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October 30, 1939 

Outlook f o r Incone-Generatiag Expenditure i n Lar ly Honths of 19^0 

Most items of income-generating expenditure can no?< be 
estimated w i t h f a i r accuracy f o r the f i r s t four months of 19^0* 
The course of inventor ies i s necessari ly uncer ta in, however, and 
w i l l depend upon the fu tu re state of business expectat ions. I t 
seems safe t o assume tha t business w i l l make no act ive e f f o r t 
toward fu r the r expansion of inventor ies a f te r the present period 
of accumulation, based upon orders placed immediately fo l low ing 
the outbreak of war, has come to an end. There are, then,three 
remaining p o s s i b i l i t i e s . F i r s t , a moderate decline i n incomes 
and pr ices may produce some passive accumulation of business i n -
ventor ies , p a r t i c u l a r l y i f businessmen, foreseeing; a larger demand 
i n the f u tu re , are re luc tant t o press t h e i r stocks on a receding market. 
Second, business as a -ihole, although unw i l l i ng t o permit an actual 
expansion of i t s inventor ies , may be t r i l l i ng : t o continue holding 
high stocks i n an t i c i pa t i on of somewhat larger demand i n the fu tu re . 
F i n a l l y , business may make a concerted e f f o r t t o reduce inventor ies . 
This po l i cy would probably be fol lowed i f the prospects of en ear ly 
peace appeared good or i f , f o r other reasons, business was intensely 
skept ica l regarding war demands. I f there seems t o be l i t t l e pros-
pect of ea r l y peace, the second of the above hypotheses appears, on 
the whole, t o be the most probable. 

The size of the decline between the l as t four months of 
1939 end the f i r s t four months of 191*0 i n the average ra te of t o t a l 
income-generating expenditure depends la rge ly upon these inventory 
decisions. Under the f i r s t p o s s i b i l i t y discussed above, the decl ine 
would be about 1!+ per cent j under the second p o s s i b i l i t y , 20 per cent; 
and under the t h i r d p o s s i b i l i t y , 25 per cent . On the assumption of 
a constant end instantaneous re la t i onsh ip between t o t a l income-
generating expenditure and gross nat ional product, one would expect 
a p a r a l l e l decl ine i n gross nat iona l product and a somewhat more than 
a proport ionate decl ine i n nat ional ineorae, dur ing the f i r s t four 
months of I9J4O. The data fo r past years ind icate tha t the r e l a t i o n -
ship between income-generating expenditures and gross nat ional product, 
although near ly constant, has not been instantaneous. There are 
delays i n the process by which changes i n incaaie-ge ner at i rtg expendi-
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tures produee moveronts i n income-generated expenditures, w i th 
the resu l t t ha t wide and rapid f luc tuat ions i n income-generating 
expenditures, such as are caused by quick movements i n inventor ies, 
produce only a dampened e f f ec t on gross nat ional product. Thus, 
part of the growth i n incomes resu l t i ng fro® inventory accumu-
l a t i o n during the f i n a l four months of 1959 w i l l not be re f lec ted 
i n cash expenditure on perishable consumer goods and services u n t i l 
the ea r l y months of 19^0. S im i l a r l y , the contract ion i n incomes 
resu l t i ng from re ta rda t i on , cessation, or reversal of inventory 
accumulation i n the f i r s t four months of 19^0 w i l l not be re f lec ted 
i n income-generated expenditure u n t i l l a t e r i n the year. Thus, the 
f luc tua t ions i n f ross nat ional product w i l l be considerably smaller 
then i n the t o t a l of s t ra teg ic expenditures shown i n the tab le . 

On the ^ i io le , i t appears probable that the average rate 
of t o t a l consumer expenditure fo r perishable goods and services 
w i l l d i f f e r only s l i g h t l y i n the f i r s t four months of 19^0 from 
tha t of the l as t four months of 1939» Consequently, the decline 
between these two periods i n the average leve l o f nat ional income 
w i l l be equal t o only ab ut o n e - f i f t h of the decl ine i n the income-
generating expenditures shown i n the tab le , suggesting a decl ine 
i n nat ional income of from 3 to 5 per cent. Between December 1939 end 
A p r i l 191+0 the drop i n the monthly rate of nat iona l income should 
be approximately double t h i s amount, or from 6 to 10 per cent. The 
drop i n basic i n d u s t r i a l output w i l l doubtless exceed tha t i n na-
t i o n a l income. I n the absence of concerted l i qu ida t i on of inventor ies, 
t h i s decline should, hot/ever, be less than the September-December 
advance; i t m^y be expected tha t the s l i g h t increase i n income-
generating expenditures apart from inventor ies , combined w i th the 
delayed impact upon consumer outlay of the present expansion i n 
incomes, w i l l hold i n d u s t r i a l a c t i v i t y at above prewar levels through 
A p r i l 19I4O. 
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(Annual ra te o f expenditure, seasonally adjusted, 
i n b i l l i o n s of do l l a rs ) 

Last I4. months F i r s t I4. months Per Cent 
1939 19h0 Change 

Incoiao-Generatinc Expenditures: 

Plant and equipment 6#7 7*1 
Housing and non-pro f i t construct ion 2«6 2,8 
Foreign balance 0*5 0,8 
Goveraaoaent 3^5 3*2 
Consumer c red i t - 0 - -0 -

Subtotal 13.3 13*9 

Inventories I (passive aeeuesulation 
a f te r year end) li,.0 1*0 

Inventories I I (constant a f te r 
year end) Zĵ C - 0 -

Inventor ies I I I (concerted de-
cumulation a f t e r year end) l+ .0 -1»0 

Total I 17,3 lh*9 -13»9 
Total I I 17.3 13*9 -19.7 
Total I I I 17.3 12.9 -25*h 

S t a t i s t i c a l Bote: Estimates of inventor ies exclude work i n process and 
f inished" stocks i n the cap i t a l goods f i e l d , Estimates of p lant end 
equipment and housing and non-pro f i t construct ion have therefore been 
ccaapiled on an a c t i v i t y , "value added", or "income generated" basis, i n 
order t o r e f l e c t ^rork i n process i n cap i t a l goods l i nes . 
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