in manufacturers' nondurable-goods stocks was
similar to that in the trade except that liquidation was of
lesser proportions and did not take place until after Septem-
ber 1942. Durable-goods inventories, under the impact of
increasing war orders, reached a wartime high in December
1943, fell slowly during 1944 and then held steady until
VJ-Day. During the war years, finished-goods inventories
were the first to stabilize or taper off, followed by raw
materials, and finally by goods-in-process.

While it is not possible to quantify the influence of the
various factors affecting the physical volume of aggregate
inventories during the 1941-45 period, it is clear that the
supply factor played a major role. Government controls,
however, made an important contribution toward more
orderly inventory policies and the more equitable distribution
of goods, insuring that demand for inventories did not add
unduly to inflationary pressures or to the diversion of goods
from necessary channels. It is interesting to note that after
the institution of price and inventory controls businessmen
were able to support an increasing volume of sales with a
declining volume of inventories.

Retail Trade

oALES at retail stores reached a total of $140 billion in
1950, compared with $128 billion in 1949 and the previous
high of $130 billion in 1948. The physical volume of business
in retail channels rose substantially in 1950, though the
rapid price rise after mid-year was a major development of
the year.

After the moderate decline which had occurred in 1949,
retail sales picked up early in 1950. This upward trend
reflected the general improvement in economic activity
which had begun in the latter part of 1949 and continued
into 1950. The flow of national service life insurance
dividends to veterans and the expansion of installment credit
also added to consumers' purchasing power. During the

first half of the year, seasonally adjusted dollar sales ex-
ceeded the 1948 high point.

Even though sales were already advancing at a fairly
rapid pace, the initial impact of the developments in Korea
led to a sharp rise in consumer purchasing. Prospects of
increased spending by the Government and fears of increas-
ing prices and impending shortages of civilian goods led to
a burst of anticipatory buying. As a result, retail sales in
the third quarter were about 18 percent above the corre-
sponding quarter of the previous year, compared to a 6
percent year-to-year gain in the second quarter.

Buying receded somewhat thereafter, reflecting largely the
abatement of initial fears as to shortages and a necessary
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readjustment from the excessive buying of the third quarter,
but also the effect of higher income taxes, credit curbs, and
the drop in passenger car assemblies. In the closing weeks
of the year there were renewed indications of forward buy-
ing—influenced by, as well as contributing to, rising prices.
Greatest advances in durables

In the period prior to 1950, durable-goods sales played an
important role in expanded postwar sales (see chart 10). In
this sector the automotive group was outstanding. It was
one of the few groups which had not evidenced signs of
weakness in 1949.

With the beginning of 1950, purchasing at most durable-
goods stores increased, the automotive and building ma-
terial and hardware groups leading all the others. Factors
in these advances included the record volume of residential
construction with its impact on the sales of building ma-
terial, hardware products, and home furnishings; the con-
tinued backlog of demand for automobiles; and easier credit
terms.
Chart 10.—Sales of Selected Groups of Durable-Goods

Stores
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BILLIONS OF DOLLARS BILLIONS OF DOLLARS
20

15

10
9

8

7

6

4

5

4

3

2

1

TOTAL DURABLE-
GOODS STORES^

~ ~ 1950 ^XX. ~

/^ .^1949

— r X „••••••*•••••••* —

~ ^fm^^!948 ~
-

- -

— —

i i . r

BUILDING MATERIALS
-AND HARDWARE

GROUP

1- 9 ^^•••^^
fl948^?*":.

jjLf ^1949

\ \ \

20

15

10
9

8

7

6

4

5

4

3

2

1

AUTOMOTIVE
GROUP

— —

— _
- _

- ^x**\w
- ^^/I949\^ ~

/ \"

1 1 1

HOMEFURNISHINGS
-GROUP

_

I95O ^^^

" ̂ §^'~
1 1 1

1st Or. 2nd Or. 3rd Or. 4th Or. 1st Or. 2nd Or. 3rd Or. 4th Or.

y. S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS 51-34

i Total includes sales of jewelry stores not shown separately.

Source of data: U. S. Department of Commerce, Office of Business Economics.

This upward trend was not equally and consistently strong
for all lines of trade throughout the first half of the year.
In the home furnishings group, after substantial increases in
sales in the fourth quarter of 1949 and the first quarter of
1950, there was a perceptible slackening in the demand for
television receivers and some home furnishings items in the
second quarter.

The entire pattern of buying was sharply altered at the
start of the summer. The anticipation of shortages together
with the flexibility of consumers' demand for durables contri-
buted to concentrated buying. In home furnishings stores,
for example, where the summer period is generally one of re-
tarded activity, sales moved very sharply upward in the
third quarter. The pressure of demand for autos increased
once more.

This flurry abated somewhat by the end of August, with
some tendency apparent for a return to more normal personal
saving rates. Contributing to the abatement of buying pres-
sures were restrictions on installment buying, and curbs on
mortgage lending which led to a drop in residential construc-
tion and thus to lowered demand for furniture, appliances,
and building materials. Model change-overs contributed to
a decline in new passenger-car shipments and retail sales.
But, as indicated above, consumer buying was again on the
upsurge by the end of the year, with no evidence of the usual
post-Christmas lull.

Food sales higher
Sales of stores handling principally nondurable com-

modities had stabilized during the latter part of 1949; they
began to advance slowly in the early months of 1950. Buy-
ing in this sector after mid year reflected, though in lesser
degree, the same factors influencing the abnormal spending
rate for durables. However, except for a short period when
some consumers endeavored to stock up on certain non-
perishable food items such as sugar and canned goods, on
nylon hosiery, etc., sales of nondurables did not show any
marked response to the strained international situation.
The substantial increase in the dollar sales of food stores in
the third quarter may be accounted for in large part by the
rise in prices, which rise in prices, however, did not lessen
the willingness of consumers to maintain their real volume
of consumption.

In this connection, it should be pointed out that many
stores classified in the nondurable categories sell durable

Table 12.—Sales of Retail Stores, by Kinds of Business, 1948-50

[Millions of dollars]

Kind of business

All retail stores

Durable-goods stores __ _ _ _

Automotive group -
Motor vehicle dealers
Parts and accessories

Building material 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 furnishings
Women's apparel and accessories
Family and other apparel
Shoes

Drugstores -_
Eating and drinking places
Food group _-

Grocery and combination
Other food

Fillmg stations
General merchandise group

Department, including mail order-
General, including general merchandise with food
Dry goods and other general merchandise
Variety

Other retail stores - - -
Liquor ._
All other

1948

130, 042

38, 008

19, 309
17, 530
1,779

10, 710
6,801
1,555
2, 354
6,725
4,045
2,680
1,264

92, 034

9,865
2,412
4,530
1,386
1,537
3,687

12, 112
30, 506
24, 111
6,395
6,325

17,015
11, 337
1,938
1,609
2, 131

12, 524
1,854

10, 670

1949

128, 183

39,874

22, 728
21, 085
1, 643
9,509
6,020
1,401
2,088
6,537
3, 744
2,793
1,100

88, 309

9,175
2,223
4,193
1,281
1,478
3,605

11, 240
30,298
24, 154
6,144
6,363

16, 019
10, 618
1,769
1, 509
2,123

11, 609
1,760
9, 849

1950

140, 248

48, 671

28, 316
26, 208
2,108

11, 591
7,790
1,539
2,262
7,625
4, 132
3,493
1,139

91, 577

9,303
2,265
4,214
1,310
1,514
3,640

11,107
31, 622
25, 438
6,184
6,771

16, 769
11, 228
1, 786
1,572
2,183

12, 365
1,783

10, 582

Source: U. S. Department of Commerce, Office of Business Economics.
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Chart 11.—Sales of Selected Groups of Nondurable-Goods
Stores

Table 13.—Percent Distribution of Retail Sales by Kinds of Business
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commodities as well, and that these played an important
role in this period. For example, at filling stations the rise
in the third quarter was attributable in large part to aug-
mented sales of tires and auto accessories; at department
stores the sharpest increases were in the hard-goods depart-
ments, although some of the soft-goods departments, such
as women's hosiery, linens and towels, and muslins and
sheetings, also experienced heavy purchasing.

While total dollar sales reached a new high in 1950, there
were a number of trade groups in which sales did not recover
to previous peak totals. Outstanding among these were
eating and drinking places and jewelry stores. In the former
group, for example, sales in 1950 were still slightly below 1949
and about 8 percent below the top registered in 1948, while
jewelry-store sales were about 15 percent less than their 1946
high. At apparel and general-merchandise stores also, where
sales in 1950 exceeded 1949, they were still below 1948.

Changing patterns* of retail trade
The behavior of sales of durable- and non-durable-goods

stores relative to income affords one means of evaluating the
current position of retail trade. As may be seen from chart
12, in 1950 durable-goods sales rose substantially relative to
income while those of nondurables showed little change.

Kind of business

Durable-goods stores

Automotive group
Mot or- vehicle dealers _ _
Parts and accessories. __ _

Building material and hardware
group _ _ _ _

Building materials
Farm implements
Hardware _

Home furnishings group.
Furniture and house furnish-

ings-
Household appliances and

radios _
Jewelry _ _ _

Nondurable-goods stores _ _

Apparel group
Men's clothing and furnish-

ings
Women's apparel and acces-

sories _ _ _ _ _ _ _ ___
Family and other apparel
Shoes ._

Drug stores
Eating and drinking places _ _
Food group _ _

Grocery and combination
Other food. __ _

Filling stations
General merchandise group _ . _
Other retail stores

1941

28.1

15.4
14.0
1.4

7.0
4.4
.9

1.6
4.7

3.2

1.5
1.1

71.9

7.5

2.0

3.0
1.1
1.4
3.3
8.6

22.7
17.3
5.4
6.2

14.3
9.3

1944

15.4

5.0
3.8
1.2

5.4
4.3
.8

1.5
3.6

2.8

.7
1.4

84.6

10.0

2.4

4.6
1.4
1.6
4.1

13.2
26.1
19.9
6.2
3.8

15.8
11.7

1948

29.2

14.8
13.5
1.4

8.2
5.2
1.2
1.8
5.2

3.1

2.1
1.0

70.8

7.6

1.9

3.5
1.1
1.2
2.8
9.3

23.5
18.5
4.9
4.9

13.1
9.6

1949

31.1

17.7
16.4
1.3

7.4
4.7
1.1
1.6
5.1

2.9

2.2
.9

68.9

7.2

1.7

3.3
1.0
1.2
2.8
8.8

23.6
18.8
4.8
5.0

12.5
9.1

1950

1st
qtr.

33.4

19.6
18.3
1.4

7.5
5.0
1.0
1.5
5.5

3.1

2.4
.8

66.6

6.7

1.7

3.0
1.0
1.1
2.8
8.3

23.2
18.6
4.6
4.9

11.7
8.9

2d
qtr.

34.4

20.2
18.8
1.4

8.4
5.7
1.1
1.6
5.0

2.8

2.2
.8

65.6

6.7

1.6

3.1
1.0
1.1
2.7
8.1

22.7
18.3
4.4
4.8

11.9
8.8

3d
qtr.

36.8

21.4
19.7
1.7

8.6
5.8
1.2
1.6
5.9

3.1

2.9
.8

63.2

6.2

1.5

2.8
.9

1.0
2.4
7.4

21.6
17.4
4.2
4.7

12.2
8.7

4th
qtr.

33.8

19.4
17.8
1.6

8.2
5.4
1.1
1.7
5.3

2.9

2.4
.8

66.2

6.7

1.6

3.1
.9

1.1
2.6
8.0

23.0
18.5
4.5
4.9

11.9
9.0

Source: U.S. Department of Commerce, Office of Business Economics.

Chart 12.—Relationship Between Sales of Durable and
Nondurable Goods, Retail Stores and Disposable
Personal Income
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Retail sales have changed greatly in value and in composi-
tion in recent years, so that extrapolation to the present
period of results obtained by correlation procedures based
on prewar years are subject to qualification. Nevertheless
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it is of interest to note that throughout the postwar period,
nondurable-goods sales did not fall below the level derived
from the prewar relationship between sales and income indi-
cated in the chart. On the whole, these sales have continued
higher throughout the postwar period—relative to income—
than was the case in prewar periods. Durable goods-store
sales, as noted, rose rapidly in the postwar years as supplies
gradually were replenished, and in 1949 reached the prewar
line of relationship. They also were above this line in 1950.

Automotive sales absorb record output

The changing character of retail activity may also be
analyzed in terms of the relative importance of the different
types of stores in the retail structure. Reflecting the results
previously discussed, it may be noted (table 13), that the
share of the retail dollar going to durable-goods stores has
been steadily rising in recent years and, consequently, that
the portion going to the nondurable-goods groups has de-

clined. For the year 1950, the durable-goods share went up
to 35 percent, the highest on record.

The major factor operating to raise this proportion was the
advance in sales of motor vehicle dealers. In 1950 sales in
this group accounted for 19 percent of total sales compared
to 14 percent in 1941. In the past year heavy sales in the
other durable groups have also served to raise their share of
the retail dollar above the 1941 level.

It may be expected that the change to a defense economy
will produce a marked effect upon the structure of retail
distribution. Comparison with the pattern of retail sales
during the war (see chart 12), gives an indication of the
direction of change. In 1944-, the durables group accounted
for only 15 percent of total sales, and autos for less than 5
percent compared to 35 and 20 percent, respectively, in 1950.

It is clear, however, that the proportion of the production
effort going to defense in a period of partial mobilization is
substantially smaller than occurred during the war. Accord-
ingly, the impact of defense requirements on the pattern of
consumer spending should be much less drastic.

Foreign Trade

DURING the 3 months ending November 1950, imports
reached a record annual rate of $10.5 billion, or 57 percent
higher than during the same period a year earlier. The
increased dollar earnings of foreign countries permitted also
a rise in the effective foreign demand for United States goods,
which, during the earlier months of 1950, was at the lowest
point of the postwar period. (See chart 13.) During the
3-months period from September to November 1950, United
States merchandise exports rose to a rate of $11.2 billion,
the highest recorded since the 3-months period ending
August 1949.

Chart 13.—United States Foreign Trade
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Export surplus disappears
The rise in imports began earlier than the increase in

exports and exceeded it in magnitude. The slower rise in
exports was due to the desire of foreign countries to raise

their depleted gold and dollar reserves or to pay off their
short-term dollar liabilities, and to the declining trend in
Government-financed exports. Consequently, at least tem-
porarily, a balance between United States exports and im-
ports was reached during the third quarter of 1950.

Chart 14 indicates that the narrowing of the trade gap
during 1950 was largely the result of an increasing trade
deficit with Latin America, Asia and Oceania, and Africa.
Trade with Canada came approximately into balance.
Europe was the only major area with which we continued to
have a merchandise export surplus. Even there, however,
the export surplus was reduced to $ 1 billion at an annual rate
during the second half of 1950 as compared to nearly $5
billion in 1947.

As compared to 1947, the rise in imports was nearly as
important as the drop in exports in eliminating this country's
merchandise export surplus which at that time amounted to
$9.6 billion, a surplus only possible by reason of the large
grants and loans by the United States and by the heavy
liquidation of foreign reserves. The rise in imports, most of
which occurred in 1950, resulted primarily from the increase
in United States demands for raw materials which accom-
panied the rise in industrial production. Higher United
States consumer incomes also enlarged the market for
imported consumer-type items, many of which became avail-
able in greater quantities and at more attractive prices after
the foreign currency devaluations in the fall of 1949.

Chart 15 indicates that there was a substantial expansion,
late in 1949 and early in 1950, in values recorded for imports
in all economic classes. The large rise in the value of imports
other than foodstuffs was due mainly to the growth in volume
of imports although price increases for crude materials also
contributed to the higher value of imports in that group. On
the other hand, rising prices (particularly for coffee) were
primarily responsible for the increasing value of imports of
foodstuffs.

The contraction of the foreign demand for United States
goods since 1947 was even slightly more important than the
rise in imports in eliminating the trade gap. Some contrac-
tion was inevitable as a result of the satisfaction of the special
demands created by the war, the steady expansion in foreign
production (especially in Europe and the Far East) and con-
sequently some decline in United States Government aid.
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Another factor was the greater competition encountered by
United States exports as a result of the more realistic prices
assigned to most foreign currencies in September of 1949.
Part of the decline in United States exports since 1947 may be
ascribed, however, to the tightening of import restrictions in
practically all major United States export markets.

Chart 14.—United States Foreign Trade, by Areas

BILLIONS OF DOLLARS

CANADA EXPORTS
(INCLUDING REEXPORTS)

IMPORTS

I , , . I . ,

OTHER WESTERN
HEMISPHERE

EUROPE-^

tmt/t •**•••.. •**

i i i i I i i i I i i i I i i i

ASIA AND
OCEANIA 4

AFRICA

1936-38
ANNUAL AVERAGE

1947 1948 1949 1950^
QUARTERLY TOTALS, AT

ANNUAL RATES

U.S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS 51 -SO

1 Exports include civilian supplies shipped to occupied countries in Europe and Asia.
2 Data for the third and fourth quarters exclude "special-category" exports (mainly military

end-use items and some related materials and equipment); data for the fourth quarter are
totals of October and November, raised to annual rates.

Source of basic data: U. S. Department of Commerce, Bureau of the Census.

While the resulting drop in exports from 1947 to 1949 was
chiefly in shipments of foodstuffs, semimanufactures, and
finished goods the decline during the earlier months of 1950
is explained mainly by the lower exports of foodstuffs.
Chart 15 shows, however, that the more recent reduction in
the value of foodstuffs exports was relatively greater than the

924280°—51 4

corresponding decrease in volume since export prices (partic-
ularly for surplus food items) continued to fall through mid-
1950. Prices for some other types of exports, especially
crude materials, began to rise moderately after the first
months of 1950.

Developments which occurred before June indicated that
it was becoming feasible for a number of countries to lib-
eralize some of their import and exchange restrictions and
hence to increase their purchases here. It is true that our
exports to Europe, Asia and Oceania, and Africa continued
to fall after the end of 1949. But at the same time, Canada
and some Latin American countries were slowly increasing
their imports from the United States (see chart 14). A fur-
ther recovery in our export shipments to other Western
Hemisphere countries, was in prospect, moreover, as a result
of their progress, during 1950, in liquidating dollar indebted-
ness and accumulating substantial dollar reserves.

Even at the end of the first half of 1950 it appeared likely
that the rate of industrial production and consumer spending
in the United States would have led to a further liberalization
of international trade. It does not seem unreasonable to
assume that a number of countries, especially those in the
sterling area which had been able to improve their financial
position considerably would have gradually expanded their
dollar imports, just as some Western Hemisphere countries
had done earlier.

The extent to which continental Western Europe would
have been able to relax dollar import restrictions, is, of course,
more questionable. True, these countries made substantial

Erogress during 1950 in lifting restrictions governing trade
etween themselves and in accumulating dollar reserves—

mainly by reducing their dollar deficits below United States
Government aid receipts (even though such aid was sub-
stantially reduced as compared to 1949). But despite the
improvement in their competitive trading positions after
devaluation, they were not yet able to acquire, through
exports to countries having a trade surplus with the United
States (particularly Latin America) sufficient dollars to
finance their deficit with this country. Nevertheless, on an
over-all basis, it appears that before the aggression in Korea,
there was a strong tendency for both our merchandise exports
and imports to increase and to move gradually toward
balance at rising values.

Rearmaments accelerate previous trends in trade

After June, imports rose at a greatly increased rate. In
the United States, demands for raw materials, producers
goods, foodstuffs, and other consumer goods, rose rapidly
in anticipation of larger industrial requirements and possible
future shortages. At the same time a number of other
countries became anxious to increase their imports of items
which they feared would not be available later.

However, since a large-scale armament program was
undertaken more quickly and extensively in this country,
demands rose relatively much faster here than abroad.
The heavy current and anticipated demands in the United
States and the threat to major sources for vital imports were
reflected in soaring prices for such raw materials as rubber
and tin. Greater supplies of other commodities such as
sugar were needed to rebuild inventories depleted by con-
sumer "scare" buying. Foreign countries, especially Euro-
pean, found a much more favorable market for industrial
materials and consumer items supplementing supplies
produced in the domestic economy.

The high value of all groups of United States imports in
the last months of 1950 resulted from substantial increases
in both prices and quantities (see chart 15). In the months
immediately ahead, further increases in the value of imports
may be expected since, through November, recorded import
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values did not yet fully reflect the rise in prices and pur-
chases which has taken place since June. There is also
little doubt that for the duration of the armament program,
at least, our purchases of many raw materials will tend to
be limited only by the availability of supplies.

Their rising concern to obtain, as early as possible, goods
which later may become comparatively scarce, supported by
their rising dollar receipts, induced many foreign countries
to relax their restrictions on imports from the United States
earlier than could otherwise be expected. Although the
effective demand of foreign countries for American mer-
chandise is rising, it must compete with the growing demands

Chart 15.—United States Foreign Trade, by Economic
Classes: Current and 1936-38 Dollars
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of International Trade.

of domestic purchasers. Furthermore, the supplies of civilian
goods available to meet these demands are shrinking as
productive facilities and materials are converted to the
output of armaments. Foreign demand for civilian goods
is therefore facing increasing obstacles and is unlikely to be
fully met by actual exports.

Thus, our import surplus with the raw-material-producing
countries is likely to show a continued rise. Trade with
Western Europe will be greatly affected by the shipments
of goods furnished under the mutual defense assistance
program. The rise in exports of these goods may easily
offset the decline in other exports so that a rising surplus
on merchandise trade with Europe can be expected; never-
theless, since the military equipment is being given to these
countries, the exports of such goods do not involve a cor-
responding flow to the United States in payment. Imports
from European countries will depend upon their ability to
export to us as they, too, will have to devote an increasing
share of their output to military preparedness.

New trade pattern resembles that of World War II

During 1939 and 1940 the United States had a moderate
export surplus with Latin America. In 1941 United States
imports from that area rose relatively much faster than our
exports, and we developed a sizable commercial import
surplus which grew much greater during the subsequent
war years when non-lend-lease exports fell and imports con-
tinued to rise. That part of Asia which was not under
enemy control likewise maintained its traditional commer-
cial export surplus to the United States. As early as 1941
we had shifted to a sizable cash import balance with Aus-
tralia, and by 1943, United States imports from Africa were
also far in excess of our commercial exports to that continent.
Although lend-lease exports raised the value of total exports
far above that of imports, we nevertheless had a deficit in
that part of the trade which had to be paid for. At the
end of 1950 the trends in international trade were pointing
toward a similar pattern.

In contrast to the earlier postwar years which were
characterized by a demand for goods from the United States
far in excess of the ability of foreign countries to finance
through sales in this country, it appeared that at the end of
1950 our demand for foreign goods is rising faster than our
ability to meet the foreign demand for our goods. Later on
as a result of their own rearmament, the countries of Western
Europe can also be expected to raise their import demands
above their ability to increase exports. Thus, they may not
be able to maintain their improved position although some
will continue to benefit from the greatly increased exports of
their overseas territories and dominions.

While the postwar reconstruction abroad resulted in a
large surplus in the trade of the United States and a large
deficit in the trade of most of the countries in Western
Europe the rearmament effort appears to create a similar
pattern of trade (excluding shipments of military goods) both
here and in Europe. Raw material producing countries, on
the other hand, are likely to increase their trade surplus.
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Financial Developments

r inancial developments in 1950 featured an expansion of
gross private investment which exceeded the rise in gross
private savings, and contributed in large measure to the
inflationary pressure which emerged during the year.

In the Government sector of the economy, the moderate
deficit on income and product accounts in 1949 was replaced
by a sizable surplus in 1950 as receipts paid or owed to the
Federal Government expanded rapidly in response to higher
incomes and tax rates.1 While Government outlays in 1950
were relatively stable and receipts were raised, increased
placement of Government orders and expectation of still
higher defense demands in the period ahead actually meant
that the Go vernment sector of the economy also added to the
mounting pressures on prices.

One of the features of 1950 financial developments was the
increased use of borrowed funds to finance private capital
expansion. The rise in corporate business borrowing which
characterized the greater part of the postwar period was
brought to a virtual standstill in 1949, but was renewed on a
large scale in 1950 to help finance expanded investment
programs of business.

Consumer indebtedness has moved continuously upward
throughout the postwar period reflecting the greater avail-
ability of consumer goods usually purchased on credit and
a general liberalizing of terms of consumer borrowing. Dur-
ing the past year consumer debt financing was accelerated,
and combined with the expansion of business borrowing con-
tributed in considerable degree to the upward pressure on
prices.

In an effort to contain these inflationary developments
and to prevent diversion of scarce resources from the expand-
ing defense requirements, the Government moved to tighten

Table 14.—Sources and Uses of Corporate Funds, 1949-50 1

[Billions of dollars]

Item

Uses:
Plant and equipment
Inventories (book vaues)
Receivables

From business
From consumers __ _ .
From government

Cash and deposits
U.S. Government securities
Other current assets

Total

Sources :
Retained profits 3

Depreciation __ _ ._
Payables (trade). _.
Federal income tax liability
Other current liabilities _ _ _ _ _ _ _ _ _ _ _ _
Bank loans (excluding mortgage loans)

Short-term
Long-term..

Mortgage loans. _
Net new issues

Stocks
Bonds _ _ _ ...

Total

Discrepancy

1949

16.1
-4.6

5
—1 3

.9

.3
1.0
2.0
- 2

13 8

8.6
6.7

-2.2
—2.4

—.1
—1.8

— 8
-1.1

.7
5.4
1 6
3.8

14 9

— 1 1

19502

17 0
7.5
6 5
4 5
1.5
.5

2.5
4.0

5

38 5

13 0
7.0
3.5
7 0
1.0
2.5
3 0
-.5
1.0
4 1
1 6
2.5

38 5

o

1 Excluding banks and insurance companies.
2 Preliminary. Estimates for 1950, based on incomplete data, are rounded to the nearest

$0.5 billion for the major components. Total sources and uses derived from unrounded figures.
s Including depletion.
Source: U. S. Department of Commerce, based on Securities and Exchange Commission and

other financial data.

1 Government receipts and expenditures on income and product accounts differ in a number
of respects from the regular or cash budget accounts. For example, Federal receipts on in-
come and product accounts include corporate profits tax liabilities rather than actual corporate
profits tax payments which appear in regular budget accounts. In such a period as 1950, when
tax rates were increased and profits were higher, receipts on income and product account will
exceed receipts as shown in the regular budget, which in 1950 represent payments of tax liabil-
ities incurred on the lower 1949 profits.

the terms of consumer borrowing on housing and durable-
goods purchases and in December the Board of Governors
of the Federal Reserve System announced an increase in
bank reserve requirements as an additional step in the direc-
tion of limiting bank lending generally.

Throughout the year, the cost of borrowing remained close
to levels which had generally prevailed over the postwar
period. While rates on short term Government securities
moved upward in the latter part of the year in response to
actions taken by the monetary authorities, long term interest
rates remained generally stable.

The cost of equity funds, on the other hand, moved down-
ward in the early part of the year reflecting the strong upward
movement of stock prices which began in mid-1949. While
stock-price trends continued generally upward in late 1950,
net corporate earnings advanced even more sharply with the
result that the earlier trend in costs of equity financing as
measured by the ratio of earnings to stock prices was reversed
and by the year-end was again close to the postwar peak.
Dividend yields on common stocks were, however, main-
tained in 1950 at rates somewhat lower than in 1949 but
above yields of preceding years.

Corporate Financing

Capital requirements of corporate business reached a new
peak in 1950, with total expenditures or uses of funds amount-
ing to $38 billion, $8 billion above the previous high in 1947
and more than two-and-one half times total uses in 1949 when
moderately recessionary tendencies prevailed in the economy
(table 14). The general trends in corporate financing were
covered in some detail in the January issue of the SURVEY
and, therefore, only a brief summary of recent developments
is presented below.1

Rise in working capital
While fixed capital outlays in 1950 remained relatively

steady the demand for working capital rose rapidly in 1950
(table 14 and chart 16). Nineteen billion dollars of the
$24 billion increase in uses of funds between 1949 and 1950
was accounted for by the shift from reduction of inventories
and customer financing in 1949 to renewed expansion in these
items in 1950.

The accumulation of liquid resources by corporations was
accelerated in 1950 as $6.5 billion was added to cash and
U. S. Government security holdings. While the rapid rise
in 1950 Federal tax liabilities was undoubtedly a factor in
the expansion of liquid assets, continued additions to liquid
resources appear to have been in part based on precautionary
motives, including the need to provide for anticipated capital
expansion.

Internal financing dominant
New capital requirements of corporations in 1950 con-

tinued to be met largely from funds retained from current
operations, principally retained earnings and depreciation
allowances, which together accounted for $20 billion, or more
than half of total uses of funds. It may be noted that despite
a sharp increase in tax liabilities, and continued expansion
of dividends, earnings realized in the latter part of 1950
actually permitted a higher rate of retention of profits
than in 1948, the previous peak for retained earnings.

1 See "Current Financial Position of Corporations," SURVEY OF CURRENT BUSINESS,
January 1951.
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Bank loans expand; net security issues lower Year-end financial position of corporations
The greatly increased demand for capital funds this past

year was associated with a renewed expansion of bank bor-
rowing. During 1949, a reduction of working capital require-
ments had permitted moderate repayment of corporate in-
debtedness to banks, but after a period of relative stability in
the first half of 1950 corporate bank borrowing was expanded
at a pace almost equal to that of the inflationary period of
1946-47 when, as in the most recent period, business activity
and prices were moving upward.

The volume of funds raised in the securities markets was
reduced somewhat in 1950, the net proceeds amounting to
about $4 billion as compared with $5}£ billion in 1949 and
almost $6 billion in the peak year 1948. Stock financing in
1950, largely concentrated in the first half of the year, ac-
counted for the same volume of funds as in 1949 when $1.6
billion of net new stock issues were sold. Public utilities,
mainly gas and electric companies, were especially active in
stock financing this past year with net proceeds from new
issues substantially above those in 1949. With respect to
bond financing, on the other hand, all major industry groups
reduced their net sales in 1950. On an over-all basis the pro-
portion of equity to total funds raised in the securities
markets in 1950 was higher than in any postwar year with
the exception of 1946. However, for manufacturing corpo-
rations, outside equity financing was as low as at any time
in the postwar period both absolutely and in relation to
total external financing.

Chart 16.—Uses and Sources of Corporate Funds 1
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Securities and Exchange Commission and other financial data.

Despite the substantial expansion of corporate debt re-
quired by 1950 financial programs—corporations generally
ended the year in a favorable financial position. As in
previous postwar years, current assets were about twice
current liabilities, a ratio substantially above prewar.
Liquid assets holdings alone amounted to about 70 percent
of total current liabilities, equalling the peak proportion
achieved in the postwar period and well above the prewar
ratio when cash and U. S. Government securities amounted
to less than half total current liabilities.

Consumer Financing

Capital requirements in the noncorporate sector of the
economy were also greatly expanded this past year, reflecting
primarily a substantial rise in purchases by consumers of
housing and other durable goods and renewed inventory
accumulation by unincorporated business. In addition
holdings of liquid assets were increased at a considerably
faster pace than in 1949. While the expanded capital re-
quirements were financed in large part from current incomes
or operating receipts, the use of borrowed funds was par-
ticularly important in 1950.

Expansion of physical assets
Consumers and unincorporated business increased their

capital assets—both physical and financial—by more than
$35 billion in 1950 compared with an expansion of less than
$25 billion in 1949. Total expenditures for physical asset
expansion of individuals amounted to almost $25 billion in
1950, over $10 billion more than in the preceding year. One
of the major developments in the general expansion of pri-
vate investment demand in 1950 was the increased purchasing
of housing by consumers. The rise which took place until
the summer of the year was facilitated by the easy terms of
mortgage credit.

Liquid asssets increased
Substantial additions were also made in the liquid asset

holdings of individuals. At the end of the year, cash re-
sources, including deposits in banks and shares in savings
and loan associations, were $145 billion, $5 billion higher
than at the end of the preceding year. In both 1948 and
1949, there had been almost no change in these cash holdings.

Net purchases of securities by individuals amounted to
about $3 billion in 1950, a somewhat smaller increase than in
1949. While additions continued to be made to Government
security holdings, there was an increase in individuals'
purchases of private issues, principally stocks. Holdings
of United States Series E savings bonds were actually
reduced in the latter part of 1950 as sales declined and re-
demptions increased.

As in previous years, consumers continued to add to their
equity in private insurance, the expansion in 1950 amounting
to about $4 billion.

Sharp rise in consumer debt

The principal sources of funds to finance the capital
requirements of individuals in 1950 were savings from cur-
rent income gross of depreciation allowances. Net savings
of individuals amounted to about $11 billion in 1950, an
increase of $3 billion from 1949. The rate of individual
savings in the third quarter of 1950 was substantially re-
duced as consumers not only spent a larger share of their
current incomes but also liquidated some of their current
assets and accelerated their use of credit in the buying waveDigitized for FRASER 
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following the outbreak of hostilities in Korea. However,
savings in the fourth quarter had returned to the rate pre-
vailing earlier in the year.

The use of borrowed funds was particularly noteworthy in
1950. Mortgage indebtedness of individuals on nonfarm
residences expanded by almost $6 billion, compared with an
annual rise of from $3 to $4 billion in previous postwar years.
Short-term installment debt of consumers was increased by
$2.5 billion, a major share of the rise occurring during the
buying wave in the third quarter of the year.

Credit controls imposed

In the face of mounting inflationary pressures and the need
to conserve scarce resources for the stepped-up defense re-
quirements, the Government moved to tighten terms of
mortgage and installment credit lending. Shortly after mid-
year, Government lending agencies were instructed to increase
moderately down payments on mortgage credit, and the later
introduction of Regulation X raised still further initial cash
requirements and reduced maturity schedules.

In September, Regulation "W" was reintroduced to re-
strict credit buying in the consumer durables field. Terms
of borrowing under the regulation were further tightened in
October. While the new terms were somewhat less restric-
tive than in the later war period, they were substantially
stricter than those which generally prevailed earlier in the
year. Following the accelerated pace of consumer borrow-

ing in the summer months, credit expansion tapered off in
the final part of the year. The relatively minor change in
installment debt in the fourth quarter was a result not only
of the reimposed credit controls but also of the considerable
volume of forward buying in the preceding quarter and some
reduction in current output, notably new passenger cars in
which model changes were made. It may be noted that
consumers were again engaged in heavy purchasing of
durable goods in the final weeks of the year.

Current financial position of consumers

Despite the sharp postwar rise in consumer indebtedness,
the financial position of consumers at the end of 1950 com-
pared favorably with other periods of peacetime prosperity.
Not only were disposable incomes the highest on record, but
these incomes were buttressed by large over-all holdings of
liquid assets. While servicing charges on the enlarged debt
have been increased, they are still low in relation to the total
disposable income. Moreover the new controls on con-
sumer borrowing may be expected to restrict additions to
indebtedness in the period ahead.

In view of high current income and the prospective
limitations on the availability of civilian supplies—for both
consumption and investment purposes—it would appear
likely that under the full impact of the enlarged defense
program, the tendencies will be in the direction of increased
liquidity for both business and consumers.

Employment and Labor Conditions

1 HE advance in business activity during 1950 was accom-
panied by one of the most rapid increases in nonagricultural
employment on record, resulting in the attainment of vir-
tually full employment of the labor force by the year-end.
Although there were increasing evidences of a tightening of
the labor market in the closing months of the year, the labor
supply was sufficient for a further increase in production.
Additional manpower resources can be used to meet the higher
production goals of 1951 through a more intense utilization
of the existing labor force and by drawing in "extra" persons
into the labor market. During the year the hours worked
per week were lengthened moderately, but the average was
still considerably below that of the World War II period.

Civilian employment at all-time peak

Total civilian employment in 1950 averaged 60 million,
more than 1.2 million over 1949, and almost 600 thousand
over the previous peak in 1948. Also civilian employment
exceeded the top war year of 1944 by almost 6 million persons.
The gains in nonagricultural employment from 1949 to 1950
were sufficiently great to more than offset the loss of nearly
half a million persons engaged in agriculture—a loss partly
associated with the continuation of the declining trend of
employment in this industry. In December 1950, nonagri-
cultural employment was 2.3 million above December 1949.

The total labor force averaged 64.6 million in 1950, about
1 million above the 1949 average. The 1950 labor force
comprised 58.5 percent of the noninstitutional population
14 years and over, slightly higher than in 1947 and 1948,
but well below the 63 percent achieved in 1944, when 12
million persons were in the armed forces.

The striking employment gains from 1949 to 1950 were
made possible not only by the substantial new additions to
the labor force, but also by a reduction in average number
unemployed of about 250,"000. About 600,000 of the net
new entrants were women, for the most part over 35 years oi

age, and the remainder largely veterans of World War II
who had terminated their schooling.

Unemployment declines sharply
Unemployment averaged 3.1 million in 1950, or 5 percent

of the civilian labor force. This average, however, con-
ceals the rapid decrease which took place during the course

Chart 17.—Employees in Nonagricultural
Establishments 1
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1 Data include all full- and part-time employees who worked during, or received pay for,
the pay period ending nearest the 15th of the month. Proprietors, self-empbyed persons,
domestic servants, unpaid family workers, and members of the armed forces are excluded.

Sources of data: Seasonally adjusted monthly data, Board of Governors of the Federal
Reserve System; yearly data, U. S. Department of Labor, Bureau of Labor Statistics.
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of the year. From February 1950, when unemployment
reached a seasonal peak of 4.7 million, the number of jobless
steadily dwindled, and by October had fallen to less than 2
million for the first time since 1948. The slight increase in
unemployment in November and December reflected prima-
rily seasonal curtailment of outdoor work. At the year's end,
unemployment was 1.3 million below that of December 1949.

With the reduction in unemployment which took place
during 1950, and with the steady growth of the armed forces,
the surplus labor areas were reduced. By November 1950,
no major labor market area reported any substantial labor sur-
plus in contrast to eight a year before. Over the same period
the areas indicating a balanced labor supply—or in some
cases a tight supply—increased from 5 to 56.l Even so,
there was no evidence that occupational shortages were ac-
tually impeding production. Increased utilization of certain
skilled workers was obtained by selective lengthening of the
workweek, especially in metal-working establishments.

Manufacturing employment up most
The number of employees in nonagricultural establish-

ments averaged 44.1 million in 1950, about 1.2 million above
the 1949 average and close to the 1948 postwar peak. Most
of the gain occurred in manufacturing industries which
accounted for two-thirds of the total increase. During the
1948-49 recession, employment in manufacturing declined
more than in any other major group, and in the subsequent
cyclical upswing the recovery was much more rapid by this
industr}".

Within manufacturing, the particularly strong demand for
durable goods of all types during 1950 was reflected in a rapid
increase in employment in the industries producing these
goods, especially the metal-working groups. Construction
also showed a significant rise in employment, associated with
the boom in activity in this industry. Relatively slight gains
in employment were made by trade and government.

Rapid increase in manufacturing work week
Average weekly hours in manufacturing increased from

39.8 in December 1949 to 41.6 in December 1950, a gain of
1.8 hours, reaching the highest level for that month since
1945. With the upsurge in new business during the second
half of the year, the durable goods industries extended the
work week more rapidly than other industries. In December
the average hours worked per week in the durable goods
group was about 2.4 hours above a year before, in contrast
to the 1 hour increase in the nondurable goods industries.

The following tabulation indicates the striking increase
in average working hours in durable-goods manufacturing,
especially in the metal working and machinery fields.2

[Average hours worked per week]
All data for October

Manufacturing
Durable goods

Primary metal industries
Fabricated metal products
Machinery (except electrical) _
Electrical machinery
Transportation equipment

Nondurable goods
Textile mill products
Apparel
Chemicals and allied products.

1949
39.7
39. 9
37.5
40. 1
39. 2
40. 4
39. 1
39. 6
39. 4
36. 5
41. 7

1950

41.3
42. 1
41. 8
42. 3
43.0
42. 0
41. 2
40. 3
40. 6
37.4
42. 1

Increase
1949-50

1. 6
2.2
4. 3
2.2
3.8
1. 6
2. 1
.7

1. 2
. 9
. 4

1 Not exactly comparable, however, since 152 major areas were classified by the Bureau of
Employment Security in November 1950, and only 139 areas in November 1949.

2 October was selected because the effect of the Armistice day-week and work stoppages
obscure the trend in November and December.

Despite the marked rise in average weekly hours in manu-
facturing during successive quarters of 1950, the average foi
all nonagricultural industries was only slightly higher in 195C
than in 1949 and below the 1948 average. In the nonmanu-
facturing industries average weekly hours were generally
lengthened during 1950, but to a lesser extent than in manu-
facturing. Bituminous coal mining hours were up 1.3 hours
from 1949 to 1950. Hours in building construction were
down slightly, while the further decrease of almost 3 hours
on steam railroads reflected the establishment of the basic
40-hour week in that industry. Hours in the retail and
wholesale trades remained about the same.

Weekly earnings rise rapidly
In contrast to 1949 when average weekly earnings in manu-

facturing remained relatively stable, the combined effect of
longer working hours and increased wage rates brought aver-
age weekly earnings to successive new peaks with accelerating
rapidity, especially after April. By December average
weekly earnings in manufacturing exceeded $64—about $8
over a year ago. Overtime payments contributed signifi-
cantly to this rise, although still amounting to little more than
half their relative importance in 1944. On October 1950
nearly 4 percent of the manufacturing payroll was repre-
sented by premium pay for overtime in contrast to more than
7 percent in 1944.

Despite the increased cost of living, the buying power of
workers7 wages in manufacturing industries increased sub-
stantially during the year. The increase in average weekly
earnings in constant dollars from December 1949 to Decem-
ber 1950 was 7.5 percent.

The trend of hourly earnings continued upward
Increases in average hourly earnings by major segments

of nonagricultural industries ranged from 3 to 5 percent
from 1949 to 1950, except for railroads where the 9 percent
rise reflected the establishment of the standard 40-hour
work week. The pattern and magnitude of these advances
in hourly earnings was not materially different from that
which occurred from 1948 to 1949, although the frequency
and extent of the increases were greatly accelerated after
mid-year.

The following tabulation indicates the average hourly
earnings for selected major segments of the economy and
the percent change in monthly averages for the last 3 years:

Latest.
average Percent change
hourly Oct. 1949-

ear
Manufacturing $1

Durable
Nondurable

Building construction.
Wholesale trade
Retail trade

1 Preliminary data for manufacturing and components for December, all other industries
for November, except railroads which are for October.

2 The 1950 data are preliminary.

Changes in wage rates in manufacturing are indicated
approximately by straight-time hourly earnings which ex-
clude premium pay for overtime. When compared with
changes in the consumers' price index, they provide an
indication of the relative movement of real wage rates.
Considering the year 1947 as a base, straight-time hourly
earnings in manufacturing advanced 20.4 percent through
October 1950 while the consumers' price index increased by
less than 10 percent, thus implying an annual average
advance in real wage rates of about 3 percent. The increase
in real wage rates during 1950 was also about 3 percent.
Differing from the nonfarm economy, rates of pay of average

nings J

542
615
446
100
518
196

1947-48
+ 9. 1
+ 9. 1
+ 9. 1
+ 9. 9
+ 7.2
+ 7. 8

1041-49
+ 3. 8
+ 4.2
+ 3. 7
+ 4. 7
+ 4. 0
+ 4. 5

1949-50 2

+ 4. 4
+ 4.4
+ 3. 9
+ 4 .2
+ 4 .2
+ 3. 4

Oct. 195

+ 7.8
+ 8. 2
+ 6. 1
+ 7.2
+ 4. 7
+ 5.0
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farm labor in 1950, as reported by the Bureau of Agricultural
Economics, declined slightly—by 0.7 percent—from their
1949 average.

Wage issues again predominant
Coincident with the upturn in employment during the

spring of 1950, wage rates supplanted pensions and other
fringe items as the major objective of collective bargaining
negotiations. Late in May the extension and liberalization
of the agreement for 5 years with a major automobile pro-
ducer, which included the cost of living adjustments and
annual improvement raises, provided a considerable impetus
to this type of agreement.

After June, wage rate increases gained considerable
momentum, and by the end of the year a large fraction of the
Nation's nonagricultural wage earners had received some
wage increase.

Although work stoppages reached a postwar low in the first
quarter and tended to be of relative short duration thereafter,
several work stoppages of national significance occurred
during the year affecting the coal, automobile, railroad, and
farm machinery industries.

The average number of workers involved and the man-days
lost through work stoppages in 1950 were substantially below
1949 while the number of disputes, largely stoppages of short
duration involving wage issues, was up from 1949.

The Business Population
IN 1950 the business population recouped the losses of a

year earlier and went on to reach a new high mark under
the stimulus of the mobilization program. The number of
firms in operation at the close of the year is estimated at
approximately 4 million, an increase of about 50,000 over the
year-end figure in 1949, and an increase of more than 625,000
firms, or 19 percent, over the business population a decade
ago.

Although the year-end figure was not very different from
the previous peak reached in mid-1948, it should be borne
in mind that the business population is affected by seasonal
influences. Firms in operation are generally at a seasonal
high point at mid-year, and at a low point at the end of
December. At the close of 1950 the number of business
enterprises on an adjusted basis was clearly at an all-time
high.

More new firms, fewer closings

The high rate of spending throughout the economy during
the year fostered conditions which were especially favorable
to small concerns, as evidenced by the 10 percent rise in non-
farm proprietors' income over 1949. The improvement in
profit opportunities gave rise to an increase in new firm for-
mation and a diminution in the number of business dis-
continuances. Almost 400,000 new businesses were estab-
lished in 1950, 11 percent more than in 1949 and almost as
many as in 1948; business discontinuances at approximately
350,000 were 10 percent below the 1949 figure and were the
lowest since 1947.

Not only were discontinuances lower for the year but
business failures as reported by Dun & Bradstreet also
levelled off, halting the rising postwar trend. During the
year the movement of failures was downward following the
trend of business activity in the usual inverse fashion. As
noted in previous issues, failures as measured by Dun &
Bradstreet are confined to bankruptcies to a large extent.
Business discontinuances cover not only bankruptcies but
also failures in the broader sense and closings due to retire-
ment, death of the owner, etc.

Restrictions not yet felt

Although comprehensive detailed information on the last
few months of the year is not yet available, there are no
indications that the various government restrictions which
were introduced late in the year had any appreciable effect
on the number of business discontinuances, which showed a
decreasing movement through the year. On the other hand,
there is some suggestion that the outbreak of the fighting in
Korea and the subsequent uncertainties damped somewhat
the rate of new firm formation in the last 2 quarters of 1950.

All industries share in advance

The widespread character of the boom was reflected in
population increases in most of the major industry divisions
over the year; however, advances were comparatively small,
according to preliminary information. Increases appeared
somewhat larger in those areas most directly affected by
the heavy spending on capital goods, namely, construction,
transportation and durable-goods manufacturing.

A record year in construction activity, particularly in
private residential construction, where the small contractor is
important, was primarily responsible for the 25,000 net in-
crease in the number of construction firms. At most it
would appear that the war in Korea and the credit restric-
tions which were instituted in the summer and fall acted
as a brake on the establishment of new businesses.

The continued heavy demand for houses through the end
of the year kept discontinuances at about the same level of
the two preceding years. Throughout the postwar period,
the construction industry has contributed heavily to the
growth in the business population. From the wartime low
point at the end of 1943 to date, contract construction has
accounted for 22 percent of the net increase in total firms;
its relative importance has increased from less than 5 percent
at that time to 9 percent of the total number of firms at
present.

Manufacturing reverses downward trend

With the marked expansion in production in 1950 there
was a reversal of the downward trend in the manufacturing
population which had begun early in 1948. In 1948, the
small decrease which occurred was essentially a readjustment
to the heavy influx of new firms which had sprung up after
the end of hostilities. In 1949, on the other hand, it was
the reduced demand for manufacturing output which caused
the increased number of discontinuances and the decline in
new business formation, with the resultant 6.5 percent
decline in the number of manufacturing companies over the
year.

It may be seen from table 15 that this decrease was more
heavily concentrated in the durable-goods industries; simi-
larly it is apparent that the recovery in manufacturing dur-
ing 1950 was concentrated in the durable-goods line, the
population in the soft-goods fields being not much different
from or slightly lower than at the beginning of the year.

Relationship with volume of output

Previous issues of the SURVEY have demonstrated the close
relationship between the business population and business
activity, as measured by deflated private nonfarm gross
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national product and a time trend. The present formulation
of this relationship, based on the years 1929-40 and 1948-49
(and embodying the recently published data on deflated
GNP) 1 is illustrated in chart" 18. The chart brings out the

wartime created "deficit" in the number of operating firms,
caused largely by rstrictions common to a war economy,
and the disappearance of this "deficit" in the 2 years follow-
ing the end of the fighting.

Table 15.—Number of Firms in Operation, and Percent Change, by Major Industry Divisions, Selected Years, 1940-50

Industry

All industries

Mining a n d quarrying- _ . . _ _ . _ . _ . _ . _ _ _ _ _ . - _ _ - _ . _ . . _ _ .
Contract construction _ _ . _ , ... _ _ . _ _ _ . _ _
Manufacturing

Durable - ._ __ _ _ - . _ _ . _ _ _
Nondurable - -

Transportation, communication and other public utilities- .. _ _ . .
Wholesale trade
Retail trade - _ _. - - . .. _ .
Finance insurance and real estate - - -
Service industries - _ - - -- - -. -- -

Number of firms in operation, end of year
(thousands)

1940

3, 369. 9

38.1
194. 6
230. 2
87.2

143. 0
146.7

' 150. 7
1,591.0

312.0
706. 7

1941

3, 396. 1

38. 6
187. 2
23S. 3

92. 5
1 45. 8
148. 0
161.3

1, 6( 0. 2
310. 3
712 3

1948

3, 986. 1

35. 4
327. 8
323. 3
153. 1
170.2
189. 1
2(>3. 1

1,701.3
346. 0
855. 0

1949

3, 953. 3

34.1
339. 5
302. 4
139. 1
163. 3
1S9. 9
202. 9

1, 687. 5
344. 3
852. 6

195()p

4, 000. 0

310
361.0
306. 0
146. 0
160. 0
196. 0
205. 0

1. 690.0
3 !S. 0
857. 0

Percent change

1940-41

+0.8

+1.3

+3'. 5
+6.1
+2.0
+ - 9
+7.0
+ .6

+ 's

1948-49

-0.7

+3.6
-6.5
-9.1
-4.1
+ .4
- .1

- '.3

1949-50

+ 1.2

- .3
+7.2
+1.2
+5.0
-2.0
+3.2
+1.0
+ -1
+1.1
+ - 5

1940-50

+18.7

-10.8
+87. 0
+32. 9
+67. 4
+ 11.9
+33. 6
+36.0
+ 6.2
+11.5
+21.3

p Preliminary.

Source: U. S. Department of Commerce, Office of Business Economics.

Even though the number of firms in operation rose during
1950, it may be seen from the chart that the actual figure fell
somewhat short of the hypothetical value—by approximately
3 percent. The high level of profits had the effect of minimiz-

Chart 18.—Firms in Operation: Actual and Calculated
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U. S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS. i

1 Calculated from a linear least squares regression equation for the years 1929-40, 1948, and
1949, Y=2,302+11.79X+6.89t, where Y=number of firms (thousands); X = private nonfarm
gross national product (billions of 1939 dollars); and t=time in 6-month intervals centered at
December 31, 1934.

Source of data: U. S. Department of Commerce, Office of Business Economics.

ing business discontinuances, but the uncertainties brought
about by the outbreak of fighting in Korea—the prospective
difficulties in obtaining labor and materials—probably had a
dampening effect on new business formation. However, it
should be noted that the post-Korea rise in GNP was excep-

1 "Estimates of Gross National Product in Constant Dollars, 1929-49," SURVEY OF
CURRENT BUSINESS, January 1951.

tionally rapid, and a close, short-run correlation would not
necessarily be expected on such a move.

It may also be noted that in 1941 the actual number of
firms rose over the year but nonetheless averaged some 6 per-
cent less than the calculated value. Like 1950, the year 1941
saw the development of controls designed to limit the use of
resources in nonmilitary fields.

There are a number of reasons why the relative deficit in
firms in operation was larger in 1941 than in 1950. The
draft was relatively more important a decade ago, not only
because of the number of men involved but also because the
higher draft age limits in the earlier period brought relatively
more proprietors into service. Second, with the current high
level of profits, the prospect of a lucrative job as a wage or
salary earner in a defense plant has probably been less attrac-
tive to borderline entrepreneurs than was true in 1941.

Growth fosters demand for capital

Just as the decline in the number of firms contributed to
the reduced demand for plant and equipment outlays in
1949, so the increase last year was a contributing factor in the
record outlays for capital in 1950. As earlier articles in the
SURVEY have indicated, firm growth has constituted a signifi-
cant source of demand for such expenditures—better than
10 percent, for example, in the year 1946 when the business
population was increasing rapidly.

The current mobilization period is likely to be one of
comparative stability in the business population, with the
defense program at its present size. On the demand side,
conditions are extremely favorable for prospective concerns
and for the many thousands of small businesses which were
established in the postwar period. Limiting factors are more
likely to appear on the supply side, in terms of shortages of
labor and materials in specific lines and areas most directly
affected by the military program. Moreover, job opportuni-
ties in defense work will probably become increasingly
attractive as production for the armed forces is stepped up.
Relative stability in the business population will minimize
the inflationary effects growing out of large excess of business
births over discontinuances.
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