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the BUSINESS

SITUATION

A LARGE third-quarter increase in liquidated in both the second and third
real production confirmed that eco- quarters, but the rate of liquidation
nomic recovery is underway. Real had increased in the second quarter—
GNP and GDP both increased at putting a drag on real GNP—and
annual rates of 11 percent, after in- decreased in the third—giving it a lift.
creases of about 2 percent in the The third-quarter lift, which was esti-
second quarter (chart and table 1). mated on the basis of 2 months of
The acceleration was accounted for by information, was extraordinarily large.
inventory change. Inventories were If, as is quite possible, the fourth-

quarter lift is smaller, the real GNP

increase in the fourth quarter may not

ISR CHART 1 De as strong as in the third.
The third-quarter increase in real

Real Product: Changes From final sales of GNP was about the
Preceding Quarter same—4% percent annual rate—as in
Billion (1958) $ the second quarter. Final sales of GNP
30T e ross National Product are net of imports. Demand for U.S.
201 1 products, as measured by final sales

to U.S. consumers, government, in-
vestors, and foreigners, strengthened
from a 1) percent annual rate of
increase in the second quarter to 6%

-20 - . percent in the third. The rates of
Gross Domestic Product . . .

.30 TS R S N R S S increase in both personal consumption

expenditures and residential construc-

201 cnange in Business Inventosies tion picked up, and the declines ceased

in both the structures and equipment

components of business fixed invest-
ment. Exports increased after de-
clining in the second quarter, and
government purchases did not change.

The implicit price deflator for GNP
held at the 5 percent annual rate in-
crease recorded in the second quarter.
However, the chain price index for
GNP, which is a better measure of pure
change because, unlike the deflator, it
is not affected by shifts in the composi-
tion of GNP from one quarter to the
next, accelerated from 5% percent to 7
percent. If the change in current-
dollar GNP were corrected for price
increase as measured by the chain price
index, rather than as measured by
the deflator. the third-quarter increase
in real GNP would be about 2 percent-
age points less than the 11 percent cited
above. As will be explained in the sec-
tion on prices, a similar effect may occur
when the present valuation of real GNP
in terms of 1958 prices is replaced by
valuation in terms of 1972 prices in
the upcoming benchmark revision of the
national income and product accounts

(NIPA’s).

Table 1.—~Gross National Product in Current and Constant Dollars

[Seasonally adjusted at annual rates)

Current dollars Constant (1958) dollars
Percent change from
Billion of dollars preceding quarter
(annual rate)
1974 1975 1974 1975 1975
v I II eis v I I 111 I II 111
Gross national product______. 1,430, 9 |1,416,6 (1,440,9 {1,497.8 | 804,0 | 780.0 | 783.6 | 804.6 —11.4 L9 1.2
Finalsales. ..._____._.____ 1,413.1 [1,435.8 (1,471.9 |1,507.3 | 793.1| 791.8 | 800.7 | 809.4 -7 4.6 4.4
Change in business in-
ventories_ __.__________._ 17.8 | —19.2 | —31.0 | —9.5 1.9 | =107 | —17.1 | —4.8 || ]eeeais
: Less: Rest - of - the - world
1973 1974 1975 product___._______________. 12.0 7.2 8.3 8.1 4.0 2.3 2.8 2.8 | —88.7 | 122.1 -6.7
. Equals: Gross domestic
Seasonally Adjusted at Annual Rates produet . 1,418,9 [1,409.4 |1,432.6 [1,489.7 | 800.0 | 7777 | 780.8| son9| —107| 16| 1n2
U.S. Department of Commerce, Bureau of Economic Analysis 75-10-1
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Labor markets.—The seasonally ad-
justed unemployment rate dropped to
8.4 percent of the labor force in the
third quarter, down from 8.9 percent in
the second. The number of unemployed
persons dropped to 7.8 million from 8.2
million. From month to month during
the third quarter, the unemployment
rate and the number of unemployed
showed almost no change. In the past,
these series have often been similarly
“gticky,” and then have shown sudden,
unexpected changes.

Employment as measured by the
household survey was up 1.0 million,
or 4.7 percent at an annual rate, after
an increase of 0.2 million in the second
quarter. During the quarter, it in-
creased moderately from month to
month. Women accounted for half of
the third-quarter increase. Because
for women the decline in employment
during the recession had been less pro-
nounced than for other major demo-
graphic groups, and the increase during
the recovery more so, women surpassed
their year-earlier employment peak in
the third quarter. Several factors may
have contributed to this result: the
greater concentration of women in non-
durable goods-producing and service-
producing industries, which had been
affected less by the recession than other
industries and did relatively well in the
recovery; and the continuing increase in
the labor force participation rate for
women, which in turn may be due to
both trend and cyclical factors.

Employment as measured by the
establishment survey was up 2.8 per-
cent at an annual rate, after a decline
in the second quarter. (The 1.9 percent-
age point difference between the in-
creases in the two employment series is

Table 2,—Output and Compensation Per
Hour, and Unit Labor Cost in the Nonfarm
Business Economy

[Percent change from preceding quarter, seasonally adjusted
at annual rates

1975

I 11 I
Qutput per hour..______._......._ -0.9 6.6 7.1
Compensation per hour..._______ 10.1 8.2 6.1
Unit labor cost_ . _.__....._.._... 11.1 15 —-1.0

NoOTE.—These estimates differ from similar BLS series
for definitional reasons explained in the January SURVEY
and because BLS hours have been adjusted to make them
comparable to the timing of the BEA compensation series.
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probably more than can be explained
in terms of definitional differences and
may be due to statistical aberrations.)
Four-fifths of the increase was in
employment in service-producing in-
dustries, which was up 3.2 percent.
Employment in goods-producing indus-
tries was up 1.8 percent, with the in-
crease more than accounted for by non-
durable goods manufacturing. Quarter
to quarter, employment in durable
goods manufacturing and contract con-
struction continued to decline. During
the quarter, employment in some du-
rable goods manufacturing industries—
furniture and fixtures, primary and
fabricated metals, and electrical equip-
ment—strengthened in August and
September. No recovery was yet evi-
dent in contract construction. It is
impossible to relate this series precisely
to series on expenditures on construc-
tion, mainly because the latter include
force account construction, i.e., con-
struction that businesses undertake
with their own work force. Statistically
it is difficult to obtain reliable estimates
for the construction industry, because
it is dominated by small enterprises
that do not maintain adequate records
and are difficult to survey, especially
when, as in the recent period, business
deaths were high.

Average weekly hours of private non-
farm production and nonsupervisory
workers edged up to 36.1 hours from a
second-quarter low. In manufacturing,
average weekly hours were up one-half
hour to 39.6 hours, with overtime up
significantly. Reflecting these increases
and the increase in employment, pri-
vate nonfarm employee hours were up
2.7 percent at an annual rate, after a
decline of 4.2 percent in the second
quarter.

Output-compensation relationships.—
In the nonfarm business economy, hours
worked and output were up, hours at
4.0 percent annual rate and output
very strongly at 11.4 percent. Produc-
tivity, as measured by the ratio of out-
put to hours, was up 7.1 percent (table
2). It had also increased strongly in the
second quarter.

The increase in compensation per
hour was 6.1 percent at an annual rate,
down further from the second quarter.
Reflecting this and the strong increase
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in productivity, unit labor cost de-
clined 1.0 percent, following the sharp
deceleration of its rate of increase in
the second quarter. Given the typical
cyclical behavior of productivity and
likely developments in compensation
per hour, unit labor cost may increase
in the fourth quarter. The relative short-
run impact on prices and profit margins
of changes in unit labor cost cannot be
quantified.

Prices

The increase in the implicit price
deflator for GNP held at the 5 percent
annual rate recorded in the second
quarter (table 3). In both the second
and third quarters, the increase in
the chain price index—>5% percent and
7 percent respectively—was faster than
in the deflator (chart 2). In the second
quarter, the difference between the
increases in the two indexes had been
due largely to a shift in the composition
of GNP toward retail durable inven-
tories. Because these items have had
relatively small price increases since
the 1958 valuation base period, they
lowered the increase in the deflator
relative to that in the chain price index.
In the third quarter, when the difference
was larger, much of it was accounted
for by a continuation of the shift toward
retaill durable inventories and shifts
toward less decumulation of most other
inventories and toward purchases of
new motor vehicles—all of which have
had relatively small price increases.

If the change in current-dollar GNP
were corrected for price increase as

I CHART 2

GNP Prices: Changes From Preceding
Quarter

Percent
15

Implicit Price Deflator

Chain Price [ndex

1973 1974 1975

Seasonally Adjusted at Annual Rates

U.S. Department of Commerce. Bureau of Economic Analysis 75-10-2
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Table 3.—Implicit Price Deflators the Survey for a discussion of the
deflation procedure.) At the other

[Seasonally adjusted]

) end of the spectrum, the chain price
Index numbers (1958 =100) Percent change from preceding . .
quarter (annual rate) index for personal consumption ex-
penditures (PCE) accelerated sharply—
1974 1975 1974 1975
55 percent—due to food and energy
I I v I I mr |mr|Iv| 1| m | prices.
Because food and energy prices con-
Gross national product _.__._._..__.__ 167.31 | 172,07 | 177.97 | 18162 | 183.88 | 186.15 | 1L9 | 14.4 | 8.4 | 6.1 50 10 t0 have substantial impact on
Less: Exports- ... ... __ 188.7 1202.5 |[210.9 | 213.9 | 2148 |214.6 (325 |17.7| 59| L7 —.4 price developments it is worthwhile to
b
Plus: Tmports . ..._..o.o...... 2149 | 2308 | 230.3 | 2432 | 2428 |241.0 328|166 66| —6| —8.0 oo ol closely what has hap-
Equals: GNP less exports plus .
mports. .o | "% 11602 |174.0 |179.8 |183.2 1851 |1s7.6 |19 |13.9] 79| 42| 54 Pened to them and what impact they
Personal consumption expendi- wr Lioas lis Lo 1on 1o lmal sal sol o0 have had on consumer prices. One way
tures_ ... . . 171, 173. 3 . . N 3 3 et :
Food.. .. 178.3 | 185.7 |188.6 |190.3 {1952 | 7.7 |17.7 84 lg.g 1o to do this 1s to calculate the contribu-
Energy ! 182.2 | 1811 | 1846 |190.6 | 199.6 | 8.5 [—2.3 | 8. ) 0.2 4 .
Other personal consumption tion Of fOOd a'nd energy prices to
expenditures. . _._____._...___. 1544 | 159.3 | 163.9 | 165.8 | 167.6 | 169.4 | 13.1 [12.1| 47| 4.4 4.2 changes in the chain price index fOI‘
Other® ... 187.6 | 193.8 | 201.4 | 206.6 |209.4 |211.6 |12.7]17.9 (107 55| 43 :
Noxgesiden(tlial slgll‘uctures____.t.., 136.2 200.6 206.0 228.; 209.0 %10.3 lg.g h % 1%.4 —lé.g 3.0 PCE. The results of these calculations,
Producers’ durable equipment_ .| 139.2 145.5 154. 160. 164.8 85. . . .9 X . 3 3 3
Residential stractares. - 0 | 1950 | 1975 |2043 | 2082 |2106 |130| 45|133| 78| 6s along with corresponding changes in the
Government purchases._ .. 214.1 | 221.4 | 224.6 | 226.5 | 229.3 |10.5| 143 6.0} 3.5 5.0 chain price index are ShOWH in table 4
$4

1. Gasoline and oil, fuel and ice, electricity, and gas.

2. The change in business inventories has been excluded because the implicit price deflator for the change in business
inventories is subject to large erratic movements that reflect shifts in the composition among items that have shown large
differences in their price rise as compared with the 1958 base period. The size of these erratic movements precludes the use of

these deflators in price analysis.

measured by the chain price index,
rather than as measured by the deflator,
the increase in real GNP would be
about 9 percent at an annual rate
rather than 11 percent. Such a calcula-
tion corresponds to one in which the
third quarter of 1975 is used as the
valuation base period for real GNP.
In the calculation of real GNP, it is in
effect the relative prices in the valua-
tion period of all the physical goods
and services that constitute the real
GNP that are used to combine the
divergent movements of these goods
and services into real GNP. In the
upcoming benchmark revision, the
valuation base period will be moved
from 1958 to 1972. Inasmuch as relative
prices in 1972 are generally closer to
those in the third quarter of 1975
than they are to those in 1958, it is

which they are associated. The inter-
play of the price and quantity elements
cannot be known until the revision of
the real GNP estimates is completed.

As already noted, the chain price
index is a better measure than the
deflator of pure price change from one
quarter to the next. In the third
quarter, the GNP chain price index
accelerated about one-third, in contrast
to the second quarter when it had
decelerated. In order to evaluate the
significance of this acceleration, it is
necessary to look at the rates of price
increase of GNP components, because
there were substantial differences
among them. For some components
the picture was much the same as in
the second quarter—prices of govern-
ment purchases and residential struc-
tures neither accelerated mnor decel-

for the inflationary period that began
in 1973. In the first three quarters of
1973, the contribution of the rapid rates
of food price increase was roughly half
of the increase in PCE prices, considera-
bly more than the about 20 percent
weight of food in PCE. Subsequently,
the contribution of food prices became
smaller because, with some exceptions,
food price rises slowed, and because
energy prices began to rise more rapidly.
At the time of the petroleum embargo
and the associated rapid increases in the
price of internationally traded petro-
leum, the contribution of PCE energy
price increases was 20 to 30 percent of
the increase in PCE prices, in contrast
with the about 7 percent weight of
energy in PCE. Thereafter, through the
first quarter of 1975, the contribution of

Table 4.—Chain Price Index for Personal
Consumption Expenditures

[Seasonally adjusted}

likely that the presently shown 11 per- erated substantially. At one end of the Percent change from | Contribution to
cent rate of increase in real GNP will spectrum, the chain price index for Dt ratas | fnde poroons.
be lower in the revised estimates. nonresidential fixed investment decel- ]
However, this proposition is subject to erated about 30 percent. The major gy | Food | Brereyt| Food | Enerey
strong qualifications even apart from contributing factor was a continued

the fact that the benchmark revisions sharp deceleration of prices of pro- ¥3:L-—-| &3 1631 104} 2.0 108
will involve many changes in the ducers’ durable equipment. Because of e BRI IR A 201
current-dollar figures. Whether and to the lag structure built into the de- (g4 2| 10.4 77.0] 27 3L.9
what extent a lower rate of increase flation procedure to put these prices on I Bel 25| %8| B3 e
in real GNP materializes depends on a delivery basis, they reflected the ol T i I 0
the behavior of the full array of relative lower rates of increase in wholesale 5L~ &1 &g} 93| 2.1 5.5
prices and on the behavior of the move- prices of capital goods that began in UL 80} WLoj i8] %8 o

ments of the physical quantities with

early 1975. (See the July 1975 issue of

1. Gasoline and oil, fuel and ice, electricity, and gas.
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energy prices was smaller. Acceleration
in energy prices beginning in the second
quarter of 1975, and in food prices
beginning in the third quarter, sub-
stantially raised their contribution to
the increase in PCE prices. In the third
quarter, half of that increase was due to
food and energy.

The largest factor in the recent
acceleration of energy prices was an
import fee on petroleum and petroleum
products. On February 1, a fee of $1
per barrel was levied on imported
crude petroleum, and on June 1 addi-
tional fees of $1 per barrel on crude
petroleum and of $0.60 per barrel on
petroleum products were levied. For
several weeks following a mid-August
court decision that held them illegal,
these fees were not collected; that
decision was appealed, and pending
the outcome of the appeal, the fees
(with the exception of the fee on
petroleum products, which was re-
moved effective September 1) con-
tinue to be collected and placed in
an escrow account. The price of the
40 percent of domestically produced
crude petroleum that is not subject to
price controls tended to follow the
increase in the market price of im-
ported petroleum. The sharp accelera-
tion of gasoline prices in June, July, and
August, which added 5 cents per gallon
to the average price paid by consumers,
was largely due to these developments.
In addition to such direct effects on
PCE petroleum prices, there are several
indirect effects. Prices of other fuels
would be expected to have increased,
but specific situations, such as the
coal strike in late 1974 and regulation
of natural gas flowing in interstate
pipelines, make it difficult to disen-
tangle the influences affecting these
prices. Utility rates reflected increased
fuel prices, because utilities pass on
to consumers substantial portions of
these increases through automatic ad-
justment clauses in their rate regu-
lations. The effects mentioned are only
those that show up in prices of PCE
energy. The prices of other PCE
include increases due to higher costs
of fuel used in their production and
distribution.

The acceleration of food prices in

SURVEY OF CURRENT BUSINESS

the third quarter was mainly due to
increased meat prices. Livestock prod-
ucts, such as eggs and dairy products,
and some fresh vegetables, also showed
price increases. The higher prices of
meat and livestock products can be
traced to the short, high-priced U.S.
food grain crop in 1974. Higher feed
prices reduced the profitability of live-
stock operations, so that fewer cattle
were grain-fed and fewer hogs, poultry,
and eggs were produced. Also, the aver-
age weight of marketed animals and
average milk output were reduced be-
cause less grain was fed. Given the lags
in these operations (for example, ap-
proximately one year from the time the
farmer decides to raise a pig until it is
ready for market), reduced supplies of
livestock and livestock products became
apparent by the spring of 1975, and
resulted in sharply rising prices of grain-
fed beef, pork, eggs, and milk. After
peaking in July, food prices steadied in
August, as larger suppliers of some items
became available. Beef supplies rose,
due to increased marketing of grass-fed
cattle, of which a substantial inventory
had been built up. Poultry supplies, for
which the production period is relatively
short, rose in response to the higher
market prices in the spring.

Several major factors will affect food
and energy prices. In the case of energy
prices, the Organization of Petroleum
Exporting Countries (OPEC) an-
nounced a 10 percent increase effective
October 1 in the posted price of Saudi
Arabian light crude, to which other
petroleum prices have usually been
benchmarked. It is not yet clear to
what extent petroleum of other grades
and from other sources will follow suit,
nor is it clear what actions will be taken
when the extension of price controls on
“0ld"” petroleum expire on November 15,
nor what decision will be made about
the import fee. Also, actions relating to
natural gas are hard to foresee. In the
case of food prices, the size of the world
demand for imported grain, the share
of it that will be met by U.S. producers,
the resulting level of grain prices, and
livestock producers’ reaction to those
prices are all major uncertainties.

Despite these uncertainties, the im-
mediate prospects are reasonably clear

October 1975

because of the various time sequences
that are involved. Neither of the factors
tending to raise energy prices—the
OPEC price increase and decontrol—
will be fully effective in the fourth
quarter. PCE energy prices are likely
to increase several percentage points
less in the fourth quarter than in the
third. Food prices are likely to deceler-
ate in the short run. The larger supplies
of beef and poultry that began to
become available in the third quarter
may offset the effect of tight supplies
of pork, which so far have persisted.

There are no apparent reasons to
expect that prices of PCE other than
food and energy will deviate from the
relatively moderate 4 to 6 percent in-
creases that occurred in recent quarters.
Consequently, total PCE prices are
likely to decelerate in the fourth quar-
ter. The increase in the Federal Gov-
ernment pay effective in October, which
is counted in the NIPA price measures
as price increase, will work in the
opposite direction; it will raise the
annual rate of increase of the prices of
government purchases by about 2%
percentage points. Given these opposing
forces and the absence of other strong
ones, the chain price index for GNP
is not likely to accelerate or decelerate
markedly in the fourth quarter.

Personal consumption expenditures

Real PCE again increased strongly,
at a 7 percent annual rate, compared
with 6% percent in the second quarter
(table 5). In contrast with the second
quarter, the major thrust was in ex-
penditures on autos and parts; real
expenditures on goods other than autos
and on services were up moderately.

Auto expenditures reflected an annual
rate of sales of 9.1 million units, up 1.2
million units from the second quarter.
Sales of imports were up 0.1 million
to 1.7 million; they accounted for 19
percent of total sales, compared with a
20% percent high in the second quarter
of 1975 and 15 percent in 1973. On the
basis of incomplete information, it
appears that 1976 models, which some
dealers were permitted to sell prior to
the official introduction dates, were
selling well. This suggests that positive
consumer response to models with
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higher fuel economy was greater than
negative response to higher prices. List
price increases on the 1976 models
averaged only about 4 percent, in
contrast to the 10 percent hike last
year, which appears to have discouraged
sales. Also, consumers continued to
adjust to higher prices by shifting their
purchases toward smaller autos.

The real rates of expenditures in
other groups in the table were either
smaller than in the second quarter or
the same. The increase in expenditures
on durables other than autos, at 11%
percent, was about the same as in the
second quarter. Expenditures on food
and energy goods were flat. The in-
crease in expenditures on other non-
durables, at 9 percent, was slightly less
than in the second quarter. The deceler-
ation in this group was in expenditures
on clothing and shoes. Expenditures on
services were up only 2}% percent.
Energy services increased at a rapid
rate, as they had in the second quarter;
other services, a much larger group,
increased only 1% percent.

Real disposable personal income was
down 6 percent at an annual rate in the
third quarter; after an extraordinary
increase in the second. This reversal
was the result of very large and partly
offsetting changes in the components
of disposable personal income and of
continued increases in consumer prices.
The latter limited the increase in

SURVEY OF CURRENT BUSINESS

second-quarter real personal income
and converted the third-quarter cur-
rent-dollar increase into a small real
decline.

Gains in personal income from pro-
duction accelerated in the third
quarter, as the increase in wage and
salary disbursements more than doubled
to $18% billion, and farm proprietors’
income increased about $7 billion after
little change in the second quarter. On
the other hand, transfer payments,
which had contributed $12 billion to
the second-quarter income increase,
added only $1% billion in the third. The
biggest factor in the changes of dis-
posable income was personal taxes,
which declined $36 billion in the second
quarter and increased $34 billion in
the third.

Because changes in personal con-
sumption expenditures were small rela-
tive to those in disposable personal
income, personal saving showed large
fluctuations. It declined from 10%
percent of disposable income in the
second quarter to 7} percent in the
third. In dollar terms, it had increased
$38 billion in the second quarter, and
fell $31 billion in the third. These
changes in personal saving were the
mirror image of changes in the Federal
deficit on national income and product
account, which increased about $49
billion in the second quarter and de-
clined in the third by an amount not

Table 5.—~Personal Consumption Expenditures in Current and Constant Dollars

[Seasonally adjusted at annual rates)

5

very different from the decline in
personal saving (see the later section on
government purchases of goods and
services). This juxtaposition of figures
shows that the large changes in the
deficit had no immediate comparable
influence on consumer spending and on
production. The longer run effects of
the fiscal measures reflected in the
deficit are not yet known, and, because
of the many large changes in the com-
ponents of disposable income, it will be
difficult to disentangle them even in
retrospect.

Fixed investment

Real fixed investment increased in
the third quarter. The 8 percent annual
rate increase—the first increase in more
than two years—represented a cessation
of decline in nonresidential fixed invest-
ment and a strong increase in residential
construction (table 6).

Both the structures and equipment
components of real nonresidential fixed
investment stabilized, after sharp de-
clines in the second quarter. Within
producers’ durable equipment, a sharp
increase in investment in autos and
trucks offset the continued decline in
other equipment. Vehicle investment,
which accounted for more than a
proportionate share of the decline over
the last year, had stabilized in the
second quarter. After adjustment for
differences in definition, the Federal
Reserve Board’s measure of gross
output of business equipment has
followed a recent course that is very
similar to that of producers’ durable

Current dollars Constant (1958) dollars equipment component of GNP. In
the third quarter, the Federal Reserve
Percent change fro:
Billions of dollags preceding qlglarte;n Ineasure was stronger, but bOt'h mea-
(annual rate) sures are based on preliminary and
1974 1075 1974 1975 1075 incomplete data for this period.
v . N T : 2 | m ; 2 | m These developments do not as yet
indicate a broadly based recovery in
Personal consumption ex- ponresidential fixed investment. The
penditures________________. 8958 | 912.2| 938.6 | 970.0| 5282 535 | 530.7) 589 25| 6.4 &9 BEA Plant and Equipment Expendi-
Durables. . ............_. 120.7 | 1249 | 1306 | 130.0] o28| 92| or9| 1085| 1mo| 16| 2.3 : i int i
Autosand parts 1.___1.7] el 3| s B Bo| Ns| 3| 'HE| mi| me| %3 tures Survey—which at this point In
Other durables.._ """} 70.3 | 04| 8| 88| 67| 605| 63| 61| ~L7| B1| 14 the year extends only through the
Nondurables. . _. 3917 | 898.8 | 410.1| 423.8 | 221.4| 222.5| 226.4| 2286| 21| 7.1 4.0 T :
Food.......... 1960 | 2014| 2048| 297 | 1055| 1068 | 1076 74| 49| s0| -7 fourth quarter—indicates that business
Energy?. . . 49.8 | “a91| su7| ‘553 260| 25.5| 259| 262| —s1| 68| &3 s
Other nondurables_____ 1459 | 148.3 | 153.6| 156.8 | 89.8| 90.3| 929| 95.0( Lo| 120 9.2 expects no change in investment ex-
Services....__......_._._.. 383.5| 380.5| 307.9| 407.2| 2141 | 21871 55| 68| —.6| 3.4 23 penditure from the third to the fourth
Energy®..... . 111111 5| 251| 96.9| 26| 151 | 147| 154| 58| -s9| 86| 136 .
Other services. ... 3580 | 3644 | 371.0| 3786 | 1900 | 199.0| 200.2 | 2009 1| ‘23 15 quarter in terms of current dollars,

Even if the deflator for nonresidential
fixed investment continues to increase

1. Excluding mobile homes.
2. Gasoline and oil, and fuel and ice.
3. Electricity and gas.
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Table 6.—~Fixed Investment in Current and Constant Dollars

[Seasonally adjusted at annual rates])

Current dollars Constant (1958) dollars
Percent change from
Billions of dollars preceding quarter
(annual rate)
1974 1975 1974 1975 1975
v I 11 III v I II III I II IIT
Fixed investment..__.___.._. 191.6 | 182,2 | 179,1 | 184.4 | 109.6 | 1010 97.8 99.7 | ~27.8 | ~12,3 8.1
Nonresidential . _______..__ 151.2 | 146.9 | 142.7 | 143.6 89.2 83.8 80.3 80.4 | —22.1 { —15.6 .5
Structures._.... ... 83.7 52.8 49.1 49.0 26.1 25.2 23.5 23.3 | —12.8 | —24.2 —4.0
Producers’ durable
equipment_._ .. ... 97.5 94.2 93.6 94.6 63.1 58.6 .8 57.1 | —25.7 | —11.8 2.5
Autos, trucks, and
buses_.._ ... 19.9 18.2 18.7 22.1 14.5 13.1 13.2 15.5 | —33.3 2.0 89.9
Other_ .. _________._.__ 77.6 75.9 74.9 72.5 48.6 45.5 43.6 41,7 | -23.3 | —15.4 —16.6
Residential structures_.... 40.4 35.3 36.4 40.8 20. 4 17.3 17.5 19.3 | —49.0 5.4 48.2

at no more than the relatively low rate
of the third quarter, a moderate decline
in real investment will occur in the
fourth,

Residential construction increased
sharply in the third quarter, after
having leveled off in the second from
a 2Y%-year slide. Housing starts were
up 17 percent (not at an annual rate)
from the second quarter. The recovery
continued to be centered in single-
family starts, which at 0.9 million
units were 11% percent above the
second quarter. Multifamily starts
troughed in the second quarter at a
very low level and showed more-than-
expected strength in the third. At
0.3 million units, they were up 37
percent.

There are several concerns about the
magnitude and duration of the recovery
in residential construction. Among these
are the poor profit outlook for new
rental units (which was discussed in the
July issue of the Survey), high and
rising construction costs, and perhaps
shifts in preferences toward less expen-
sive types of housing units. Also,
concern about a renewed financial
stringency, which under present cir-
cumstances would mainly affect single-
family units, has reemerged.

Thrift institutions—savings and loan
associations and mutual savings
banks—are the main channel through
which financial stringency is trans-
mitted to construction of single-family
houses. Because maximum interest rates
payable by thrift institutions are fixed
by law, changes in the relation of those

rates to market interest rates are the
main determinants of the net savings
inflow or outflow of thrift institutions
(first and second panels of chart 3).
In turn, these savings flows are the
main determinants of mortgage com-
mitments made by these institutions,
even though the relation is not rigid
because the effect of changes in flows
can to some extent be offset by changes
in the thrift institutions’ portfolios
of liquid assets and their net indebted-
ness to the Federal Home Loan Banks.
These commitments show a close re-
lationship to single-family housing
gtarts (third and fourth panels of
chart 3).

Market yields rose from midyear
until October, and the net inflows to
thrift institutions receded from the high
levels earlier in the year. Data available
through August indicate that, neverthe-
less, commitments were still strong.
Market yields declined some in Octo-
ber, and there is concern that, if the
easing is temporary, the flow of mort-
gage credit will be retarded and the
recovery in housing construction cut
short.

Change in business inventories

Inventories were liquidated again in
the third quarter, but at a substantially
slower rate—$5 billion in real terms—
compared with an average of $14)
billion in the first and second quarters
of 1975.

Auto inventories—as measured by
the change in retail dealers’ auto
inventories in the gross auto product—

October 1975

were accumulated in the third quarter
(table 7). The accumulation increased
from an annual rate of $0.8 billion in
the second quarter to $2.8 billion. New
domestic cars in inventory rose each
month during the quarter to 1.5 million
units. That level represents 2.6 months

I CHART 3

Financial Conditions and Housing Starts

Percent
10

INTEREST RATES

3-Month Treasury Bills
N

90-Day to 6-Month Savings
Deposits at S & L Assoc.

3- to 5-Year Treasury Notes
N
5l2 4- to 6-Year Savings

Deposits at S & L Assoc.
bbb b o b
illion $
NET SAVINGS FLOWS AT THRIFT
INSTITUTIONS (seasonally adjusted)

w m

JENEESTNNENE SN TN RIRTRET] SRS NRT FERAVE FRRERERTRET!

30 "MORTGAGE COMMITMENTS AT SELECTED

THRIFT INSTITUTIONS (seasonally adjusted)

20

MEETTRRENE SR RSN R RN CTUN N SRR ARCRNE RTHAT]

]
Million Units
3

HOUSING STARTS (seasonally adjusted at annual rates)

. o,
o
Ca (LY

",
R S 2
Pase " epaner.s

SR INTNEE PR ENENEN VI BTN U SRNNTE RRUNRE NN}

nas®

[=}

1972 1973 1974 1975

Data: FHLBB, FRB, & Census

U.S. Department of Commerce, Bureau of Economic Analysis 75-10-3

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



October 1975

SURVEY OF CURRENT BUSINESS

Table 7.—Change in Business Inventories in Constant (1958) Dollars

[Billions of dollars, seasonally adjusted at annual rates]

1973 1974 1975

1 11 III v I II I 18 I II 111
Total .. aaoos 7.3 7.8 8.0 | 20,0 | 0.6 8.2 5.0 | 10.9 |-117 |-17.1 —~4,8
Manufacturing. ... 3.2 3.5 3.9 7.7 6.6 3.4 3.7 52| —-L1|-82| ~7.5
Durable g800As. .. ccooooooooooo. 3.7 3.2 5.7 5.8 50 .9 1.8 3.6 .81 -35| —6.4
Nondurable goods-.. ... .______.._. -.5 3| -7 1.9 1.5 2.5 1.9 L6 -1L9|—47| -11
Wholesale trade. _.......o.._......._. 8 ~8| —-.1 4.0 2.9 L9 0 15| =2.7| —~4.7 -~.3
Durablegoods_.. ... . _______ .9 .7 0 1.6 1.9 -1 1.0 2.0 -8 =2.1 ~2.2
Nondurable goods. .-« ..o -1 -16| —-.1 2.4 1.0 20| =10 ~.5( -9 —-2.6 1.9
Retafl trade_ ..o ... 1.0 3.2 19 5.7 | —L2 B -6 3.5 —6.7( —3.4 2.9
Durablegoods__ ... ....____. 0 1.9 1.1 36| —15] —=2.6 0 53| -81{-19 3.3
Autos. ... 4 T =7 3.8 | —=5.1| =27 -3 4.5 | =5.2 .8 2.8
Other durable goods...._..__..._. —.3 1.1 L8| —.2 3.6 .1 .3 -9 2.7 .5
Nondurable goods__...__......___. 1.0 1.4 .8 2.1 .3 31| —.6(—-L8 1.4 | —-1.5 -.5
Other nonfarm._..___.__....__...____. .4 .4 .5 .5 .5 .5 W7 4] =5] —.6 -5
£:1 v 1 SR 1.9 1.6 1.9 2.1 1.8 18 1.1 .2 -.8 -.2 6

of sales at the September sales rate,
somewhat higher than the 2.0 thought
to be the dealers’ target. The inventory
series are seasonally adjusted, and
should not show the build-up that is
usual at the turn of the model year.
However, seasonal adjustment at the
time of model changeover is generally
difficult, and especially this year may not
fully reveal underlying developments.
Inventories other than of autos were
affected by some special identifiable
situations as well as the continuing
realignment that began early in 1975
following prior inventory build-up.
Inventory liquidation by manufacturers
of durable goods continued at a sub-
stantial rate and was widespread. In-
ventories held by primary metals pro-
ducers were reduced in the third quar-
ter after prior accumulation. This was
expected in the light of an announce-
ment by major producers in early
August that, effective October 1, prices
of flat-rolled steel products would be
raised by almost 6 percent. Thereafter,
steel shipments picked up substantially,
suggesting anticipatory purchasing. Tt
is likely that so far the bulk of these
purchases have been added to raw
materials inventories of steel consumers
or transformed by them into work-in-
process inventories or finished goods
inventories; so that the continuing
liquidation of inventories held by other
than steel producers was less than it
otherwise would have been. Because
the bulk of steel consumers are included
in durable goods manufacturing in-
dustries, these shifts occurred largely

within durable goods manufacturing.
Liquidation of inventories held by
nondurable goods manufacturers con-
tinued, but at a substantially slower
rate than in the second quarter.

Inventories of durable goods whole-
salers also continued to be liquidated.
Inventories of nondurable goods whole-
salers reflected a build-up—probably
a short-term one—by dealers in farm
products and raw materials. It is likely
that this build-up was in grain that
was being readied for shipment to the
Soviet Union. Retailers of durables
other than autos accumulated inven-
tories, and the rate of liguidation by
retailers of nondurables slowed.

Overall, the pattern that emerged is
what had been suggested in the July
SurveY. Inventories held by manufac-
turers of nondurable goods and by
wholesalers and retailers, with the
exception of nondurable goods whole-
salers, are likely to increase in the near
term because the adjustment process
has largely been completed and inven-
tories can be expected to increase in line
with sales of consumer goods. Some
continuation of the liquidation by dur-
able goods manufacturers can be ex-
pected. These manufacturers started
the adjustment process with a very
large inventory overhang and they have
made less progress in liquidating it
because of the typical lag of manufac-
turing behind trade inventories, and
also because of the persistent weakness
in the demand for capital goods.

These conclusions are not out of line
with surveys that in part deal with past

7

and likely future inventory develop-
ments. The Census Bureau’s Survey of
Manufacturers’ Inventory and Sales
Expectations that was taken in July
indicated that liquidation of inventories
held by durable goods manufacturers
will continue in the fourth quarter, and
inventories held by nondurable goods
manufacturers will be flat. This survey
is not on the same valuation basis as
used in the NIPA’s, so that exact cor-
respondence between it and figures used
in this review, which are NIPA esti-
mates, cannot be expected. The survey
of the National Association of Pur-
chasing Management, Inc., that was
taken in September indicated that liqui-
dation of the physical volume of
materials purchased by manufacturers
1s likely to be slower in coming months.

Additional perspective on inventory
developments is provided by constant-
dollar ratios of inventory stocks to
actual GNP final sales and also to
potential GNP final sales. These ratios
were discussed in the July issue of the
Survey. Revised and updated esti-
mates for the chart accompanying that
discussion are shown below.

1975

I IIT

Stocks-final sales ratio:

Actual ... ... 0.281 0.277
Potential. ..o . 249 .245
Billions of 1958 dollars,

seasonally adjusted

Inventory stocks_ .. _...___.____ 225.2 224.0
GNP final sales (at annual rates):
Actual. ..o . 800.7 809. 4
Potential. ... ... 905. 6 914.5

From the second to the third quarter,
both ratios dropped, as inventories were
liquidated and as final sales increased.
By the third quarter, the ratio to actual
GNP final sales, although down very
substantially from its peak in the fourth
quarter of 1974, was still high by his-
torical standards. The ratio to potential
GNP final sales, in contrast, was very
low.

Net exports

Net exports of goods and services
declined in the third quarter, after
strong increases in. both the first and
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second quarters. In current dollars, the
decline was from $16 billion in the
second quarter to $10 billion in the
third (table 8). These estimates do not
take into account the statistical revi-
sions made in the corresponding balance
of payments items, which will be incor-

SURVEY OF CURRENT BUSINESS
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Table 8.—~Net Exports of Goods and Services in Current and Constant Dollars

{Seasonally adjusted at annual rates)

Current dollars

Constant (1958) dollars

Billions of dollars

Percent change from
preceding quarter
(annual rate)

porated in the upcoming benchmark 107 1975 1974 1075 1975
. T Ay
revision of the NI.PA s. The balal}ce w |1 g lm | w | ox g | m | o1 o | m
of payments revisions make the in-
creases in net exports in the first and Net exports of goods and
Services................_.. Ly 88 162| 98| o1 16| wo| mez| ... |......

second quarters even larger; complete
g . Bxports..._.. . ... . 147.5| 142.2| 136.0| 10.2| e0.0| ess| 63.3| esal| -5l —177| 135
information on a balance-of-payments Merchandise. .......... 1042 1067 10L1| 1047 ( 48.9| 48.7| 46.1| 47.9| —L2|-197| 161
basis for the third quarter with which  Imports.._.........____. 145.7 | 133.4 | 119.8| 130.4| e0.9| 560 40.4| 541|340/~

- qual ] Merchandise. ... ... MO1| 1010 | s8.6| ora| 40| 08| 350 90.2|_350| 40| 86s
to make a comparison is not available.

Changes in the merchandise trade
balance have acccunted for most of the
movements in net exports; changes in
the nonmerchandise balance—a balance
dominated by net investment income—

have been relatively small in recent
quarters.

Petroleum imports have continued
to be an important factor in trade

IR CHART 4
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developments. They had declined in
the first and second quarters, both in
current and constant dollars, but in
the third quarter recovered about
four-fifths of that decline (chart 4).
The chief factor was the U.S. recession
and recovery from it. Because petro-
leum imports continue to be subject to
extraordinary developments, it is use-
ful to view the trade balance exclusive
of petroleum even though, so far this
year, this balance and the total export
balance followed a similar course.

Nonagricultural exports showed little
gain in the past few quarters. The
effect of depressed economic conditions
in other industrial countries, which
are the major foreign markets of the
United States, was partially offset by
increased trade with other countries.
Agricultural exports—which increased
in the first and third quarters and
declined in the second—accounted for
the bulk of the quarterly movements
in total exports. A substantial part of
the third-quarter increase was ship-
ments of grains and soybeans. The
increased volume of these shipments
did not yet reflect the stepped-up grain
purchases of the Soviet Union to any
significant extent.

Imports of merchandise other than
petroleum declined sharply in the first
and second quarters, and turned up in
the third. This pattern reflected the
business eycle in the United States. All
major categories shared in the decline.
In absolute terms, the largest decline
was in industrial supplies, because
these account for a large part of the
import total.
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In the analysis of the impact of
exports and imports on GNP, it is
tempting to assume a dollar-for-dollar
relationship between changes in net
exports as the cause, and changes in
GNP as the effect. For instance, it has
been stated by some observers that
the increase in net exports that occurred
in the first and second quarters gave
a nudge to GNP, and suggested that
in the absence of the $6 billion constant-
dollar improvement in the foreign trade
balance from the fourth quarter of
1974 to the second quarter of 1975, the
decline in real GNP would have been
larger by the same amount.

Analysis of the impact of exports and
imports must be much more complex.
There is a close analogy with a generally
recognized aspect of fiscal policy analy-
sis. When the effect of the Federal
surplus (or deficit) on GNP is analyzed,
a distinction must be drawn between
the effect of the Federal surplus on
GNP and the effect of GNP on the
Federal surplus. In fiscal analysis, the
distinction between these two types of
effects is most important in analyzing
changes in receipts; the bulk of changes
in government expenditures can be
interpreted as respresenting the effect
of the budget on GNP. In the analysis
of the effects of foreign trade on GNP,
it is changes in exports that can be
interpreted as representing the effect
of the trade balance on GNP; it is
changes in imports that have to be
looked at more carefully.

The decline in imports from the
fourth quarter of 1974 to the second
quarter of 1975 can be regarded as an
offset to the decline in GNP only to the
extent that the import decline would
have occurred independently of the
decline in GNP. Correspondingly, the
third-quarter increase in imports did

SURVEY OF CURRENT BUSINESS

that changes in exports can be identified
with the effect of the trade balance on
GNP. To the extent that the levels of
agricultural production have been es-
tablished, changes in agricultural ex-
ports would not lead to an increase in
the real volume of GNP—although
they may have an effect on the price
level—but merely to offsetting shifts
between the real export and inventory
investment components of GNP.

In summary, it does not appear that
in the time span under review, imports
had an independent effect on the move-
ment of real GNP. A similar conclusion
holds for exports inasmuch as the only
significant change in them was in their
agricultural component. This compo-
nent, like imports, did not have an
impact on real GNP in the period under
review. Nonagricultural exports, which
would have affected real GNP, were
flat.

Government purchases

In real terms, both Federal and
State and local government purchases
were unchanged in the third quarter
(table 9). At the State and local level,
there was no change in public service
jobs, which had increased earlier in the
year. The impact of the depressed
level of economic activity on revenues
has continued to force many State
and local governments to hold down
purchases.

In current dollars, small increases in
Federal nondefense and defense pur-
chases totaled $1.5 billion at an annual
rate. Transfer payments increased $1.1
billion, after an extraordinary increase
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of $11.4 billion in the second quarter.
More than one-half of the latter
increase was accounted for by a one-
time $6.6 billion bonus that was paid
out in the second quarter. The corre-
sponding decrease in the third quarter
was more than offset by stepped-up
social insurance payments due to cost-
of-living allowances, which included an
8 percent increase in social security
benefits that amounted to $5.0 billion.

Federal revenues were up substan-
tially. Personal taxes increased $32.7
billion; $28 billion of the increase was
traceable to the provisions of the Tax
Reduction Act of 1975, most im-
portantly the rebound from the one-time
rebate that was paid in the second
quarter. The balance—%$4.7 billion—
was reflected in the increase in wages
and salaries. Corporate profits taxes
reflected the further increase in their
base. The $1.9 billion increase in in-
direct business taxes included $1.3
billion from fees on imported crude
petroleum and petroleum products.

As a result of the substantially larger
increase in receipts than in expendi-
tures, the Federal deficit declined from
$103.3 billion in the second quarter to a
range of $65 to $70 billion in the third.
As noted earlier, this large change in
the deficit had no immediate compara-
ble effect on production.

GNP by sector

Viewing the economy in terms of
product by sector is an alternative to
viewing it in terms of the conventional
demand components. One of the ad-

(Continued on page 29)

Table 9.—Government Purchases of Goods and Services in Current and Constant Dollars

[Seasonally adjusted at annual rates]

not subtract from the increase in GNP Current dollars Constant (1958) dollars
except to the extent that the import
i : Percent change from
mcrease would have occurred independ- Billions of dollars preceding quarter (an-
. . nual rate)
ently of the increase in GNP. In the
short run, the only important cause of 1974 1078 1074 1975 1975
such changes is a change in the foreign
& g . N v I oo | oI I I | 11 1 mo| oI
exchange value of the importing coun-
tries’ currency; over the time SPan  government purchases of .
exammed here, changes in the forelgn goods and services_.__._. 323.8 | 331.6 | 338,1 | 343.1 | 146.3 | 147.7 | 149.2 | 149.6 3.8 4.4
. . g .31 84| 27| 6.6 4
exchange value of the dollar were rela-  Fderal- .o TS| s By ey SO re) 83y w4l mT) o 66)
1 i . . 43, 4.3 1 e
tively small. Agricultural exports may 100,53 | i | oy | A%3 e e | e e s R 14

be an exception to the generalization
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NATIONAL INCOME AND PRODUCT TABLES

October 1975

1974 1975 1974 1975
1973 1974 II III v I II III» 1973 1974 II IIT v I II IIT »
Seasonally adjusted at annual rates Seasonally adjusted at annual rates
Billions of current dollars Billions of 1958 dollars
Table 1.—~Gross National Product in Current and Constant Dollars (1.1, 1.2)

Gross national produet.._.. .. ... 1,294,9 [1,397,4 |1,383.8 |1,416,3 {1,430,9 [1,416.6 |1,440,9 |1,497.8 } 839,2 | 821,2 | 827.1 | 823.1 | 804.0 | 780,0 | 783.6 804.6
P 1 pti penditures.. 806.2 | 876,7 | 869.1 901.3 | 895.8 | 913,2 | 938.6 | 970.0 | 552.1| 539.5| 542,7 | 547.2| 528.2| 5315 | 539.7 548.9
Durable goods. 130.3 | 127.5 129.5( 136.1 | 120.7 124.9 130.6 | 139.0| 113.6 | 103.1 | 106.8 | 107.8 92.8 95.2 97.9 103.5
Nondurable go 338.0 | 380.2 375.8 | 389.0( 391.7 | 398.8| 410.1 423.8 | 228.6 | 223.7 | 223.6 | 225.8| 221.4 | 222.5| 226.4 228, 6
Services._....... 336.9 | 369.0 | 363.8 ] 376.2 383.5 | 380.5| 397.9 | 407.2| 209.9| 212.6 | 212.2| 213.7| 214.1 | 213.7| 215.5 216.8
Gross private domestic investment. 209.4 | 209.4 | 211,8) 205.8| 209.4 | 163,1 | 148.1 | 174.9| 138.1| 126.7 | 130,3 | 1227 120.5 89,3 80,7 9.9
104.0 | 195.2 | 198.3{ 197.1( 191.6 | 182.2 | 179.1 | 184.4 | 127.3| 1180 | 122.2| 117.7§ 109.6 | 10L0 97.8 99.7
136.8 | 149.2 | 140.4 | 150.9 | 151.2 | 146.9 | 142.7 | 143.6 94.4 94.0 96.5 94.1 89.2 83.8 80.3 80,4
47.0 52.0 52.2 51.0 53.7 52.8 49.1 49.0 25.4 26.2 26,6 25.4 26.1 25.2 28.5 23.3

Producers’ durable equipmen 89.8 97.1 97.2 99.9 97.5 94.2 93.6 94.6 69.0 67.8 69,9 68.7 63.1 58.6 56.8 57.1

Residential structures......... 57.2 46.0 48.8 46,2 40.4 35.3 36.4 40.8 32.9 24.0 25, 23.6 20. 4 17.3 17.5 19.3

56.7 45.2 48.0 45.4 39.7 34.8 35.6 39.9 32.6 23.6 25.3 23.1 20.1 17.0 17.1 18.8

.5 .7 .8 .8 .7 . .8 1.0 .3 .4 .4 .4 .4 . .4 .5

15.4 14.2 13.5 8.7 17.8 | —19.2 | -81.0 | —9.5 10.8 8.7 8.2 5.0 10.9 | —11.7 | —17.1 —4.8

114 11.9 10.4 6.6 17.5 | —17.8 | —30.6 | —10.6 8.9 7.4 6.4 3.9 10.7 | ~10.9 | —16.8 -5.4

4.0 2.3 3.1 2.1 3| —1.4 —.4 1.2 1.8 1.2 1.8 11 .2 -.8 -2 .6

Net exports of goods and services.................. 3.9 21 -1.5| -3.1 LY 8.8 16.2 9.8 4.6 9.0 8.2 7.3 9,1 11.6 14.0 11.2
Ezxports. 100.4 | 140.2 138.5 | 143.6 | 147.5 142.2 | 136.0 | 140.2
Imports 96. 138.1 140.0 | 146.7 | 145.7 133.4 | 119,8 | 130.4
Government purchases of goods and services._..... 276.4 1 309.2 | 304,4 | 312,3{ 323.8| 331,6 | 338.1 | 343.1
Federal.. ..o iieeeiecaccacceecamaean 106.6 | 116.9 114.31 117.2 | 124.5 126.5 | 128.4 | 129.9
3 78.7 76.6 78.4 84.0 84.7 84.8 85.6
38.2 37.7 38.8 40.6 41.8 43.6 44.3
192.3 | 190.1| 195.1 ] 199.3 | 205.1 | 209.7 | 213.2

Table 2.—Gross National Product by Major Type of Product in Current and Constant Dollars (1.3, 1.5)

Gross national produet..._._.._._...___..... 1,294.9 (1,397.4 [1,383,8 (1,416,3 |1,430.9 [1,416,6 11,440.9 [1,497.8 | 839,2 | 821,2| 827,1 | 823,1| 804,0| 780,0 | 783.6 804.6
Finalsales ... oo iiiicaciaao- 1,279.6 {1,383.2 (1,870.3 |1,407.6 (1,413.1 11,435.8 11,471.9 |1,507.3 | 828.4 | 812.5 | 818.9| 8I8. 793.1 | 79L.8| 800.7 809.4
Change in business inventories..........._.._ 15.4 14.2 13.5 8.7 17.8 | —19.2 | —=31.0 | —9.5 10.8 8.7 8.2 5.0 10.9 } —=11.7 | —17.1 —4.8

Goodsoutput. ... ... 622,7 | 670.3 | 664.9 | 681.7 | 682.6 | 667.0 | 680.5 | 720.9] 459.1 | 442,8 | 448,9 | 446,0 | 427.1| 408.3 | 411.1 429.1
Final sales. ..o coneeen oo i iacicicaeas 607.3 | 656.1 | 651.3| 673.0| 664.8 ' 6861 | 711.5 | 730.3 | 448.3 | 434.1 | 440.8 | 441.0 | 416.3 | 420.1 | 428.2 433.9
Change in business inventories............... 15.4 14.2 13.5 8.7 17.8 | -19.2 | —381.0 | —9.5 10.8 8.7 8.2 5.0 10.9 | —-11.7| —17.1 —4.8

Durable go0ods. .. oo oee i 250. 3 .9 | 246.6 | 265.5 | 264.5 | 239.5 | 247.0| 257.2| 206.0| 195.9 | 195.4| 200.2 | 188.0( 167.5| 169.7 177.1
Finalsales .. ............_. Jb 240.9 | 249.2 | 248.5| 259.8 246.2 | 252.9 | 26L.7 | 269.0] 198,65 191.0 | 196.6 | 196.6 | 176.7 | 176.1 177.8 182.9
Change in business inventories_____._____..... 9.4 7.7 —L 5.7 18.3 | —13.4 | —14.7 | —11.8 7.5 49 —L2 3.6 . —8.6 | -8.1 —5.8
Nondurable goods. . .o ooooei i acieaanas 372.4 | 413.4 | 418.2 | 416.2 | 418.1 | 427.5 | 433.5 | 463.7} 253.1 ) 246.9 | 253.6 | 245.8 | 239.2 | 240.8 | 241.4 252.0
Finalsales ... .......... .| 366.5 | 406.9 | 402.9{ 413.2| 418.6 | 433,2 [ 449.8 | 461.3) 249.9| 243.1 244,21 24444 239.6 2440 250.3 251.0
Change in business inventories............... 6.0 6.5 15.4 3.0 -5 =57 —16.3 2.3 3.3 3.8 9.4 1.4 -4 =32 -9.0 10
Servicem. - aceeea——————- 534.4 | 590.3 | 579.2| 597.8| 614.5 | 620.9 | 635.3 | 647.3] 304.5| 310,9 | 308,3| 310,7 ( 3137 312,2| 316.0| 316.4
Structures._ . ... .. iaeeeaes 137.8 | 136.8 139,7 | 136.7 | 133.9| 128,8 125.2 | 129.6 75.5 67.5 69,8 66,4 63,2 59,5 57.5 59.1

Table 3.—Gross National Product by Sector in Current and Constant Dollars (1.7, 1.8)

Gross national product..........__._....... 1,294.9 |1,397.4 |1,383.8 | 1,416,31,430.9 {1,416.6 |1,440.9 |1,497.8 | 839.2 | 821.2 | 827.1| 823.1| 804.0| 780,0| 783.6 804.6

Gross domestic product.............. 1,286.5 |1,385.6 |1,374.1 |1,405,2 (1,418.9 (1,409, 4 [1,432.6 |1,480.7 | 833.9| 816.9 | 824.1| 819.8 | 800.0| 777.7 | 780.8 801.9

Business............ 1,006.8 |1,177.8 !1,168.8 [1,195.7 11,203.6 [1,189.2 {1,207.8 |1,261.1 | 753.1| 733.8 | 741.4| 736.6| 716.5| 693.5| 696.0 | 716.7
Nonfarm._ 1,040.3 [1,124.1 {1,117.8 1,144.4 |1,151.5 [1,142.9 [1,159.9 {1,205.2 | 725.8 | 706.3 | 712.7 | 708.0| 690.8 | 666.0 669.6 687.9
Farm. ... 56.5| 53.8 | &5L.1| 5L3| 52.1| 463 47.9| 55.9| 27.4( 27.5| 28.7] 28.6| 25.7( 27.5) 26.5 28.8
Households and institutions.. 41.3 47.0 46.5 48.0 48.8 50.0 51.1 52.2 18.5 18.9 18.8 18.9 18.8 18.9 19.1 19.2
General government. 148.5 | 160.8 | 158.8 | 161.6 % 166.5 | 170.2 | 173.7 | 176.4 62.3 64.1 63.9 64.2 64.8 65.2 65.7 66.0
Federal..... 52.8 55.7 55.0 55.3 57.9 58.1 58.2 58.5 21.3 21.1 211 21.0 21.0 21.0 20.9 20.9
State and lo 95.7 | 105.1 103.9 | 106.3 | 108.7 112.2 115.6 | 117.8 410 43.0 42.8 43.2 43.7 4.3 4.8 45.2
Rest of the World .. o.eoonneeoeeoeinecomeaaaann s.4| 1L9 9.7| 1L1| 120 7.2 8.3 8.1 5.2 4,3 3.0 3.3 4.0 2,3 2.8 2.8
Addendum: Gross private product. _......._..._.. 1,146.5 |1,236.6 |1,225.0 |1,254,7 [1,264.4 |1,246.4 |1,267.2 [1,321.4 | 776.9 | 757.1| 763.2| 758.8| 739.2| 7148 718.0 | 738.6

» Preliminary.

Benchmark Revision of GNP

The benchmark revision of GNP which had been scheduled for completion in October will be pub-
lished in the December SurvEY. An article describing new estimates of capital consumption allowances
that BEA intends to introduce in the benchmark revision is presented on page 14 of this issue.
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October 1975 SURVEY OF CURRENT BUSINESS 11

1974 1975 1974 1975
1073 | 1974 II III v 1 II III » 1973 | 1974 II ’ I v I II |IIl»
Seasonally adjusted at annual rates Seasonally adjusted at annual rates
Billions of dollars Billions of dollars
Table 4.—~Relation of Gross National Product, National Income, Table 7.—National Income by Type of Income (1.10)
and Personal Income (1.9)
) 4409 National income__._____._... 1,065, 6(1,142, 5! 1,130.2{1,155.5(1,165.4(1,150.71, 175, 4| ______
1produet.__.___. 1,294, 9(1,397. 4(1, 383, 81, 416. 31, 430, 9|1, 416, 6|1, 440, 91,497, 8 " .
g;:::. na.g%li‘taalprco:;umption ’ Comp of 786.0] 855.8| 848,3| 868.2| 877.7| 875,6| 885.4 906.4
allowances_ ... ..o coanaoon 110.8] 119.5| 118.6| 120.7| 122.9] 125.2] 127.4| 130.0

691.6| 750.7| 744.6) 7615 769.2| 765.1| 773.0/ 79L.3

545.1 592.4| 688.3] 602.5| 605.1| 597.4] 601.9 617.3
20.9] 20.8/ 220/ 22,0 2.9 220
126.0| 137.1; 135.4| 138.2| 142.1| 145.7| 149.2| 152.0

Equals: Net national product__|1,184,1(1, 278, 011, 265, 21,295, 6(1, 308. 1(1, 291, 5|1, 313.511,367.8

Less: Indirect business tax and

nontax liability............ 110.2| 126.9] 125.9 129.5| 129.8| 132.2| 135.4 139.8
Business transfer payments. . 4.9 5.2 5.2 5.3 5.3 5.4 5.5 5.5
Statistical discrepancy.. ... —5.0 .4 .3 3.0 4.8 1.6] —4.4| .. _.
Plus: Subsidies less current 94.4| 105.1] 103.7| 106.7| 108.6] 110.5| 112.4| 115.2
surplus of government enter-
pris%s ..... % .................. .8 —2.9| -3.7 -24 -27 -1.6 —16/ —L1 48.4| 53.6| 53.2| 54.5| 54.6| 55.2| 55.7| 57.0
46.0f 51.4| 50.5| 52.3] 54.0/ 55.3] 56,7 582
Equals: Nationali -...|1, 065, 61,142, 5[1,130. 2|1, 155, 5{1, 165, 4/1,150,7|1,175.4] ______

96.1| 93,0/ 89,9 92,1 91.6| 84,9 86,1 946

57.6| 61.2| 60.7| 62.3] 62.5 62.7| 63.4] 64.7
38.5 31.8| 29.1] 29.8 29.1| 2227 22,7 29.9

Less: Corporate profits & IVA | 105.1| 105.6| 105.6| 105.8] 103.4| 94.3] 104.9______.
Contributions for social in-
SUTANCO. o m o omcecam e 91.2] 101.5/ 100.8] 103.0| 103.2] 104.6| 105.4| 107.6
Wage accruals less disburse-

ments. .- -1 —-.5| -.6] —15 .0 .0 .0 .0  Rentalincomeof persons......... 26,1 26,5 26.3 26,6 26.8 27,0 27.1] 27.4
Plus: Government transfer
payments to persons...... 13,0 134.6| 130.6| 138.7| 1458 158.7) 170.9| 172.5  Corporate profits and inventory
Interet-.st pz(zllc{) by government w3 a3 dnel 427 36| 437 5.0 457 valuation adjustment_____.__... 105.1| 105.6] 105.6| 105.8' 103.4| 94,3 104,9)_ ._ ...
n; S.n-- 3 3 . 3 3 : . 3
Dﬁ’é‘f&ﬁﬁs””“m” _____ 20.6] 32.7| 32.5| 33.2 33.3| 33.8 340/ 345 Profits before tax....__........ 122.7| 140.7| 139.0| 157.0| 131.5| 101.2 113.3{ .. ___
ts. . 4.9 5.2 5.2 53 5.3 5.4 5.5 5.5
Business transfer payments Profits tax liability. ..__.__. 9.8 s5.7| s5.0 627 s2.0 20.0] 43.0].......
Equals: Personal income._ ... 1,055, 0/1,150, 5/1,134, 6|1, 168, 2/1,186. 9|1, 193, 4|1, 220, 5{1, 255.0 Profits after tax_____.....__. 72.9] 850 83.1} 94.3 79.5 62.3] 70.3|._. ...
Dividends.......____....__ 20.6] 32.7) 32.5| 33.2| 33.3 33.8 34.0f 345
Undistributed profits.__.__ 43.3| 52.4] 50.5] 6L.1] 46.2| 28.5| 36.3| ......
Table 5.—Gross Auto Product (1.15, 1.16) Inventory valuation adjust-
ment. .. ... —17.6| —35.1] —33.4{—51.2| —28.1| —7.0] —8.4| —11.5
Gross auto product !.____ 49,9 40,8 38.6| 48,3 42.8) 34.1] 44.0| 50.8 Netinterest...._____._.__........ 52.3] 616/ 60,1 62,8 659 €89 71.9 759
Pelzsonalconsumption expend- w4 asl 3o 46 326 a1
Producas darbiesiuipiont,| 11 66| 67 71 51 65 65 ‘74 Table 8.—National Income by Industry Division (1.11)
Change in dealers’ auto inven-
torles. el 1.1 -9 —2.9/ -.3 5.4 —6.3 1.0 3.4
N% expt:;ts. —gg —Zg —22 —gg —éi —1’(]3 ——ég —-gg All industries, total........ 1,065, 6!1,142. 5 1,130.2:1,155.5/1,165.4/1,150.7|1,175,4|_______
xports. . . . 3 L . . 3 X 3
Imports_ ... .o el. 6.5 7.6 7.7 8.2 6.8 6.3 6.3 9.1 Agriculture, forestry, and fish-
Addend Mining and eoaséraction. 1 211 S5 o 7ia| 3 T3d| Tos| seo)i
enda: ning and construction__._._.. . 0 3 . A . 9.0/ ...
New cars, domestics__.._____. 43,1| 35.3] 34.9| 41.6| 36.7| 27.6/ 36.1| 43.3 €
Neow cars, forelgn_...___.._._.__ 10.0 9.9 8,3 1.3 9.8/ 10.0 10.9] 13.2 Manufacturing. . ... _........ 287.21 306.1| 304.2| 313.2| 310.2| 294.2| 303.1|.......
Nondurable goods_..._........ 108.9] 124.0{ 123.1} 129.0! 125.2| 120.3| 125.4|. __.___
Durable goodS.............._.__| 178.3| 182.1| 181.1| 184.2| 184.9| 173.9] 177.8|..___..
Billions of 1958 dollars
Transportation..__....._...._... 40.4] 43.4| 43.6] 44.4| 43.3| 41.8| 42.5[ _.._._.
Communication... ..._......_.. 211 22.6] 22,2 22.6{ 23.8 23.0{ 24.4| ._.___
Gross auto product !...... 44.2) 33,6 32,6/ 389 336 267 337 389 Electric, gas, and sanitary serv-
fces_ . . 19.1 19.4 19.1} 19.7) 20.3| 22.0f 21.8[___..__
Personal consumption expend- ‘Wholesale and retail trade...____ 155.9 166.2| 167.0| 167.6/ 168.9 172.8| 176.9(.._....
11} {2 RN 38.3] 3L0] 321 35.2l 25.4; 27.8/ 283 80 v 4 0 emeeeas
glo&ug%eﬁ'dgg{eﬁ'li 3gg}ggzmt_ 6.8 55 5.7 6.3 4.5 4.9 5.0 5.7 Fitnance, insurance, and real es- ” 125.8] 1283 1310 133.5 135.5
- 2237 PN 7.8 127.3 . 28. . 0| 133. %] PR,
[ o 11 SR L1 -9 =27 —.3 45! —5.2 .8 2.8 Services. .o eieeaeas 134.6| 150.1| 148.4f 152.7| 155.6) 159.5( 162.6[.__....
Net exports. | —24 -25 -3.0 -—2.6 -1.1 -1.2 —8 =20 Government and government
Exports. . - 3.4 3.9 3.6 4.1 4.2 3.7 4.0 4.9 enterprises_._.__ ... . ... 164.1) 177.9| 175.5| 178.9 184.4] 188.6| 192.5(....._.
Imports... .. o.oocoeioio.L 5.7 6.3 6.6 6.7 53 4.9 4.8 6.9 Restoftheworld...__________.._ 8.4 119 9.7} 1.1 120/ 7.2 8.8
Addenda:
New cars, domestic ... ... 39. . X X 3 3 .
Now cats, forelgn.. - mri220" o3 %3 NI oy 2y 24y BT U2 qape 9.—Corporate Profits (Before Tax) and Inventory Valuation
Adjustment by Broad Industry Groups (6.12)
Table 6.—~Inventories and Final Sales of the Business Sector in
Constant Dollars Allindustries, total._...... 105,1) 105.6] 105.6| 105.8| 103.4] 94,3
gy It I B
‘ederal Reserve Banks_.____ . & . . X 3 .
Billions of 1958 dollars Other financial institutions._| 15.1| 15,0/ 15,0 14.7| 14.9] 15.0
e s - - B
3 anufacturing.._.._..________ A 8 3 : 3 .
Inventories® . ... 217.4 | 228.1 | 228.4 |229.7 | 232.4] 220.4| 225.2| 224.0 Nondurable goods______.____| 2L5| 30.0/ 20.7| 33.3 30.1] 27.3
Farm
Nonfatm. .. 29.5 | 31.2| 3.3 |3L.6| 316 31.4| 31.4] 31.5 Durablegoods__._._.__....._ 26.1 17,0 17.1) 15.3| 16.2| 13.8
Manufacturing 187.9 1 196.9 | 197.1 {198.1 | 200.7| 198.0| 193.8] 192.5 Transportation, communica-
Durable goods 96.4 | 10L5 | 101.5 (102.4 | 103.7| 103.4] 101.4] 99.5 tion, and public utilities..._. 9.2 7.8 8.0/ 8.6 7.5| 6.8
Nondurable goods. o oo gg-g ggg gg %2 %g gg; 64,2 62,6 All other industries..__........ 28.7| 30.1| 30.1 28.0/ 287 25.7
--------- . . . . . .3]  37.2| 36.9
Wholesale trade............. 208 | 3U5| 318|318 | 321 315 303 302
Nondnra%le go'oa's'_'_'_:_-:-_: }gg 1531 152|154 | 159 157 15.2f 14.6 » Preliminary.
Retailtrade...._...___.._... 5.2 1‘75(2) 12 6 16' 31 162 158 151 156 1. The gross auto product total includes government purchases.
Durable goods. . ......_. 06] 200| oo |iSl| a8 g0l 4s1 45.8 2. Differs from the gross auto product total by the markup on both used cars and foreign
ondurable goods. - ...... X . 4 3 . g g g cars,
All other. oo ooots o 781 81 ;221|268 2.0 266 265 "3 Quarterly inventories are end of quarter; snnual inventories are averago of fourth quarter
Final sal . : * 17.0 (17.2 | 17.3] 17.2) 17.0| 16.9 of prior year and four quarters of current year.
e Enles, total. . oo 742.4 | 725.2 | 733.2 |131.6 | 705.6| 705.3| 713.1
. . . . . N . 721.4
Nonfarm. ..o, 7168 | 698.9 | 706.3 7041 | 680.1| 676.9| 686.4| 6933
Inventory-final sales ratios, total 293 315 312
J -l . . . .314 | .329] 325 ,316] .310
Nonfarm.._...__..__..._.... .262| .282 | .279|.281 | .295| ~-o203| o82] o978
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SURVEY OF CURRENT BUSINESS

October 1975

1974 19756

1973 | 1974 v I II (III»

I I I

Seasonally adjusted at annual rates

Billions of dollars

1974 \ 1975

1973 | 1974

II 111 v I Ir |III»

Seasonally adjusted at annus) rates

Billions of dollars

Table 10.—Gross Corporate Product ! (1.14)

Table 11.—Personal Income and its Disposition (2.1)

Gross corporate product...__.__. 720, 8| 770.1| 766.6) 782,7| 783.5| 774.8| 793.2{______
Capital consumption allowances..._.__| 7L2| 76.7! 959 77.6| 79.3| 81.2| 83.0) 85.2
Indirect business taxes plus transfer

payments less subsidies..........._. 66.5 70.5| go.g 7L.9| 71..8] 73 4| 76.1| 79.4
Income originating in corporate busi-
TBSS. eoemeoemeemmemem e mm e 583.1| 623.0| 621.1| 633.3| 632.4| 620,3] 634.1|._____
Compensation of employees.....___. 482, 5| 524.1| 590, 2| 538.1| 535.4] 527.3| 531.3] 545.4
Wages and salaries__._____..._____. 416.6| 4510/ 448 0| 458.8| 460.0| 451, 0| 453.9| 466.0
Supplements. ... _...o._....____. 65.9) 73.11 72,0 74.3| 75.4| 76.3| 77.4| 79.4
Netinterest-......oo.oococooooao.. 2.8/ 3.2 32 32 38 83 34 35
Corporate profits and inventory
valuation adjustment. _._____ ... 97.8 95.8 97.7| 97.1
Profits before tax.........._...___. 115, 4 130.8] 131.0] 148.2
Profits tax Hability ... .. 49.8| 55.7| 55.9| 62.7
Profits after tax.._.._._..._.___. 65.6| 75.1| 75.1| 85.5
Dividends_.._.__._____________ 25.9| 33.4| 35.2| 36.1
Undistributed profits_...__..__ 39.6| 41.8| 39.9| 49.4
Inventory valuation adjustment__.{—17, 6| —35.1|—33. 4|—51.2
Cash flow, gross of dividends.......___ 9| 163.0
Cash flow, net of dividends.._. . 6| 126.9
Gross product originating in
financial institutions.__._______ 36,50 39,0 38.7| 39.2| 39.7{ 40.1f 40.2{ _____
Gross product originating in
nonfinancial corporations____._ 684.3| 731.1) 727,9| 743.5| 743.9| 734.8 753.0(.__ ..
Capital consumption allowances_.__... 68.1| 73.2| 72.3] 74.0| 75.7] 77.5] 79.3 8L5
Indirect business taxes plus transfer
payments less subsidies......_______ 65.4| 67.1| 66.5 68.5 68.4] 69.9| 72.6] 75.8
Income originating in nonfinancial
corporations. ..........._ ... 552. 8| 590.8| 589.1) 601.0| 599.8[ 587.3{ 601.1[...._.
Compensation of employees......... 454.1| 492,9| 489, 5| 501.5| 503.2| 494.1! 497.7| 511.5
Wages and salaries. ... ........._ 392.6( 424.7| 422, 0| 432.2| 432.8} 423.2| 425.8| 437.7
Supplements. ... oooioiiaaeeen. 61.5| 68.2] 67.4| ©€9.3] 70.3| 70.8| 71.9] 73.8
Netinterest. ... ... 20.5 22.9] 22.6| 23.1| 23.7] 24.3| 24.8 25.2
Corporate profits and inventory
valuation adjustment_____.__... 78.2| 75.0| 77.0| 76.4| 72.9| 69.0| 78.6
Profits before tax...... 95.8| 110.1| 110.4| 127.5| 101.0| 75.9 .
Profits tax lability.. 40.7| 45.6| 45.8 52.5| 41.6] 28.8
Proﬁt%ifttg tax.._ gg.o 64.5 64.5| 75.1| 59.4| 47.1
vidends.._._._..__ . 7| 30.7| 32.5| 33.2{ 29.7| 28.5
Undistributed profits_.._. 31,3 33.9/ 32.0) 41.9| 29.7| 18.6
Inventory valuation adjustmen —17,6|—35.1{—33. 4|—51.2{—28.1| —7.0
Cash flow, gross of dividends_.._...... 123.1| 137.7| 136. 8} 149.1| 135.0 .6
Cash ﬂow: net of dividends.___._...... 99.4} 107.0{ 104.3| 115.9{ 105.3 lgé.l
Billions of 1958 dollars
Gross product originating in
nonfinancial corporations....._ 516.4| 503.7| 607.9| 505, 2| 491.8 473.8) 481.2|._____
Dollars
Current dollar cost per unit of
1958 dollar gross product
originating in nonfinancial
corporations ... .. . ____.__ 1,325| 1.452( 1,433(1,472 | 1,512| 1.551| 1,565| __ .
Capital consumption allowances.__.___ .132| . 145 .

Indirect business taxes plus transfer 2| M6 15 16 165
payments less subsidies. . __...______ .123 .133| (131 .136 | .139| .148] .151| .
Compensation of employees. .879) .979) . 964| .093 | 1.023| 1.043| 1.084| . ]
Net interest... ... ... . ... __. 040 .045| _045| .046 | .048| .051| .051| . -

Corporate profits and inventory valu-
ation adjustment ---| 161 .149! .152| .151 | .148! .146l .163(______
Profits tax liability___.___ ---| 079 .090{ .090] .104 | .085| .081| .068
Profits after tax plus inven- | ~ | ~ { | | T | | TUT7TT77C
tory valuation adjustment__.| .073| .058| .o61|.047 064| .085[ .095|...._.

1. Excludes gross product originating in the rest of the world.

2. This is equal to the deflator for
point, shifted bat iyane deflator for gross product of nonfinancial corporations, with the decimal

3. Personal saving as a percentage of disposable personal income.

4. On February 18, 1974, the U.S. Government granted to India $2,015 million (quarterly
rAate) in rupees under provisions of the Agricultural Trade Development and Adjustment

ct, Tentatively, this transaction is being treated as capital grants paid to foreigners in the
national income and product accounts but as current unilateral transfers in the balance
of payments accounts. Accordingly, this transaction is excluded from Federal Government
:;uensﬁl;s qtg ai(;::l%x;elx;s_lfng reslgt{a% ifﬁtals shown in tables 13, 14, and 16, and is included in

as —$8, n

shown 10 tablng 1o e s on (annusl rate) in capital grants received by the U.S.

5. Title has been changed to include a new tempor:
who are not insured under existing programs. porary Federal program of unemployed
» Preliminary,
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Personal income. _.......___. 1,055, 0(1,150,5/1,134, 6]1, 168, 2|1, 186, 9|1, 193, 41,220, 5|1,255.0

Wage and salary disburse-

ments.....___.... -------| 6917 7512 745,2| 763,0[ 769.2| 7651 773.0| 791.3
Commodity-producing in-
dustries. . ............. 251.9| 270.9| 270.0] 276.0{ 278.7| 262.5| 262.6 271.1
Manufacturing_. . -| 196.6| 211.3; 210,31 215.8 214.4] 204.1| 205.0| 212.6
Distributive industries....| 165.1) 178.9| 177.4| 181.6] 183.9| 183.7| 185.8 180.7
Service industries. . 128.2| 142.6 140.9| 144.9] 147.5| 151,2| 153.5[ 156.5
Government..___....__... 146.6| 158.8| 156.9| 160.5| 164.1| 167.7| 171.1| 174.0
Other laber income._....... 46.0| 5L4| b50,5| 52,3 540 553 56.7| 58.2
Proprietors’ income_.._._._. 96,1 93,0 89,9 921] 91.6; 849 8.1 94.6
Business and professional.|  57.6/ 61.2| 60.7| 62.3] 62.5| 627 63.4] 647
8IM. oo 38.5| 3L8 29.1 29.8 29.1 22.2 22.71 29.9

Rental income of persons....| 26,1| 26,5] 26,3 26.6|] 26.8 27,0 27.1f 27.4

Dividends_............._.... 29.6/ 32,7| 32,5 332 33.3 8] 34.0( 34.5

Personal interest income._..| 90,6{ 103,8/ 102,0f 1055 109.5 112,6] 116.9 121.6

Transfer paymenta._ ..__._... 117,8| 139,8] 135.8 144,0/ 151.1| 164,1| 176.3| 178.0

Old-age survivors, disabil-
ity, and health insur-
ance benefits. . _..._..... 60.4] 69.8] 8.7 725 748 76.2] 77.5] 83.9
Government unemploy-
ment insurance benefitss._ 4.2 7.1 6.3 7.3 9. 15.9] 19.4] 18.8
Veterans benefits_......... 13.9| 16.1; 152/ 16.6/ 17.4] 18.0{ 18.1f 19.0
Other__..ooc.oocal. 39.3| 46.9| 45.71 47.7| 49. 53.9 61.3| 56.3
Less: Personal contribu-
tions for social insur-
anee__................. 42.8| 47.9| 47.6| 48,5 48,6] 49,3| 49.7} 50.6
Less: Personal tax and nontax

payments_ .___......_.___._.. 151,3| 170,8| 168.2| 175,1| 178.1| 178,0{ 142.0{ 175.9
Equals: Disposable personal

ineome..._.__.._............ 903,7{ 979,7| 966.5| 993,1(1,008, 8/1,015,5(1,078.5/1,079.1
Lesa: Pergonal outlays. _._.__. 829,.4] 902,7| 894.9] 927.6] 922,3| 939,65/ 964.7| 996.3

Personal consumption ex-

penditures. . ... ...._.___. 805.2| 876.7| 869.1i 901.3| 895.8| 913.2 938.6] 070.0
Interest paid by consumers.. 22,9] 25.0f 24.8] 25.3] 25.5| 25,4/ 25.2 25.4
Personal transfer payments

to forelgners.._._.......... 1.3 1.0 1.0 .9 .9 .9 .9 .8

Equals: Pereonal saving....._. 74.4 77,0 718 65.5] 86,5 75,9 113.8( 82.9
lA)"idendI:I: 1

isposable pergonal income:

Total, billions of 1958 dollars.| 619.6/ 6028 603,5 602,9 594.8| 591,0| 620.2| 610.6

Per capita, current dollars...| 4,295 4,623 4,565/ 4,681| 4,745 4,768 5,055; 504.5

Per capita, 1958 dollars_..... 2,945 2,845 2,850 2,842 2,798 2,775 2,907| 285.5
Personal saving rate,? percent . 8.2 7.9 7.4 6.6 8.6 7.5 10. 6! 7.7

Table 12.—Personal Consumption Expenditures by Major Type (2.3)
Personal consumption

expenditures. ......__. 805.2 876.7| 869.1] 901,3| 8958 913,2| 938.6] 970.0

Durablegoods. . ... ........_ 130.3| 127.8) 120,85 136.1| 120,7| 124,9| 130.6; 139.0

Automobiles and parts...... 87.5) 49.7| 50.6] 56.2] 43.7 46.8 49.4] 55.0

Mobile homes. 2. ol 4.4 3.5 4.1 3.5 2.3 2.3 2.6 2.9
Furniture and househo!

equipment._.._... - 55.0| 58.8/ 59.5 60.4| 57.8| 57.9 60.7| 62.3

Other._.......... - 17.8 19.1 19.4 19.4| 19.2[ 20.2 20.5] 21.6
Nondurable goods. - ... .| 338.0 380,2] 375.8) 389.0| 391.7] 398,8 410.1} 423.8

Food and beverages 165.1) 187.7| 183.5| 1913 196.0 20L.4| 204.8) 209.7

Clothing and sho%s. 70.2] 741 74.4) 757 73.7] 76.2| 787 8LS

Gasoline and oil.. 28.3| 35.9] 36.8 87.9| 37.5 37.8 39.6/ 4L.7

Other__.._... 74.4| 82,4 811 842 845 835 87.0/ 90.9
Services. . ...c.ooiooeoannannnn 336.9| 369,0/ 363,8) 376.2 383.5| 389.5 397.9( 407.2

Housing. ....cocovomaaana.n. 116.4| 126.4| 124.9| 127.7| 130.9] 134.1| 136.6/ 139.2

Household operation. 47.3| 52.9| 517\ 54.6/ 56.0/ 57.0 59.5 6.6

Transportation..... | 23.4f 26.1| 25.6/ 26,5 27.1 28.1| 28.8 29.5

Other__..o.oooooiiiaaaaaos 149.9] 163.6| 161.6| 167.5| 169.4| 170.3| 173.0/ 176.9
Table 13.~—Foreign Transactions in the National Income and

Product Accounts (4.1)

Receipts from foreigners__..| 100,4| 138.2| 138,5| 143.6| 147.5 142,2| 136.0| 140.2
Exports of goods and services..| 100.4| 140.2| 1338.5| 143.6| 147.5| 142. 2| 136.0( 140.2
Capital grants received by the

I})nited States (net) ¢ ....... .0 —-2.0 .0 .0 .0 .0 .0 .0

Payments to foreigners..._.. 100.4) 138,2] 138.5| 143.6| 147.5| 142.2) 136.0| 140.2
Imports of goods and services__| 96.4] 138.1] 140.0 146.7| 145.7| 133.4| 119.8{ 130.4
Transfers to foreigners__......_ 3.9 3.6 3.7 3.3 3.6 3.6 3.6 3.5

1.l;agl'sonal ...... F. 1.3 1.0 L0 .9 .9 .9 .9 .8

Government 2.6 2.6 2,7 2.4 2.7 2.7 2.7 2.7
Net foreign investment....._.. .1l -3.5 -5.2/ -—6,5 -.8 5.2 12,5 6.3
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1974 1975 1974 1975
1973 {1974 | II | III | IV I II (III» 1973 | 1974 | 1II ‘ I ’IV I I 1I |IIIw
Seasonally adjusted at annual rates Seasonally adjusted
Billions of dollars Index numbers, 1958=100
Table 14.—Federal Goverr(l;nlen; 21;{eceipts and Expenditures Table 17.—Implicit Price Deflators for Gross National Product (8.1)
d, 3.

Federal Governmentreceipts_...______ 258,5( 291.1| 288.6 302.8 294.7| 284.1| 261 8| ___.. Gross national product.___....__ 154,31(170, 18167, 31(172, 07/177, 97{181, 62(183, 88/186, 15
Personal tax and nontax receipts.___| 114. 1| 131, 3| 129.4) 134.8| 136.8| 136.2! 99.1| 13.8 P 1 ¢ penditures..._| 145,9] 162. 5| 160,2| 164,7| 169, 6] 171,8) 173,9 176,7
Corporate profits tax aceruals. . _.__ 43.7| 49.1% 49.2| 55.4] 45.7| 34.1| 37.5(__..._ Durable goods 114, 3 130.1 133.5] 134.2
Indirect business tax and nontax Nondurable goods. . g . 0 3 3 . 2| 181.2| 185, 4

aceruals ... 21,2} 22.0| 21.9| 22.5| 22.2| 22.9| 23.8| 25.7 Services ..o cvoeeiiicceeecaas . 3 3 . 2| 184.6] 187.9
Contributions for social insurance._.| 79.5 88.7| 88.1 90.0| 90.0; 90.9| 91.3| 93.3

Grosa private domestic investment__.._J..___ | |- ... b i feeoo|oeaooo|eo

Federal Government expenditures... .. 264.2| 299.1| 291, 6| 304.7| 319, 3| 338,5 355.0| 361.9 Fixed investment 4] 183.2| 185.0

Nonresidential._ 4| 177.7] 178.6

Purchases of goods and services_._._._ 106.6| 116.9] 114.3| 117.2| 124.5| 126.5] 128.4{ 129.9 Structures_ - _....occeeeoocmaos 3 3 3 . X . 7| 209.0} 210.6

National defense.._.__............ 74.4| 78,71 76.6| 78.4] 84.0| 84.7| 84.8 85.6 Producers’ durable equipment.__| 130.0| 143, 2] 139. 2| 145.5| 154. 5| 160.7| 164.8| 165.6

Other . eiiicaaaaes 32.2| 38.2| 37.7| 38.8] 40.6] 41.8| 43.6| 44.3 Residential structures............. 174.0| 191. 4] 190.0; 195.9] 197.9| 204. 3| 208.2| 211.6

Nonfarm .. _.oooeoioaiuon 174.0] 191. 6| 190.2{ 196.1{ 198, 1| 204.4| 208. 4| 211.9

Transfer payments_.______._._.____.. 95.5| 117.0( 113.6| 120.8| 127. 2| 138.5 149.9| 151.0 Farm. oo, 168. 0] 183. 5( 181, 5| 187.5| 189. 4 195. 4| 199. 0| 202.0

T PeISONS . e cecccceccmcmeen 92.9| 114.4( 110.8; 118.4[ 124. 5| 135.8; 147.2| 148.3 Change in business inventories. ... | ... |.coco|oaoeo|oommoi]emmca oo fem e
To foreigners (net)4...___._......_. 2.6/ 2.6{f 2.7 2.4 2.7 27 27 27

Net exports of goods and services. . _.__|._._._ |- | fooooofooooilamii)eaa]oaao

Grants-in-aid to State and local gov- ExXpOrtS. e e ceeeeeeenaan 150, 6] 195.01 188,7] 202.5( 210.9] 213.9] 214.8| 214.6

[34:010015 11 U, 40,5/ 43.8] 43.2| 43.4| 45.5] 50.2| 52.2| 55.6 ImMpPorts. .o e 185.6| 219.7| 214.9( 230.8( 239. 3] 243.2| 242.8| 241.0

Net interest paid... ... 16.3| 18.8| 18.7] 10.1] 19.7] 19.7] 21.1] 21.3  Government purchases of goods and

Subsidies less current surplus of gov- services. ... ... ... 191, 5( 211,8] 208, 8| 214,1| 221.4| 224,6| 226.5] 229.3

ernment enterprises__........... 53 2.1 1.31 2.7 23 85 35 41 Federal. . e e 185. 9| 206. 8; 203, 0 207.4| 218, 4| 220.3| 220.1] 222.5

Subsidies.... ... ool 4.2t 2.0/ 15 2,5 2.0 2.4 2.3] 2.2 Stateandlocal. .. . ... ..oo._... 195. 1| 215. 0| 212.4| 218.3| 223. 2| 227.3| 230.7| 233.7
Current surplus-.................. ~11 -1 .2 =1 —.3] =10} —1.2{ —-1.8

Les;:g&geaccrualslessdisburse 0 —.5 —.6 —-15 .o 0 ol .o Table 18.~Implicit Price Deflators for Gross National Product by
Major Type of Product (8.2)

Surplus or deficit (—), national

income and product accounts_.__| —5,6/ —8.1| —3.0{ —~1,9/—24.5|—54,4/-103.3| ____.
- - Gross national produet...._.__._ 154, 31(170, 18(167. 31{172,07(177, 97|181, 62{183, 88186, 15
Table 15.—State and Local Government Receipts and Expenditures
(3.3, 3.4) Final aleS. . oooooooeaaaaannns 164.5 170.2| 167.3( 172.1| 178.1] 181.3| 183.8] 186.2
State and local government receipts.___| 193.5 207.7] 205, 3| 210.9| 213.9] 219.8] 226.2 . oo oo o Boh 4] 14 1) 1828 15081 10031 Tensl Jaoed
gersonalttax agtd rtxontax recolzipts-.-_ 37.2] 39.5| 38.8) 40.3 41.2| 4n8| 42.9| 4.1 Nondurable goods.......ocueeennenns 147.1) 167.5| 165.0 160.3) 174.8) 177.5/ 179.6) 184.0
orporate profits tax aceruals..__.__ 6.1 67 67 73 62 49 55 s
i ervices. ..o 175.5( 189.9] 187.9| 192,4; 195, 9| 198,9| 201.7| 204,6
Indirect business tax and nontax SEUCHUTH. oo e ooeeooe e 182, 4| 202,6| 200, 0| 206.0| 211.8| 216, 6| 217.5 219.4
Cac%r}})ali,....[ ........ [insosesseee ?g.o 1(1)4.9 104.0/ 107.0| 107.6| 109. 2 lﬁ'? 111.:1,’
ontributions for social insurance. .. .7 12,8 12,7 13.0| 13.3| 13.7 3 14. R .
Federal grants-in-aid._..___..___..__ 40.5| 43.8| 43.2| 43.4| 45.5| 50.2| 52.2] 55.6 Addendum:Grossautoproduct........ 112,9( 121, 5| 118,7 124.0) 127, 2| 127.6| 130, 6| 130.5

State and local government expendi- .
tures ... 184.4| 205, 9| 203, 3 208,8| 214.0| 221,5| 227.0| 23.2  Table 19.—Implicit Price Deflators for Gross National Product by

Purchases of goods and services...... 169.8| 192. 3| 190.1| 195.1 199. 3| 205.1| 209.7| 213.2 Sector (3.4)
gra'\;nlsfgr patymeis(xilts to persons. . -] 201 20.2| 19.8{ 20.4] 21.3] 22.9| 23.7| 24.2
et interes 23 (0 SR - -1, -1 _ -1, —_ -1. -k
Subsidies less eurrent suipias ofgov| 0| O T18 ~L8 ~1.5) —1.4) 1.2 ~1.0 Gross national product............ 154, 31|170,18(167, 31{172, 07177, 97|181. 62{183. 88186, 15
ernment ent: 11152 S, —4,.7| =5.0| =5.0] — _ - —5.1| -5,
Subsidi%s omierprises 4.{ 5,(1J 5,(1’ 5'(1) 5'(1) 5'% 5,% 5,% Gross domestic product_....._.__._.____ 154, 27|169, 62{166, 75171, 41|177, 36(181, 23183, 48185, 78
P . . .
urrent surplas 4.8 51| 51 51/ 52 52 53 538 Business .6 | 160.5(157.7 162'2 }gﬁ‘,’ };}g ggg %;gg
Less: Wa, Is 1 i - Nonfarm.. 3 159.1(156,8 | 161. 5 . 3 .
Tonte e o8 disburse- | o ol ol ol ol ol ol Farmeo ool 1| 195.4[177.8 | 179.1] 203.1| 168 3| 130.9] 1943
S\;rplus or geﬁcit (—~), national Households and institutions_....____ 222.7 | 248.8) ... |occoi|eeiee e
€ d SO ), — - -
ncome and product accounts 9.2 L8 20 21 .1l —L86 ] P General government................. 238.5 | 250.91248.5 | 251. 5] 257.1| 260.9] 264.6| 267.2
Addenda: Federal____..__.. 248.3 | 264.5|260.7 | 263.0f 275.0| 277.1 278.5] 285.9
Surplus, social insurance funds...... 9.1 9.7 97/ 9.8 98 99 101 10.1 State and local 233.4 | 244.2|242.5 | 245.9] 248.5| 253.3] 258.1| 261.0
Surplus or deficit (—) all other
State and local funds..__..___._. | =79l =77 =77 —90.9|—11.5|—1t.0| _____ Restofthe world ... ..o fooois)omoa|omao oo e e o
" Table 16.—Sources and Uses of Gross Saving (5.1) Addendum: Gross private product. ... 147, 56(163, 34|160, 51|165, 35/171, 04{174. 38(176, 50/178, 91
Gross privatesaving._.._._____...__..__ 210, . . i i
b A £ 9| 213.8) 207.3) 196.2) 227.5) 222.6 269.2)..... Table 20.—Change from Preceding Period for
ersonal saving..._._.___._...__.._.. 74.4| 77.0| 7L5| 65.5| 86.5| 75.9| 113.8 82. Aggregates (7.7
Undistributed corporate profits. . __ 43.3| 52.4 gog ggl 46.2 ;gg 36.3(..... 9 Selected Aggres @7
Corporate inventory valuation ad-
Cg)%;%mgt--éﬁb-if;l“-(-:E)i)-s"ul.ﬁf)ﬁ.éﬂ' —17.6|-35.1|—33.4|—51.2|—28.1| —7.0| —8.4|~11.5 Percent Percent at annual rate
Nﬁﬂﬁg‘i‘)’éiiie"e;ﬁz;i"aas ..... s 7.2 76.7| 75.7| 77.6] 79.3| 81.2| 83.0] 85.2
consumption ional product:
allowanees_._._....___.._....____ 30.6| 42.8| 428 43.2 43.6| 44.0 44| aag OCgEmtionaiproduct: .8l 79| 7.6 97 42 -39 70 167
Wage accruals less disbursements. .. 0 Lo . . .00 .0 .ol .0 Constant dollars. ... 5.9 —2.1] —1.8] —1.9 "9‘0_11'1 %g lég
i i . 14.4| 8. . .
G“':;'t‘i'"e“l‘ surplus or ddeﬁcit fi_)i %%ggf ﬁr‘fééﬁ%‘éﬁﬂ“m‘ 28 %8.'8 3§ iég 1.7 7.8 gg ;g
onal income an roduc ; vice ind A . f
accounts._...____._.__.____p____l_'___ 3.5/ —6.3| ~1,0 .2|—24.6|—56, 0|~104.2| .. Fixed-weighted price index_...____.. 6.3 10.7] 11.}| 12.7{ 12.5 7.5
Federal.....____........__._..___..._. ~5.6| —8.1] —3.0| —1.9|—~24.5|—54.4/-103.3|_____ Gross domestic product: wrl 77l el o4 4ol —26 67 189
State and local .- . _II0I1TTTTTT 9.2 18 20 21 -1 ~1.6] —9|-._._. 83;’;:2338‘3{‘1‘;5 59 —2.00 3| —2.1 '2‘2'18'(7) é? lﬁ
Capital grants received by the United g‘ﬁgﬂf% :écﬁlggfxl?" gg 18(7) gg };g %1:8 7.8 54 7.3
States (net)d.._.._.._.__...__.... .. S0 =20, .0 .0 .0 .o .of .0 Fixed-weighted price 6.2| 10.4] 10.6| 12.5] 12.5| 7.5 5.5/ 7.3
Gross investment_...__._________._ ... 209.4| 205,9| 206.6| 199.3( 207,7| 168.2 160.7| 181.2  Gross private product: o1 3.1 ~56 6.9 182
. . A 8 .71 10, L1 —5. .
Gross private domestic investment. .| 209.4| 209.4 211.8| 205.8] 200.4| 163.1| 148.1 1749  GorTeRt dallars.. 53 —58| —va| 23| —o.0|-12.6| 1.8 120
Net foreign investment.... ... ... -1 8.5 ~6:2| —6.5| —1.8 5.2 12.5 6.3  Implicit price defiato sil 00 a9 26 M8 S0 23 79
F Ch ice index. .. 5.9 10.6 0. 5 A 3 . .
Statistical discrepancy.................. —5.0 .4 .3 30 48 pe| —aal . B D entod prios 6.3 14| 123 138l 126l 7.7 58l 7.7
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BY ALLAN H. YOUNG

New Estimates of Capital Consumption Allowances
Revision of GNP in the Benchmark

IN the upcoming benchmark revision
of the national income and product
accounts (NIPA’s), BEA intends to
include in capital consumption allow-
ances estimates of depreciation valued
in current prices and measured with
consistent accounting with respect to
the service lives of assets and the de-
preciation formula. This improvement
will be one of the most significant in the
benchmark revision; it will make pos-
sible meaningful measures of net na-
tional product, net domestic product,
and national income in current and
constant dollars. This article describes
the new measure of depreciation and
compares the resulting capital consump-
tion allowances with those currently in
the NIPA’s.!

In the present accounts, capital con-
sumption allowances include primarily
depreciation as tabulated by the In-
ternal Revenue Service (IRS) from tax
returns filed by businesses. The major
exceptions are depreciation for the farm
sector and for housing that is owned
either by owner-occupants or by land-
lords who file individual tax returns
rather than business returns. For the
farm sector, BEA uses U.S. Depart-
ment of Agriculture estimates that are
based on consistent accounting and
valued in current prices. For housing,
BEA prepares estimates based on con-
sistent accounting and valued at his-
torical costs.

Economists, including national eco-
nomic accountants in the United States
and in other countries, have long rec-
ognized that tax return depreciation
has serious shortcomings for most types

1. In the NIPA’s, capital consumption allowances consist
of depreciation and accidental damage to fixed capital. Acci-
dental damage to fixed capital, which is a small part of the
total, will also be stated in current prices in the benchmark
revision. Accidental damage is included in the series shown in
charts 5 and 6, but is not discussed here.
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of economic analysis and is not the
proper measure for inclusion in national
income and product accounts.? The
two major shortcomings are:

(1) Tax return depreciation is based
on asset service lives and depreciation
formulas that may not reflect the using
up of fixed capital. This defect is
particularly serious if, as has been the
case in the United States, major
changes are made in regulations govern-
ing service lives and depreciation for-
mulas. Such changes have resulted in
more rapid writeoffs of the value of
capital that, by and large, did not
reflect underlying changes in the rate
at which capital was used up.?

(2) Tax return depreciation is valued
in terms of the historical costs of assets;
it reflects a mixture of prices of the
various years in which investments
were made. This is not the proper con-
cept for measuring production and
charges against production in the
NIPA’s. Instead, these charges, includ-
ing depreciation, should be valued in
prices of the current period or, in the
case of constant-dollar estimates, in
prices of a base period.

2. For instance, the System of National Accounts used by
the United Nations, which is also used by the Organization
for Economic Cooperation and Development, specifies con-
sistent accounting and current-price valuation (see A System
of National Accounts, United Nations, 1968). Examples of
recent studies concerned with depreciation valued in current
prices are William Fellner, Kenneth W. Clarkson, and John
H. Moore, Correcting Tazes for Inflation, American Enterprise
Institute for Public Policy Research, 1975; and William D.
Nordhaus, ““The Falling Share of Profits,”” Brookings Papers
on Economic Activity, No. 1,1974.

3. The major changes in regulations have been: (1) During
World War II and the Korean war, new investment in defense
facilities could be amortized over 60 months; (2) Starting in
1954, new investment could be depreciated with accelerated
methods as an alternative to the straight-line formula; @) In
1962, reductions in tax service lives of about 30 to 40 percent
below previous lives were permitted for equipment; (4) In
1969, use of accelerated depreciation methods was limited for
nonresidential real estate; (5) In 1971, further reductions in
tax lives of about 20 percent were permitted for new
equipment.

For some time, BEA has been
engaged in research to prepare deprecia-
tion estimates that are based on consist-
ent accounting and valued in current
prices. In 1968, BEA published a major
study that presented estimates, in cur-
rent prices, that were based on several
depreciation formulas and service lives.
The study also presented estimates of
the amount of depreciation claimed on
corporate tax returns as a result of
changes in depreciation practices.! Since
then, BEA has updated the alternative

4. Allan H. Young, “Alternative Estimates of Corporate
Depreciation and Profits: Parts I and II,” SURVEY OF
CURRENT BUSINESS, April and May 1968,

I CHART 5

Capital Consumption Allowances/ for
Nonfinancial Corporations, Tax
Return-Based and Historical-and
Current-Cost Valuations

Billion $ (ratio scale)
100[C

|~ Tax return-based
60~ Straight-line depreciation, .85F service lives,
current-cost valuation *

——

historical-cost valuation

30

Slitaaa s s et et sraan g bl v aaalaningeg
D g v

1929 40 50 60 70

1. Excludes depreciation on residential properties
owned by nonfinancial corporations.

U.S. Department of Commerce, Bureau of Economics Analysis

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



October 1975

estimates (most recently in the May
1974 SurvEY or CURRENT BuUsiNEss).

5. The perpetual inventory method is explained in more
detail in BEA’s Fired Nonresidential Business Capital in
the United Stetes, 1925-73, January 1974. This publication is
available for $12.50 from National Technical Information
Service, 5285 Port Royal Road, Springfield, Va. 22151, When
ordering, please mention accession number COM 74-10422
and include remittance payable to National Technical
Information Service.

SURVEY OF CURRENT BUSINESS

The BEA estimates of depreciation
that are based on consistent accounting
are derived from stocks of fixed capital
calculated by the perpetual inventory
method.® This method uses estimates
of gross investment and service lives
to derive measures of stocks and
depreciation. Gross stocks are obtained

R CHART 6
Capital Consumption Allowances-/ for Nonfinancial Corporations,

Historical-and Current-Cost Valuations
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by cumulating gross investment in
prior years and then subtracting gross
investment in the assets that have
completed their service lives. Deprecia-
tion charges are obtained by applying
depreciation rates to the investment
elements in the gross stock. The invest-
ment estimates used to implement this
method are the flows for producers’
durable equipment, nonresidential
structures, and residential capital in
the GNP. Depreciation measures in
historical-cost valuation are derived
by using investment estimates in his-
torical costs. Depreciation measures
valued in current prices are derived by
reflating to  current-year  prices
constant-cost depreciation measures
that are estimated by using constant-
dollar investment series. Depreciation
measures by legal form of organization
are derived by allocating the invest-
ment flows in GNP between corporate
and noncorporate components.

The depreciation measure that will
be included in the NIPA’s in the bench-
mark revision is based on current-cost
valuation and the straight-line de-
preciation formula. The service lives
used for investment in nonresidential
structures and equipment are 85 per-
cent of the lives specified in the 1942
edition of Bulletin F issued by IRS
(.85F). The service lives used for new
residential structures are 80 years for
1 to 4 unit dwellings and 65 years for
5 or more unit dwellings.$

Tax return-based depreciation and
the new measure that will be included
in the NIPA’s for nonfinancial corpora-
tions for 1929-74 are presented in
chart 5. (The small amount of depre-
ciation on residential properties owned
by nonfinancial corporations is exclud-
ed.) The chart shows preliminary esti-
mates of the new benchmark numbers;
however, final estimates probably will
not be much different.

The chart shows the separate effects
of adoption of consistent accounting
based on the straight-Jine formula and
.85F service lives and adoption of
current-price valuation. The consistent
accounting measure valued at histori-

6. Selection of service lives for investment in residential
structuresis deseribed in John C. Musgrave, ‘New Estimates
of Residential Capital in the United States, 1925-73,”
SURVEY oF CURRENT B USINESS, October 1974.
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cal costs is below the tax return-based
measure for most years after 1940.
Valued in current prices, the consistent
accounting measure is above the tax
return-based measure for most years
from 1929 to 1961 and again in 1974.
From 1962 to 1973, the tax return-
based measure is above the consistent
accounting measure valued in current
prices, because of the effect of the
reductions in tax service lives in 1962
and 1971, which are described later.

The new measure of depreciation will
not be appropriate for all uses. For
example, in studies of the effects of
tax policies, the old measure probably
would be required. Accordingly, in
addition to the new series, the NIPA’s
will continue to show tax return-based
depreciation for corporations and non-
farm sole proprietorships and partner-
ships. Also, several variants based on
consistent accounting will be provided
regularly in the SurRvVEY oF CURRENT
Business so that users can judge the
effects of different depreciation for-
mulas, service lives, and valuations and,
if they desire, substitute an alternative
for the NIPA measure.

As a result of changing the measure-
ment of depreciation, the estimates of
business income arising from current
production will also be revised; how-
ever, the present before-tax measures
of income will continue to be shown in
the NIPA’s. In the present accounts,
corporate profits and nonfarm pro-
prietors’ income arising from current
production are shown as the sum of
before-tax income and the inventory
valuation adjustment. The new pres-
entation will be similar. Income arising
from current production will be shown
as the sum of before-tax income, the
inventory valuation adjustment, and
a new item, the capital consumption
adjustment, which represents the dif-
ference between the tax return-based
measure and the new measure of
depreciation.

Service lives and depreciation
formula

Service lives.—There is little direct
evidence concerning actual service lives.
To alarge extent, they must be inferred
from the following information on
which tax return depreciation is based.

SURVEY OF CURRENT BUSINESS

(1) For many years, the standard
reference for tax service lives was the
1942 edition of Bulletin F issued by
IRS. During the 1940’s and 1950’s,
IRS required businesses to use Bulletin
F lives unless they could demonstrate
that actual service lives were shorter,

(2) Studies conducted by IRS show-
ed that tax service lives used for new
investment in 1954-59 were approxi-
mately .75F. (The previously mentioned
BEA study suggested that tax lives had
probably declined somewhat during the
1940’s and 1950’s.)

(3) The 1962 IRS guidelines per-
mitted a reduction in tax service lives
for new and existing equipment to
about .6F or .7F. In addition, the
requirement for correspondence between
actual and tax service lives was relaxed
to some extent. Consequently, although
tax lives declined, it seems unlikely
that actual lives followed suit.

(4) The asset depreciation range
(ADR) adopted in 1971 allowed busi-
nesses to depreciate new equipment
over service lives in a range from 20
percent shorter to 20 percent longer
than the guideline lives. The effect of
ADR was to lower tax lives, and again
it seems unlikely that the reduction
reflected much, if any, decline in actual
lives.

The available information indicates
that neither tax nor actual service lives
in the 1940’s were necessarily as long as
specified in Bulletin F, and the decline,
if any, in actual lives probably did not
match that in tax lives. Consequently,
BEA assumed that actual service lives
have changed little and have been some-
what shorter than those in Bulletin F
over the entire period included in the
depreciation calculations.

In chart 6, depreciation for nonfinan-
cial corporations based on this assump-
tion is compared with that based on
alternative assumptions. Use of Bulletin
F lives would result in depreciation
measures about 5 percent below those
based on .85F lives for recent years.
Allowing for declines in service lives
from F in 1940 to .75F in 1960 would
raise depreciation approximately 8 per-
cent above the .85F measure in the
1970’s.

Depreciation  formula.—A deprecia-
tion formula specifies how the cost of an

October 1975

asset is allocated over its life. There is
no general agreement on some points
involved in selecting a depreciation
formula. The two most important
points at issue are the time path of the
services provided by an asset and
whether future services should be dis-
counted in establishing the annual
depreciation charge. In other words:
Are the services provided each year
roughly equal over the asset’s life, or do
they decline? And, should the deprecia-
tion charge be obtained by allocating
the cost of the asset over the service
life in proportion to the services pro-
vided each year, or should it be obtained
as the annual decline in the sum of the
remaining services discounted to pres-
ent value? (In both cases depreciation
charges cumulated over the service life
equal the cost of the asset.)

The straight-line formula allocates
depreciation equally to each year over
the asset’s service life. Selection of this
formula is based on the view that the
services provided each year are roughly
equal and that no discounting should
be used. It seems that for many, if not
all, types of assets, the service provided
remains fairly steady over much of the
service life, and that substantial de-
cline usually does not occur until near
the end. Several empirical studies have
indicated this pattern, particularly for
long-lived assets such as buildings.
Possible exceptions are some types of
equipment for which secondhand prices
may indicate that services decline
substantially in the first years. How-
ever, it is not clear to what degree
secondhand prices can be used to
indicate the services that are provided
by assets that are retained by original
owners. Since the services provided by
an asset do decline before the end of
its service life, the straight-line formula
is a limit that, with an increasing
investment stream, understates de-
preciation to some extent. The under-
statement is probably less than the
difference between depreciation based
on the straight-line formula and that
based on the double-declining balance
formula. Thus, the double-declining
balance measures shown in chart 6

(Continued on page 35)
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STATE and Jocal government invest-
ment in facilities and equipment ac-
counted for nearly 17 percent of the
total fixed investment (public and
private) in the United States from 1958
to 1971, and about 15 percent in 1972
and 1973. In spite of its magnitude, this
investment has not been examined in
detail,

This article presents detailed esti-
mates of State and local government
investment spending and financing by
function for the period 1958-73. Esti-
mates for 1974 and 1975, which are also
provided, are preliminary and incom-
plete; they are discussed separately in
the concluding section. The article
expands on information on government
gross fixed capital formation (GFCF)
published in the February 1973 Survey
oF CurreNT Busingss.! As explained
there, GFCF “. . . is an estimate of
the government purchases of struc-
tures and durable goods that, if pur-
chased by the private sector, would be
counted in gross private domestic fixed
investment. It includes Federal and

Table 1.—State and Local Government
"Gross Fixed Capital Formation

[Billions of dollars]

Total Equipment and
GFCF | Structures | other durable
goods

13.8 12.5 1.3
14.3 12.8 1.4
14.3 12.7 1.6
15.5 13.8 1.7
16.3 14.5 1.8
18.0 16.0 2.0
19.5 17.2 2.3
21.4 19.0 2.5
23.8 21.0 2.8
26.0 23.0 3.0
28.5 25.2 3.3
29.2 25.6 3.6
29.8 25.8 4.0
31.4 27.0 4.5
32.2 27.2 5.0
34.9 29.3 5.6

NoTE.—Details may not add to totals because of rounding.

Source; U.S. Department of Commerce, Bureau of Eco-
nomic Analysis estimates based on data provided by the
Bureau of the Census.
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BY PAUL SCHNEIDERMAN

State and Local Government
Gross Fixed Capital Formation: 1958-73

State and local purchases of nonmilitary
new construction, used structures, and
new and used equipment.”’

The article is divided into four major
sections: (1) an overview of the growth
in aggregate State-local GFCF and its
financing, (2) a detailed analysis of
public investment decisions as related
to available sources of financing, (3) a
detailed review of State-local GFCF
for each of six functional ecategories:
highways, education, water and sewer
facilities, health and hospitals, airports
and water transport facilities, and all
other, and (4) an examination of the
financial and demographic forces likely
to affect future growth and composition
of State-local GFCF.

State-local GFCF grew from $13.8
billion in 1958 to $34.9 billion in 1973,
an average annual increase of more than
6 percent (table 1). The pattern of
growth was quite variable, as were the
various means of financing expendi-
tures—grants-in-aid, long-term tax-ex-
empt bonds, tax and nontax receipts,
use of available liquid assets, and short-
term loans (chart 7).

In real terms (1972 dollars), GFCF
grew at an average annual rate of 2.5
percent from 1958 to 1973. However,
this overall rate masks two opposing
movements. Real GFCF rose steadily
for 10 years, from $21.7 billion in 1958
to $37.2 billion in 1968, an average
annual increase of 5.5 percent; over
the next 5 years it declined each year,
dropping to $32.0 billion in 1973, an
average annual decrease of 2.5 percent
(chart 8).2 Since constant-dollars esti-
mates are unavailable for the funec-
tional components of GFCF, and be-
cause this article deals primarily with

1. The estimates in this article are revised back to 1958 and
do not agree with estimates published in the February
SURVEY.

the relationship between GFCF and
its financing (a current-dollar concept),
the remainder of this article addresses
itself only to current-dollar GFCEF.

State-local GFCF accounted for
from 78:.to 90 percent of total govern-
ment GFCF over the 1958-73 period
and from 16 to 20 percent of total
fixed capital formation in 1958-71
(chart 9). The State-local share of total
fixed capital formation diminished
somewhat, to about 15 percent in 1972
and 1973.

2. Deflators for capital purchases, particularly the struc-
tures component, are deficient in that they are based upon
prices of inputs rather than prices of outputs. A full discus-
sion of the problem can be found in ‘“Revised Deflators for
New Construction’” in the August 1974 SURVEY OF CURRENT
BUSINESS beginning on page 18.

NoTE.—Donald L. Peters assisted in the preparation of
data. Barbara G. Hobson provided statistical assistance.
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I CHART 8

State and Local Government Gross Fixed

Capital Formation in Constant Dollars
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Because State-local GFCF is a signif-
icant part of total demand and an
Important determinant of economic
growth, it is useful to examine the fac-
tors that have affected State-local
capital planning and expenditure deci-
sions and the effect of financial vari-
ables on those decisions.

GFCF: 1958-68

After showing little growth from 1958
to 1960, State-local GFCF grew from
5 to 11 percent each year from 1961 to
1968. A number of factors stimulated
this grewth. The population increased
more than 16 percent and enrollment
in elementary and secondary schools
increased 31 percent; thus, govern-
ments had te provide and equip addi-
tional facilities. Per capita disposable
income, in constant dollars, increased
more than 36 percent. As the standard
of living increased, governments re-
sponded to the demand for a broader
range of public services and facilities.
Also, rapid growth of the suburbs
resulted in expansion of GFCF.

The availability of resources facil-
itated GFCF growth in the decade.
The effects of general economic growth
on tax bases, and legislative actions

SURVEY OF CURRENT BUSINESS

increasing tax capacity permitted gov-
ernments to pursue capital spending
plans. Additionally, the long-term
growth trend of the market for State
and local bonds, though constrained
in several years, was instrumental in
financing GFCF growth. In apecific
program areas, expanding Federal aid
provided additional stimulus. The fol-
lowing paragraphs highlight the in-
fluence that these financial factors had
on GFCF in 1958-68.

State-local own-source tax and non-
tax receipts rose from $33.5 billion to
$81.4 billion in 1958-68.°) While this
growth indicates the expanded avail-
ability of funds for capital and current
expenditures, it is not possible to dis-
tinguish between own-source receipts
that finance capital expenditures and
those that finance current expenditures.

October 1975

Long-term debt for financing GFCF
was variable. After borrowing $6.2 bil-
lion in 1958, State and local govern-
ments reduced their offerings in
response to tightened credit conditions
and floated about $5.3 billion in bonds
in both 1959 and 1960. It appears that
reduced borrowings were partially re-
sponsible for the slowdown of GFCF in
1960. By 1968 borrowings grew to $10.5
billion. For the most part, through 1968,
fluctuations in long-term debt financing
were in response to monetary policies
of credit restraint and ease.

3. Own-source receipts are the sum of total personal tax
and nontax receipts (such as personal income taxes and fines),
corporate profits taxes, and indirect business taxes and non-
taxes (such as sales taxes, rents, and royalties). Contributions
for social insurance (retirement funds and temporary dis-
ability insurance funds) are omitted as a source of funds for
public capital outlays because they are generally earmarked
for benefit payments.

I  CHART 9
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Federal capital grants-in-aid more
than doubled; they rose from $2.7 bil-
lion in 1958 to $5.8 billion in 1968 and
amounted to about 20 percent of GFCF
financing. Highway grants accounted
for about 80 percent of Federal capital
grants to State and local governments
over the period; educational facilities
grants accounted for about 6 percent
(capital grants are Federal funds pro-
vided to State and local governments
for construction and purchases of du-
rable goods).

GFCF: 1969-70

GFCF growth dropped from about
10 percent a year in 1965-68 to only
about 2 percent in 1969 and 1970. Four
factors contributed to the drop. First,
interest rates paid by State and local
governments on their long-term bor-
rowing rose sharply, from 4.42 percent
in 1968 to 5.56 percent in 1969, and 6.29
percent in 1970. Because many govern-
ments were legally restricted to interest
rate ceilings that were below these
market rates, or chose not to assume
the burden f the rates, a number of
planned debt-financed projects were
either canceled or postponed. Second,
in the last half of the 1960’s, govern-
ments were shifting their priorities
toward current operating outlays for
social welfare programs; this somewhat
restricted current receipts available for
capital projects. Third, the need for

Table 2.—~~State and Local Government
Gross Fixed Capital Formation Financing

[Billions of dollars]

Total Federal | Long- All
GFCF aid1 term other 2
debt

13.8 2,7 6.2 4.9
14.3 3.4 5.4 5.4
14.3 2.9 5.3 6.1
15.5 3.1 6.1 6.3
16.3 3.4 6.2 6.6
18.0 4.0 8.7 7.3
19.5 4.7 6.6 8.3
21.4 4.7 7.5 9.2
23.8 5.1 7.8 10.8
26.0 5.2 9.8 11.0
28.5 5.8 10.5 12.2
29.2 5.8 9.5 14,0
29.8 6.6 15.2 8.0
31.4 7.2 17.3 6.9
32.2 7.5 15.8 8.9
34.9 8.8 15,7 10.4

1. Consists of Federal grants and loans.
2. Consists of tax and nontax receipts, short-term borrow-
ing, and use of accumulated reserves.

NoTE.—Details may not add to totals because of rounding.

Source: U.S. Department of Commerce, Bureau of Eco-
nomic Analysis estimates based on data provided by the
Bureau of the Census, Office of Management and Budget,
and the Securities Industry Association.
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educational facilities eased; growth in
public school enrollment slowed to 2
percent a year from nearly 3 percent
per year for the previous 11 years. Last,
the growth of grants for capital pur-
poses slowed in 1969 and 1970 to,
respectively, 3 and 5 percent compared
with 10 percent in 1967 and 7 percent
in 1968. The slower growth of capital
grants, for such purposes as highway
construction, was a result of impound-
ments by the Federal Government.

The slowdown in growth in GFCF
functional categories was concentrated
in outlays for education and sewer and
water facilities and, to a lesser extent,
highway construction. The first two
types of outlays are typically financed
with proceeds from bond issues; thus,
they were affected by the credit re-
straints that adversely influenced the
State-local bond market in 1969-70.
Highway grants decreased in 1969; this
partly accounted for the lack of growth
in highway GFCF. When grants again
began to grow in 1970, so did related
highway outlays.

GFCF: 1971-73

In 1971, State-local GFCF increased
to $31.4 billion, or more than 5 per-
cent. This increase resulted because a
number of projects that had been post-
poned in 1969 and 1970 were reinstated.
Although increases in Federal aid were
moderate, the recovery of the market
for State-local bonds resulted in record
borrowing. GFCF bond financing rose
from $9.5 billion in 1969 to $15.2 billion
in 1970 and to nearly $17.3 billion in
1971. In addition, as a result of legis-
lated increases in taxes and a broad
economic recovery, cwn-source receipts
increased about 12 percent from 1970 to
1971. This large increase, nearly $12.2
billion, enabled many governments to
allocate a larger portion of their tax and
nontax receipts to capital projects than
they had in previous years.

GFCF increased about 2 percent
from 1971 to 1972 as all types of capital
outlays except highways increased. The
slowdown resulted because more own-
source receipts were directed toward
welfare outlays. Long-term capital
borrowing also fell in 1972. In addition,
two functional categories—highways
and sewers—suffered the impact of

19

Federal Government impoundment of
grants,

In 1973, GFCF spending turned
around ; it increased more than 8 per-
cent, to $34.9 billion. This occurred
because governments received revenue-
sharing grants in late 1972 and early
1973. A significant part of these grants
was used for capital spending in the last
half of 1973 and the first half of 1974,
The increase in GFCF would have been
larger if Federal impoundment of high-
way grants had not continued.

In summary, the growth of State-
local GFCF from 1958 to 1973 was
irregular. Although increases and shifts
in population, and the increased stand-
ard of living were key long-term factors,
shifts in Federal grant policy, bond
market conditions, and economic con-
ditions accounted for a large part of the
year-to-year changes in GFCF.

Financing Gross Fixed Capitol
Formation

State and local GFCF is financed
from three principal sources: Federal
grants-in-aid, publicly offered long-term
bond issues, and current tax and nontax
receipts. In addition, there are minor
sources, such as liquid asset holdings,
short-term borrowing, and privately
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placed long-term bonds. Table 2 shows
the financing of GFCF in 1958-73
(because of the lack of data, current
tax and nontax receipts have been
combined with short-term financing,
accumulated reserves, and other minor
sources of funds).

The following paragraphs provide a
general discussion of the more impor-
tant sources of funds for GFCF. A
detailed discussion of each source of
funds is contained in the next section,
where the sources of financing are con-
sidered within the context of each of the
functional categories of GFCF.

Federal aid

Federal grants-in-aid increased more
than sevenfold from $5.6 billion in 1958
to $40.6 billion in 1973. Through 1965,
grants for State-local capital spending
accounted for about 45 percent of total
grants (chart 10). Capital grants con-
tinued to grow in the latter half of the
1960’s, but their growth was outpaced
by that of grants for current expendi-
tures, particularly for public welfare,
education, and health. Capital grants
averaged about 30 percent of total
grants from 1965 to 1970, and declined
to about 20 percent of grants in 1973.

Federal aid for State-local GFCF
amounted to nearly $2.7 billion in
1958, or about 20 percent of the $13.8
billion of GFCF (table 3). By 1973,
Federal aid, including general revenue
sharing (which was initiated in 1972)
amounted to mnearly $8.8 billion or
24 percent.

Table 3.—Federal Financing of State and
Local Government Gross Fixed Capital
Formation

[Billions of dollars]
Total Federal | Federalaidasa
GFCF aid percentage of
GFCF
13.8 2.7 19.6
14,3 3.4 23.8
14.3 2.9 20.3
15.5 3.1 20.0
16.3 3.4 20.9
18.0 4.0 22.2
19.5 4.7 24.1
21.4 4.7 22.0
23.8 5.1 21.4
26.0 5.2 20.0
28.5 5.8 20.4
29.2 5.8 19.9
29.8 6.6 22.1
31.4 7.2 22.9
32.2 7.5 23.3
34.9 8.8 25.2

Source: U.S. Department of Commerce, Bureau of
Economic Analysis estimates based on data provided by the
gu{lealé of the Census and the Office of Management and

udget.
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Table 4.—Functional Distribution of Federal Aid for State and Local Government Gross
Fixed Capital Formation

[Billions of dollars]

Total Highways | Education | Sewer and Health Airports and All other
water water terminals
2.7 2.3 0.2 *) 0.1 * 0.1
3.4 3.0 .2 *) .1 ® 0.1 .1
2.9 2.5 .2 *) .1 .1 .1
3.1 2.7 .2 (6] .1 .1 .1
3.4 2.9 .2 ™) .1 .1 .2
4.0 3.4 .2 0.1 .1 .1 .2
4.7 3.9 .1 .1 .1 .1 .5
4.7 3.8 .2 .1 .1 .1 .5
5.1 4.1 .4 .1 .1 .1 .4
5.2 3.9 .5 .1 .1 .1 .5
5.8 4.2 .5 .2 .1 .1 .7
58 3.9 .4 .3 .2 .1 .9
6.6 4.5 .3 .3 .2 W1 1.1
7.2 4.8 .3 .4 .2 .1 1.5
7.5 4.5 .2 7 .2 .2 1.7
8.8 4.3 1.2 .8 .1 .3 2.1

*Less than $0.05 billion.

Note.—Details may not add to totals because of rounding,

Source: U.S. Department of Commerce, Bureau of Economic Analysis estimates based on data provided by the Office

of Management and Budget.

The effect of specific grant programs
on various GFCF functions is dis-
cussed later. However, a brief summary
of the magnitude of the programs is
presented here. In 1958-73, the largest
part of Federal aid for capital proj-
ects was for highway GFCF (table 4).
Grants for highways grew from $2.3
billion in 1958 to about $4.3 billion
in 1973. Although highway grants
grew irregularly, they generally aver-
aged about 40 percent of State-local
highway GFCF.

Federal grants for education GFCF
consist largely of grants to colleges and
universities and to localities that bear
the impact of Federal installations,
such as military bases. This aid
accounted for between 2 percent and
6 percent of education GFCF financing
during 1958-72; ranging from $0.2 bil-
lion to $0.5 billion over the period; it
accounted for 12 percent or $1.2 billion
in 1973 when revenue sharing was a
factor.

Through 1967, capital grants for
construction of sewer and water GFCF
were small, less than $0.1 billion a year
and averaged about 2% percent of that
type of GFCF. In the ensuing years,
these grants expanded considerably
and—because of Environmental Pro-
tection Agency grants to assist govern-
ments in meeting legislated standards
for the control of sewer emissions—
became quite important in the 1970’s.
In 1973, sewer and water grants
amounted to nearly $0.8 billion, about
21 percent of that type of GFCEF.

Aid for health GFCF has been pro-
vided primarily through the Hill -Bur-
ton program of grants for hospital
construction. From 1958 to 1966, these
grants amounted to around $0.1 billion
a year and financed from 20 to 25 per-
cent of State-local outlays for health
GFCF. Subsequently, because of in-
creases in other types of financing,
chiefly issuance of long-term debt, and
because Hill-Burton grants remained
flat (about $0.2 billion annually), only
9 percent of health GFCF in 1967-73
was financed by Federal aid.

Federal aid in the remaining func-
tional categories is less important and
is discussed later in this article.

Table 5.—Long-Term Debt Financing of
State and Local Government Gross
Fixed Capital Formation

[Billions of dollars]

Total

Long-term
GFCF

borrowing

Long-term
borrowing as a
percentage of
GFCF

H
SEObheBon Npocoeoo
-3 00 03 b3 SR 00 00 CUEh =100 w00 D

(7] o [N )
HHERTERAE PERPSEIR
IO a100 OO =00

Source: U.S. Department of Commerce, Bureau of Eco-
nomic Analysis estimates based on data provided by the
Bureau of the Census and the Securities Industry
Association.
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Table 6.—~Functional Distribution of Publicly Offered Long-Term Debt to Finance State
and Local Government Gross Fixed Capital Formation

[Percent]

Total | Highways | Education | Sewer and | Health Airports and All Addendum:
water water terminals | other | Total (billion $)
100.0 19.1 42.9 18.5 2.7 1.2 15.6 6.2
100.0 15.4 41.7 215 1.6 5.2 14.6 5.4
100.0 17.9 42.1 19.4 1.3 5.4 13.9 5.3
100.0 17.5 42.0 20.5 1.1 4.6 14.4 6.1
100.0 16.9 4.4 19.1 1.6 4.7 13.4 6.2
100.0 1.5 42.3 21.6 2.4 3.8 18.4 6.7
100.0 9.6 45.0 23.4 1.3 4.9 15,8 6.6
100.0 12.6 38.3 20.2 3.9 5.1 19.9 7.5
100.0 181 43.0 19.5 2.3 1.9 15.2 7.8
100. 0 12.5 42.7 19.4 3.4 3.9 18.2 9.8
100.0 14.0 43.4 18.0 2.7 3.5 18.3 10.5
100.0 18.1 40.5 16.7 2.8 2.9 20.0 9.5
100.0 12.4 40.8 15.7 3.0 4.8 23.3 15.2
100.0 18.1 36.4 15.9 4,1 3.4 22,1 17.3
100.0 12.2 36.2 16. 4 5.6 3.6 25.9 15.8
100.0 12.3 37.5 18.9 5.5 2.3 23.4 15.7

Nork.—Details may not add to totals because of rounding,

Source: U.S. Department of Commerce, Bureau of Economic Analysis estimates based on data provided by the Securities

Industry Association.
Revenue sharing

In addition to the regular grant
programs, the Fiscal Assistance Act
passed In late 1972 provided for broad
functional areas of expenditures out of
Federal revenues disbursed to State and
local governments. Under this revenue-
sharing program, about $2.6 billion was
distributed to governments in Decem-
ber 1972 and another $7.1 billion in
1973. The latter allotment accounted for
about 17 percent of all Federal grants-
in-aid in that year.

While data on the use of revenue-
sharing funds are sketchy, BEA, after
consulting with a number of govern-
ments and examining studies on the use
of revenue-sharing funds, estimated the
impact of these funds on State and
local purchases of structures and dura-
ble goods for 1973. Revenue-sharing
funds used to finance GFCF are
believed to have had a major effect on
such spending in the last half of 1973
and the first half of 1974. Governments
accumulated a significant part of their
revenue-sharing funds from December
1972 to June 1973 while they took time
to set priorities and to seek bids. By
the last half of 1973, many construc-
tion projects were underway. Nearly
$2.0 billion of revenue-sharing funds
were used to finance GFCT in the last
half of 1973. The bulk of the funds were
used for public safety, public trans-
portation, education, and water and
sewer expenditures.

Long-term debt financing

Long-term bonds are the major means
of financing State-local GFCF. From

1958 to 1973, publicly offered State
and local government bonds financed
about 40 percent of GFCF, ranging
from a low of 33 percent (1969) to a
high of 55 percent (1971). Though long-
term borrowing grew over the period,
it was at an irregular pace, rising from
$6.2 billion in 1962 to $15.7 billion in
1973 (table 5).

The volume of long-term debt issued
by State and local governments is
directly related to conditions in capital
markets. In periods of tight credit, such
as 1966 and 1969-70, interest costs in-
creased and reliance on bond financing
slackened. An earlier study, based on
Federal Reserve data on State-local
borrowing plans and realizations, con-
cluded that about one-fifth of the bor-
rowing plans that were postponed or
canceled because of high interest rates
led to postponements or cancellations
of capital spending plans.* This is be-
cause many governments will turn to
alternative sources of financing, such as
floating short-term debt or using liquid
assets, rather than change capital
spending plans, which usually involve
expensive preparation. The use of these
alternatives will be discussed in the
next section.

From 67 to 80 percent of the funds
raised by the sale of long-term bonds
in 1958-73 financed education, high-
way, and sewer and water GFCF
(table 6). These outlays proved some-
what sensitive to tightened conditions

4. See John E. Petersen, ‘“Response of State and Local
Governments to Varying Credit Conditions,”” FEDERAL
RESERVE BULLETIN, March 1971, pp. 209-32.
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in the market for State-local bonds. In
periods of severe credit restraint—
1959-60, 1966, and 1969-70—sewer
and water GFCF was adversely affected
(table 7). Education and highway
GFCF showed marked sensitivity in
1959-60 and 1969-70, but appeared to
weather the credit squeeze of 1966.
In 1966, education GFCF was main-
tained because of strong public demand
for expanded and improved facilities
and equipment; highway GFCF re-
flected continued Federal funding of
the growing interstate highway system.

Own-source receipts

From 1958 to 1973, State and local
government own-source receipts grew at
an average annual rate of about 10
percent, or from $33.5 billion to $141.0
billion. Taken together, own-source
receipts have provided a reliable flow
of funds for budgeting outlays; how-
ever, separately they have not grown
in a smooth pattern (table 8). Changes
in the bases and rates of taxes, the
addition and repeal of taxes and non-
taxes, and changes in economic condi-
tions have made any one source of funds
somewhat volatile in year-to-year
growth.

Short-term borrowing

State and local governments rely on
three types of short-term borrowing.
Tax anticipation notes (TANS) are
used to bridge the gap between actual
expenditures and anticipated receipts.
Funds raised by TANS are primarily
used for operating expenditures.

Housing authority notes and bond
anticipation notes (BANS) are used as
temporary sources of financing for

Table 7.—Growth Rates for Selected Func-
tional Categories of State and Local
Government Gross Fixed Capital Forma-
tion During Periods of Credit Restraints

[Percent]

Average annual growth rate

1959-74 | 1959-60 | 1966 | 1969-70

Eduecation.____.____..._. 7.2 2.8 122.4 0.0

Highways._.._. . 5.0 —-.1}|110 3.5

Sewer and wate - 8.0 3.3 |-3.9 —6.3

Allother .. o .cono.. 9.6 43| 50 6.9
Melﬂm fixed ital

A oss fixed ca)
foxgxrnation_.._-_g_. 7.0 1.8} 112 2.3

Source: See footnote to table 1.
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Table 8.—State and Local Government Tax and Nontax Receipts
[Billions of dollars]
Percent change:
Personal | Corporate | Indirect
taxes and profits business
Total nontaxes taxes taxes Personal | Corporate | Indirect
Total taxes and profits business
nontaxes taxes taxes
33.5 5.6 1.0 b7V 38 | P [ I R
36.5 6.1 1.2 20.3 9.0 8.9 20.0 8.5
39.9 6.7 1.2 32.0 9.3 9.8 * 9.2
43.1 7.4 1.3 34.4 8.0 10.4 8.3 7.5
46.7 8.2 1.5 37.0 8.4 10.8 15.4 7.6
49.9 8.8 1.7 39.4 6.9 7.3 13.3 6.5
54,4 10.0 1.8 42.6 9.0 13.6 5.9 8.1
59.0 10.9 2.0 46.1 8.5 9.0 11.1 8.2
64.7 12.8 2.2 49,7 9.7 17. 4 10.0 7.8
710 14.6 2.5 54.0 9.7 14.1 13.6 8.7
81. 4 17.4 3.1 60.8 14.6 19.2 24.90 12.6
91.4 20.6 3.4 67.4 12.3 18.4 9.7 10.9
101. 5 23.1 3.7 74,7 1.1 12,1 8.8 10.8
113.7 26.4 4.2 83.1 12.0 14.3 13.5 11.2
128.9 32.9 5.0 910 13.4 24.6 19.0 9.5
141.0 36.2 5.7 99.0 9.4 10.0 14.0 8.8

*Less than 0,05 percent.

NortE.—Details may not add to totals because of rounding.

capital projects. Public housing authori-
ties often issue short-term nots in the
construction phase of a project, and
refinance with long-term bonds when
the project is completed.

BANS are issued for two reasons.
First, BANS provide interim financing;
in some jurisdictions long-term bonds
may not be issued until the projects
they finance are substantially com-
pleted. Second, BANS are an alterna-
tive to long-term borrowing when credit
market rates are high or are expected to
fall, as in 1967 and 1969-71 (chart 11).5

5. The data plotted in chart 10 consist of BANS, TANS,
and housing authority notes. Studies by the Federal Reserve
Board show that most of the short-term borrowing in 1967
and 1969-71 was in the form of BANS.

CHART 11

Net Change in State and Local
Government Short-Term Debt
OQutstanding

Billion $
4.0

3.0~ ~

20 —

P X AN N TN N D T Y NN U TSNS TN OO N O I |
1958 60 62 64 66 68 70 72 74

U.S. Department of Commerce, Bureau of Economic Analysis

75-10-11

A number of governments pursued their
capital spending plans by relying on
short-term debt when long-term bor-
rowing plans were posponed or canceled.
After 1967 and 1969-71, net new
offerings of short-term notes declined,
as governments returned to their con-
ventional permanent financing sources.

Liquid assets

State and local governments main-
tain a portfolio of liquid assets (cash,
demand deposits, time deposits, and
U.S. securities) to service their day-to-
day transaction needs and to provide
for contingencies. The ratio of liquid
assets to total expenditures is shown in
chart 12.

In the years preceding 1968, the
liquidity ratio ranged from 0.53 to 0.59.
In 1968, the ratio dipped toward levels
sustained in 1970-74—between 0.42
and 0.48. This movement toward new
liquidity levels was largely the result of
better asset management, which, in
many cases, resulted in lower govern-
ment balances held at financial insti-
tutions.

In 1969, governments worked down
liquid asset ratios to their lowest level,
0.37. This was largely because reserves

were used in lieu of long-term borrowing
for GFCF.

Distribution of

GFCF

The functional distribution of State-
local GFCF changed from 1958 to 1973

Functional

October 1975

(table 9). The largest category, high-
ways, accounted for roughly 40 percent
of total State-local GFCF in most
years, but decreased in recent years.

Highway GFCF

State and local government highway
construction programs are the largest
single functional GFCF category, al-
though they have declined in relative
importance in recent years. From 1958
to 1973, highway GFCF grew at an
average annual rate of about 4 percent.
In 1958, highway GFCF amounted to
about $5.9 billion (table 10). This was
nearly 43 percent of total GFCF. In
1971, it amounted to $11.2 billion, or
36 percent of GFCF. Subsequently,
outlays declined to $11.0 billion in 1972
and rose to $11.2 billion in 1973. A
significant factor was the partial im-
poundment of Federal grants in 1972
and 1973.

Financing highway GFCF

Much of the impetus for State and
local government highway construc-
tion has come from the Federal inter-
state highway program, which was
initiated in 1956. Under this and other
smaller Federal programs, matching
grants to States grew from about $2.3
billion, or about 40 percent of all high-
way GFCF financing, in 1958 to nearly

N  CHART 12

State and Local Government
Liquidity Ratios

Ratio
.65

60 i~ -

S5 4
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Table 9.—~State and Local Government Gross Fixed Capital Formation by Function

[Billion of dollars]

Total Highways |Education | Sewer and Health Airports and All other
water water terminals

5.9 3.5 15 0.4 0.1 2.3
6.2 3.4 1.6 .4 .4 2.3
58 3.7 1.6 .4 .4 2.5
6.2 4.0 1.7 .4 .4 2.8
6.8 4.0 1.8 .4 .4 2.9
7.5 4.6 1.9 .4 .4 3.1
7.6 5.2 2.4 .4 .4 3.5
8.1 58 2.6 .5 .5 4.0
9.0 7.1 2.5 .5 .5 4.2
9.3 7.9 2.5 .7 .6 5.1
10.0 8.1 3.2 .8 .8 5.6
9.9 8.1 2.9 .9 .8 6.6
10.7 8.1 2.8 .9 .9 6.4
11.2 8.3 3.3 1.0 .7 6.8
- 11.0 8.6 3.4 1.1 .8 7.3
1973._. 11.2 9.8 3.9 1.1 .8 8.2

Notr.—Details may not add to totals because of rounding.

Source: See footnote to table 1.

$3.9 billion, or about 50 percent of all
highway financing, in 1964. By 1973,
Federal financing amounted to about
$4.3 Dbillion, and, although it was
declining in importance, it still ac-
counted for about 38 percent of the
outlays in that year.

Two State-supported construction
programs also influenced highway ex-
penditures in the 1960’s: (1) access high-
ways between suburbs and wurban
centers and (2) toll roads. Debt financ-
ing was a particularly important
source of funds for both. In the early
1960’s, nearly 40 percent of highway
debt offerings were toll road revenue
bonds. This type of financing was par-
ticularly appropriate since toll roads
were planned to be self-supporting with
respect to debt service and mainte-
nance. After the mid-1960’s, the relative
growth of bond financing reflected an
overall trend for State and local
governments to debt-finance a larger
share of capital outlays in order to
release more current receipts for cur-
rent outlays.

The bulk of the remaining financing
of highway GFCF is generated through
the imposition of levies on gasoline
and motor vehicles, although only about
one-half of those receipts, shown as
“all other” financing in table 10,
finance highway GFCF. The other half
finances highway maintenance and
other State and local programs. Total
revenue from both sources increased
from about $4.4 billion in 1958 to
$6.5 billion in 1965, an average annual
increase of more than 5 percent. Since

1965, the rate of increase has nearly
doubled, because of increases in gaso-
line purchases, motor vehicles regis-
tered, and rates and fees. In 1973,
these revenue sources produced $12.0
billion.

Education GFCF

State-local government spending for
elementary, secondary, and higher edu-
cation structures, books, and equip-
ment ranged from 24 to 30 percent of
total State-local GFCF over the 1958—
73 period (table 11). Spending increased
from $3.5 billion in 1958 to nearly
$9.8 billion in 1973, an average annual
increase of about 7 percent. Purchases
of books and equipment were about 20
percent of outlays in 1958; in 1973,
they were 30 percent.

After a period of fairly level expendi-
tures from 1958 to 1962, when educa-

23

tion GFCF rose from $3.5 billion to
$4.0 billion, outlays grew rapidly over
the next 6 years, amounting to $8.1
billion in 1968.

Elementary and secondary school
GFCF was particularly strong for three
reasons. First, there was an attempt
to alleviate a general shortage of
classroom space brought on by the
postwar baby boom. Second, the popu-
lation shifted away from urban centers
to the suburbs. Last, there were in-
creasing pressures to replace outdated
schools, many of which had been con-
structed before World War II.

Higher education GFCF also ac-
celerated in the 1960’s to meet the
increase in enrollment that began in
the mid-1960’s and that did not taper
off until the early 1970’s. Contributing
strongly to the demand for spending
was the growth in the college-age
population and the increase in the
percentage of that population enrolled
in public universities. Relatively lower
tuition costs at public universities
contributed to the increase.

A noticeable slowdown in enrollments
at public colleges and elementary and
secondary schools was reflected in
education GFCF in 1969-72. Educa-
tion GFCF amounted to $8.1 billion in
1969 and rose to only $8.6 billion in
1972. However, in 1973, expenditures
showed a sharp increase of $1.2 billion,
with a large portion of education GFCF
for the renovation and replacement of
outdated facilities. Revenue-sharing

Table 10.—~State and Local Government Highway Gross Fixed Capital Formation and

Financing
{Billions of dollars})
Gross fixed capital formation Finaneing
Total
Structures Durable goods Federal aid Lox(llgg,grm All other
e
5.7 0.2 5.9 2.3 1.2 2.4
6.0 .2 6.2 3.0 .8 2.3
5.6 .2 5.8 2.5 1.¢ 2.4
6.0 .2 6.2 2.7 1.1 2.5
6.5 .2 6.8 2.9 L1 2.8
7.3 .2 7.5 3.4 .8 3.3
7.3 .3 7.6 3.9 .6 3.1
7.9 .3 8.1 3.8 .S 3.4
8.7 .3 9.0 4.1 1.4 3.5
8.9 .3 9.3 3.9 1.2 4.2
9.7 .3 10.0 4.2 1.5 4.3
9.6 .4 9.9 3.9 L7 4.4
10.3 .4 10.7 4.5 1.9 4.3
10.8 .4 11.2 4.8 3.1 3.3
10.5 .5 11.0 4.5 1.9 4.6
10.6 .5 11.2 4.3 1.9 50

Norte.—Details may not add to totals because of rounding.
Source: See footnote to table 2.
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Table 11.—~State and Local Government Education Gross Fixed Capital Formation and

Financing
[Billions of dollars]
Gross fixed capital formation Financing
Total
Structures Durable goods Federal aid Lor&g-germ All other
ebt
2.9 0.6 3.5 0.2 2.7 0.7
2.7 .7 3.4 .2 2,2 1.0
2.8 .8 3.7 .2 2.2 1.2
3.1 .9 4.0 .2 2.5 1.3
3.0 L0 4.0 .2 2.8 1.1
3.5 10 4.6 .2 2.8 1.6
3.9 13 5.2 .1 3.0 2.1
4.4 1.4 5.8 .2 2.9 2.8
5.4 L6 7.1 .4 3.4 3.3
6.1 18 7.9 .5 4.2 3.2
6.2 19 8.1 .5 4.6 3.1
6.0 2.1 8.1 .4 3.8 3.8
5.7 2.3 8.1 .3 6.2 1.5
5.8 2.5 8.3 .3 6.3 1.8
5.9 2.6 8.6 .2 5.7 2.6
6.9 2.9 9.8 1.2 5.8 2.7

Note.—Details may not add to totals because of rounding.
Source: See footnote to table 2.

funds financed a significant part of
the 1973 increase.

Financing education GFCF

Over the 1958-73 span, the bulk of
the financing for education GFCF was
done through long-term bonds. Bonds
financed from 45 to 75 percent of the
cost of outlays, Federal aid about 3 to
12 percent, and current receipts the
remainder.

For any government of moderate
size, capital investment in education is
uneven. As capacity of existing facilities
is reached or exceeded, new schools
must be constructed. In most cases,
spending for this construction is ir-
regular, and is usually debt-financed to
avoid large changes in tax levels.

Bonds issued for education GFCF
have shown the same sensitivity to
credit market conditions that other
tax-exempt issues have. In 1966, a
period of credit restraint, expenditures
rose $1.3 billion, or 22 percent, while
long-term borrowing increased $0.5
billion, or 17 percent. In the credit
crunch of 1969, expenditures did not
grow and long-term borrowing fell
from the 1968 rate of $4.6 billion to
$3.8 billion. Governments had to draw
on accumulated reserves, postpone
other expenditures, or use short-term
borrowing to maintain previous capital
outlays levels.

Asnoted earlier, Federal aid to educa-
tion GFCF—largely to colleges and
universities and to local governments

impacted by the presence of Federal
installations—accounted for 2 to 6
percent of education GFCEF over
the 1958-72 period. In 1973, Federal
grants increased to 12 percent of
education GFCF, largely because of
revenue sharing.

Sewer and water GFCF

The construction of sewer treatment
and water supply facilities accounted
for about 9 to 12 percent of State-local
GFCF over the 1958-73 period. Spend-
ing for water and sewer GFCF in 1973
amounted to about $3.9 billion, 2.5
times the 1958 level of $1.5 billion
(table 12). Equipment purchases ranged
from 3 to 7 percent of total outlays.

October 1975

A significant portion of sewer
GFCF in the late 1950’s consisted of
installation of facilities in communities
that had none previously. The growth
of suburban areas in the 1960’s resulted
in the expansion of existing facilities;
at the same time, in many of the older
urban areas, governments replaced out-
dated equipment and deteriorating fa-
cilities. An increased concern about the
environment in the late 1960’s coupled
with higher Federal grants resulted in
increased spending for this function.

Financing sewer and water GFCF

Federal aid for water and sewer
GFCF was minimal through the mid-
1960’s; it accounted for about 2.5
percent of the financing. In 1967,
Federal aid became more significant.
Initially, aid came from the Department
of Housing and Urban Development’s
program of grants for basic water and
sewer facilities. In the 1970’s, Environ-
mental Protection Agency grants for
controlling sewage emissions were im-
portant, although their impact was
somewhat dampened by Federal im-
poundments. Overall, Federal aid
ranged from about 5 to 15 percent of
sewer and water GFCF in 1967-73.

Most of the sewer and v GFCF
has been financed throug ads. Al-
though bond issues showed only minor
sensitivity to the 1966 period of credit
restraint, they reacted strongly in
1969.

Table 12.—State and Local Government Sewer and Water Gross Fixed Capital Formation
and Financing

[Billions of dollars}

Gross fixed capital formation

Durable
goods

Structures

Financing

Total

Federal aid Long-term All other

ebt

ATRO =T 00 = i i OO0 O 00 SN Ut
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*Less than $0.05 billion.
Nore.—Details may not add to totals because of rounding.
Source: See footnote to table 2.
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Table 13.—State and Local Government Health Care Gross Fixed Capital Formation and
Financing

[Billions of dollars]

about 2 percent of total State-local
GFCF. Construction accounted for

Gross fixed capital formation

Structures Durable goods

Financing

Total

Federal aid Long-term All other

debt

DWW OOTO ki O W
[ R e el g e e

=

O @O NITT O s i

P RO RO RO DD = ek bt bt b et el e e ek
DOTLOICWNY OOk b b=t et =t DD

e

* Less than $0.05 billion,

NoTE.—Details may not add to totals because of rounding.

Source: See footnote to table 2.

Direct user charges based on water
consumption, or related taxes, provided
most of the remaining financing. Re-
liance on these sources prevented a
large number of abandonments or
postponements of projects in 1969.

Health care GFCF

In 1958-73, State-local capital out-
lays for health care GFCF, which
accounted for 3 to 4 percent of total
GFCF, grew at an average annual
rate of about 7 percent. From 1958 to
1966, outlays ranged from $0.4 billion
to $0.5 billion annually (table 13).
Durable goods purchases accounted
for about 25 percent of outlays. By
1971, health care GFCF amounted to
about $1.0 billion, more than triple
the levels of the early 1960’s. Outlays
grew slightly in 1972 and showed no
change in 1973.

Financing health care GFCF

Federal aid for mental health and
other medical care facilities began to
grow in the mid-1960’s and was stimu-
lated by Hill-Burton grants, which
rose from about $65 million in 1961 to
more than $225 million in 1970. In
197173, Hill-Burton grants grew only
moderately because governments could
not get Federal approval for their
projects.

In recent years, health care GFCF
has been financed increasingly by the
sale of long-term bonds. Bond offerings

594-639 0 - 75 - 4

in 1965 amounted to the total offerings
of the previous 2 years, $0.3 billion.
They held this level through 1969 and,
in 1971-73, grew to an annual level of
about $0.9 billion. This growth re-
sulted from broadened State authority
for local governments to offer hospital
bond issues and from favorable market
conditions. The growth of prepaid
hospital and medical care plans, which
insured a more dependable cash flow to
hospitals, was an important factor in
improving the marketability of hospital
bonds.

Airport and water terminal GFCF

Over the 1958-73 period, airport and
water terminal GFCF accounted for

about 97 percent of airport and water
terminal GFCF and durable goods
purchases about 3 percent. Capital
outlays for airport and water terminals
were fairly level in the first half of the
1960’s, and amounted to about $0.4
billion in each year. In 1965, outlays
began to advance and by 1970 had
reached about $0.9 billion (table 14).
They decreased to about $0.8 billion
annually in 1971-73.

Outlays in the 1960’s and 1970’s
were for renovation and expansion of
old facilities and construction of new
facilities. Air traflic grew rapidly; pas-
senger air miles doubled from 1960 to
1967. The introduction of jet aircraft
resulted in development plans for
expanded terminals and runways and
modernized air traffic control facilities
in many urban centers, such as Los
Angeles and New York City. Further-
more, in the 1970’s, the introduction of
jumbo jets required many authorities to
expand runways and terminals to
handle the large volume of passengers
associated with each flight.

Water terminal GFCF also increased,
largely because of expansion and, since
the mid-1960’s, renovation to accom-
modate the shift toward the use of
containers in cargo handling.

Financing airport and water terminal

GFCF

Funds for airport and water terminal
GFCF are usually raised through long-

Table 14.—State and Local Government Airport and Water Terminal Gross Fixed Capital
Formation and Financing

[Billions of dollars]

Gross fixed capital formation Financing
Total
Structures Durable goods Federal aid Loggg,grm All other
(-}

0.1 (*) 0.1 *) 0.1 *)
.3 *) 4 0.1 .3 *)
4 * 4 1 .3 *)
.4 *) 4 .1 .3 *)
.4 (*) 4 .1 .3 *
-4 *) 4 .1 .3 0.1
4 (*; 4 .1 .3 *
.4 * .5 .1 .4 ™
-5 *) .5 .1 .1 .3
.6 (*) .6 .1 4 .2
.7 (*) .8 .1 4 .3
.8 *) .8 .1 .3 4
.9 [60) .9 .1 7 .1
7 (*; .7 .1 .6 (*)
.8 (* .8 .2 .6 *)
.8 (&) .8 .3 4 .1

*Less than $0.05 billion,

NorE.—Details may not add to totals because of rounding.

Source: See footnote to table 2.
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term revenue bonds, and income gen-
erated by the operations of the facili-
ties is used to meet debt service. This
type of financing is sensitive to capital
market conditions. In response to high
interest rates in 1966 and 1969, financ-
ing provided by long-term debt fell
sharply. In 1966, bond sales fell from
$0.4 billion to about $0.1 billion. Capi-
tal outlays were only marginally af-
fected; temporary short-term tax-
exempt notes were issued in anticipation
of bond issues to be offered when
long-term rates declined.

In the 1970’s, borrowing averaged
about $0.6 billion annually. Financing
of the new Dallas-Fort Worth airport
was a major factor in these years.

All other GFCF

The remainder of GFCF consists of
outlays for environmental conservation
and development, housing and urban
development, general administrative
facilities, mass transit, and facilities
for public safety. Although these out-
lays have traditionally been small, an
exceptional growth in outlays for mass
transit facilities and equipment is
likely. Outlays for public safety equip-
ment and facilities are also growing in
importance. The Department of Justice,
through the Law Enforcement Assist-
ance Administration, has supplied
large amounts of capital expenditure
funds to police departments. Also,
early reports on the use of revenue-
sharing funds indicate that the funds
are having an impact on public safety
spending.

GFCF in 1974-75

Preliminary estimates indicate that
GFCF grew rapidly in 1974, and slowed
in the first half of 1975. Purchases of
structures increased over 19 percent
from 1973 to 1974, or nearly $5.7
billion; equipment spending rose 9
percent or about $0.5 billion. While
data for the first half of 1975 are
tentative, it appears that there has
been only moderate growth in GFCF;

SURVEY OF CURRENT BUSINESS

structures purchases were about $1.5
billion (seasonally adjusted annual rate)
above 1974 levels and little growth has
occurred in durable goods pruchases.
The outlook for the remainder of 1975
is for continued modest growth or a
leveling off.

Several factors contributed to the
strong growth in 1974. First, the
revenue-sharing distributions, although
leveling off by mid-1974, provided an
important impetus to capital spending.
Second, the Federal Government sharp-
ly increased capital grants, releasing
funds impounded in previous years.
Third, State-local governments found
financial markets highly receptive to
their long-term bond offerings.

In the first half of 1975, these factors
became somewhat less significant. First,
a smaller proportion of revenue-sharing
monies was devoted to capital programs
as governments reverted to a more
traditional allocation of these funds.
Second, except for sewer and water
programs, no significant growth oc-
curred in Federal capital grant pro-
grams. Third, long-term bond offerings
faced a less accommodating market
than in 1974. Fourth, as a result of the
recession, growth in own-source re-
ceipts slackened in late 1974 and early
1975 and sharply reduced the avail-
ability of funds for capital programs.

Highway GFCF increased 15 percent,
or about $1.6 billion in 1974. Release
of impounded Federal highway aid
funds provided the major impetus. In
the first half of 1975, highway outlays
showed no growth.

Education GFCF increased about
10 percent, or $1.0 billion in 1974, but
declined slightly in 1975. Education
outlays were a major beneficiary of the
initial revenue-sharing distribution, but
declined after mid-1974, reflecting demo-
graphic factors and Jlower college
attendance rates.

Sewer and water GFCF increased
about 35 percent, or nearly $1.8 billion
in 1974, and remained near the 1974
level in the first half of 1975. Increased
Federal aid for sewer treatment and
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water supply facilities was a key factor
in 1974. Funds impounded in earlier
years were released in 1974, and
although some funds were for re-
imbursement of outlays made in pre-
vious periods, a substantial amount
was available for new GFCF. Grant
levels were maintained in the first
half of 1975.

Health and hospitals GFCF increased
26 percent, or about $0.3 billion in 1974,
but showed little further growth in the
first half of 1975. As in earlier periods,
easy access to bond market financing
helped stimulate growth in 1974 and
sustain the levels of 1975.

Outlook for 1976

The outlook for GFCF in 1976 is
uncertain. While pressure on State
and local governments to increase
spending can be expected to rise as real
incomes grow and environmental con-
cerns continue, a number of other
factors may limit growth. First, many
governments are operating under tight
budgets. Renewed inflation may force
them to curtail capital spending plans
in order to maintain current operating
levels; this apparently was a factor in
limiting GFCF in 1975. Unlike its
impact on the Federal budget, inflation
tends to increase State-local expendi-
tures faster than receipts in the short-
run. This is largely because important
types of State-local receipts, such as
property taxes and nontaxes, do not
rise at the same rate as money incomes.
Second, fiscal crises in several large
jurisdictions have cast doubt on the
part of investors in the ability of govern-
ments to carry present levels of debt.
This investor uncertainty disrupted
State and local bond markets in mid-
1975 and caused interest rates to rise.
In some cases, bond issues could not be
sold, despite very high interest rates.
Should these conditions continue in
1976, growth in GFCF will be limited.
Last, given present budget stringency,
Federal grants to State and local
governments for GFCF are expected
to show only a modest increase in 1976.
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By ROBERT B. BRETZFELDER

Changes in State Personal Income,
First to Second Quarters of 1975

Table A.~Total Personal Income and Selected Components, Change First to Second

Quarters 1975

Percent change

Index, U.S. percent change=109

Ranked by percent

‘Wages and salaries

Total excluding:

change in total Farm Trans-
Total in- fer Total
come | Manu- Con- Min- | pay- Manu- | Farm and
facturing { struction | ing | ments Farm |facturing| manufac-
turing
United States_____________. 2.3 2.8 4 -2,7 L6 7.5 100 100 100 100
States with above average
gains:
1. Alaska____.____.._____.. 6.9 4.7 —9.7 21.6 18,2 3.5 300 300 300 300
2. Delaware....__ 5.1 —2.0 17.0 —-6.5 5.8 9.9 222 230 69 77
Dist. of Colombia. . 4.9 0 -1.3 -6.6 5.8 5.1 213 213 200 200
3. South Carolina. .. 3.8 2L5 5.3 —-3.0 5.8 6.4 165 143 131 108
4. Michigan....._ 3.8 -3.8 7.8 —~5.9 2.2 5.6 165 170 100 104
5. South Dakota. 3.7 14.5 2.7 —~16.4 10.2 8.7 161 104 146 88
6. Idaho._._.... 3.6 -1.2 6.2 2.6 5.8 7.2 157 183 123 150
7. Nebraska.. 3.5 12.3 .5 —.1) —15.4 9.7 152 117 150 115
8. Montana 3.4 13.5 —4.2 -16. 9 8.6 8.4 148 100 150 104
9. New Mexico..... -- 3.4 1.6 2.3 2.2 3.7 6.2 148 148 131 135
Average ! . ........_. 4.1 6.8 3.1 —-2.5 5.0 7.3 178 165 146 131
States with near-average
gains:
10. Oklahoma.............. 3.2 26.3 -.8 —4.6 5.6 8.4 139 109 142 112
11. Tennessee 3.2 12.6 4.1 —5.3 3.4 9.8 139 135 112 108
12. Texas.._ 3.1 40.2 2.8 —4.3 7.3 7.2 135 109 123 96
13. Georgia. 3.0 27.9 2.0 —4.4 L5 7.7 130 91 123 85
14. Missouri 3.0 —.8 2.2 7.5 -1.2 9.1 130 135 123 127
15. Colorado. 2.8 15.3 .9 -1 7.6 7.5 122 100 116 96
16. Mississipp 2.8 19.3 1.1 -10.5 2.6 9.2 122 87 119 81
17. Wyoming 2.6 16.5 .2 -2.7 4.6 7.1 113 96 104 85
18, Vermont 2.6 3.7 ~3.6 -1.1 57 8.7 113 113 154 154
19. Kansas. 2.5 12,1 —1.4 —4.2 4.8 7.9 109 78 119 88
20. Wisconsin 2.5 11. 4 -2.6 .0 —-5.2 10.3 109 100 162 154
21. New York 2.5 3.0 1.4 ~5.5 8.7 6.9 109 109 104 104
22, Ohio..... 2.4 ~12.8 -.3 1.2 .6 8.6 104 113 131 138
23. Oregon 2.2 —-7.8 3.4 —6.4 | —10.9 6.3 96 109 73 89
24, Nevada_._._........_... 2.2 5.3 .2 1.6 .9 5.5 96 96 88 89
25. Towa. ... ... 2.2 -1.7 -2.5 4.1 2.3 9.6 96 109 127 142
26, California._._........_. 2.1 6.7 .6 —3.4 4.1 5.9 91 87 92 88
27. Arizona_____.__._______ 2.1 15.3 -2.4 —-5.7 -9 8.4 91 70 100 81
..... 2.1 1.7 -.9 .9 -4.3 8.7 91 96 108 112
..... 2.1 1.1 =15 =17 —4.9 8.3 91 91 119 119
....... 2.1 -7.8 —-1.7 2.6 5.8 7.7 91 104 108 127
....... 2.0 3.7 2.0 -2.9 -1.3 7.7 87 87 77 77
2.0 —5.3 -~1.9 6.2 -5.7 8.6 87 91 1156 123
2.0 —6.9 -.8 -2 ~5.4 6.9 87 91 88 92
2.0 2.0 -1.6 2.9 41.0 6.9 87 87 112 112
1.9 3.7 -15 .6 .0 7.6 83 78 77 w
1.8 -9.1 .2 .7 -2.7 6.1 78 100 81 100
1.7 7.2 .7 -2.6 -9.5 8.4 74 70 69 65
L7 | —-1L1 2.8 5.8 —6.5 9.2 74 100 54 81
1.7 -7 -5 -9 -1.0 9.7 74 78 96 100
1.6} —~14.9 -1.0 —6.0 -15 9.7 70 117 77 131
1.6 -7.5 .1 -2.3 2.9 8.6 70 91 73 96
. New Jersey. 1.6 —-9.1 -.8 —156.2 —4.2 5.7 70 70 85 85
. Massachuset 1.5 ] ~22.1 -2.5 2.9 5.8 3.1 65 70 92 92
44, Florida.. .. .. 1.4 —9.9 -L0 —-9.2 4.8 .7 61 74 62 73
45. Rhode Island.. 1.4 8.3 —4.5 ~b5.6 58 9.5 61 61 112 112
Average_.__..._.__... 2.2 3.2 -3 -2,2 1.7 7.9 96 96 104 104
States with below average
gains:
46, Connecticut.........._. 1.0| —-L9 -3.3 —4.8 5.8 8.9 43 43 88 88
47, Kentucky.. .- .7 14.3 —-4.9 —12,2 | =47 9.3 30 13 73 54
48. Louisiana_ .. R .2 | ~25.8 —-2.0 —~3.5 6.1 8.1 9 78 19 88
49. North Dakota. .- .2 —=5.0 .6 -~16.7 12.0 7.7 9 61 8 58
50. West Virginia__________ —-.3 1.2 —8.2 —13.0 | —10.4 (7% I [ 27 27
Average.__.__..._.__.._. .4 —3.4 -3.0 —10,0 1.8 8.4 17 35 42 62

1. Excludes District of Columbia.
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NATIONALLY, personal income rose

. 2% percent in the second quarter of

1975. Consumer prices (as measured by
the implicit price deflator for personal
consumption expenditures) rose 1% per-
cent; real income was up about 1 per-
cent. This was the first significant
quarterly gain in real income since the
recession began in late 1973. Current-
dollar income rose in 45 States and in
the District of Columbia. It changed
little in five States. The gain in each of
the 45 States and the District was above
the national rise in consumer prices, and
real income apparently increased, at
least moderately.

Much of the national rise in income
was due to transfer payments, which
increased 7% percent; income, excluding
transfers, was up only 1% percent. The
sharp increase in transfers reflected a
one-time special payment, in June, of
$50 to recipients of social security, rail-
road retirement, and supplemental se-
curity incomes, and an advance of more
than one-fifth in unemployment insur-
ance benefits. The increases in transfers
were spread fairly evenly among the
States.

Other income components

Differential State changes in manu-
facturing payrolls and farm labor and
proprietors’ incomes explain much of
the State differences in total income
changes; payrolls in construction, min-
ing, Federal Government, and service-
type industries also contributed. The
role of manufacturing and farming can

NotE.—The quarterly estimates of State personal income
were prepared by Kenneth P. Berkman and Robert L. Brown
with the substantial assistance of Q. Francis Dallavalle and
Wallace K. Bailey, Jr. in the Regional Economic Measure-
ment Division. The analysis was written by Robert B.
Bretzfelder in the Regional Economic Analysis Division.
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28 SURVEY OF CURRENT BUSINESS October 1975
Table 1.—Total Personal Income, States and Regions
[Millions of dollars, seasonally adjusted at annual rates)
1972 1973 1974 1975
State and region

I II 111 v I 1T 111 v I 11 111 v I I
United States___.___._.___._______ 913,395 | 930,736 | 949,819 | 984,390 | 1,012,364 | 1,037,540 | 1,066,790 | 1,099,630 | 1,107,319 | 1,137,797 | 1,171,555 | 1,189,621 | 1,195,812 | 1,222,918
NewEngland_._.__..___..__________ 56,164 | 57,190 | 58,117 | 60,103 61,137 62,707 64,015 65, 594 66,859 68,494 70,169 71,499 72,604 73,665
Connecticut. ... ____._..._.. 16,134 | 16,414 | 16,615 | 17,149 17, 500 17, 945 18,345 18, 835 19, 205 19,721 20, 239 20, 568 20, 833 21,044
aine__._._.. - 3,627 3,723 3,821 3,985 4,090 4,247 4, 380 4, 538 4, 681 4, 740 4,791 5,015 4, 964 5, 066
Massachusetts 27,311 27,804 | 28,251 29, 165 29, 594 30, 304 30,875 31, 586 32,210 32,973 33,877 34,478 35, 208 35, 740
New Hampshire__.__._._______. 3,116 3,173 3,269 3,392 3,484 3, 593 , 683 3,823 3,871 3,969 4,034 4, 4,118 4, 202
Rhode Island... . _........._.. 4,258 4,324 4,354 4,543 4,578 4, 681 4, 740 4,757 4,844 4, 964 5, 069 5, 146 5, 257 5,331
Vermont........ooooooooooeoo. 1,717 1,752 1,807 1,870 1,890 1,938 1,991 2,055 2, 048 2,128 2,160 2,193 2,224 2,282
Mideast . __ ... ... ... 211,889 | 213,713 | 218,094 | 223,818 227, 501 231,277 235,903 241, 400 245,539 252,190 258, 444 263, 381 266, 188 272,270
DelaWare. ..o 2,865 | 2,954 3019 3,005 3,198 3,278 3,419 3,493 3,452 3,536 3,688 3,781 3,631 3,816
District of Columbis - 4,382 4, 408 4, 512 4, 627 4,620 4,672 4,774 4,818 4,884 5,044 5,210 5, 346 5,453 5, 718
Maryland........ 19,473 19,805 | 20,376 20, 829 21, 386 21, 759 22,476 23, 058 23,419 23,971 24, 700 25, 268 25, 500 26, 008
New Jersey... 37,866 | 38,586 | 39,178 40, 228 40, 859 41, 398 42,107 43, 209 44 181 45, 456 46, 369 47,159 47,165 47,928
New York.___ | 94,779 | 95,228 | 496,562 99, 037 100, 493 102, 128 103,778 105, 919 107, 693 110, 524 113, 022 114, 938 117,141 120,116

Pennsylvania.__________________ 52,525 | 52,733 | 54,446 | 56,002 56, 946 58, 041 A 60, 903 61,911 63, 660 65, 455 66, 888 67,299 3
Great Lakes 186,887 | 191,386 | 194,717 | 202,227 208,723 212,821 217,867 225,093 224,943 230,719 239,510 239, 855 238, 082 244,127
Illinois.. 55, 849 57,168 | 57,741 60, 026 61,916 63, 002 64,475 66, 695 67, 089 68, 768 71,414 70, 325 70, 558 71,943
Indiana... 22,305 | 22,824 | 23,257 ] 24,022 25, 348 25, 663 26, 212 27,343 26, 442 27,239 28, 433 28, 406 28,043 28, 524
Michigan..___ 42,810 | 43,953 | 44,936 | 46,767 48,092 49,323 50,305 51,826 51,327 52, 546 " 55,328 53,496 55, 552
Ohio___.____. 47,313 | 48,303 | 49,217 | 51,067 52,439 53,465 54,871 56, 240 56,930 58,348 60, 545 61,163 60, 882 62,372
Wisconsin 18, 610 19,139 | 19, 565 20, 346 , 21, 369 22,004 22,988 23,154 23,818 24,234 24,633 25,103 25,735
Plains_ ... . ... ... 68,497 70,388 | 71,834 76, 296 79,676 82,101 87,028 89,004 84,524 88,011 89,699 88,758 89,035 91, 205
Towa oo 11,903 | 12,231 11,965 | 13,471 13,777 14, 666 16, 674 15, 476 14, 182 14, 847 16, 240 15, 022 15,228 15, 570
Kansas.__.... | 9763 | 10,313 | 10,464 | 10,644 11,008 11,052 12,421 12, 836 12,191 12, 266 12,479 12,993 13,014 13,340
Minnesota.. .. | 16,137 | 16,405 16,720 | 17,826 18, 691 19,433 : 20, 969 20, 248 21,727 , 21,305 21,526 21,876
Missouri........ .| 19,583 , 20,474 | 21,181 22,447 22,230 22, 567 23, 382 23, 348 23,814 24, 600 24,470 , 568 25,310
Nebraska..._._. | 6444 | 6,674 6,840 7,174 7,514 7,596 7,971 8,715 7,665 , 1 8,357 8,395 8,329 8, 620
North Dakota._ . 1 2 2,032 | 2,748 | 3,115 3,167 3,909 3,709 3,821 3, 643 3,969 3,071 3,543 3,312 3,319
South Dakota_____ ... 1] 2358 | 2,445| 2,604 | 2 884 3,073 3,215 3,335 3,806 3,247 3,219 3,284 3,030 3,058 3,17
Southeast_____.________._ ... ___. 171,751 | 177,369 | 184,616 191, 064 195,731 201,900 208, 981 212,565 218,736 224,141 227,860 229,594 | 233,869
Alabama 12, 001 12,285 12, 762 13,153 13, 570 13, 949 14,451 14, 612 14,928 15, 250 15, 527 15, 642 15,978
Arkgnsas _________ 6, 532 6, 812 7,102 7, 549 7,907 7,908 8, 237 8, 534 8,714 3 8, 504 8, 624 8,759
Florida__..._..... 32,301 | 33,520 | 35,590 36, 802 3 39,915 41,185 42,014 43, 543 44,723 44,978 44,905 45, 531
Georgia__________. 18,289 | 19, 19, 754 , 339 20, 886 21, 572 22,038 22,388 22,834 23,473 24,107 23, 878 24, 600
Ken}l}cky 11,676 | 12,022 12, 593 12,977 13,121 13,491 13,778 14,151 14, 907 15, 236 15, 350 15,758 15, 876
Louisiana....__.._______....__.. 13,238 | 13,542 | 13,877 14, 249 14, 359 15, 090 15, 359 15,715 16, 258 16, 664 17,467 18,129 18,161
Mississippi- ..o oo....__.__... 7, 046 7,319 7,573 7,968 7,995 8,070 8,792 8,436 8,867 9, 046 9,010 9,109 9,363
North Carolina. .. 19,758 | 20,382 20, 954 21,713 22,187 22, 676 23,924 24,332 24, 503 25,022 26, 188 26, 530 26, 984
South Carolina..._... , 205 9, 571 9,918 10, 202 10, 496 10, 804 11,371 11, 631 11,874 12,086 12, 390 12,263 12,725
Tennessee_ ___.._.__.. 14,871 | 15,238 | 15,874 16, 499 16, 737 17,292 17,835 18, 088 18, 542 19, 315 19, 207 19,292 19,904
Vll’glm?{ , 500 | 21,148 | 21,880 22, 665 23,178 23, 941 24, 656 25,158 26, 007 26, 476 27,042 27,114 27, 666
West Virginia.._.._..__.._...... 6,335 | 6,524 6, 741 6,949 7,007 7,193 7, 356 7, 507 7,760 7,971 8,090 1 8,322
Southwest_..._________._. ... ... 67,827 | 69,415 | 70,008 | 72,705 74,995 77,896 81,135 84,116 84,553 85,899 89,191 91,405 92,302 95,091
8,257 8,610 8,992 9, 274 9,712 10,074 10,443 10, 609 10, 853 11,237 11, 452 11,393 11,632
3,725 3, 766 3,929 4,020 4,185 4, 367 4, 446 4,449 4, 566 4,763 4,786 4,861 5,025
10,052 | 10,177 10, 343 10, 748 11, 054 11, 888 11, 698 12, 037 12,037 12, 626 12,937 13, 008 13,423
47,381 | 47,456 | 49,442 50, 953 52,945 54, 806 57, 529 57,459 58,444 60, 565 62,229 63, 039 65,011
21,858 | 22,589 | 23,720 24,210 25,776 25,947 27,254 27,615 27,863 28,916 29,702 29, 558 30,368
10,653 | 10,949 | 11,622 11,826 12,439 12,574 13,088 13, 200 13, 379 14,132 14, 350 14,157 14, 548
2, 789 2,934 2,997 3,128 3, 366 3,441 3, 548 , 953 3,853 3, 897 4,017 X 4,110
2,844 2,958 3,120 3,079 3,593 3,409 3, 761 3, 566 3, 550 3, 640 3,813 3,717 3,843
4,143 4,242 4,418 4, 540 4, 665 4,835 4,995 4,994 5,181 5,342 5,465 5,612 5, 708
1,430 1, 505 1, 562 1,637 1,714 1, 689 1,863 1,903 1,900 1,905 2, 056 2,104 2,159
129,342 | 131,270 | 134,865 138,742 142,752 146, 391 151, 390 153,791 158, 684 163, 883 169, 143 170, 147 173,723
California. _____..._....._._._.. 101,891 | 103,347 | 105,906 108, 652 111, 880 114,457 118, 625 120, 280 124,135 128,109 131, 916 132, 762 135, 608
Nevada_. 2, 7t 2,749 2, 857 2,977 3,088 3,185 3,312 3, 360 3,437 X , 531 3 , 740
Oregon . _ 9,314 9, 530 9,899 10, 297 10, 519 10, 738 11, 146 11, 344 11, 765 12, 202 12, 578 12,513 12,782
‘Washington . . 15,433 | 15,644 16, 204 16, 816 17, 264 18,012 18,307 18,807 19, 347 20,119 21,113 21,213 21,593
Alaska._. 1, 366 1, 700 1,774 1,857 1,941 1, 986 2,045 2,090 2,228 2,461 2,740 2, 864 3,061
Hawaii. ... ............._._. 4,056 4,123 4,264 4,459 4, 537 4,619 4,753 4,840 4,973 5, 141 5,280 5,438 5, 539

Census regions
Addenda:

New England___..____.._________ 56, 164 57,190 | 58,117 | 60,103 61,137 62, 707 64,015 65, 594 66, 859 68, 494 70,169 71,499 72, 604 73, 665
Middle Atlantic_. ... 185,170 | 186, 546 | 190,186 | 195, 267 198, 297 201, 567 205, 234 210, 031 213, 784 219, 639 224, 847 228, 985 231, 605 236,729
East North Central . ___ 186,887 | 191,386 | 194,717 | 202,227 208, 723 212,821 217,867 225,093 224, 943 230, 719 239, 510 239, 855 238, 082 244,127
West North Central. ... 68, 497 70, 388 71,834 76, 296 79,676 82,101 ) 89, 84, 524 88, 011 89, 699 88, 758 89, 035 91, 205
South Atlantic. ... __._. -] 130,840 | 133,554 | 138,058 | 143,388 147,873 151, 753 156, 769 161, 898 164, 784 169, 072 173, 348 177,191 177,623 181, 369
East South Central_____ -1 44,511 45, 594 , 864 3 50, 506 51,422 52, 801 54,856 55, 287 57,243 , 846 59, 094 59, 801 61,122
West South Central._ - | 75115 77, 77,987 | B0, 764 83, 500 86, 265 89, 692 92,823 93, 744 95,452 98, 736 101, 137 , 800 105, 353
Mountain.._.... -] 35832 36,544 | 37,713 | 39,497 40, 481 42,761 43, 573 45,455 46, 032 46,719 48, 368 49,476 49,472 50, 765
Pacific...__._______.._ -] 130,380 | 132,330 | 134,343 | 138,047 142, 081 146, 141 149,811 154,876 157, 362 162,447 , 173, 627 174, 789 178, 583

NoTE.—Detail may not add to totals because of rounding. Quarterly totals for the State
personal income series will not agree with the personal income measure carried in the National
Income and Product Accounts. The 1972-74 quarterly estimates of State personal income have

been revised to incorporate the regular revisions of State annual totals and the biennial
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update of the seasonal factors. Estimates for 1974 for the District of Columbia, Maryland,
Virginia and Hawaii will not agree with the annual estimates appearing in the August 1975
SURVEY owing to subsequent corrections.
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be seen in table A. In this table, States
are ranked by percent change (first to
second quarter, 1975) in total personal
income. Percent changes are also shown
for key industrial and other sources of
income. Indexes (U.S. percent change
equals 100) of percent changes in total
income and in income excluding farming
and manufacturing are also provided.
These indexes show that, on the aver-
age, the gain in total income in the nine
fast-advancing States exceeded the U.S.
gain by nearly 80 percent; excluding
farming and manufacturing, the excess
was about 30 percent. Similarly, the
shortfall in total income among the five
well-below-average States was more
than 80 percent; it was only about 40
percent when farming and manufac-
turing are excluded.

States well above average

In Delaware and Michigan, a turn-
around in auto payrolls was the main
factor in the strength of manufacturing
payrolls. Farm income was up sub-
stantially in South Carolina, South
Dakota, Montana, and Nebraska. High
prices for livestock were important
factors in the latter three States.
In Alaska, accelerated work on the
oil pipeline and the resulting large
gains in construction and mining and
in most service-type industries ac-
counted for the very vigorous rise in
total income. In Idaho and New
Mexico, there were large gains in
mining construction, and Federal civil-
ian payrolls. Six of the nine States
also had vigorous gains in service-type
industries; the exceptions were Dela-
ware, South Dakota, and Nebraska.
In the District of Columbia, Federal
payrolls spurted.

States well below average

Manufacturing payrolls were off sub-
stantially in West Virginia, Connecti-
cut, and Kentucky. In West Virginia,
steel payrolls accounted for the decline.
Large declines in farm income were
registered in Louisiana and North
Dakota. In Louisiana, the decline was
due to a drop in the marketings of
sugar; in North Dakota, 1t was due
to wheat. Mining payrolls were off
in Kentucky and West Virginia, be-
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cause weakness in the steel industry
induced a decline in metallurgical coal.
Payrollsin construction dropped sharply
in each of the five States that were
well below the average. In four of
them, payrolls in service-type indus-
tries were alsc weak.

(Continued from page 9)

vantages of this approach is that it
makes it possible to focus on the
business economy.

Farm produet was up sharply in the
third quarter, due to increased cash
receipts (from farm marketing and
Commodity Credit Corporation loans).
This increase in farm product, the first
substantial one since a sharp drop
1% years ago, was reflected in the
increase in farm proprietors’ income
referred to earlier. The price of farm
product increased at a 33 percent
annual rate, and real farm product was
up 39 percent (table 10). In the second
quarter, a similar rate of price rise had
been associated with a decline in real
product.

Real nonfarm business product was
up 11% percent, compared with 2
percent in the second quarter. These
rates of increase were virtually the
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same as for total GNP. In the third
quarter, residential construction, which
was discussed above, and auto product,
which registers the combined effect of
final sales of autos to all sectors and
auto inventory increase, were respon-
sible for a considerable part of the
increase in nonfarm business product,
$7 billion out of $18% billion. The
slowing of nonauto inventory liquida-
tion from the second quarter to the
third accounted for almost all of the
remaining increase. Nonauto inventory
change is included in the residual
“other’’ category, and its swing con-
tributed $9% billion to this category’s
$11% billion third-quarter increase.
The increase in final sales contributed
only $2 billion.

The Federal Reserve Index of Indus-
trial Production (ITP) is an alternative
to the measure of real nonfarm business
product shown in table 10. The two
measures differ in coverage, however,
so that exact correspondence should not
be expected. For example, the IIP omits
the value added in construction, and
there are similar differences in the
distributive and service industries. It
is not possible to strip down GNP to
make it exactly comparable with the
IIP. So far this year, the IIP was
weaker than GNP, with the gap
narrowing as the year progressed

Table 10.—Gross National Product by Sector of Origin in Constant (1958) Dollars

[Seasonally adjusted at annual rates]

Percent change from
Billions of dollars preceding quarter
(annual rate)
1974 1975 1975
v I I III I II IiI
Gross nationalproduet. ... _______________________._________. 804,01 780,0 | 783.6 | 804.6 | —11.4 1.9 11,2
Less: Households and institutions, rest of the world, and general
government. . eeeaaeaa. 87.6 86.5 87.6 87.9 —4.8 5.2 1.7
Equals: Business produet. ... ... 716.5 | 693.5 | 696.0 | 716.7 | —12.2 1.5 12.4
Less: Farmt oo iiiciieeiaeian 25.7 27.5 26.5 28.8 32.1 | —~14.4 39.2
Equals: Nonfarm business produet_ .. ... ... ... 690.8 | 666.0 { 669.6 | 687.9 | —13.6 2.2 11.4
Aubo. il 33.6 26.7 33.7 38.9 1 —60.1 158.8 76.6
Residential struetures. ... .. ... 20.4 17.3 17.5 19.3 | —49.0 5.4 48.2
ther . e 636.7 | 622.0 | 618.3 | 620.7 ~8.9 ~2.3 7.6

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



By RUSSELL B. SCHOLL

The International Investment Position
Developments in 1974

of the United States:

THE net international investment
position of the United States increased
$15.7 billion in 1974, following an
increase of $12.2 billion in 1973. Net
reinvested earnings and net valuation
adjustments—mainly downward ad-
justments in the value of foreign-held
U.S. securities—accounted for $14.5
billion of the increase. Balance of
payments factors accounted for $1.2
billion; a $4.6 billion net inflow on
unrecorded balance of payments trans-
actions was partly offset by a $3.4
billion deficit on current account.

At yearend 1974, the net investment
position was $77.6 billion, compared
with $61.9 billion in 1973. Total U.S.
assets abroad increased $39.3 billion,
to $264.6 billion; total U.S. liabilities to
foreigners increased $23.6 billion, to
$187.0 billion.

Changes in the Net Inter-
national Investment Position

The major factors that determine the
change in the U.S. net investment
position are shown in table 1. The first
group measures the effects of balance
of payments transactions; it is the sum
of the balance on current account
(zoods and services and unilateral
transfers), allocations of SDR, and
an adjustment for errors and omissions,
This sum, in balance of payments
accounting, equals the net recorded
balance of payments capital flows—
that is, the net change in U.S. assets
and liabilities resulting from recorded
balance of payments transactions. If
the unrecorded flows in the balance of

Nore.—Statistical material for this article
was prepared under the supervision of
Nancy R. Keith, with significant contribu-
tions from Julius N. Freidlin and E. 8. Kerber.

30

payments could be identified, part
would be recorded in the current
account and part in capital flows; the
current account plus allocations of
SDR would then equal net balance of
payments capital flows.

The second group is not included in
balance of payments transactions. In
this group are net reinvested earnings—
that 1s, U.S. companies’ share in
retained earnings of their foreign-
incorporated affiliates less foreign com-
panies’ share in retained earnings of
their U.S.-incorporated affiliates—and
net valuation and other adjustments
to outstanding U.S. investment abroad
and foreign investment in the United
States, including adjustments for
changes in market prices, in exchange
rates, and in coverage. (See table 2.)

Balance of payments factors

Balance of psyments transactions

accounted for $1.2 billion, or 8§ percent,
of the increase in the net international
investment position in 1974. The deficit
on current account was $3.4 billion,
mainly due to extraordinary U.S.
Government grants to India and Is-
rael. ! These grants, totaling $2.6 bil-
lion, were fully offset in the U.S. Gov-
ernment capital account: there was
an equivalent reduction in U.S. Gov-
ernment assets abroad. Excluding these
grants, the deficit on current account
was $0.8 billion in 1974, compared with
a $0.3 billion surplus in 1973.

The deficit occurred as enormous
payments for more costly petroleum
imports were largely offset by expanded
merchandise exports and increased net
investment income, especially from
U.S. petroleum affiliates abroad. The
deficit on current account was more

1. See “Special U.S. Government Transactions” in June
1974 SURVEY OF CURRENT BUSINESS, page 27.

Table 1.—Factors Accounting for Changes in the Net International Investment Position
of the United States !

[Millions of doNars]}
Average
Item 1970 1971 1972 1973 | 1974»
1961-65 | 1966~70
Balance of payments factors:
1. Balance on current account (deficit (—=)). ... 3,749 —128 | —281 | —3,879 | —9,710 335 | —3,357
2. Plus: Allocations of SDR ... ... b 173 867 77 70
3. Plus: Adjustment for errors and omissions (pay-
ments (—)) . ... ~813 ~227 | —476 | —9,698 | —1,884 [—2,436 4,593
4. Sum of lines 1, 2, and 3 equals net recorded
balance of payments capital flows (in-
HOWS (=) e oo 2,936 -182 109 |-12,859 [—10, 885 |—2,100 1,235
Other factors:
5. Plus: Net reinvested earnings. . ....__.___._.___._. 1,072 2,399 | 2,742 2,634 3,963 | 7,133 5,954
6. Plus: Net valuation and other adjustments. _...... -1,095 -1 | =731 [ —-1,421 441 (A 173 8,535
7. Equals: Change in net international investment posi-
tion of the United States._...__.._.___.___. 2,914 2,146 | 2,120 [—11,646 ; —6,482 | 12,207 | 15,726
8. Addendum: Net international investment position of the
United States at end of period._. ... ... |..... oL 67,781 | 56,135 | 49,653 | 61,860 | 77,586

sPreliminary.
1. Revised.

Norte.—Details may not add to totals because of rounding.
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Table 2.—Changes in the International Investment Position of the United States Reconciled with Balance of Payments Capital Flows

[Millions of dollars]

Lines Net International Investment Position and U.S. Assets Lines s
in 1973 | 1974 » in U.8. Liabilities to Foreigners 19737 | 1974 »
table 3 table 3 Item (decrease (—))
Item (decrease (~))
1 | Net international investment position of the United States. . _j 12,207 | 15,726
Balance of payments capital flows —2,100 1,235
Other changes. ...... -] 14,306 | 14,489
2| US.assetsabroad.______ ... ... 25,773 | 39,278 26 | U.S. liabilities to foreigners
Capital oWSs . - .o iiececciae e 16,549 | 32,933 Capital flows..._...._.._.
Reinvested earnings. 8,158 A Reinvested earnings...._.
Other changes. - ..o ,066 | —1,164 Other changes. ... ... . L i
3 Nonliquid assets . . ... .. 22,593 | 31,660 27 Nonliquid liabilities to other than foreign official agencies.......| 3,991 | —3,023
Capital flows. - . ... 14,807 | 25,386 Capital flows. ...
Reinvested earnings. 8,158 7, 508 Reinvested earnings._
Other changes. - - .. i —372 | —1,235 Other changes. ... ..
4 U.S. Government.. ... ... 2,703 ~518 28 U.8. Government. ... ...
Capital flows. ... _...._....
56 Long-term eredits. .. ... ooooooooooo 2,082 79 Exchange rate adjustments '.___.___________._______._.___| 18|
Capital flows. _._._._.__.__ 2,043 180 Statistical discrepanecies. ... ..o ... ... ™ 1
Exchange rate adjustments !_ 55 1
Valuation adjustments..._. —35 -1 20 Private, long-term_. ... ..
Changes in coverage .. .. . 19 ...
Capital AoWS. - ..
7 Foreign currencies and other short-term assets........_..__ 621 —597 Reinvested earnings
Capital flows. . iieiiciiaas 601 —588 Other changes ... cccececaaaaan
Exchange rate adjustments 1. 21 —16 X
Statistical discrepancies... .. .. oo ool -1 6 30 Direct investments in the United States_.._..__............ 3,416 3,462
Capital flows... ... 2,6 2,224
8 Private, long-term ... ... 14,822 | 17,389 Reinvested earnings. ... 1,554
Valuation adjustments —~316
Capital flows. . ... 7,004 | 11,005
Reinvested earnings. 8,158 7, 508 31 Corporate and other bonds....._.._._. ... 999 | —1,829
Other changes. _ .. —430 | —1,125 Capital flows
Price changes
9 Direct investments abroad. ... ... ... . _.......... 13,208 | 14,938
Capital flows_ - e , 968 7,455 32 Corporate StoeKS. oo iiiiias
Reinvested earnings_ _ .. ... , 158 7, 508 Capital flows._..
Valuation adjustments.._ ... .. . ........ 82 —26 Price changes. ..o eaeas
10 Foreign bonds e 750 1,906 33 Other liabilities, reported by U.S. banks..._..........._... 227 9
Capital flows. - 959 2, 240 Capital lows. . iecccemeeeaae 227 9
Price changes . o iiaiaaenn —200 —334
34 Other liabilities, reported by U.S. nonbanking concerns.... 332 —347
11 Foreign corporate stocks. ... ... ... ... —511 | —1,015 Capital lows_ .. e 332 —347
Capital lows . i iciiaeaaaa -199 —250 .
Price Changes. - - oo e —697 | —1,322 35 Private, short-term nonliquid, reported by U.S. nonbanking
Exchange rate adjustments ' ___________ .. ... _. 385 557 COMCRITIS | . e i e e e 830 1,841
Capital flows - 831 1,840
12 Other claims, reported by U.S. banks.. ... ...coooo...... 933 1,159 Statistical discrepancies. ... ... -1 1
Capital lows. - e 033 1,159
36 Ligquid liabilities to private foreigners and liquid, other readily
13 Other claims, reported by U.S. nonbanking concerns. _...... 433 401 marketable, and nonliquid liabilities to foreign official
Capital flows. . .. iiiieaeaaaes 433 401 BgencieB .. ... i 9,575 | 26,575
14 Private, short-term nonliquid._ ... ... .. .. ... ._... 5,068 | 14,789 Capital flows. . e 9,393 | 26,590
Other changes ... . e ieeeeecaaeaas 182 —15
15 Claims reported by U.S. banks_ ... ... 3,886 | 12,186
Capital lows_ - L. ieeaas 3,886 | 12,186 37 To private foreigners. ... oo . 4,204 | 16,772
16 Claims reported by U.8. nonbanking concerns............... 1,182 2, 603 38 To foreign commereial banks. .. ... .. o oooo... 3,028 | 12,636
Capital flows. - ... ... ,183 2,603 Capital flows.___..._... .| 3,028 | 12,636
Statistical discrepaneies............_..... -1 | ...
39 To international and regional organizations . 377 1,285
17 Liquidassets___. . .. 7,618 Capital flows....__.._.. 377 1,295
Statistical diserepancies. ... .. . coiiiiieiieiee el -=10
Capital flows. - 7,547
Other changes. 71 40 To other foreigners. . ... .o oo nooiiaaeaaaan . 889 2,851
Capital flows. . e een - 889 2,851
18 Private. . ieiiieieeeieos 6,113
41 To foreign official agenecies_ ... _______ . . ... 5,281 9,803
19 Claims reported by U.S. banks___. 1,161 5,980
Capital flows. - . o..oooe o 1,161 5,980 42 Liquid._._... -1 4,599 8,481
Capital flo 4,456 8,481
20 Claims reported by U.S. nonbanking concerns 792 133 Exchange raf 143 ...
Capital flows. - ... ... 790 133
Statistical discrepancies... ... ...._. 2 . 43 Other readily marketable liabilities | 1,118 672
Capital flows_ ... .. J L18 672
21 U.8. monetary reserve assets...............
44 Nonliquid, reported by U.S. Government —~436 650
22 Gold. ... .. Capital flows_..___..___....
Capital flows. _......_.._____.._. Exchange rate adjustments !
Par value adjustments 2 __________ Statistical discrepancies. ... ... .. ... .... ™ -5
23 SD R, s
Capital flows. . _.._..__
Par value adjustments 2.
Exchange rate adjustments ' _.______________.___.______}..__... 36
24 Convertible currencies. ... ___ .. .. ... —233 -3
Capital flows. - ... . ~233 -3
Exchange rate adjustments '__.____.__________ . ._._.__. [0 T P
25 Gold tranche position in IMF__ .. ___________________..._... 87 1, 300
Capital AOWS. .o e 33 1, 265
Par value adjustments2__._____________________________. 54 | ... .
Exchange rate adjustments ' ________.__________________\.___.._. 35
r Revised. » Preliminary. *Less than $500,000 (&). 2. Represents the change in the official dollar/gold parity as officially implemented on

1. In lines 5, 8, 7, and 11, represent changes in the dollar value of foreign currencies as in-
dicated by exchange market movements; in lines 23 and 25, represent changes in the dollar
value of SD R—beginning July 1974, the IMF values SDR on the basis of a weighted average
of exchange rates for currencies of 16 member countries; in lines 24, 28, 42, and 44, represent
changes fgg? revaluations of foreign currencies due to the doliar devaluation in the first
quarter N
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Table 3.—International Investment Position of the United States at Yearendi
[Millions of dollars)
Latin Ameri-
can Repub- Internaticnal
Total Western Europe Canada Japan lics and Other foreign | organizations
other countries and
Line Type of investment ‘Western unallocated}
Hemisphere
1970+ | 1971 | 19727 | 1973+ | 19747 | 19737 19747 11973 19747 | 1973 ¢ l 19747 | 1973~ | 1974 2 19737 | 1974 » | 1973 | 1974 »
1 | Net international investment position
of the United States__..___._______ 67,781 | 56,135 | 49,653 | 61,860 | 77,586 [—44,913 |—40,260 (32,736 (38,306 |—2,255 1,704 {23,639 |31,665 | 32,433 | 23,748 {20,222 | 22,426
2] U.S.assetsabroad _.__________________ 165,441 179,464 199, 546 225,319 264,598 60,047 69,845 (47,397 52,947 | 12,248 | 18,778 |36,468 |48,137 | 45,004 | 47,854 24,156 | 27,040
3 Nonliquid assets. ................... 148, 588 |163, 333 1180, 648 {203, 241 234,902 | 57,354 | 65,817 (45,600 |50,269 | 11,018 | 16,833 |34,938 (43,617 | 44,537 | 47,207 | 9,786 | 11,162
4 U.S. Government._.._._...__.____ 32,145 | 34,163 | 36,130 | 38,834 | 38,315 8,087 8, 387 142 230 634 619 | 7,500 | 8,307 | 20,735 | 18,789 | 1,646 | 1,984
Long-term credit:
5 Repayable in dollars 1.___._____ 23,511 | 25,590 | 28,440 | 30,647 | 33,056 7,122 7,457 140 227 554 563 | 6,894 | 7,631 | 14,295 | 15,199 | 1,641 1,980
6 Other?. oo oeeeeceeemaan 6,185 | 6,18¢ | 5696 | 5571 | 3,241 842 788 |eeeiiiifeaann 40 34| 651 6290 4,088 | 1,791 | | ... __
7 Foreign currencies and other
short-term assets..__ | 2,449 2,389 1, 994 2,615 | 2,018 123 142 2 4 40 23 45 47 | 2,402 1,798 5
8 Private, long-term_____.___.__ _|103, 611 |114, 543 |127,820 |142, 642 1160, 031 44, 602 50,996 (44,027 |48,316 | 4,309 | 4,488 |21,106 (25,115 | 20,458 | 21,939 | 8,140 | 9,177
9 I]?iregt investrytlgnts abroad....__ 75,456 | 83,033 | 90,467 |103,675 |118,613 38,255 | 44,505 |25, 541 |28, 378 2,671 3,337 (16,484 19,620 | 14,528 | 15,432 {36,196 |3 7,341
oreign securities:
10 Foreign bonds._............._. 14,397 | 15,904 | 17,005 | 17,854 | 19, 760 461 751 (11,183 |12, 460 247 222 11,224 | 1,325 | 2,795 | 3,169 | 1,944 | 1,833
11 Foreign corporate stocks_ - ... 6,573 | 7,641 | 10,537 | 10,026 | 9,011 | 3,163 | 2,555 | 5,442 | 5,500 | 1,014 560 | 153 | 141 254 255 | e,
12 Other claims, reported by U.S.
banks... .. ... 3,035 | 3,647 | 5063 | 5996 | 7,155 988 1,497 490 486 251 258 | 2,121 | 2,606 | 2,146 | 2,305 | (*) 3
13 Other claims, reported by U.S.
non-banking concerns .____.| 4,150 | 4,318 | 4,658 | 5091 | 5,492 1,735 1,688 | 1,371 | 1,492 126 111 11,124 | 1,423 735 k- T R I,
14 Private, short-term nonliquid._.._. 12,832 | 14,627 ) 16,698 | 21,766 | 36, 555 4, 665 6,434 | 1,440 | 1,722 | 6,075 | 11,725 | 6,242 {10,195 | 3,344 6,479 ™)
15 Claims, reported by U.S. banks.| 9,592 | 10,872 | 12,355 | 16,241 | 28 427 2,438 3,334 948 | 1,053 5,469 | 10,952 | 4,992 | 8,274 2,304 | 4,814 *)
16 Claims, reported by U.S. non-
banking concerns. . ......._. 3,240 | 3,755 | 4,343 | 5,525 8,128 2,227 3,100 492 669 606 773 | 1,250 | 1,921 950 | 1,665 |.o o foeeaoo
17 Liquid assets - 16,131 | 18,898 { 22,078 | 29,696 2,693 4,028 | 1,788 | 2,678 1,230 1,045 | 1,530 | 4,520 467 647 (14,370 | 15,878
18 Private. - ... _............ 3,964 | 5,747 { 7,700 | 13,813 2, 686 4,024 | 1,788 1 2,678 | 1,220 | 1,944 | 1,530 | 4,520 467 647 fooeio |
19 Claims, reported bv U.S. 2,400 | 3,321 4,482 | 10, 462 1,444 2,599 | 1,006 | 1,720 929 1, 562 908 | 4,089 195 492 | .o
20 Claims, reported by U.S. non-
banking concerns_ . ___.._... 1,156 1,564 | 2,426 | 3,218 | 3,351
21 U.8. monetary reserve assets. 14,487 | 12,167 813,151 (814,378 |6 15,883
22 Gold. ... ... 11,072 | 10,206 ¢ 10, 487 611,652 (¢ 11,652
23 SDR...._ oo 851 1,100 | 61,958 1¢2,166 | ¢2,374
24 Convertible currencies_.._. 629 276 241 8
25 Gold tranche position in IMF._ .} 1,935 585 8465 6552 | 61,852
26 | U.S. liabilities to foreigners_____._..__. 97,660 (123,329 (149,893 [163,459 |187,012 | 104,960 | 110,105 |14,661 (14,641 | 14,503 (17,074 (12,829 (16,472 | 12,571 | 24,106 | 3,934 | 4,614
27 Nonliquid liabilities to other than
foreign official agencies......._.. 50,654 | 55,482 | 67,002 | 70,994 | 67,071 | 49,777 46,356 | 7,912 | 7,885 2,215 | 2,177 | 4,800 | 4,047 | 3,083 5,848 | 2,306 1,658
28 U.S. Government 7. 1,978 1,496 | 1,729 2,806 | 3,606 1,625 1,730 30 64 332 378 56 136 852 1,208 | .|
29 Private, long-term. . _ 44,785 | 50,051 | 60,782 | 62,777 | 57,203 | 44,913 | 40,257 | 7,594 | 7,507 1, 585 1,453 | 3,969 | 3,047 | 2,410 | 3,281 | 2,306 1,658
30 Direct investmen
Ugnited StAteS_ - oo eeeae- 13,270 | 13,914 | 14,868 | 18,284 | 21,746 | 12,504 | 14,008 | 4,044 | 4,806 259 480 | 438 ) 548 | 1,080 { 1,814 | ... _|.__....
8. securities:
31 Corporate and other bonds....J1 6,878 | 8,647 | 10,939 | 11,938 | 10,109 9, 552 8,431 414 393 177 151 337 324 24 41 | 1,434 769
32 Corporate stocks. ....._._.... 18,689 | 21,429 | 27,827 | 24,848 | 17,979 17,851 12,772 | 2,883 | 2,045 644 462 | 2,268 | 1, 585 881 878 321 237
33 Other liabilities, reported by
US.banks.._ ... 1,008 758 925 | 1,152 1,161 272 225 8 19 4 1 198 153 119 111 551 652
34 Other liabilities, reported by
U.S. nonbanking concerns..... 4,940 | 5,303 | 6,223 | 6,555 6, 208 4,734 4,731 245 244 501 359 8 437 347 437 e )ee.
35 Private, short-term nonliquid, re-
ported by U.S. nonbanking
COMCEINS . - o emcmmcccmacecann 3,891 3,935 | 4,491 5,321 7,162 3,239 4,369 288 314 298 346 775 864 721 1,269 |_ .. _o|.o....
36 Liquid liabilities to private for-
eigners and liquid, other readily
marketable, and nonliquid la-
bilities to foreign official agencies.| 47,006 | 67,847 { 82,801 | 92,465 |119, 041 55,183 | 63,749 | 6,749 | 6,756 | 11,288 | 14,897 | 8,029 112,425 8,588 | 18,258 | 1,628 | 2,956
37 To private foreigners.__.__..._.._. 22,619 | 16,613 | 21,335 (225,629 (842, 401 9,444 | 19,582 | 2,896 | 3,094 | n.s.s. | nss. | 5,478 1 7,974 | n.ss. | nss. | 1,628 | 2,056
38 To foreign commercial banks ¢_ .| 17,169 | 10,949 | 14,666 (817,694 (830, 330 7,816 16,948 | 2,439 | 2,579 | n.s.s. | n.s.s. | 2,098 | 3,257 | nss. (| nss. ||
39 To international and regional
organizations......__.......... 846 1, 523 1,626 [ 82,003 | 83,288 7 b4 2 R n.s.s. n.8.8.
40 To other foreigners.____.__..___. 4,604 | 4,141 ) 5043 (25,932 | 88,783 1,621 2, 609 457 515 | n.s.s. | n.s.s.
41 To goreign official agencies_.... 24,387 | 51,234 | 61,556 |866, gig 876,640 | 45,739 | 44,167 | 3,853 | 3,662 | n.s.s. | n.s.s.
42 quid. ..o .. 20,623 | 47,610 | 57,344 |861, 870,424
43 Other readily marketable 695 | 144 | 543 |61.661 |52,333 45,007 |} 42,82 1,313 11,122 |} mss. |} mss.
44 Nonliquid, reported by U.S.
Government 7___....._......_. 3,060 | 3,480 | 3,669 | 3,232 [ 3,883 692 1,343 | 2,540 | 2,540 | n.s.s. | n.s.s.

{ Includes U.8S. gold stock. *Less than $500,000 ().
n.s.s. Not shown separately.

1. Also includes paid-in capital subscription to international financial institutions (other
than IMF) and outstanding amounts of miscellaneous claims which have been settled through
international agreements to be payable to the U.S. Government over periods in excess of
1 year. Excludes World War I debts that are not being serviced.

2. Includes indebtedness which the borrower may contractually, or at its option, repay
with its currency, with a third country’s currency, or by delivery of materials or transfer of
services.

3. For the most part, represents the estimated investment in shipping companies registered
primarily in Panama and Liberia.

4, The long-term position data given here include estimates for real estate, insurance,
estates, and trusts,

5. Country detail for Western Europe includes the six countries of the European Economie
Community, United Kingdom, and Switzerland only, and for Latin American Republics
and other Western Hemisphere includes only Bahamas and Bermuda. Remaining countries

r Revised. » Preliminary.
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are not separately identified due to insignificant amounts and are included in other foreign
countries.

6. Total reserve assets include increases from changes in the par value of the dollar, as
officially implemented: on May 8, 1972, the increase totaled $1,016 million, consisting of $828
million gold stock, $155 million SD R, and $33 million gold tranche position in IMF; on Octo-
ber 18, 1973, the increase was $1,436 million, consisting of $1,165 million gold stock, $217 million
SDR, and $54 million gold tranche position in IMF: and beginning July 1974, the IMF values
SDR on the basis of a weighted average of exchange rates for currencies of 16 member countries.

7. U.8. Government liabilities are broken down into those to foreign official reserve agencies
in %ine 1214 and those to others, including foreign official agencies other than reserve agencies,
in line 28,

8. The regional breakdown for these liability lines may not add to the world total since
certain items cannot be shown separately.

9. As reported by U.S. banks; ultimate ownership is not identified.

NoTE.—Details may not add to totals because of rounding.
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than offset by the net inflow of $4.6
billion through unrecorded transactions.
The net inflow followed 5 years of net
outflows that had been especially large
during periods of exchange market
crises. Part of the 1974 shift was due to
a reflux of some earlier speculative
outflows. In addition, the exceptionally
large and sudden change in international
petroleum-related transactions contri-
buted to the shift.

Other factors

Most of the rise in the net invest-
ment position in 1974 was due to
factors other than balance of payments
transactions. Over one-third of the
rise was accounted for by net reinvested
earnings, and more than one-hall was
accounted for by net valuation and
other adjustments.

Net reinvested earnings were $6.0
billion, compared with a record $7.1
billion in 1973.2 Foreign affiliates of
U.S. companies reinvested $7.5 billion
last year, compared with $8.1 billion
in 1973. The funds helped finance
increased plant and equipment ex-
penditures abroad. Reinvested earnings
of U.S. affiliates of foreign companies
were $1.5 billion, compared with $1.0
billion in 1973. The rise largely re-
flected a petroleum-exporting country’s
share in the earnings of a major U.S.-
incorporated petroleum company. Re-
invested earnings of all other U.S.
affiliates rose slightly, after nearly
doubling in 1973.

Net valuation and other adjustments
contributed $8.5 billion to the increase
in the net investment position. U.S.
liabilities to foreigners were reduced
$9.7 billion, due almost entirely to a
downward adjustment in the value
of foreign-held U.S. securities; this
reflected the sharp decline in U.S.
stock and bond prices. U.S. assets
abroad were reduced $1.2 billion; ad-
justments for price changes in U.S.-
held foreign securities were relatively
moderate and partly offset by exchange
rate adjustments.

2. Reinvested earnings by foreign affiliates of U.S. com-
panies have been revised based on the results of the 1966
benchmark survey of U.S. direct investment abroad. See
*U.8. Direct Investment Abroad in 1974,” page 23.
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U.S. Assets and Liabilities

The increase in both U.S. assets
abroad and U.S. liabilities to foreigners
was largely due to the sharp rise in
petroleum prices and the enormous
increase in worldwide financial flows
that was associated with this rise.
Assets rose 17 percent and liabilities 14
percent, ccmpared with 13 and 9
percent, respectively, in 1973. (See
table 3.) Facilitated by the removal of
U.S. capital controls on lending and
investment abroad in January 1974,
U.S. loans to foreigners rose to a
record level, in response to strong
demand for funds by petroleum-
importing countries. Contributing to
the rise in U.S. liabilities to foreigners
was a large increase in the inflow of
short-term funds to the United States
frem petroleum-exporting countries.

Assets

U.S. assets abroad increased $39.3
billion, to $264.6 billion, in 1974. Cap-
ital outflows accounted for $32.9 billion
of that rise, and reinvested earnings,
$7.5 billion. Partly offsetting were
downward valuation adjustments of
$1.2 billion. (See chart 13.)

U.S. Government assets declined
$0.5 billion to $38.3 billion. The $2.6
billion reduction due to the extra-
ordinary transactions with India and
Israel, previously menticned, was
largely offset by other transactions that
resulted in a rise in U.S. Government
assets.

Assets associated with U.S. direct
investment abroad rose $14.9 billion to
$118.6 billion. The rise was equally
divided between capital outflows frcm
the United States and reinvested earn-
ings of foreign affiliates abroad.

Holdings of foreign bonds rose $1.9
billion to $19.8 billion. Canadian bond
placements (primarily Provincial issues)
in the United States doubled to $1.7
billion, as heavy demand by the Gov-
ernment of Canada for domestic funds
placed strains on the Canadian market
and a widening cost differential favored
borrowing in the United States. New
issue activity of other countries in
international bond markets was de-
pressed due to tight credit conditions
and high interest rates, and few new
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issues were placed in the United States,
although the interest equalization tax
on U.S. investment in securities of
industrialized countries was removed
early in the year. (Canadian new issues
had been exempt from the tax.)

Partly offsetting the increase in U.S.
holdings of foreign bonds was a $1.0
billion drop in the value of U.S.-held
foreign stocks to $9.0 billion. This drop
was primarily the result of a $1.3 bil-
lion downward adjustment reflecting
lower stock prices in foreign markets;
net U.S. sales, largely of Japanese
stocks, amounted to $0.3 billion. Partly
offsetting was an exchange rate adjust-
ment of $0.6 billion for foreign currency
appreciation.

Assets in the form of long- and short-
term claims reported by U.S. banks and
nonbanking concerns increased an ex-
traordinary $22.5 billion in 1974. Inter-
national petroleum developments were
a major factor contributing to the
increase, as demand for loans to finance
deficits of petroleum-importing coun-
tries rose sharply.

U.S. bank-reported claims on foreign-
ers increased $19.3 billion; short-term
claims increased $18.2 billion. The rapid
expansion in claims was facilitated by
the removal of U.S. controls on capital
outflows and stimulated by the lesser
rise in U.S. short-term interest rates
than in Eurodollar rates of comparable
maturity. U.S. bank-reported claims on
Japan alone increased $6.1 billion, as
that country encouraged its banks and
traders to borrow dollars abroad to
avoid a drain on its official reserves.
There was also a large increase in liquid
claims on the Bahamas, in part on
branches of U.S. commercial banks;
these funds were often rechanneled fur
lending in the Eurcdollar market.

By yearend 1974, U.S. bank-reported
claims on foreigners amounted to $46.0
billion and were 5.0 percent of total
assets (domestic and foreign) of U.S.
commercial banks. From 1970 to 1973,
this ratio had increased gradually from
2.4 percent to 3.2 percent.

Claims reported by U.S. nonbanking
concerns rose $3.1 billion to $17.0
billion. Most of the rise was concen-
trated in short-term, nonliquid assets.
Lower cost financing in the United
States and increased financing require-
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ments for sharply expanded U.S. exports
contributed to the rise.

U.S. monetary reserve assets in-
creased $1.5 billion to $15.9 billion
principally due to an increase mn the
U.S. gold tranche position in the
International Monetary Fund (the
tranche position represents uncondi-
tional drawing rights normally equal
to a member country’s IMF quota less
IMF holdings of its currency). The
change resulted from a drawing down
of IMF holdings of U.S. dollars by
by foreign countries, largely due to
their petroleum import financing
requirements.

Liabilities

U.S. liabilities to foreigners rose
$23.6 billion, to $187.0 billion. Capital
inflows totaled $31.7 billion, and rein-
vested earnings, $1.5 billion. Partly
offsetting these increases were down-

ward valuation adjustments that re-
duced liabilities $9.7 billion.

SURVEY OF CURRENT BUSINESS

Foreign direct investment in the
United States rose $3.5 billion to $21.7
billion; $2.2 billion was accounted for
by capital inflows and $1.5 billion by
reinvested earnings, partly offset by a
$0.3 billion downward valuation ad-
justment.? Investment in the petroleum
industry rose $1.3 billion; unusual
transactions involving the previously
mentioned company accounted for most
of the increase. Investment in other
industries rose $2.2 billion. In 1974, as
in 1973, the depreciation of the dollar
against many leading currencies and
lower U.S. equity prices may have
stimulated foreign investment in the
United States.

The value of U.S. securities held by
foreigners fell $8.7 billion, to $28.1
billion, as U.S. stock and bond prices
dropped sharply. The decline in U.S.
stock prices resulted in downward valu-
ation adjustments of $7.4 billion; partly

3. See “Foreign Direct Investment in the United Statesin
1974,”" page 36.
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offsetting were net foreign purchases
of U.S. stocks of $0.5 billion, down from
a record $2.8 billion in 1973.

The value of foreign holdings of U.S.
bonds declined $1.8 billion; a $1.9
billion downward price adjustment was
only slightly offset by net foreign
purchases of $0.1 billion. There were
virtually no new bond issues abroad by
U.S. corporations, due to high long-
term interest rates and the removal of
U.S. restrictions on U.S. capital out-
flows for investment abroad. These
bond issues had been an important
source of funds for U.S. direct invest-
ments abroad in previous years; they
accounted for four-fifths of the $10.1
billion market value of U.S. bonds held
by foreigners at yearend 1974.

Influenced by the same factors that
caused curtailment of their new bond
issues abroad, U.S. corporations repaid
some of their other foreign long-term
debt and shifted to shorter term debt
last year. Long-term liabilities of non-

N CHART 13
Changes in the International Investment Position of the United States, 1970-74

Changes in U.S. Assets Abroad
Billion $

Changes in U.S. Liabilities to Foreigners

Changes in the Net International investment Position
Billion $
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banking concerns dropped $0.3 billion
to $6.2 billion, and their short-term
liabilities rose $1.8 billion to $7.2
billion.

The increase in U.S. liquid liabilities
to private foreigners and all liabilities
to foreign official agencies was $26.6
billion. A larger rise in short-term
interest rates in the United States than
in Europe in the first half of the year
and the broad U.S. market for liquid
financial instruments helped attract
these funds. Liabilities to OPEC coun-
tries alone rose $10.7 billion. Most of
the remaining increase was in liabilities
to foreign commercial banks, particu-
larly Eurobanks, and probably included
some OPEC funds channeled here
through these foreign financial inter-
mediaries.

At yearend 1974, liquid liabilities to
private foreigners and liabilities to
foreign official agencies were $119.0
billion, and constituted almost two-
thirds of all U.S. liabilities to foreigners.
Liabilities to OPEC countries were
$14.6 billion, or 7.8 percent of all U.S.
liabilities abroad, compared with $3.9
billion, or 2.4 percent at the end of 1973.

Technical Note

The value of TU.S. international
assets and liabilities is derived from
data obtained through the U.S. balance
of payments reporting system, supple-
mented by valuation adjustments and
periodic benchmark surveys.

Outstanding international assets and
liabilities of the U.S. Government and
of U.S. banks and nonbanking concerns
with unaffiliated foreigners are re-
ported regularly on a monthly or
quarterly basis. Outstanding assets
and liabilities with affiliated foreign-
ers—U.S. direct investment abroad
and foreign direct investment in the
United States—are based on quarterly
sample surveys and on periodic bench-
mark surveys. The last survey of

SURVEY OF CURRENT BUSINESS

U.S. direct investment abroad was
made in 1966. A new survey of foreign
direct investment in the United States
for 1974 is now being conducted; the
last one was in 1959.

The values of security holdings are
based on data from benchmark surveys
plus data on subsequent purchases
or sales (reported on a monthly basis),
with appropriate adjustments for valua-
tion changes. Foreign holdings of U.S.
securities are revalued on the basis of
changes in Standard and Poor price
indexes for stocks and bonds. The
value of U.S.-held foreign bonds is
adjusted for changes in a price index
of a selected sample of foreign bonds
actively traded in the New York
market, and the value of U.S.-held
foreign stocks is adjusted for changes
in stock indexes in leading foreign
markets. A new benchmark survey
of foreign holdings of U.S. securities
for 1974 is now being conducted—the
last survey was in 1949. The last survey
of U.S. holdings of foreign securities
was in 1943.

———— R ———

(Continued from page 16)

help wusers judge the
understatement.’
Discounting does not seem to be
called for in measuring depreciation
within the context of the NIPA’s. De-
preciation and net product should be
viewed as flows that apply to a specific
year that are not influenced by con-
siderations of expected earnings in
future years. In comparison with de-
preciation measured without discount-
ing, discounting of future services wculd
reduce the depreciation charge in the
first years of the service life and raise
it in later years. With an increasing

amount of

7. A detailed review of the allocation of depreciation over
the service life, including points not considered in this article,
such as the treatment of obsolescence, is contained in Edward
F. Denison, “Final Comments,”” SURVEY OF CURRENT
BusINEss, May 1972, Part 11, especially pp. 99-108.
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investment stream, discounting would
lower depreciation. Incorporation of a
discount rate would tend to offset the
difference noted between a depreciation
formula that allows for a decline in
service before the end of the service
life and the straight-line formula.

Valuation in current prices

Depreciation in current prices is
obtained by adjusting for the change in
the price of a capital good between the
year in which the investment occurred
and that in which the depreciation
deduction on it is taken. In the case of
equipment, this procedure measures the
resources required to replace used-up
assets with identical assets.®

Because of deficiencies in the price
indexes used for structures, depreciation
charges for structures may overstate
the resources required to replace used-
up assets with identical ones. Some of
the price indexes measure the price of
inputs to the construction industry
rather than output prices. To the extent
that there have been efficiencies in
input use that have not been reflected
in these indexes, the depreciation charge
valued in current prices will be more
than is necessary to replace used-up
assets with identical ones. However,
in comparison with the present ac-
counts, the new benchmark estimates
reduce the degree of possible overstate-
ment by incorporating improved price
indexes in which the use of input prices
has been reduced.?

8. The concept of capital stock involved here is that of
capital measured by its cost of replacement. Alternatively,
it is sometimes suggested that capital be measured by its
productive capacity. Because of increasing efficiency of capital
goods over time, depreciation charges arising from the first
concept exceed the resources required to replace used-up
assets with new ones of equal productive capacity. These
concepts are discussed more fully in Edward F. Denison,
“Theoretical Aspects of Quality Change, Capital Con-
sumption, and Net Capital Formation,”” Problems of Capital
Formation, Studies in Income and Wealth, Vol. 19, National
Bureau of Economic Research, 1957, pp. 215-61.

9. The improved price indexes are described in ‘““Revised
Deflators for New Construction, 1947-73,” SURVEY OF
CURRENT BUSINESS, August 1974, Part 1.
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By IDA MAY MANTEL

Foreign Direct Investment in the
United States in 1974

MAJOR developments related to extraordinary increases in reinvested In addition, the very high dividend

foreign direct investment in the United earnings, adjusted earnings, and bal- payout ratio of the petroleum company

States in 1974 were: ance of payments income of all affiliates. dominates the ratio for all affiliates.
(1) The foreign direct investment

position in the United States rose $3.5

billion’ to $21.7 billion.! The 19 percent Y  CHART 14

increase was less than the 23 percent . . . .
‘nerease in 1973, Foreign Direct Investment in the United States, 1974

(2) Adjusted earnings—the return BY INDUSTRY OF AFFILIATE BY COUNTRY OF FOREIGN DIRECT INVESTOR
on the investment position—were $7.0
billion, compared with $2.0 billion in
1973.

(3) Income paid opn direct invest-
ment, as measured for balance of pay-
ments purposes, was $5.4 billion, com-
pared with $1.0 billion in 1973.

These developments were strongly in-
fluenced by the transactions of a large

U.S.A d 1 U i /

with & Middle Bast sountry that ob. //// .

tained participation in the company in / // ”"2’;";”"‘

1973. The participation payment was ¢ //f' '////}
i

2)

Distribution of Position: $21.7 Billion

treated, for balance of payments pur-
poses, as a net capital inflow on foreign
direct investment in the United States.
In addition, for 1973 and 1974, BEA
made imputations to income payments,
to earnings, and to net capital inflows Distribution of Addition to Position: $3.5 Billion
on intercompany account.” Excluding
these unusual transactions, the increase
in the direct investment position was
approximately 16 percent in each year.

The earnings of the above-mentioned
petroleum company in 1974 accounted
for nearly 75 percent of the earnings of
all affiliates, and for nearly all the

1. The position is the value of foreign parents’ net equity Petraleum
in, and outstanding loans to,U.8S. affiliates at yearend. 37%

2. An explanation of BEA's imputations to balance of
payments accounts was provided in ‘“U.S. Balance of Pay-
ments Developments: First Quarter 1974,"” SURVEY OF
CURRENT BUSINESS, June 1974, p. 28.

Nore.—Gregory G. Fouch prepared the
estimates and made a significant contribution
to the analysis. U.S. Department of Commerce, Bureau of Economic Analysis
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The direct investment position

The 1974 increase in the foreign direct
investment position in the United
States consisted of net capital inflows
of $2.2 billion, reinvested earnings of
$1.6 billion, and valuation adjustments
of —$0.3 billion.? By area of location of

SURVEY OF CURRENT BUSINESS

investor, 22 percent of the addition to
the position was accounted for by
Canada, 46 percent by Europe, and 32

3. The major valuation adjustments are capital gains and
losses not carried through the affiliate’s income account, and
the difference between the market value and book value of
transactions in the affiliate’s equity shares by the foreign
parent with persons other than the affiliate,

37

percent by all other areas combined
(table 1 and chart 1).

The position of Canada rose 19 per-
cent, to $4.8 billion; both net capital
inflows from Canada and reinvested
earnings of Canadian-owned U.S. affili-
ates showed large increases. The posi-
tion of Europe increased 13 percent, to

Table 1.—Foreign Direct Investment Position in the United States, 1972=74, Area by Industry

[Millions of dollars]
Addition in 1973 ¢ Addition in 1974 »
Position, Position, Position,
Area and industry yearend ! . yearend ! . yearend !
1972+ Total Net capital | Reinvested Valuation 1973 r Total Net capital | Reinvested Valuation 1974 »
inflows earnings adjustments inflows earnings adjustments
14,868 3,417 2,656 1,025 —265 18,284 3,461 2,224 1,554 —316 21,746
3,272 1,377 , 257 0 4,649 1,279 649 562 67 5,928
7,262 1,297 748 464 85 8, 559 1,745 1,010 717 19 10, 305
4,333 743 788 304 —349 5,076 437 564 274 —402 5,513
3,466 578 386 203 -1 4,044 762 489 304 -31 4,806
243 53 19 34 0 296 171 93 1 67 467
2,201 229 27 127 76 2,430 497 328 158 11 2,927
1,022 296 340 42 —87 1,318 9 67 135 —-108 1,412
Europe_ ... ......_.... 11, 087 1,417 1,133 531 —247 12,504 1,593 1,250 602 ~258 14,098
Petroleum.__. 3,011 427 319 108 0 , 382 230 102 0 3,820
Manufacturing. 4, 836 992 679 304 9 5,828 988 498 482 8 6, 816
Other.._.._.___...__. 3,240 -1 136 119 256 3,238 223 472 17 —266 3,461
Other._._._____._.__._._. 314 1,421 1,137 292 =7 1,736 1,106 485 648 =27 2,842
Petroleum___ 18 897 782 115 0 916 725 276 449 0 1,641
Manufacturing. 225 7% 42 34 0 301 260 184 77 0 561
Other._..._...._..... 71 448 312 143 -7 519 121 25 123 —-27 640
r Revised. » Preliminary. NoTE.—Details may not add to totals because of rounding.
1. Same as ‘““book value at yearend” used in previous SURVEY OF CURRENT BUSINESS
articles on foreign direct investment in the United States.
Table 2.—~Net Capital Inflows for Foreign Direct Investment in the United States, 1971-74, Country and Industry
[Millions of dollars; outfiows (=)}
971 1972 r 1973 r 1974 »
Area and industry
Equity Equity Equity . Equity
Total | investment, |Other?| Total | investment, {Other?| Total investment, | Other?| Total | investment, [ Other?
acquisitions 1 acquisitions 1 acquisitions ! acquisitions !
Total. ... -175 258 | —433 380 785 | —405 | 2,656 1,581 | 1,075 | 2,224 1,477 47
By area:
Canada_ .. ... . . ... 82 3 79 250 540 | —290 386 256 130 489 390 99
BULOPe - ..o 221 220 1 133 125 9| 1,133 708 425 | 1,250 805 445
United Kingdom_.._..__..__. el 195 118 77 65 24 41 589 326 263 348 333 14
European Economic Community 6)_....__...__ 69 90 —22 32 87 =55 307 271 35 717 321 396
Belgium and Luxembourg......_._.__________ -17 ™ -17 —51 Q) —51 259 127 132 9 2 7
France. . ... ... iiiiiie.. 28 10 18 -2 8 —10 146 78 68 137 111 27
Germany ... ... 48 46 2 31 36 —5| ~168 17 —185 267 80 187
Ttaly ..l 13 *) 13 10 13 -3 6 1 5 10 3 7
Netherlands... ... ... —4 34 ~37 13 30 13 63 49 15 204 125 168
Other Western Europe. .. ... _..._._._..____ —~43 12 —55 36 14 22 238 111 127 185 150 35
Sweden_ ... ... 18 2 16 23 11 12 26 6 57 68 —10
Switzerland.. .. ... __ ... ._._._._... —62 9 -1l ™ 3 -3 222 105 117 121 73 48
her . . * 1 -1 12 *) 12 —10 *) —10 6 9 -3
Japan.___.... . —556 21| —577 19 16 | —97 287 104 184 130 277 —146
Latin American Republics and other Western
Hemisphere......_.__ ... ... 58 3 55 —22 2 -2 78 3 76 45 1 44
Other. ..l 20 11 9| ™ 3 -3 771 511 260 309 5 304
By industry:
Petroleum. . 50 10 40 24 31 -7 1,120 693 427 649 306 343
Manufacturing 232 206 26 192 139 53 748 369 378 | 1,010 729 281
rade ... ... —565 33| —598 | -83 127 | —200 238 119 119 164 173 =9
Insurance 81| .. 81 56 |, 56 187 | oo 137 W 1
Other finance —9 3 —-12 -2 3 -5 74 66 8 114 126 —-11
Other. 36 7 30 192 484 | —292 339 333 6 176 144 32
Addenda:
European Economie Community (9 %...-._...... | .| e 895 508 | 208 | 1,073 664 409

r Revised. » Preliminary. * Less than $500,000 ().

1. Relates only to incorporated affiliates and consists of capital inflows to establish or to
ac%ljn}re a new company in the United States, the acquisition cost of additional shares of, and
additional paid-in capital contributions to, existing U.S. affiliates, and the capitalization of

intercompany accounts,

by foreign parents, plus changes in intercompany, accounts of incorporated and unincor-

United Kingdom.

porated U.S. affiliates with their foreign parents. i
3. Consists of the *European Economic Community (6),” Denmark, Ireland, and the

2. Consists of partial and total liquidations of equity holdings in incorporated U.S. affiliates
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$14.1 billion; most of the increase was
from the United Kingdom, Germany,
and the Netherlands. The position of

SURVEY OF CURRENT BUSINESS

billion decrease in net intercompany
account financing.
Net equity investment by foreign

October 1975

were significant takeovers of, and
purchases of shares in, U.S. manufac-
turing companies by existing TU.S.

the United Kingdom rose 8 percent, parents in their U.S. affiliates totaled affiliates of Canadian, continental-
while the position of all other European $1.4 billion; acquisitions were $1.5 bil- European, and Japanese parents.

countries combined rose 16 percent.

The position of other geographic
areas combined increased 64 percent,
less than the rate of increase in 1973.
The slower rise resulted primarily from
decreases in both net capital inflows
and reinvested earnings from Japan,
and in net capital inflows from the
Middle East.

Net capital inflows

Net capital inflows were $2.2 billion,
down 16 percent from 1973. The decline
consisted of a $0.2 billion decrease in
net equity investment and a $0.3

lion and liquidations $0.1 billion (tables
2 and 3). Acquisitions—purchases of
shares and additional paid-in capital
in new or existing affiliates—were 7
percent below 1973. By country of
foreign investor, the largest acquisitions
were by the United Kingdom, Canada,
and Japan. By industry of the U.S.
affiliate, nearly half the acquisitions
were in manufacturing.

Acquisitions of equity were approxi-
mately one-third in newly established
affiliates and two-thirds in existing
affiliates. A substantial portion of the
latter probably financed affiliates’ pur-
chases of other U.S. companies; there

Financing for these purchases obtained
from foreign parents was a capital
inflow to the purchasing affiliate, while
the purchase itself was a domestic
transaction not included in net capital
inflows.*

Parents in the United Kingdom and
the Netherlands significantly increased
their equity in existing petroleum
affiliates. There was also substantial
equity investment by parents in other
European countries in both new and

4. U.S. companies in which shares are purchased by exist-
ing affiliates become part of the universe of U.8. affiliates,
even though transactions to acquire these companies are not
included in net capital inflows.

Table 3.—Net Capital Inflows for Foreign Direct Investment in the United States, 1971=74, Country by Industry

[Millions of dollars; outflows (—)]

All industries Petroleum Manufacturing Insurance and other finance Other
Equity invest- Equity invest- Equity invest- Equity invest- Equity invest-
Area and ment Inter- ment Inter- ment Inter- ment Inter- ment Inter-
year com- com- com- com- com-
Total pany ac- |Total pany ac- |Total pany ac- |Total pany ac- |Total K .. | pany ac-
Acqui- | Liqui- | counts 3 Acqui- | Liqui- | counts 3 Acqui- | Liqui- | counts3 Acqui- | Liqui- | counts ? Acqui- | Liqui- | counts 3
si- da- si- da- si- da-~ si- da- si- da-
tions! | tions? tions ! | tions? tions ! | tions 2 tions ! | tions 2 tions ! | tions ?
All areas:
19717 ___|-175 258 ~24 —409 50 10 -1 41 232 206 -4 29 72 3 —18 88 |-529 39 -1 —567
19727 ___| 380 785 —-83 —321 24 31 —14 7 192 139 —61 114 54 3 -2 53 109 611 -7 —496
19787 __.12,656 | 1,581 —50 1,125 [1,120 603 | (%) 427 | 748 369 —47 426 | 211 66| (*) 145 | 578 452 -3 128
Cana d1n974 2,224 | 1,477 —102 849 | 649 306 | —48 391 1,010 729 -9 290 | 224 125( (% 100 | 340 37| —45 68
Al H
1970r ... 82 3 0 79 8 Q 0 8 77 0 0 76 | ~21 0 0 21 18 2 0 16
1972r__ 250 540 -5 —284 19 31 0 -13 86 41 0 45 4 *) 0 4 141 467 -5 —-320
1973 .. 386 256 0 130 19 0 0 19 27 *) 0 27 50 3 0 47 | 200 253 0 37
1974 . 489 390 | —57 156 | 93 81 —48 60 | 328 269 -9 68| 63 15 0 18 4 24 0 —19
Europe:
118 -2 79 30 4 -1 271 143 110 0 33 40 3 -1 38 | —18 2 -1 -19
2% —16 57 2 0 —14 17 20 20 0 *) 22 0 0 22 21 4 -1 19
326 — 266 49 34 [} 15 | 400 173 0 227 62 16 ™ 46 79 103 -3 -22
333 —45 60 | 147 100 0 48 17 26 0 -9 66 73 0 -7 1 117 134 —45 28
34 -18 —20 6 6 0 ™) 8 28 0 -21{ -18 0 —18 -1 1 [ 0 N
30 0 13| ® 0 0 * 39 30 0 9 5 0 0 5( (™ 0 0 9}
49 0 15| 52 49 0 3| 10 0 0 10 2 Q Q 2! 0 0 *)
125 0 188 126 125 0 1 167 0 0 167 3 0 0 3 - (1] 0 -
9 —4 —67 0 0 0 ol -9 6 —4 —o4| 23 0 0 23 7 3 0 4
3 -2 * 0 0 0 o| -3 3 -2 —4| -2 0 0 -2 5 0 0 5
105 0 117 0 0 0 0] 202 100 0 102 18 5 0 13 3 0 -1 2
73 0 48 0 0 0 0 72 66 0 6 17 5 0 12 31 2 0 29
60 0 32| -5 0 0 -5 69 41 0 28 17 0 0 17 10 18 0 -8
69 —59 15 23 0 0 23 85 46 —59 98 4 0 0 3| —86 23 0 —109
228 ~47 78 218 100 0 118 68 86 —47 20 37 30 0 71 —64 12 0 =176
273 0 214 7 0 0 242 181 0 60 3 1 0 31 236 91 0 145
21 0 =577 0 0 0 0 3 10 0 -7 1 0 0 1 |-560 11 0 —571
116 0 ~97 0 0 0 0 -3 Q0 Q -3 -2 0 (1} -2 23 116 0 —93
104 0 184 0 0 0 0 38 8 0 31 15 12 0 3| 234 83 0 150
277 0 —146 0 0 0 0] 184 185 0 -1 33 26 0 8| —87 66 0 —153
| 64| 11 0 0 1| 2 11 0 14| 30 0 0 30! 13 3t ™ 10
s "lo —25 | —20 0 0 0 | —31 0 0 3| 2 3| -2 B 5| 2 0 2
513 0 33 | 782| &1l 0 1| 4 3 0 1] 27 0 0 27| 3] (M 0 38
6| ™ 349 | 276 0 0 276 | (*) 1 0 -1| 3 50 ® 34| 40} ) 0 4

r Revised. » Preliminary,

*L h: .
1. Relates only oss than 8600000 ()

to incorporated affiliates and consists of capital inflows to establish or to

by foreign parents.

2. Consists of partial and total liquidations of equity holdingsin incorporated U.S. affiliates

acquire & new co;xépany in the United States, the acquisition cost of additional shares of, 3. Consists of changes in intercompany accounts of incorporated and unincorporated U.S.
and additional paid-in capital contributions to, existing U.S. affiliates, and the capitalization affiliates with their foreign parents. .
of intercompany accounts. NoTE.~Details may not add to totals because of rounding.
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existing manufacturing affiliates, partic-
ularly in the chemical industry. Cana-
dian equity acquisitions were dominated
by financing for a single existing manu-
facturing affiliate. About half the equity
investment from Japan financed a new
joint venture with a U.S. aluminum
manufacturer; the remainder primarily
provided financing for existing manu-
facturing and trade affiliates.

Net intercompany account financing
of U.S. affiliates was $0.8 billion, down
25 percent from 1973. (Intercompany
account financing consists of debt
transactions between foreign parents
and their U.S.-incorporated affiliates,
and all transactions between foreign
parents and their unincorporated U.S.
affiliates.) A major factor was the
increase in receivables (a capital out-
flow) of U.S. trade affiliates due from
their Japanese parents.

Intercompany account financing by
European parents increased slightly;
there were offsetting flows from several
countries. Financing from the United
Kingdom and Switzerland decreased,
following the large increase in inter-
company loans in 1973 that probably
financed U.S. affiliates’ purchases of
other U.S. companies. A shift to net
inflows from Germany reflected repay-
ments by a German parent of loans
from its U.S. trade affiliate.

Reinvested earnings

Reinvested earnings of incorporated
U.S. affiliates were $1.6 billion, up

SURVEY OF CURRENT BUSINESS

52 percent from 1973. Most of the in-
crease was accounted for by petroleum
affiliates, particularly of investors in
the Middle East and the United King-
dom, and by manufacturing affiliates,
particularly of investors in Switzerland.

The dividend payout ratio increased
from 0.41 in 1973 to 0.77 in 1974 (table
4). Therefore, the proportion of earn-
ings reinvested declined; this decline
was largely in nonmanufacturing affili-
ates. For petroleum, the decrease re-
flected a faster rise in dividends than in
earnings. For the combined affiliates
in other nonmanufacturing industries—
such as mining and smelting, trade,
finance, and insurance—dividends in-
creased substantially although earnings
decreased. Dividends from these affili-
ates provided financing for parents in
Japan and Europe, where tight credit
conditions prevailed.

The payout ratio for U.S. manu-
facturing affiliates was 0.27, compared
with 0.37 in 1973. The decline, together
with an increase in earnings, accounted
for the 55 percent increase in reinvested
earnings of these affiliates. Because of
the high rate of inflation in 1974, a
substantial part of reinvested earnings
may have represented book profits on
inventories, which were not available
for payout as dividends.

Return on the position

The return on the investment position
is measured by adjusted earnings, which
consist of foreign parents’ share in their
U.S. affiliates’ earnings, less U.S. with-
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holding taxes on dividends paid to for-
eign parents, plus interest payments to
foreign parents on intercompany ac-
counts. In 1974, adjusted earnings were
$7.0 billion, more than triple the 1973
total (tables 5 and 6).

The rate of return on the position
is the percent ratio of adjusted earnings
to the average of the beginning- and
end-of-year direct investment positions.
The rate of return increased markedly—
from 11.9 percent in 1973 to 34.9 per-
cent in 1974; this was largely the result
of transactions of the petroleum com-
pany mentioned abcve (table 7). The
rate of return for all other affiliates
combined was 9.5 percent, a slight
decrease from 1973. The decrease re-
flected lower rates of return for petro-
leum and other nonmanufacturing af-
filiates. The rate of return for manu-
facturing affiliates rose from 9.7 percent
in 1973, to 11.1 percent in 1974; this
primarily reflected the increased return
on European investment in the United
States.

Current-account
ments items

balance of pay-~

Two types of payments by U.S.
affiliates to foreign parents are included
in the current account of the U.S.
balance of payments—income on direct
investment, and fees and royalties. In-
come consists of dividends (after deduc-
tion of U.S. withholding taxes) and
interest paid to foreign parents, and
unincorporated affiliates’ earnings; un-
like adjusted earnings, it excludes

Table 4.—~Dividend Payout Ratios of Incorporated Affiliates, 1973 and 1974, Area by Industry

[Millions of dollars or ratio]

1973 1974 Payout ratio (Gross
dividends/earnings)
Area and industry
Earnings Gross Earnings Gross 1973 1974
dividends dividends

Allareas_... ... ... ... ___.__ 1,750 725 6,792 5,237 0,41 0,77
Petroleum. ... ... 636 379 5,439 4,876 .60 .90
Manufacturing. 734 270 984 266 .37 .27
01957 SO 380 76 369 95 .20 .26
2717 74 399 95 W27 24
51 17 26 14 .34 .56
166 39 210 52 .23 .26
60 18 164 29 .30 .18
Europe .. . ..., 9207 376 967 366 .41 .38
Petroleum. ... __..__._. 214 106 217 115 .50 .63
Manufacturing. . . ............ 528 224 688 206 .42 .30
ther. ... . ... ... 164 45 62 45 .28 .73
Other.......... - 566 275 5,425 4,777 .49 .88
Petroleum._...._...._. 371 266 5,196 4,747 .89 .91
Manufacturing 40 7 86 9 17 .10
Other_. ... .. ... 156 12 143 21 .08 .14

NortE.—Details may not add to totals because of rounding.
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reinvested earnings of incorporated
affiliates.

Income payments rose from $1.0
billion to $5.4 billion in 1974. This
extraordinary rise was entirely in petro-
leum; income payments to foreign

SURVEY OF CURRENT BUSINESS

parents by nonpetroleum affiliates were
$0.6 billion in both 1973 and 1974.
Fees and royalties consist of patent,
production, and copyright royalties;
license fees; professional, administra-
tive, and management service fees;
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rentals; and similar payments to foreign
parents. Fees and royalties in 1974
were $0.2 billion, virtually unchanged
from 1973 (table 8). More than half of
the payments went to parents in con-
tinental Western Europe.

Table 5.—Foreign Direct Investment in the United States, Selected Data Items, 1971-74, Country and Industry

{Millions of dollars]

Area and industry

Direct investment position 1

Reinvested earnings

Balance of payments income 2

1971~ 1972 ¢ 1973 r 1974 » 1971+ 1972+ 1973 r 1974 » 1971 1972 1973 ¢ 1974 »
7Y U 13,914 14,868 18, 284 21,746 542 569 1,025 1,554 621 715 955 5,435
By area:
CANAAR . - oo eaaas 3,335 3,466 3 4,806 111 137 203 304 88 91 96 08
EUrope. ... oo 10,336 11,087 12,504 14,008 330 367 531 602 465 534 546 531
United Kingdom ._.....__..—....... 4,583 4,987 , 64 6,126 us 123 248 329 236 272 263 274
European Economic Community (6) 3,828 4,030 4,549 5,380 140 162 224 115 134 158 155 166
Belgium and Luxembourg. __....... 341 309 602 693 19 19 35 75 3 6 5 7
FranCe oo oo e e e 346 369 533 726 12 23 18 58 10 23 31 34
GEFINANY - - - e co o oeeomeeoeeeememne 802 881 795 1,076 45 42 89 16 19 21 10 11
TbalY e 116 114 105 113 —-11 —12 —13 -1 5 6 ] 5
Netherlands_..___ ... ... 2,224 2,357 2,514 2,771 5 90 96 —34 97 102 101 109
Other Western EUrope. . ... oocooroooomcooocemaaot 1,925 2,070 2,306 2,591 72 81 59 158 9% 104 128 90
L U + S P 227 256 286 354 *) 2 8 17 11 7 13 8
Switzerland. .. ..o 1,576 1,875 1,889 2,103 70 76 48 142 83 94 112 79
1 SO 122 138 131 134 2 3 4 -1 9 3 4 3
Japan. .. iieieeeeiiioos S —227 ~154 259 480 82 53 117 95 40 58 22 10
Latin American Republics and other Western Hemisphere_ 321 318 438 548 1 13 57 93 28 30 28 34
OO - oo 150 150 1,039 1,814 8 * 18 461 *) 1 263 4,763
By industry:
PetrOletIn . .o o oo meean 3,139 3,272 4,649 5,928 78 109 257 563 116 14 385 4,874
Manufaeturing .. .. iiiiiiieeoa 6,722 7,262 8,559 10,305 331 347 464 7n7 217 258 301 332
1 LN T, 562 550 9 1,156 112 70 142 51 50 47 7 10
TOSUTAICE . . o o\ 42,553 | 42,011 | 42,854 | 42,726 . .| ... | ... ... 185 215 132 2
Other fiINANCE. . . ... oo oo oiemeaiemim e raaaae s ® ® ® ¢ 28 31 93 57 39 64 126 168
121 U Y 938 872 1,289 1,631 -7 13 69 166 14 17 17 31
Addenda:
European Economic Community (9) ¢ .. ... oo ] oo 10, 236 11,547 | . 473 440 | 420 442
Adjusted earnings 3 Earnings
1971 r 1972 1973 ¢ 1974 » 1971 1972 1973 ¢ 1974 »
Y S U N 1,163 1,284 1,980 6,989 1,161 1,308 2,008 6,991
By area:
Canada. . - - oot 199 228 299 402 197 230 302 402
BUrope. o...cceeeocoomeaaoaoon 796 901 1,077 1,132 796 909 1,067 1,083
United Kingdom - 354 396 511 603 364 403 497 586
European Economic Community (6)-............_.._._. 274 320 379 281 274 323 392 274
Belgium and Luxembourg. .. .oooooooooiiaao 22 25 40 83 22 25 40 80
FrANCe oo oo e e e 22 46 49 92 22 16 48 86
GeITANY . . - oo ccc e aammccmceecmraee e 64 63 98 27 61 63 109 27
) £.2:1 3 R 