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Federal

Excise

I *‘ XCISE TAXES, which are levied on purchases

4 of certain commodities and services, have
been a part of the Federal tax structure for
many years. In the fiscal year 1964, Federal
excise tax receipts amounted to about $13.9
billion, or 12.1 per cent of total Federal re-
ceipts from the public in that year.

It has been charged that many Federal ex-
cise taxes—other than the liquor, tobacco, and
highway trust funds taxes—are a nuisance for
the Government to administer and for busi-
nesses to collect in relation to the amount of
revenue provided. Also, it is contended that
such taxes have an undesirable selective im-
pact on the industries taxed and lead to a less
than optimum allocation of resources. Further-
more, the relative importance and future role
of indirect taxes (broadly speaking, taxes
based on expenditures rather than on the re-
ceipt of income) in the Federal revenue system,
as well as the effect of excise taxes on eco-
nomic growth and stability, have been receiv-
ing increasing attention. As a result, excise tax
revision, especially reduction, is being contem-
plated seriously. It is impossible to review all
these issues in a short article. Nevertheless,
brief consideration will be given to the ques-
tions of the relationship of excise tax revisions
to economic stability, economic growth, and a
balanced Federal tax structure. Before the
basic issues involved in excise tax relationships
are examined, a brief classification and descrip-
tion of excise taxes may be useful.

Monthly Review ® January - February 1965

Taxation

CLASSIFICATION AND DESCRIPTION OF
FEDERAL EXCISES

The dozens of different excise taxes imposed
by the Federal Government may be classified
in various ways, such as by the source at which
they are collected, by the functions they are to
perform, or by the policy goals they are intend-
ed to achieve.

Sumptuary Taxes

Some of the taxes, including several of the
larger revenue-producers, are clearly identifi-
able with particular goals or functions. The
taxes on alcoholic beverages and on tobacco
and tobacco products—which together in fiscal
1964 provided more than $5.6 billion, or 40.4
per cent of total excise receipts—are prime
examples of sumptuary taxation. That is, these
taxes exist not only to raise revenue, but also
because they are intended to discourage the
purchase and use of those commodities—or at
least to penalize the purchasers. The sump-
tuary basis of taxation is sometimes referred
to as a morality basis. However, the case for
such taxes also may be expressed in terms of
the reduction in social costs believed to result
from a reduction in the purchase, use, and pro-
duction of the goods; or, in instances where
the demand for the taxed product is price in-
elastic, in terms of forcing the purchasers to
bear some or all of the social costs involved.
On the other hand, such taxes—along with
other selective excises—are sometimes criti-
cized as discriminating against certain indi-




Federal Excise Taxation

viduals solely on the basis of their varying
patterns of consumption preferences.

Highway User Taxes

The basis for another group of Federal ex-
cises is equally clear, for their function is ex-
plicitly stated in legislation. The Highway
Revenue Act of 1956 established the Federal
Highway Trust Fund to receive the revenues
from certain new and existing Federal excise
taxes and to serve as the source of Federal
funds for highway construction. The current
Federal highway program is to be completed
in 1972. At that time, the new taxes imposed
for its support are to be terminated and the
rates on the taxes existing at the time of the
act’s passage are to revert to their carlier and
lower levels.

The carmarking of the taxes involved (on
gasoline; tires, tubes, and tread rubber; trucks
and buses; diesel and special motor fuels; and
on the use of highway motor vehicles weighing
more than 26,000 pounds) clearly shows them
to be levied according to the benefit basis of
taxation. Financing Federal participation in
the extension of an interstate highway program
from taxes paid into the Federal Highway
Trust Fund reflects the policy that the users of
the highways, who are expected to benefit di-
rectly from their construction, should pay the
costs of the program. In the fiscal year 1964,
highway trust fund tax collections of $3.6 bil-
lion made up 25.9 per cent of total Federal ex-
cise tax receipts.

Other Excise Taxes

The taxes responsible for nearly two thirds
of total excise receipts, then, are immediately
identifiable as to the goals sought or functions
performed. The many taxes that provide the re-
maining one third are diverse in character.
They generally are grouped under four major
headings.

Manufacturers’ excise taxes. These taxes are
imposed at the manufacturers’ level and gen-
erally are based on manufacturers’ sale prices.
Receipts from this group of taxes in 1964 were
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about $2.6 billion—18.9 per cent of total Fed-
eral excise receipts. Within the group, the 10
per cent tax on passenger cars contributed
nearly twice as much revenue—about $1.7 bil-
lion—as all other manufacturers’ excises com-
bined. Products in addition to automobiles on
which a manufacturer’s excise is levied range
through major home appliances, musical in-
struments, firearms, cameras, sporting goods,
and business machines, to cigarette lighters.
matches, ballpoint pens, and light bulbs.

Retailers’ excise taxes. These taxes are levied
at the retail level and are based on retailers’
sale prices. In most instances the amounts of
these taxes are quoted separately from the re-
tail price of the article taxed. Only four Fed-
eral excise taxes are currently found in this
group—the so-called luxury taxes on furs,
jewelry, luggage, and toilet preparations. The
$475 million in tax receipts from this group
amounted to only 3.4 per cent of total 1964
excise tax collections.

Documentary and certain other stamp taxes.
Included in this group are taxes on the issue
and transfer of stocks and bonds, on deeds of
conveyance, and on policies issued by foreign
insurers, as well as on playing cards. Revenue
from this group is relatively small, about $172
million, or 1.2 per cent of total Federal excise
receipts in fiscal 1964,

Miscellaneous excise taxes. This catch-all
category includes such diverse taxable items as
certain admissions, dues, and fees; telephone,
telegraph, and cable services; transportation of
persons by air; wagering; use of safe deposit
boxes; coin-operated amusement and gaming
devices; and sugar. As a whole, this group was
responsible for 9.4 per cent (about $1.3 bil-
lion) of the excise tax receipts of 1964. Taxes
collected on general and toll telephone service
and on telegraph, cable, and radio service
made up more than two thirds (about $900
million) of miscellaneous excise collections.

Other than for those taxes imposed on a
sumptuary or benefit basis, it is difficult to




generalize about the functions performed by
the excise taxes or the policy goals sought
through them. In some cases the purpose for
which the tax originally was levied has van-
ished, although the tax itself lingers on. For in-
stance, some of the excises were introduced
and rates on others were raised during World
War II and the Korean War, both to provide
additional revenue for wartime needs and to
aid in rationing scarce commodities through
price increases. Those taxes included in the re-
tailers’ excise group also have been popularly
known as “luxury taxes.” Part of the rationale
for such taxes is the notion that collections
from them are a suitable source of revenue
because the purchase of such “luxury” goods is
evidence of taxpaying ability. Perhaps the best
generalization that can be made about excise
taxes other than those levied on a sumptuary
or benefit basis is that they provide a limited
source of general revenue which supplements
the more important income tax sources.

STABILITY OF EXCISE TAX RECEIPTS

Because excise taxes are expenditure taxes,
the amount of revenue collected from them de-
pends on the quantity purchased or amount
spent on the taxed goods and services. Some of
the taxes, such as the gasoline tax, are levied
as a fixed amount per unit of output. However,
most are levied as some per cent of the taxed
good’s selling price.

Just as excise tax receipts depend on the
quantity purchased or total expenditures on
taxed goods, so does the stability of receipts
depend on the relationship of changes in ex-
penditures on the goods to changes in the in-
come of the buyers. Something about the sta-
bility of revenues from excise taxes levied at
given rates may be inferred from studying the
degree of sensitivity to income changes of ex-
penditures on goods subject to excise taxation.
If the expenditures that make up the excise
tax base are highly sensitive to income change,
then collections will rise faster than income
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during periods of increasing incomes and, con-
versely, will fall faster than income when the
latter declines. Thus, excise revenues based on
highly income-sensitive expenditures add to
the built-in flexibility of the tax system, and
behave similarly to revenues collected from
the progressive income tax. Both provide auto-
matic stabilizing effects on general economic
activity. On the other hand, excise collections
from an expenditure base with low-income
sensitivity have the opposite effect.

In the March 1959 issue of the Survey of
Current Business, the U. S. Department of
Commerce published a study of the income
sensitivity of certain personal consumption ex-
penditures to changes in disposable personal
income. A number of the categories of con-
sumer expenditures included were equivalent
or similar to some of the commodities or groups
of commodities upon which Federal excise
taxes are levied, thus permitting a rough esti-
mation of the expected sensitivity of excise
revenues to income changes.

Since the sumptuary and highway taxes are
likely to be continuing elements in the Federal
tax structure, the interest in excise repeal or
rate reduction centers on the remaining taxes.
Out of the approximately $4.7 billion of 1964
excise receipts collected from those remaining
taxes, the commodities for which income sen-
sitivity estimates were made in the Commerce
Department study include those responsible
for about $3.6 billion.

For the two largest revenue producers in this
group (automobile purchases, and telephone,
telegraph, cable and wireless services) expendi-
tures change more than proportionately for a
given change in income. That is, their purchase
has a relatively high income sensitivity. Com-
merce Department estimates indicate that a 12
per cent change in expenditure on automobiles
and a 16 per cent change in spending for com-
munication services are associated with a 10
per cent change in income. Expenditures on
items such as sporting goods and fishing equip-
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ment—which produced only about $30 million
in excise collections in 1964—are also income
sensitive; an estimated 15 per cent change in
spending on them being associated with a 10
per cent change in income.

Taxed commoditics upon which expenditures
changed proportionately to income change in-
cluded radios, television sets, records, and mus-
ical instruments in the manufacturers’ excise
group, and toilet articles and preparations in
the retailers’” excise group. Revenues in 1964
from the former were about $250 million, and
from the latter, about $177 million. The pro-
portionate response means that a 10 per cent

change in spending for these items is associated
with a 10 per cent change in income.

Finally, the study of consumption patterns
indicated that some taxed commodities have a
relatively low income sensitivity of expendi-
ture. These commodities, and their respective
cxcise revenue contributions in 1964, were ap-
proximately as follows: auto parts and acces-
sories, $200 million; jewelry, $189 million; and
major household appliances, $140 million. The
income sensitivity of expenditures on these
groups of commodities was estimated to be
relatively low, with a 7 to 8 per cent change in
their purchase being associated with a 10 per
cent change in income.

It generally is supposed that purchases of
heavy houschold durables and other nonroutine
expenditures, such as for jewelry, luggage, rec-
ords, ctc., are more responsive to income
change than indicated by the estimates of the
sensitivity coefficients based on income alone.
However, it has been suggested that the find-
ings of a less-than-expected responsiveness of
expenditures to income change may have re-
sulted from the rather wide range of goods in-
cluded in the various categories." With the
larger revenue-producing taxes based on ex-
'Otto Eckstein, “Indirect Versus Direct Taxes: Implica-
tions for Stability, Investment, and Economic Growth,”
Excise Tax Compendium: Compendium of Papers on Ex-

cise Tax Structure, Part I, House Committee on Ways
and Means, 1964, p. S1.
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penditures that are relatively sensitive to in-
come change, it appears reasonable to assume
that the response of the expenditure base of
excise tax revenues other than the sumptuary
and highway taxes is at least proportionate to
income change. Therefore, these excise taxes
probably do contribute slightly to the built-in
flexibility of the Federal tax structure and to
the Federal budget’s automatic stabilizing pow-
ers, but not as strongly as do the income taxes.

FORWARD SHIFTING OF EXCISE TAXES

It generally is assumed that the amount, and
thus the burden, of an excise tax is shifted
forward to the final purchaser of the taxed
item. As far as the buyer is concerned, the
excise tax is simply a part of the total price of
the commodity or service taxed. It makes little
difference to the assumption of forward shifting
whether the amount of the tax is quoted sepa-
rately from the without-tax price of the item.
If market conditions require it, the seller can
absorb part of the tax by reducing the without-
tax price of the good when the tax is separately
quoted, as well as he can when the tax is
simply included in the stated price of the prod-
uct (as is often true for the manufacturers’
CXCIses ).

In the case of manufacturers’ excise taxes.
there is a tendency toward pyramiding the tax
as it is shifted forward. The percentage mark-
up used at various stages in the distribution
channel is applied to a price which includes the
tax, and therefore to the tax itself, with the
result that during the distribution process the
price to consumers increases by more than the
amount of tax collected.

An important implication of the assumption
of forward shifting is that, from the standpoint
of the purchaser of a taxed good, the result of
a change in the tax rate is a change in the price
of the product. Therefore, it is through price
changes that excise tax reductions or increases
primarily influence consumer behavior and
cconomic activity. A price decline likely will



result in an increase in the amount of the prod-
uct purchased, the size of the increase depend-
ing on the price elasticity of the demand for it.
The demand for a product is highly price elas-
tic if the amount purchased changes propor-
tionally more than its price changes. If the
change in the amount purchased is propor-
tionally smaller than a given price change, the
demand for the item is price inelastic. Little
empirical evidence is available concerning the
price clasticity of demand for various goods,
although the relatively high price elasticity of
the demand for consumers’ durable goods gen-
crally has been confirmed in some recent
studies.

The decrease in the price of one good also
means that a change has occurred in the entire
structure of relative prices, perhaps leading
consumers to make significant adjustments in
their over-all spending patterns—probably with
a time lag. At the same time, the fall in price
of a particular product has the effect of in-
creasing the real income of consumers. One of
the alternatives available to a consumer so
affected, as he reapportions his income among
possible uses, is to increase his savings. How-
ever, since expenditure taxes fall on the funds
involved only when and if they are spent, con-
sumption taxation in general tends to give an
incentive to reduce spending and increase sav-
ing. Therefore, a reduction in excise taxes may
make increased spending a more attractive al-
ternative use of income than increased saving.

On some occasions, reductions in excise
taxes have been reflected in lower product
prices; on other occasions, they have not. That
the excise reductions of 1954 were passed on
in the form of lower prices to consumers, at
least for some products, was corroborated by
John F. Due’s case study of the behavior of
electrical appliance prices published in the
September 1954 National Tax Journal. Manu-
facturers’ suggested retail prices on major and
minor houschold electrical appliances were re-
duced by nearly all makers on most items, fol-
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lowing the reduction from 10 per cent to 5 per
cent of the manufacturers’ excise tax which had
been imposed in 1941. The price reduction for
major appliances was pyramided, while that for
minor appliances was not, leading Due to be-
lieve that in the latter case the opportunity was
taken to increase margins without an observ-
able increase in prices.

EXCISE TAX REDUCTION

Since the close of World War II there has
been much interest in Federal excise tax re-
duction. The Korean War halted attempts at
excise reduction and revision, and brought in-
stead continuation and some increases. A num-
ber of the Federal excises have been repealed
or reduced since 1954, and other revisions are
already scheduled to go into effect on July 1,
1965.

Short-Run Considerations

The short-run goal of further excise tax re-
peal or rate reduction at this time is the desire
to ward off a possible slowing down or rever-
sal of the current cyclical expansion. This aim
would be accomplished by an increase in con-
sumers’ spending, because of the greater pur-
chasing power resulting from the lower prices
presumed to exist after the tax reductions, and
by the indirect influence on business spending
induced by the growth of consumer demand.

The desirability of pursuing the short-run
goal of maintaining the present expansion
through excise tax reduction is not universal-
ly accepted. In addition to increased Govern-
ment spending as an alternative to tax reduc-
tion, further reductions in personal or corpo-
rate income taxes might be better instruments
for achieving the goal than lower excise taxes.
In any case, it seems improbable that excise
tax rates will be chosen for active manipulation
in a manner consciously designed to be a
major tool of discretionary countercyclical poli-
cy. Therefore, excise repeal or major rate re-
ductions that occur are likely to be more or
less permanent. It has been suggested that the
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value of excise tax reduction as an antireces-
sion tool makes the proper countercylical tim-
ing of its use especially important.*

At least two other short-run considerations
deserve mention here. First is the matter of the
general atmosphere in which excise rate ad-
justments would occur. The 1954 reductions
took place at a time when business conditions
were relatively weak and sellers, eager to stim-
ulate sales, apparently were willing to pass the
tax reductions along as price decreases. Al-
though most business forecasters suggest that
1965 will be a year of slower growth, few ex-
pect a downturn. Excise cuts in such an atmos-
phere might lead to fewer and smaller price
reductions, thereby weakening the direct im-
pact on consumer spending. Such a considera-
tion may support the suggestion that, for maxi-
mum effect, excise tax reductions might well
be reserved for antirecession use.

The second consideration concerns the pos-
sible anticipatory effects on spending. If the
public becomes convinced that excise tax rate
reduction or outright repeal is bound to come
soon, some postponement of buying is almost
certain to occur. Businessmen as well as final
consumers would be affected, for the former
could refrain from restocking their inventories
of goods bearing manufacturers’ excises, just
as they would in anticipation of any other kind
of price decrease. On the part of consumers,
postponement would be most likely to occur in
the cases of the nonroutine purchase of con-
sumer durable goods such as automobiles and
major home appliances. It is reasonable to be-
lieve that any disturbing effects of such a situa-
tion on the economy would be temporary, af-
fecting only the timing of such postponable
purchases.

Longer-Run Considerations

Present consideration of excise tax reduc-
tions apparently is not a part of an over-all
plan for reform or modification of the entire

“Eckstein, op. cit., pp. 52, 54.
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Federal tax structure. However, questions re-
volving around the possible need for greater
balance among Federal tax sources recently
have been under discussion by experts in the
field of public finance. These discussions often
have centered on the desirability of a relative
shift in Federal finance from the income taxes
toward expenditure taxes of some kind and on
the equity aspects of alternative tax sources.

Professor Richard A. Musgrave of Prince-
ton University has estimated the effective rates
of tax, that is, the ratio of taxes paid to income
received for the various income-size groups, in
the United States. This ratio is used to deter-
mine whether a tax structure is progressive or
regressive. If the ratio is higher at higher in-
come levels, then the tax structure is progres-
sive; if lower, it is regressive. That is, a tax
structure is regressive when the lower income
groups pay a higher proportion of their income
in taxes than do the higher income groups.

Musgrave estimated that for all levels of
Government, the tax structure is moderately
progressive; that the Federal tax structure is
distinctly progressive while that of state and
local governments in the aggregate is regressive;
and that excise and sales taxes at all three
levels of government are clearly regressive.
Thus, it appears that reduction or repeal of
the Federal excise taxes would, in itself, push
both the Federal tax structure and the total tax
structure in the direction of somewhat greater
progressiveness.

When consideration is given to the long-run
consequences of excise tax reductions for the
structure of the Federal tax system and its in-
fluence on general economic activity, at least
three other factors should be mentioned. The
first concerns the relationship of excise taxes
to economic growth. It may be argued that,
since excise taxes are expenditure taxes, their
imposition discourages spending and encour-
ages saving, which is indispensable to capital
formation and economic growth. Therefore,
excise tax reduction would hamper growth by



encouraging spending at the expense of saving.
However, such an argument assumes that the
economy is operating at full utilization of its
productive resources. In a situation where ag-
gregate demand is assumed to be adequate for
full employment, it may be desirable to shift
resources from consumption to capital forma-
tion uses in order to stimulate economic growth.
But with the economy performing at less than
full employment levels, it is not likely that
attempts to raise the savings rate will result in
higher rates of economic growth. If high con-
sumption spending is desirable—as has been
true in recent years—to achieve the high levels
of aggregate demand necessary for full employ-
ment, then excise tax reductions may be ad-
vantageous for cconomic growth.

Second, there is the question of the effect
of excise tax reductions on the built-in flexibili-
ty of the Federal tax structure. Automatic
response to cyclical change of Federal tax re-
ceipts and of unemployment compensation ex-
penditures has contributed substantially to the
stability of the American economy in the post-
war years. The corporate income tax is the
strongest automatic stabilizer of general eco-
nomic activity, and the individual income tax
also is a stronger stabilizer than are excise
taxes. Although excise taxes may contribute
slightly to the built-in flexibility of the Federal
tax structure, their reduction or repeal would
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have little effect on the automatic stabilizing
power of Federal fiscal actions since this pow-
er comes mainly from the corporate and per-
sonal income taxes and the payment of unem-
ployment compensation in recessions.

Third, excise tax decreases would reduce the
“fiscal drag” on the economy. Any given Fed-
cral budget program of tax rates and expendi-
tures yields different amounts of surplus or
deficit at various levels of economic activity.
At the full employment level, present programs
apparently would yield a moderate surplus—
the so-called full employment surplus—with a
consequent restrictive effect on over-all de-
mand. In such a situation, a reduction of the
full employment surplus by tax reductions
which enlarge private after-tax incomes, may
strengthen private demand sufficiently to main-
tain a cyclical expansion and to foster economic
growth. The case for the income tax reductions
of 1964-65 rested on this kind of analysis, and
cnsuing events tend to show its apparent cor-
rectness. Cyclical expansion continued, per-
sonal disposable income and consumption rose
at higher rates, and the administrative budget
deficit fell from $8.3 billion in fiscal 1964 to
an estimated $5.7 billion for fiscal 1965. Ex-
cise taxes are onc of several sources of Fed-
cral revenue whose reduction would lessen the
“fiscal drag” which contributes to a level of
activity below the economy’s potential.



Economic Development in the

Northern Great Plains

rl‘HR()UGHOUT MosT of this century, an im-
portant economic race has been waged
across the Great Plains. The principals in this
contest have been agricultural technology on
one hand and nonfarm economic growth on
the other. In agriculture, the implementation
of new technology, together with market
changes, have released a flood of human re-
sources from food production. Growth in non-
agricultural industries, at the same time, may
be viewed as the process of absorbing this
manpower in alternative productive activities.

For the most part, the pace of the agricul-
tural revolution in releasing manpower has
been so rapid that it has taxed the ability of
nonagricultural developments within the Plains
States to keep up. This has been evidenced
by the outmigration of population and the
failure of population growth to attain the rate
for the Nation at large. While total population
in the seven Northern Plains states declined
in only one census period, the 1930’s, growth
has been slow in comparison with the national
average.

At first glance, the most recent decade—
from 1950 to 1960—appears to permit a some-
what more optimistic interpretation of the ca-
pacity of the nonfarm economy to provide ex-
panding employment opportunities. In this 10-
year period, for example, population growth
in the 7-state area came closer to matching
the U. S. average than it had in some time.

NOTE: This article was prepared as a back-
ground study for State of Society Conference
for Church Leaders, University of Nebraska,
November 17-18, 1964.
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Upon closer inspection, it is apparent that most
of the relative improvement was due to de-
velopments in Colorado and Kansas. Popula-
tion in Colorado surged upward by nearly a
third over the decade and in Kansas the in-
crease fell short of the national average by
only 4 percentage points. Montana, with a
much smaller total population, recorded a rela-
tive increase similar to that in Kansas.
Among most of the other states—North
Dakota, South Dakota, and Nebraska—popu-
lation grew more rapidly in the 1950’s than
in the two previous decades but the degree

NORTHERN GREAT PLAINS AREA

MONTANZ

NORTH DAKOTA

SOUTH DAKOTA

wrom/ﬁi

COLORADO

7

["NEBRASKA

KANSAS

=

in the Northern Plains Area are included.

Boundary of the Great Plains Area as established by
the U. S. Department of Agriculture. For this study, entire states
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to which they fell short of the national rates
was not altered  significantly. In - Wyoming,
where population had been increasing more
rapidly. the rate over the 1950°s slipped below
that for the United States.

These observations on population develop-
ments suggest that the nonfarm economies of
the Northern Plains states have experienced
some significant innovations in the pace and
composition of their growth. At the same time,
the impact has been far from uniform among
the states.

EMPLOYMENT TRENDS

The process of reorienting the productive
activitics of an cconomy requires time, among
other things. During the last quarter century,
important changes have occurred in the North-
crn Plains states. Nonfarm employment in 1963
reached a total of nearly 2.1 million persons—
an increase of about | million from the level
just prior to World War 11, or an approximate
doubling of employment. Significantly. the rel-
ative gain in nonfarm employment in the 7-
state arca was greater than that for the Nation
as a whole.

In the years since World War 11, nonagri-
cultural employment in these states has con-
tinued to show sizable gains and to surpass
the national growth rate. The region’s non-
agricultural wage and salary workers num-
bered 41 per cent more in 1963 than in 1947,
while the Nation’s nonfarm wage and salary
employment rose by 30 per cent during those
years.

Additional insights concerning recent trends
in the nonagricultural sector of the region’s
cconomy may be gained by disaggregation in
both cconomic structure and geography. The
nonagricultural sector may be subdivided into
three component parts: an industrial category,
including manufacturing, mining, contract con-
struction, and transportation, communications,
and public utilitics; a private nonindustrial
category, including trade, services, and finance,
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insurance, and real estate: and a government
category.

In the nonindustrial and government cate-
gories. the region just about kept pace in
relative terms with national growth in employ-
ment from 1947 to 1963, Regional nonin-
dustrial employment grew by 45 per cent; na-
tional. by 46 per cent. Regional government
cmployment increased by 71 per cent; national,
by 74 per cent. Thus, the industrial category
is responsible for the region’s greater relative
gain in total nonagricultural employment. In-
dustrial employment in the seven states in-
creased by 22 per cent, while the national in-
crease was only 9 per cent.

What groups within the industrial category
contributed most to its position as the primary
source of relative employment growth com-
pared with the Nation? On the basis of re-
gional totals, it is cvident that manufacturing
and contract construction provided most of the
impetus. The total industrial employment in-
crease of 22 per cent was composed of in-
creases in employment in manufacturing (37
per cent) and in contract construction (80 per
cent) and of decreases in mining (-4 per cent)
and in transportation, communications, and
public utilitics (-1l per cent).

Gains in mining cmployment were restricted
to three relatively less important mining states
—Necbraska, North Dakota, and South Da-
kota—and to Wyoming, while the region’s
more important mining states of Kansas,
Colorado, and Montana incurred employment
declines. (Crude petroleum and natural gas
production are defined as mining activities.) In
the transportation, communications, and public
utilitics group, the widespread postwar reduc-
tion in railroad employment was a major in-
fluence. Only Colorado among the seven states
experienced an increase in this employment
category. All seven states gained in manufac-
turing and contract construction employment,
with the relative, but not the absolute, increase
in contract construction being larger than that

11
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in manufacturing in every case. Finally, of the
approximately 125,500 increase between 1947
and 1963 in regional industrial employment,
107,000 occurred in the three states of Colo-
rado, Kansas, and Nebraska.

Although the region’s greater relative
growth, vis-a-vis the Nation, in industrial em-
ployment has been emphasized, it is equally
necessary to recognize the importance of the
rapidly rising employment levels in the non-
industrial and government categories of the 7-
state arca. Both in the region and in the Na-
tion, employment in the latter two categories
has grown much more rapidly than industrial
employment. As a result, industrial employ-
ment as a proportion of all nonagricultural em-
ployment has declined, while nonindustrial and
government employment ecach constitute a
larger share of total nonagricultural employ-
ment than in 1947. The importance to the re-
gion of employment in these two categories is
perhaps better seen in terms of absolute num-
bers. The regional increase in nonindustrial
employment during the period was about 284,-
000 persons and in government employment,
about 200,000. The comparable change in in-
dustrial employment was about 125,500.

In relative terms, it is true that industrial
employment in the seven states has been grow-
ing faster than national industrial employment,
while regional employment in the nonindus-
trial and government categories has simply kept
pace with national growth. However, the ab-
sorptive power of the region’s nonagricultural
sector has rested mainly on the large increases
in employment in the latter two categories.
Barring some unforeseen major shift in pat-
terns of industrial location, it also is likely that
the categories of nonindustrial and government
employment will continue to provide the major
source of job opportunities within the region
for those persons released or displaced from
the agricultural sector, as well as for the in-
creasing number of youngsters entering the
labor force.
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INCOME TRENDS

Although a discussion of employment pat-
terns helps to provide an understanding of a
region’s economic structure and changes
therein, it cannot furnish by itself answers to
all the pertinent and interesting questions con-
cerning recent economic developments there. A
complementary approach to an analysis of
economic trends focuses on income changes.
The total income of any given area serves as
an indication of economic activity there, while
per capita income is probably the best available
measure of economic welfare Therefore, it will
be useful to discuss recent trends in the be-
havior of these data for the Northern Plains
region and for the several states, as well as the
patterns of change in the sources of that in-
come.

Total personal income in the United States
increased by 122 per cent—about $253 billion
—from 1948 to 1963. Because population also
was growing during that period, national per
capita personal income growth was not as great,
amounting to a 72 per cent increase. Of the
seven Northern Plains states, only Colorado’s
growth in total personal income was greater
than the Nation’s, while only Kansas and
Colorado experienced an  increase in  per
capita personal income comparable with the
national advance. The per cent changes be-
tween 1948 and 1963 for the seven states were
as follows:

Total Per Capita
Personal Personal

Income Income
(Per Cent)

Colorado ............ 166 71
Kansas .............. 106 75
Montana . ........... 83 40
Nebraska ............ 81 57
North Dakota ......... 60 47
South Dakota ........ 60 33
Wyoming ............ 96 56
United States ......... 122 72



Because only one state grew faster than the
Nation in total income, the region’s income as
a percentage share of the Nation’s declined.
Moreover, it appears that the convergence of
state per capita income toward the national
average which existed during most of the
1940’s did not extend into the next decade
for most of the Northern Plains states. Per
capita income in the Dakotas recently has been
running between 70 and 85 per cent of U. S.
per capita income, except for 1962. Kansas
and Nebraska have achieved per capita in-
come levels which generally have been more
than 90 per cent but less than 100 per cent of
the national average. Colorado’s per capita in-
come has tended to fluctuate rather closely
around the national level. Per capita income in
both Wyoming and Montana has fallen from
roughly 110 per cent of the U. S. average in
1948. In Wyoming, per capita income ended
its relative decline in the mid-1950’s and has
fluctuated around the U. S. figure since then.
Montana income, on the other hand, has tended
downward relative to the national average.

Thus, since the close of World War II, per
capita personal income growth in these states
generally has not kept pace with that of the
Nation. Compared with the national average
income per person, current levels are about the
same in Wyoming and Colorado, somewhat be-
low in Nebraska, Montana, and Kansas, and
substantially below in the Dakotas. Nor does
there appear to have been in the past 15 years
or so any strong and sustained bettering of
the relative income positions of these states. In
fact, the reverse has tended to be true for the
region as a whole.

Total income may be divided into that part
received by persons as a result of current pro-
duction activities, called participation income,
and another part received as a return on invest-
ments or as transfer payments. Movements in
participation income, which makes up about
80 per cent of total income, have been very
similar to those in total income. Participation
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income, in turn, may be allocated by industrial
source and thus may be used in a more inten-
sive discussion of variations in regional income.

In a national economy as highly integrated
and interdependent as that of the United
States, the most important component of in-
come growth in a state or region derives from
its participation in the over-all growth of the
national economy. If there were no differences
among states or regions, each would grow at
the national rate. Thus, in attempting to ex-
plain how observed differences in income
growth among regions have come about, a “na-
tional growth clement” for cach region may be
determined by computing the regional income
growth that would have occurred over a given
period if the region had actually increased its
income at the national rate. For example, if the
7-state Northern Plains region had increased
its total participation income from 1948 to
1962 at exactly the same pace as the United
States, its regional income would have grown
by about $7.8 billion. As a matter of fact, how-
ever, income in the region grew more slowly
and the actual gain was approximately $6.9
billicn.

No region experiences income growth at
precisely the same rate as does the Nation, for
two broad reasons. First, any region’s economic
structure or “industry-mix” is different from
that of the Nation." Total economic structure
is composed of some rapidly growing indus-
tries and some slowly growing (or declining)
industries. When an area has a favorable indus-
try-mix, i.e., a preponderance of rapid-growth
industries, it will grow faster than the national
rate, and vice versa. Second, quite apart from
whether an industry is growing rapidly or slow-
ly over all, it may be growing faster in a partic-
ular area than it is nationally. If this is the
case, the industry, even if it is a slow-growth
industry according to the industry-mix criter-

‘The analysis of this section is based on an article in the
U. S. Department of Commerce, Survey of Current Busi-
ness, April 1964.
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Economic Developments in the

COMPONENTS OF CHANGE IN INCOME FROM PARTICIPATION IN
CURRENT PRODUCTION, 1948-62*
(Millions of Dollars)

Total Participation Income

Nonagricultural Participation Income

Change due to effect of

Net Change due to effect of Net

National Industry Regional Total Relative National Industry Regional Total  Relative

Growth Mix Share Change** Changei Growth Mix Share Change** Change'
Kansas 2,072 —427 152 1,797 —275 1,709 42 154 1,905 196
Colorado 1,439 —129 898 2,208 769 1,339 20 947 2,306 967
Nebraska 1,606 —566 86 1,126 —480 1,120 35 67 1,222 102
Montana 754 —275 27 506 —248 566 —40 —23 503 —63
North Dakota 717 —405 224 536 —181 374 7 40 421 47
South Dakota 802 —444 86 444 —358 415 22 69 506 921
Wyoming 367 —72 —30 265 —102 336 —28 —40 268 —68

Northern Plains

States 7,757 —2318 1,443 6,882 —875 5,859 58 1,214 7,131 1,272

*Income from participation in current production is the sum of wages and salaries, proprietors’ income, and other labor income.
**Sum of the changes due to effect of national growth, industry-mix, and regional-share.
tSum of changes due to effect of industry-mix and regional-share, and represents the amount by which a state exceeded or fell

short of national growth rate.

SOURCE: U. S. Department of Commerce, Survey of Current Business, April 1964,

ion, will add to the area’s relative income
growth.

This second element in an area’s growth is
referred to as the “regional-share effect;” the
first element as the “industry-mix effect.”
Along with the national growth element, they
compose the total change in an area’s partici-
pation income. The industry-mix and regional-
share effects together measure a region’s net
relative income change; that is, the extent to
which the area’s income growth surpasses or
falls short ot over-all national growth.

Across the Nation, the regional-share effects
were the dominant influences in determining
net changes in the geographic distribution of
income between 1948 and 1962. In the North-
ern Plains region, however, the opposite situa-
tion prevailed. Income changes due to indus-
try-mix effects were larger than those related to
regional-share. This particular pattern of in-
fluences on income growth reflected the de-
cline in farm income which had a maximum
impact in this agriculturally oriented region.

Thus, total participation income in the
Northern Plains region increased at a pace
slower than that of the Nation, due to the spe-
cial position of agriculture in the area. Every
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one of the seven states had an adverse in-
dustry-mix effect, primarily because of the role
of agriculture. This adverse effect was strong
enough to offset favorable regional-share ef-
fects in six states and to cause the region as a
whole to show a total growth below the na-
tional rate. Colorado alone had a favorable
regional-share effect strong enough to offset
the adverse influence of its industry-mix.

When agricultural income is withdrawn and
only the nonagricultural sector is surveyed,
some important differences appear. First, the
growth of nonfarm income in the region ex-
ceeded the national rate from 1948 to 1962.
Second, this rapid pace of income expansion
rested primarily upon large regional-share ef-
fects, that is upon the relative rates of growth
of industries within the region. With the ab-
sence of agriculture, in other words, the re-
gional-share influence became the dominant
component of income change and the pattern
of influences thus became similar to that for
other regions. Finally, the industry-mix effect
became a positive influence and contributed to
the relative income growth of the region.

Five of the states—Kansas, Colorado,
Nebraska, and the Dakotas—experienced fa-



vorable effects from both the regional-share and
industry-mix influences. Their income expan-
sion was large enough to give the region a
more rapid expansion than the Nation in non-
farm income during the period. Montana and
Wyoming incurred small adverse effects on
nonfarm income growth of both the industry-
mix and regional-share types.

How can the region’s relatively rapid growth
in nonagricultural income be explained? In-
come growth in Colorado was responsible for
most of the favorable growth pattern. That is,
it accounted for most of the amount by which
the region’s income exceeded the national
growth rate. The analysis also corroborates the
conclusion drawn from the study of employ-
ment trends, namely, that manufacturing, gov-
ernment, nonindustrial activities  (especially
finance), and construction have been among
the most important sources of growth and of
absorbing idled agricultural manpower in the
region.

Growth in income from manufacturing
played a significant role in Kansas and Colo-
rado. In Kansas, income generated by military
aircraft production at Wichita was the dom-
inant factor in the expansion. Employment and
income arising from this activity passed their
peaks some time ago and have subsequently de-
clined. In addition, income growth from motor
vehicle assembly at Kansas City and from ex-
panded employment in machinery and in stone,
clay, and glass activities has been relatively
important. Food processing, on the other hand,
increased more slowly in Kansas than national-
ly and subtracted from the state’s income
growth. In Colorado, ordnance and metal in-
dustries were the major source of income
growth in manufacturing. Most of the defense
production activity is centered in the Denver
arca. Nonauto transportation equipment, print-
ing, food, and the stone, clay, and glass activi-
ties also contributed relatively large amounts
to manufacturing income growth in the state.

Among the remaining Northern Plains states,

Monthly Review ® January - February 1965

Northern Great Plains

the most significant additions to manufactur-
ing income occurred in the food, the ordnance,
primary and fabricated metals, and the elec-
trical machinery industries of Nebraska, as well
as in lumber and furniture production in Mon-
tana. In manufacturing industries of the other
states—and for other industries in the above-
mentioned states as well—income growth was
more or less parallel with that for the Nation
as a whole. Thus, they did not contribute in
a significant way to a growth rate in excess of
the national average.

SUMMARY

In general, three broad conclusions emerge
from this study of the economic development
of the Northern Great Plains states. First, the
nonagricultural economy of the arca has grown
more rapidly than that of the Nation during the
postwar period in terms of both income and
employment. Second, expansion has not been
uniform among the states nor in the industrial
structure of the area. Rather, it has been con-
centrated both geographically and industrially.
Manufacturing employment and income
growth, for example, have been centered in
Colorado and Kansas. In each of these states,
defense procurement of the Federal Govern-
ment was a major factor in the growth. Final-
ly, the region’s growth measured in absolute
terms yields somewhat different conclusions
from those implied by analysis in relative
terms. Although the region depended upon in-
dustrial expansion for its relatively more rapid
growth in nonfarm employment, the capacity
of the nonindustrial and government (state and
local as well as Federal) sectors to absorb
manpower released from agriculture was much
greater. Income and employment growth in
the region depended heavily upon growth in
government, finance, services, and construc-
tion. Expansion in these activities occurred
rather broadly over the region, although Colo-
rado and, to a lesser extent, Kansas dominated
the pattern.
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