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The Business Situation

By Division of Research and Statistics, Bureau of Foreign and Domestic Commerce

OVEMBER brought further progress

in the change-over of the Nation’s
economic resources to the pursuits of
peace. The dismantling of the war
machine continued to exert downward
influence on the economy, but this was
in part offset by the rise in output else-
where. Thus, while the diverse move-
ments of various parts of the economy
typical of recent months also character-
ized the November business situation,
these were confined within a narrower
range. It became evident that the steep-
est part of the decline in general business
activity—as an aftermath of the war’s
end—had been passed, although the
downward movement had not yet ended.

Production Declines Slowed

In the field of production the general
decline appears to have been slowed, if
not halted, although the picture is still
obscured by the amount of goods being
transferred to the Government, some of
which represents unfinished commodi-
ties. Increased output of parts and sub-
assemblies, necessary to the resumption
of large-scale assembly of final products,
has in the current period been of partic-
ular importance in slowing the produc-
tion decline in many of the metal-goods
industries.

November output of steel ingots, ac-
cording to preliminary estimates, was
back at the September volume of about
6 million tons, following the October de-
cline. With the need for shifting the
output of finished steel products and for
repairing some facilities, production re-
mains considerably below the war rates,
although the volume of orders could
command higher output. Similarly, out-
put of aluminum, zinc and petroleum,
and deliveries of copper are lower than
earlier in the year.

While the curve for durable goods
manufacture showed first a pronounced
downward swing in the first 6 to 8 weeks
after the middle of August and then be-
gan to taper off, the nondurable goods
industries experienced much more lim-
ited declines during this period and in
the aggregate have since recovered lost
ground.

The net effect of the factors influ-
encing the movements of these two ma-
jor components of manufacturing output
has been generally to sustain production
in November at the October level.

671020—45——1

In other areas of production there are
similar evidences of sustaining influences.
In agriculture both physical output and
cash income from farm marketings after
a seasonal recession in September, re-
covered in October—despite continued
delay in the cotton harvest due to bad
weather. In like manner, coal output,
following the October strike curtailment,
rose sharply in November and this ex-
erted a bolstering influence upon car-
loadings.

Retail Sales Advance

Retail sales increased substantially in
October over both September and a year
ago. Preliminary data for November in-
dicate a continuation of this buoyancy.
The lower panel at the right of chart 1
shows the marked fluctuations during
this year, including the second quarter
decline. October, it will be noted, was
the highest for the war period. The De-
partment’s seasonally adjusted index of

Chart 1.—Selected Business Indicators
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sales rose to 202 (1935-39=100), nearly
5 percent above the peak established in
the first quarter of 1945, 7 percent above
September, and 9 percent above a year
ago.

October food store sales registered
their first substantial gain in many
months—-7 percent over a year ago. In-
creased availability of food supplies is
a major factor.

Apparel stores increased a sixth over
October 1944. Purchases of civilian
clothing by discharged military person-
nel lifted sales of men’s clothing stores
to a record October high, one-third
above October of last year. Sales of
other apparel lines were also brisk.

Filling stations continued to show
large gains over the lean war years. The
increase for October over a year ago was
a fourth.

Gradually expanding supply is boost-
ing sales in the durable goods stores, but
their dollar volume is still about a third
below the prewar peak, even though
these stores are now handling many lines
of nondurable goods.

The accompanying table gives the re-
tail trade figures, by major lines, for the
past year with cumulative comparisons
for the first 10 months of 1945 and 1944.
The percentages are calculated from
monthly figures adjusted to the number
of trading days.

The strength in retail trade stems from
two factors: (1) The gradually increas-
ing supply of goods; and (2) the fact
that sales are still low relative to in-
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Table 1.~Sales of Retail Stores !

Kind of business o

Alretail stores._ oo o
Durable zoodsstores ___. ... .
Nondurable goods stores......... U o

Durable goods stores: !
Automotive group_. .. ... .
Building materials and hardwarc greap
Home furnishings group._ .. _.___....__
Jewelry stores

Nondurable goods st
Apparel group..
Drug stores. ...
Eating and drinking places._
Foodgroup. ... ... ...
Filling stations___
General merchandise group. .
Other retail stores__...___.____

! October i January-October
e 1_,_
1944 1945 Pereent 1944 1945 Percent
increase increase
Millions of dollars | 1944745 % | Mrittions of dollars | #4440

6,179 6, 035 9.6 55,822 59,314 (I

903 1,079 16.0 8, 050 8, 686 7.4

5,276 5, 856 85 47,731 50, 628 6.1

254 321 25.3 2,444 2, 659 L

342 415 16.6 3,017 3,286 5, ¢

228 256 8.0 1,652 2,035 4.5

80 87 6.3 678 706 41

647 779 16.8 5,231 5, 885 1; &

241 250 2.9 2, 260 2,340 3.0
848 Nn7 8.2 7,703 8, 363 5.6

1,618 1,763 6.6 15,618 15, 982 2.3

225 288 25.3 , 1 2,422 12,3

1, Qll 1,307 6.1 8,273 8, 847 6. ¢4

686 752 5.7 6, 486 6, 790 4.7

|

! Figures do not necessarily add to totals doe to rounding, . .
2 Pereentages are caleulared from data adiusted for differences in trading days.

Scurce: U. 8. Department of Commerce.

comes, even though there has been a de-
cline in the latter. This has been ana-
lyzed in earlier issues—it was discussed
at length in the analysis of the postwar
price structure in the November issue.
The demobilization of the armed forces
also means that a higher percentage of
the population will be supplied through
ordinary retail channels, and immedi-
ately veterans must be supplied with at
least @ minimum of wearing apparel and
other essential goods.

Chart 2.—Selected Components of the Gross National Product
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Income Payments

Members of the armed forces are given
mustering-out payments to help take
care of these initial expenditures as they
return to civilian life. Officers receive
pay during their terminal leave period,
and enlisted men as well as junior officers
receive mustering-out payments varying
from $100 to $300. Since most of those
discharged to date have been high-point
men, the average payment so far has
been close to the upper figure.

The large rise in mustering-out pay-
ments, plus the doubling of unemploy-
ment compensation benefits, accounted
for the October increase in the season-
ally adjusted index of income payments
to individuals (top left panel of chart
1). Combined, these two types of pay-
ment—not representing current out-
put—in October were at an annual rate
of 4.7 billions, whereas they were com-
paratively small in the months before
September.

Two additional significant observa-
tions can be made with regard to cur-
rent income payments. First, after the
sharp initial drop following promptly
upon the surrender of Japan, the income
paid out to individuals by private indus-
try stabilized; actually, the preliminary
figures for October show a slight rise for
the private sphere. Secondly, the addi-
tional moderate decline in factory, min-
ing, and transportation pay rolls in Oc-
tober was more than offset by a sharp
rise in income payments (wages and
proprietors’ income) by trade establish-
ments.

The total of salaries and wages (pri-
vate and Government) shown in the up-
per right panel of chart 1 was lower in
October. This is attributable to further
declines in salary payments to Federal,
military, and civilian personnel. Aggre-
gate wage and salary payments by pri-
vate industry were only slighfly less than
in September. The declines in total
wages and salaries from July to October
was 11 billion dollars at an annual rate,
as shown in table 2. The table which
breaks down the monthly income pay-
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ments into the currently significant por-
tions reveals what has happened since
July.

Table 2.—~Income Payments to
Individuals, 1945

[Billions of dollars; seasonally adjusted annual rates]

— = ;
i

Au- | Sep- | Octe-

gust tember% ber
Total income paymemsJ 163.5 | 158.5 | 153.8 156. 1
Private industry______.1 120.3 15,7 { 1111 1117
Government L....__..| 43.2| 42.8 | 42.7 44,
]
Wages and salaries | 113.4 1 108.9 1 103.9 | 102.5
Private industr | 82.3 78.3 74.6 | 74.3
Government.. - Po3LL 30,61 29.3 28.2
Transfer payments . 1.5 7.4 &5+ 1.2
State unemploymen :
benefits. - .2 2 N 1.3
Mustering-ont pay
nients. A .6 7 1.5 3.4
Other?. . ... .. __. 6.7 6.5 6.4 ¢ €5
All other income pa !
meats3 . o] 426] 4221 44 424

| {
' {

1 Covers Federal, State, and local units. Includes
wages and salaries to civilian employees, pay of armed
forces stationed in this country and abroad, interest
payments, and ‘“‘transfer payments.”

2 Includes public assistance and other relief, veterans’
pensions, and readjustment allowances, redemption of
adjusted serviee bonds, retirement payiments under
Government, social security, and ratlroad retirement
programs, and Government’s contribution to allowances
paid dependents of enlisted military personnel.

3 Includes net income of farm and noufarm proprictors,
rents and royalties, and dividends and intercst.

Source: UL 8. Department of Commerce.

The Dynamic Factors

In order to mirror the rapidly mov-
ing basic segmenis of the economy, the
totals of Government expenditures for
goods and services, producers’ expendi-
tures for plant and equipment, and con-
sumers’ expenditures for durable goods,
including new housing, have been plotted
in chart 2 on a quarterly basis for the
entire war period. These are the major
elements contributing to the change in
the gross national product at the present
time,

The decline in the gross national
preduct now under way has been larger
than the decline in income payments
and will continue to be so as long as un-
employment compensation payments and
mustering-out pay of the military forces
continue high. These and other “trans-
fer payments” are not included in the
gross nhational product which measures
the value of goods and services at mar-
ket prices. In the aggregate transfer
payments were at an annual rate of over
11 billion dollars in October compared
with 7.5 billion dollars in July and August.

Decline of Government Expenditures

What stands out on this chart is the
rapid decline from the second quarter
1945 high of the Government expendi-
tures for goods and services. This de-
cline will, of course, continue into 1946.
The estimate for the final quarter of this
year is, however, close to 60 billion—ifar
beyond what these expenditures will be
when the war machine is liquidated.
Thus, Government expenditures continue
to exert an important sustaining influ-
ence which will be gradually withdrawn.
These expenditures include, of course,
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contract termination payments to sup-
pliers even though their goods are taken
over in an unfinished state.

The other three segments on the chart,
comprising private expenditures, are all
rising, though collectively the estimated
increase by the fourth quarter of this
year offsets only about an eighth of the
decline in the Government segment.
These expenditures will expand rapidly
next year, but this expansion will not be
sufficient to offset the continuation of
the decline in Government requirements.

Stoek Prices Advance

Notwithstanding the uncertainties in
the present situation and the fact that
the national product has been declining
during the second half of this year, the
stock market has advanced beycnd the
1937 high. The forces operating to vary
stock quotations at any particular time
are diverse, and at the moment the pre-
vailing tendencies reflect not only expec-
tations of good business ahead, but also
the altered profit prospects by reason of
the reduction in corporate income taxes,
and the possibility that dividend pay-
ments will increase from the low ratio
of dividends to earnings which charac-
terized the war period.

Chart 3 shows that the index of stock
prices has advanced nearly 40 percent
since D-day in 1944, and more than half
of the rise has occurred since VJ-day,
the two surrender dates being reflected
in only a slight temporary recession in
the averages.

It is interesting to note that the cur-
rent price advances are not accompanied
by as much turn-over as in 1937. In
November less than 90 million shares
were sold in all exchanges as compared
with 116 million sold in January and
March of 1937.

3

The recent rise has embraced all types
of corporations, and the two major
groups of manufacturing corporations—
capital goods and consumer goods—
showed on the average equal percentage
gains in the past 3 months. Since the
consumer goods’ stocks had advanced
more rapidly than the capital goods’
securities during the preceding war
months, however, there is a marked dif-
ferential in the average prices of these
categories relative to the base periocd,
1935-39. According to the Standard and
Poor’s Corporation indexes, the average
price of a sample of consumer goods
stocks are currently about 10 percent
above their 1937 high, while capital
goods are some 15 percent below.

Chart 3.—Stock Prices !

INDEX, 1939=100
150

100 -

75 ot e bl evgan
1944 1945
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! Includes 402 industrial, rail, and publie
utility common stock.

Source: Standard and Poor’s Corporation.
Index was recomputed with 1939 as base.

Production

Industrial production tendencies are
currently not as varied as in the recent
past, but a considerable amount of ef-
fort is still going into the organizational
work in the durable goods industries to
get the new products flowing in large
volume. This has resulted in the gradual
filling of the pipe lines, and by the end
of the year it may be expected that most
industries will be squared away for rap-
idly rising production.

The current situation differs among
thie producers’ goods, consumers’ durable
goods, and consumers’ nondurable goods
industries. In the first group—includ-
ing, among others, machinery and equip-
ment, and transportation equipment—
the dominant factor has been the drop
in Government procurement. This has
brought a reduction in output to consid-
erably less than half of the average of
the final months of the war. A similar
sharp reduction cccurred in the consum-
ers’ durable goods industries which were
contributing heavily to the flow of mu-
nitions and other implements of war.

Trends

In the nondurable industries—foods,
textiles, etc.—the decline with the war’s
end was not very large and was wiped
out in the over-all average by October.
Here, there was considerable shifting of
the final destination of the products, as
deliveries to the Government went down
and deliveries to civilian trade channels
went up.

Manufacturers’ Shipments

Although the current production pic-
ture is obscured by the extent of clean-
ing-up operations incident to liquidation
of Government contracts, the general
picture insofar as it means receipts flow-
ing to manufacturers from billings is set
forth in chart 4.

The divergent tendencies between dur-
able goods—producers’ and consumers’
combined-—and nondurable goods are
apparent from the three grids in the
upper row. The large drop in the former
was the major factor in the decline in
the total in September, with October,
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Chart 4.—Manufacturers’ Shipments: Total and Selected Durable and
Nondurable Goods Industries !
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separately in the chart.
Source: U, S. Department of Commerce.

judged by preliminary data, showing a
slightly higher aggregate. Even though
the October figures include some war
contract liquidations, it appears that the
decline in the flow of industrial goods
is bottoming out.

The figures for October shown in the
chart are preliminary estimates. It is
probable that final figures, on a daily
average basis, will show a small decline
in the rate of shipments.

Contract Settlements Bolster Shipments

A word of comment is warranted here
on the contract liquidation factor, even
though it is not possible from the reports
received on shipments to give a quanti-
tative evaluation of the amount involved.
After a war contract has been termi-
nated, the process established for con-
tract settlement may involve the sale and
shipment or transfer to the Government
not only of finished products but also of
raw materials, purchased parts, finished
components, work in process, and oper-
ating supplies——dies, jigs, gauges, fix-
tures, and special tools—assembled for
the contract.

In the recent period, this process of
contract settlement, following the mass
termination of war contracts, has been

Data for October are preliminary estimates.

at its height. From September to Octo-
ber the value of canceled commitments
settled rose from 800 million dollars to
1.5 billion, the later amount equivalent
to about 15 percent of total shipments.
While not all such settlements are re-
garded as shipments by manufacturers
the transfers affected under contract
settlement agreements played an impor-
tant role in sustaining reported ship-
ments of many industries in this period.

In addition, the manufacturer is en-
titled under law to a profit above cost
on the raw materials and parts he assem-
bled as well as on those on which he has
worked. Therefore, the process of con-
tract settlement also means profits in a
situation which under ordinary condi-
tions of reduced demands would have a
much more adverse effect upon company
profits.

Such conditions also exert an influence
upon employment in this period. In the
liquidation of war contracts, workers are
needed for the dismantling of equipment,
for the preparation of products for ship-
ment, and for the general clearance of
plants.

These influences upon the employment
picture are augmented by the labor re-
quirements which are generated-—as an-
alyzed in the November issue—by the

December 1945

preparation for new production which
may require a relatively high volume of
employment for many months before fin-
ished products can appear on the market
in volume.

Producers’ Equipment Industries

The Government drew heavily upon
the producers’ equipment industries dur-
ing the war—in the early part to equip
the munitions industries and subse-
quently for much of the parts that went
into the finished fighting material.

Manufacturers of transportation
equipment, other than automobiles, nat-
urally experienced the largest reductions
in shipments because among them are
the airplane plants which had up to
VJ-day a tremendous backlog of orders.
Here shipments have dropped by two-
thirds, considerably more than the drop
in the machinery industries also cov-
ered in the middle row of chart 4.

All of these industries are under con-
siderable pressure to expand their ship-
ments to other industries for reconver-
sion and expansion purposes and, in the
case of the airplane manufacturers, to
the domestic airlines and other plane
users. Here, the problem is the increase
in output of the wanted machines or
types of planes. We may expect that
business on the books for such products
will result in shipments far above prewar
levels over the transition period. There
is a tremendous backlog of needed
equipment for civilian purposes, and con-
siderable pressure will naturally be ex-
erted to get this in place because, in some
instances, output of finished consumers’
goods is dependent upon new installa-
tions.

It should be noted that many of the
products of these industries, particularly
in the class of general industrial equip-
ment-—pumps and compressors, engines
and turbines—were used by the military
as such. Because of the similarity of
military and peacetime products in many
of these industries, reconversion prob-
lems are less than for many of the con-
sumer durable products. In addition,
large backlogs of orders for machinery
and equipment to aid in reconverting
other industries were accumulated in the
latter part of the war.

Automobile Production

The importance of the automobile in-
dustry in reconversion makes its current
position of major interest. Throughout
the war, production of the usual-type
products of the industry was compara-
tively large, although most of this output
was destined for military use and many
of the motor vehicles produced were spe-
cial-purpose equipment.

Chart 5 presents the trend of produc-
tion of motor trucks and truck tractors
for the period since 1939, distributed as
between military and civilian use. These
data are in numbers of units, and thus
do not allow for the higher average size
and higher value of the output as com-
pared with the prewar vehicle distri-
hution.

Throughout the war, production in
number held close to or above the 1939
rate, though in value terms—both by
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reason of price increases and the trend
toward heavier vehicles—the war-vol-
ume was valued at a considerably higher
aggregate. The number going for civil-
ian use was high throughout the 3 years
prior to Pearl Harbor, but the limitation
orders early in the war cut production
until January 1944 when assembly for
civilian use was exXpanded. Since then
production for nonmilitary use has in-
creased. By January last, 15,000 out of
a total of 67,000 produced were civilian
types.

Note from the chart that the sharp
reductions in military procurement fol-
lowing VE-day dropped total output rap-
idly since the rise in nonmilitary vehicles
was at a more even and less spectacular
rate. By September, few vehicles were
produced for the military, and total out-
put was down to two-fifths of the volume
of last spring in terms of numbers—off
more in value terms. In October, the
upward trend of civilian trucks and trac-
tors continued, raising total output to
42,225 vehicles, or to more than half of
the pre-VE-day rate. This latest
month’s figure was just under three-
fourths of the 1939 average.

Passenger Cars

The passenger car situation differs
from that of trucks since resumption of
output was not permitted until a much
later date. In fact, car production was
not authorized until last May when the
go-ahead signal was given by the War
Production Board to the industry to pro-
duce 200,000 automobiles. All restric-
tions were removed promptly after VJ-
day.

During the 6 months that have elapsed
since authorization of the initial 200,000
units, the industry has been organizing
its facilities and the flow of materials
and components for large-scale assem-
bly operations. Production of finished
cars, as pointed out in last month’s is-
sue, takes considerable time and so it is
not surprising that in early December
most makes of cars were only available
for display purposes, with a very few
reaching customers.

It can be seen from the following
monthly figures that production to date
has been only a small fraction of prewar
monthly peak output which, in the spring
of 1941, for example, was in excess of
400,000 passenger cars. Production from
July on has been as follows, in number
of units:

September ____
October . ________

November output was higher, though
actual figures are not yet available.
Toward the end of the month, work
stoppages resulting from industrial dis-
putes which closed a variety of plants—
assembly, parts and components—slowed
reconversiocn progress in the industry.

Other Consumer Durable Goods

Automobiles typify the situation in
the industries producing the more com-
plex consumers’ durable goods. Though
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autos are one of the most complex items,
the production tendencies elsewhere are
similar. Recent months have witnessed
the organization of production, and the
initial flow of “window” models, so that
these items have appeared in stores, but
with signs “for display purposes only.”
It will be next year before deliveries of
such "goods to consumers occur in
volume.

Some articles of household equip-
ment which were scarce in the stores a
year ago are now more readily available.
Pots and pans—including heavy alu-
minum and copper ware—have reap-
peared, and the every-day sets of china-
ware are again being advertised by the
stores. Furniture will gradually im-
prove in quantity and quality.

Nondurable Goods

In these lines, the situation is mixed
but supplies are increasing. In textile
lines, however, the current flow of goods
has not improved much and, with veter-
ans returning in large numbers, the
availability of men’s clothing is quite out
of line with the demand. Stocks are
rather thin and are being turned over
promptly, with the suit department of
many stores being depleted. Generally,
however, these are temporary situations
which may be expected to improve once
sufficient time has elapsed to alter com-
pletely the flow of materials and labor
from miiltary to civilian goods.

The average shipments picture for
nondurable goods is given in the top
right grid of chart 4. The recent swing
has not been large, but the immediate

5

reaction to the war’s end was a decline
as military orders were canceled. The
recovery in textile shipments has not
been large, the major factor in the
September pick-up in nondurables being
the incregse in food products, as depicted
in the bottom row on chart 4.

Profit Considerations

It has been suggested that the assumed
higher profitability of sales after the
year-end, by reason of the repeal of the
excess profit taxes as of December 31,
and the possibility of price adjustments
by OPA, has affected adversely the flow
of some finished merchandise to retail-
ers. In view of the complexities of pro-
duction and distribution at this particu-
lar time of change-over, it would ob-
viously be extremely difficult to obtain
a measure of such influences, provided
they are an important factor. However,
if they are, they are likely to be of a
short-run character, although the ques-
tion may again arise in the spring un-
less by that time it is clear that the Price
Control Act will be extended and thus
forestall any tendency toward inventory
speculation.

In general, the problem in the non-
durable lines, except in the case of tex-
tiles, has been not so much one of con-
version as of diversion of products from
the military back to the civilian mar-
kets. Only in petroleum, and in chemi-
cals where the manufacture of explo-
sives and the like created a special war
demand which will not recur in peace
has a significant decline in industrial

Chart 5.—Production of Motor Trucks and Truck Tractors *
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Source : Civilian Production Administration (formerly War Production Board).
1 Production for 1943 includes a negligible amount for efvilian use which does not show in chart.
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output occurred and this has been offset
by increases in other products.

The reduction in military demand for
petroleum products has occasioned a
further drop in shipments but more im-
portantly has made larger supplies avail-
able to the civilian market. As evidence
of this increase, one needs only to con-
sider the automobile traffic flow now as
compared with last June to appreciate
that automobiles are heing used much
moie freely, notwithstanding the in-
creasing age cof the vehicles and the
fact that new tires are not yet in easy
supply.

Relief From the Shoe Shortage

The shoe shortage during the war was
due primarily to diversion—of leather, in
this case—from the production of ci-
vilian shoes to that of military types, al-
though some decline in total number
of shoes produced did take place due to
the fact that military shoes, on the av-
erage, required more leather than did
civilian models. Nevertheless, manufac-
turers displayed considerable ingenuity
in spreading their available materials
over a larger number of pairs—especially
of women’s shoes.

"able 3.~—Production of Footwear (Other
Than Rubber)

[Thousands of pairs]

- . v Gove e
Year or Moenth Total .‘",l(f”" ¢ Civilian

Mounthly average:
1941 .. ...

‘ I
ay5%2 1 Lore | 40,98
1942 . 40,322 1 3,406 | 86,916
943 .. 38,783 | 3,907 | M, 876
1944 ... 38,547 | 3,760 | 34, 78T
1945: i ll
Auvgust . ... . 41,633 | 4,432 | 37, 201
September. 37,150 : 1,500 | 35, 640
Qctoher . 142,000 1,000 | 41,000

|

¢ Preliminary.

Sourse : U, 8. Department of Conmmeree,
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Chart 7.—Production of Creamery Butter
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The peak in prewar shoe output had
been reached in 1941 when 41.5 million
pairs per month were manufactured.
Output was lower during 1942-44 and in
addition large quantities were absorhed
by the military, reducing appreciably the
volume available for civilians.

In August of this year, shoe output was
again at the 1941 level. Preliminary esti-
mates (sce table 3) indicate that while
total shoe production was lower in Sep-
tember as military production was dras-
tically cut, it recovered in October and
November—longer working months—
with all but a small fraction of the out-
pui produced for the civilian market.
Though the current proguction volume is

Chart 6.—Small Cigareites Removed for Consumption
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not yet reflected in the supplies available
in retail stores and heavy purchasing is
draining retail stocks, current new pro-
duction will become available on the re-
tail market within the next 30 to 60 days
and thereafter an improving production
and supply picture is to be expected.

Cigaretie Quiput

Cigarettes are a good example of the
scarcities which appear in wartime not-
withstanding sustained high production.
Everyone recalls the disappearance of
cigarettes from the stores, and the
queues appearing in some cities as early
as the fall of 1944.

The picture of what happened towards
the end of 1944, and extended into mig-
1945, is clearly shown in chart 6. Ciga-
rettes were short in the stores not be-
cause production declined—it actually
continued to increase—but because of
the large rise in the withdrawals for
military use. It can be seen that the
sharp rise in tax-free withdrawals re-
sulted in a peak of almost 40 percent of
the total output moving through tax-
free channels, leaving a reduced total to
move tax-paid. In no calendar quarter
did the tax-paid withdrawals fall below
the average of 1939 and 1940, but they
were low relative to demand. With mili-
tary takings reduced tc small propor-
tions, tax-paid withdrawals in October
were above 30 billion, and the popular
brands are again being freely offered on
top of the counter. )

Food Sapplies

In food stores, the improved supply
position is reflected in both larger stocks
and larger sales. Most notable is the
change in meat and poultry, as larger
seasonal marketings of livestock and re-
duced military procurement have re-
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stored these foods to grocers’ counters.
For the food picture as a whole, the in-
creased civilian supplies are not trace-
able to increases in food production but
rather to the cutbacks in military tak-
ings. Considerable food is going abroad
for relief feeding in what is bound to be
a difficult winter in Europe.

Sugar is the only food remaining on
the ration list. Fats and oils are still
definitely short, but increased civilian
supplies are expected to provide reason-
ably adequate distribution. To continue
rationing would have involved a new pro-
gram since fats and oils had been jointly
rationed with meats which were removed
entirely from the control list in No-
vember.

One of the principal shortages in fats
and oils, and one that may remain acute
for quite some time, is butter. In con-
trast with most other fats which are
supplemented by imported supplies, the
shortage in butter has been brought
about by a decline in domestic produc-
tion (chart 7). Here, the downward
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trend of the war years has not been re-
versed, notwithstanding the sharp up-
turn in total milk production during
the current year.

The warfime increase in civilian and
military demand for dairy products, util~
izing both the fat and the nonfat solids,
diverted milk from butter production to
these products which provide a higher
return to farmers. The diversion was
limited during the war, however, by re-
strictions curtailing the sales of fluid
milk and cream and the use of butter-
fat in ice cream. The lifting of these
restrictions at the end of the war has
been feollowed by increased diversion of
milk into fluid milk and cream and ice
cream, as well as a further drop in butter
production as shown in the accompany-
ing chart. No substantial improvement
in the supply of butter can be expected
for several months.

Relief for the other fafs and oils is
dependent, as with sugar, upon the in-
creased avaiiability of off-shore quan-
tities.

Return of Veterans

With the inifial wave of reconversion
readjustments in manufacturing employ-
ment about complete, the release of mil-
lions of veterans emerges as the major
labor market factor for the period ahead.
Separations from the armed forces, now
practically at peak, are expected to ag-
gregate 10% million during the 18
months ending July 1, 1946.

Chart 8 provides an indication of the
additions to the labor force, now occur-
ring and to be expected, consequent upon
the demobilization of the largest mili-
tary establishment in our history.
Through the first 9 months of this year
over 1,600,000 had already returned to

Chart 8.—Separations From the
Armed Forces!®
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* Cumulative total from January 1, 1945, by
quarters.

Sources: U. 8. War and Navy Departments,
except data for 1946 which are estimates of the
U. 8. Department of Commerce.

civilian life, mostly since the Japanese
surrender.

Additional separations of close to 5
million—almost half of all being re-
leased—are scheduled for the final quar-
ter of this year and are now underway.
Demobilization will be virtually com-
pleted with the further release of about
4 million through next June. Although
the estimates shown in the chart repre-
sent all types of separations, including
deaths and persons reported missing or
captured, they closely approximate the
number returning to civilian life since
the end of hostilities.

Impact on the Labor Market

The ful! impact of the flood of return-
ing servicemen on the labor market has
not yet been felt. Although releases in
October were over 1% million, a larger
number were scheduled to be released in
the last 2 months of the year. More-
over, many of the servicemen already
released are temporarily delaying en-
trance into the civilian labor force in
order to rest, reestablish households and
accomplish the other adjustments of re-
returning to civilian life.

From September to October, the net
strength of the armed forces dropped by
about 1%; million according to Census
reports. The number of men of military
age (18-45) in the civilian labor force,
however, increased in this same period
by much less than this amount, while
there was at the same time a sizable in-
crease of males in this age group in the
nonworker classification.

Despite the fact that peak separations
had not yet occurred and that many vet-
erans already released were not yet seek-
ing work, difficulties in reabsorption had
begun to emerge during September and
October. Though prior to VJ-day sepa~
rations from the armed forces were in
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Chart 9.—Applications for Work
and Placements by the U. S. Em-
ployment Service of World War
H Veterans!

THOUSANDS

500

400 |- i

300 —
APPLIGATIONS

200 -1

100 ,I B

’-
‘v'“«-&.---’ ~
o o R T
g NN PLACEMENTS 2
[ 38 AN DU T I L S 0 W A OO MO U SO O SO S ¥

1944 1545

2o 4572

! Data for January 1944 are not available.

2 Represents placements in nonagricultural
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Source: U. S. Department of Labor.

aggregate substantial, they were offset
by large-scale withdrawals from the la-
bor market to meet continuing military
requirements. Thus veterans at that
time were readily ahsorbed in a labor
market where employment opportunities
were increasing.

The situation has since been altered.
At the same time that the rate of release
stepped up sharply, the shift from war
o peace production has contracted, at
least temporarily, the demand for work-
ers in large segments of the economy.
The increase in the number of veterans
receiving compensation for unemploy-
ment, together with the widening gap
between application for and placements
in jobs through local offices of the United
States Employment Service, reflect the
occupational shifting now underway, and
the changed relationship of applicants
and job opportunities.

Payments to unemployed veterans
since the week ending May 5 are shown
in table 4. Although the number thus
far paid readjustment allowances has
not been a large proportion of those dis-
charged, it has increased from less than
30,000 on VE-day to 227,000 in mid-
November.

Chart 9 shows total applications for
work by veterans of this war and place-
ments in nonagricultural employment
by the United States Employment Serv-
ice. During the first 10 months of 1945,
almost 1% million of these applications
were received, which resulted in place-
ments (job openings filled) of over 790,-
000. While a veteran may be placed a
number of times in different jobs and
may file more than one application, the
sharp rise in these figures does indicate
the increasing pressure on the labor
market resulting from accelerated de-
mobilization.
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This is reflected in the chart both by
the upward trend in applications for
work and the widening divergence be-
tween the two lines showing applications
and placements. The number of appli-
cations received in October—over 400,-
000—was double the number in Septem-
ber and five times as many as the total
last May. The rate of placements for
every 100 applications has, however, de-
clined progressively each month, from
88 in April to 26 in October. Thus, al-
though the absolute number of place-
ments of World War II veterans in
October increased after declining in Au-
gust and September, the proportion in
relation to job applicants again fell
sharply.

Servicemen’s Intentions

The vast majority of released veterans
are expected to enter the nonagricultural
labor market. Army surveys of enlisted
men and officers, conducted in the fall
and summer of 1944, indicated that a
minimum of 75 percent would be job-
seekers, predominantly in private indus-
try. Thirteen percent stated they would
like to find self-employment in small en-
terprises or on farms. Only about 11
out of 100 of the men surveyed were not
planning to remain in the civilian labor
force. Of these 11, 8 expressed the defi-
nite intention of attending school full-
time and 3 planned fo reenlist.

Employment opportunities and the
general business situation will, of course,
be decisive factors in determining the
occupational status of the returned serv-
icemen. If conditions are unfavorable
a higher proportion may reenlist, return
to farms, or postpone entry into the labor
force in order to complete schooling. On
the other hand, many of the Army men

Table 4.—Number of Unemployed Vet-
erans Paid Readjustment Allowances !

Number of
veterans

Week ending—

1945—May 5_._ 26, 631
12 28, 550
28,302

28,748

207, 342
227,212

! Represents activities under provisions of Title V of
the Servicemen’s Readjustment Act of 1944. Includes
the 48 States, the District of Columbia, Hawaii, Alaska,
and Puerto Rico.

Source: Veterans’ Administration.
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Table 5.—~Percentage Distribution of Nonagricultural Placements by the United States
Employment Service by Major Occupational Groups, Veterans and All Gther

[July-October, 1945}

July August September October
Major“occupational groups Veterans | 45 | Veterans| | Veterans| 4. | Veterans| ,p
of World ;;h " of World ther of World ih r of World oih or

War I | 9T | “war 11 | OW€T | war 11 | OV | war 11 ¢
Professional and managerial . ___ 1.7 1.1 2.1 1.1 2.5 0.8 2.8 0.7
Clerical and sales_... . 7.2 8.7 8.1 8.5 10.7 8.7 11 9.0
Service_______ . 6.9 9.9 7.0 11.2 8.0 14.6 7.1 17.9
Skilled. . __ N 15.9 10. 4 15. 4 10,1 13.5 6.9 14.3 6.3
Semiskilled...________ - R 21.2 13.5 21. 4 13.1 21.8 10.9 215 11.0
Unskilled and other . ______________ ... __ 47.1 56. 4 46.0 56. 0 43.5 58.1 43.2 55.1
Potal . 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: U. 8, Department of Labor,

who expressed a definite intention to en-
gage in farming—10 percent—will proha-
bly enter other fields if there are more
attractive opportunities. Thus the ex-
pressed intentions of men surveyed some
time ago and prior to discharge can be
considered as only roughly indicative of
what veterans will wish to do in the cur-
rent scene.

Job Expectations

The great majority of armed forces
personnel had work eXperience prior to
induction, and many have acquired new
skills applicable to civilian pursuits.
Thus a large proportion will expect and
be qualified for jobs above the unskilled
entrance level.

Close to 90 percent of the men surveyed
by the Army reported previous work ex-
perience or self-employment. Among
the occupations reported, the largest
numbers fell in the semiskilled category.
Despite the fact that some upward bias
in reporting occupation is to be expected,
the classification shown in the following
table is significant in revealing the very
high proportion of men who were in the
labor force before induction as well as
the large group reporting skills.

Last Civilian Employment Status and Oc-
cupation Reported by Army Male Per-
sonnel (Officers and Enlisted Men)

Civilian Occupation Percent

Professional, semiprofessional, manage-
rial and official .. _____________

Clerical and sales___._________________ 18
Skilled workers___________ . ____. 14
Semiskilled workers_. . _.___.__._.____ 24
Unskilled workers. . _______._.__ 7
Farmers and farm laborers.._.______.____ 10
Service occupations.__________________ 4
Students - ____ . _____ 10
In the Army before May 1, 1940_________ 2
Nonclassifiable _______________________ 3
Total . 100
Employment Status Percent
In school or college. . ____._______ 10
Self-employed . ______ 8
Working for an employer______________ 79
In the Army before May 1, 1940________._ 2
Unemployed or not classified___._______ 1
Total e~ 100

It is further anticipated that many of
the men will not be satisfied to return to

their old civilian occupations but will
expect to use new skills or to benefit
indirectly from the upgrading prevalent
during the war. The Army survey
referred to above found that less than
half of the soldiers previously working
for employers were planning to return
to the field of their prewar work experi-
ence.

In general the proportion planning to
change varied inversely with the skill
and prestige attached to the prewar oc-
cupation. Of those planning to change
jobs, about one-sixth of the enlisted men
and one-fourth of the officers said they
had learned new skills in the Army. The
majority of these enlisted men had at-
tended Army specialist schools.

The selectivity of veterans in job
choices is also evident in the recent
placement experience of the USES.
Veterans of World War II have con-
sistently required more referrals for each
placement than has been true of the
remainder of job-seekers, as is shown in
the following tabulation:

Number of referrals per
100 placements !

;
World War IT All others

veterans
1945
July .. 223 163
August_ 236 144
Septemb 226 205
October._ . 283 213

1 Data refer to local referrals and placements.
Source: U. 8. Department of Labor.

The experience of the USES further
indicates that veterans as a group do
have occupational qualification above
the average for the nonveterans who
have thus far had to seek postwar jobs.
Comparison of a veteran and all other
placements, shown in table 5, reveals a
considerably higher proportion of
veterans placed in professional and man-
agerial, skilled and semiskilled occupa-
tions and a correspondingly smaller
proportion placed in unskilled and serv-
ice jobs. Despite the declining number
of placements relative to applications in
September and October, the larger pro-

(Continued on page 17)
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War—Strengthened@Railroads

Face New Prospects

HE LIQUIDATION of the war econ-
omy is bringing to a close a signal
chapter in railway history. It is a chap-
ter in which the Nation’s railroads, op-
erating under the pressure of war, estab-
lished unparalleled records for traffic
performance, equipment and manpower
utilization, and earning power. These
were reviewed in the first instalment of
this study which appeared in the October
1945 issue.

The tide of railway operations is cur-
rently being reversed. The downtrend in
general business activity, coupled with
the removal of various limitations on
competing forms of transport, has placed
rail traffic and earnings on a declining
curve. Lines of development which were
stayed by the war are again emerging to
test the industry’s ability to hold its rela-
tive position against the competition of
motor, air, and water carriers as well as
of pipeline transport.

The railroads are by no means unpre-
pared to cope with the new situation
brought about by the end of the war.
They are returning to peacetime opera-
tion with a physical plant which, with
the exception of passenger-carrying
equipment, was generally well main-
tained during the war, although it is true
that only limited modernization and im-
provement has been possible since 1942.
Their financial condition is the strongest
since the late twenties, the traffic bo-
nanza of recent years having brought
widespread financial improvement to the
industry.

Finally, the rail carriers have added
to their store of technical knowledge and
management skill as a result of the war-
time experience of near-capacity oper-
ation and of the continued technological
advances.

Shifting Tendencies

There are emerging factors, however,
which weigh heavily on the opposite side
of the railway ledger. The war traffic
volume of the rail carriers was swollen
not merely by the transportation of
munitions and military personnel, but
also by the diversion of a sizable amount
of freight and passenger movement from

NoTeE—Mr. Wald is a member of the Cur-
rent Business Analysis Unit, Division of
Research and Statistics, Bureau of Foreign
and Domestic Commerce.

671020—45——2

Part 11
By Haskell P. Wald

competing forms of transport. Such
temporary gains of the railroads are be-
ing eliminated as the unwinding of the
war economy progresses. ‘'Thus, a
decided drop in rail traffic is inevitable,
even if general business activity holds up
well relative to the war years.

As the railroads shift to a lower scale
of operations, the average carload, oc-
cupancy rate, and length of haul will be
reduced. Thus, there will be a tendency
for costs to increase per unit of output,
except to the extent that technological
progress makes possible additional op-
erating economies. In other words, the
decreasing cost phenomenon which was

so important under wartime traffic vol-
ume cannot be expected to operate in
the period ahead.

Moreover, unit operating expenses—
wage rates, fuel and materials prices—
are substantially above earlier years
when traffic volume was more compar-
able with what might develop a year or
two from now. Clearly, the relative in-
flexibility of various costs is an impor-
tant factor affecting the earning power
of the railroads under the existing rate
structure and an appreciably lower scale
of operations.

In brief outline, these are the major
favorable and unfavorable considera-

Chart 1.—Dividend Payments and Retained Net Income of Railways !
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1 Data for revenue freight ton miles are for class I rallways. Switching and terminal companies
not included. “Dividends paid” do not include stock dividends.

Source : Interstate Commerce Commission,
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tions which enter iuto an appraisal of
the prospects for the railroad industry
over the next few years. This second
article attempts to examine in detail and
quantify these various factors in order to
determine their full significance in shap-
ing the future course of railway earnings
and the role which the industry will play
in the postwar economy.

Disposition of Earnings

Despite the high earnings of recent
years, the railroads have been very cir-
cumspect with dividends—even more so
than have corporations generally. Divi-
dend payments have been moving stead-
ily upward since 1938 (see chart 1), but
last year they were hardly more than
one-third higher than average annual
declarations in 1934-37 and only half as
large as the amount of dividends distrib-
uted in 1930, the record year for dividend
appropriations. REighty-eight individual
class I roads declared dividends in 1930,
as compared with 58 companies in 1944,

Moreover, total dividend appropria-
tions for 1944 were inflated to the extent
of 13.7 million dollars, representing ac-
cumulations on preferred stock of the
Chicago & North Western Railway Co.
for the years 1939-43. This railroad
emerged from trusteeship in 1944.

Much the same comparison with ear-
lier years is obtained when dividends are
related to the amount of stock outstand-
ing. The average rate on dividend-
vielding stock for class I roads and their
nonoperating subsidiaries was 5.0 per-
cent in 1944—after excluding the extra-
ordinary payment referred to above—as
compared with 7.8 percent in 1930.

The ratios of dividends to all stock
outstanding in these 2 years were 3.0
percent and 6.1 percent, respectively.
The fact that fewer roads were in the
hands of the courts in the earlier year
partly accounts for the higher dividend
rate, since insolvent railroads cannot
pay dividends even though their earn-
ings have increased substantially.

Retained Earnings in Record Volume

With dividend increases thus held to
moderate proportions, the amount of
net earnings retained by the railroads

Table 1.—Dividend Appropriations and
Net Income, Class I Railways

[Amounts in millions of dollars]

All solvent All class I
Num- railways railways
ber of Divi-
ways | dend Divi- Divi.
Year |report- e | Net | dends |\ | dends
éﬁ]gl tions | in- |88 %er; in. |88 R
- cent o cent o
dends COTOE | net in- | “OM€ | net in-
come come
1940 43 159.3 | 261.7 60.9 | 188.9 84,4
1941 45 185.8 | 476.8 39.0 | 499.8 37.2
1042 54 | 202.3 | 754.8 26.8 | 901.7 22.4
1943 54| 216.5 | 686.5 31.5 | 873.5 24.8
1944 58 | 246.0 ) 586.1 | 139.6 | 667.2 134.8

1 Percentages computed after excluding 13.7 million
dolars representing accumulations on preferred stock of
}ggg(igmago & North Western Ry. Co. for the period

Source: Interstate Commerce Commission.
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Chart 2.—Current Assets and Liabilities, Class I Railways, End of Period *
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reached record totals, aggregating over
2 billion dollars for the years 1941-44.
As shown in table 1, the solvent railroads
as a group paid out between one-fourth
and two-fifths of their net earnings dur-
ing the war years; for all roads com-
bined dividends constituted an even
smaller proportion of earnings.

Only a fraction of these retained earn-
ings was needed to finance capital out-
lays. Depreciation and amortization
reserves totaling 1.6 billion dollars dur-
ing 1941-44, plus 400 million dollars of
funded debt securities issued for the
purchase of equipment, were almost suf-
ficient to cover the 2.1 billion dollars of
gross capital expenditures made by class
I railroads.

By retaining such a large part of their
income the railroads were able to bolster
their financial position, first, by increas-
ing their net working capital balance
and, second, by retiring some of their
outstanding debt.

Expansion of Working Capital

Their success in accomplishing the
first of these objectives is illustrated in
chart 2 which shows the growth in cur-
rent assets and liabilities from the end
of 1940 through September 30, 1945.
While at the end of 1944 the ratio of
current assets to current liabilities was
about the same as 4 years earlier, net
working capital, or the excess of cur-
rent assets over liabilities, was three
times more in 1944 than in 1940.

Further improvement in the current
position of the railroads is shown by the
figures for the end of September of
this year. Total current liabilities om
that date were somewhat below the end
of 1944 and total assets were slighfly
higher, the result being an increase in
net working capital from 1.7 to 2 billion
dollars. It may be noted that the latter
figure is three and a half times as large
as the total fixed charges of the class I
roads in 1944.

Two-thirds, or more than 3 billion dol-
lars, of total current assets on Septem-
ber 30, 1945, represented cash and tem-

Table 2.—Long-Term Debt of Class I
Railways

[Amounts in millions of dollars]

Amount out-

standing end | Change, 1940 to
of year 1944

Class of security

Per-
1940 | 1944 | Amount cent
Funded debt unma-
tured . . _________. 9,140 | 7,923 | —1,217 | ~13.8
Debt in default________ 994 591 —403 | —40.6
Receivers’ and trus-
tees’ securities____.__ 163 9 —154 | —94.4
Equipment obl'gations..{ 481 781 +300 | +62.5
Amounts payable to
affiliated companies_.| 510 526 +16 | +3.1
Total . .comaannn 11,288 | 9,830 | —1,458 | —12.9

Source: Interstate Commerce Commission.
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porary cash investments in the form of
Government securities. On the liability
side, well over half the total represented
tax accruals. The fact that total cur-
rent liabilities were actually 500 million
dollars less than total cash and Govern-
ment security holdings illustrates the
strong cash position of the carriers.

Reduction in Long-Term Debt

The second course of action which the
railroads took to strengthen their finan-
cial structure was to retire a sizable
amount of long-term debt by accumu-
lating cash and paying off debt at ma-
turity or by call.

For all class I roads combined, in-
cluding those reorganized, the reduction
in total long-term debt amounted to 1.5
billion dollars between 1940 and 1944, or
13 percent. As shown in table 2, the
decline for funded debt unmatured and
debt in default was somewhat larger
than this figure, but there was a 300 mil-
lion dollar increase in the amount of
equipment obligations outstanding.

The latter type of securities is widely
used to finance purchases of new equip-
ment. They are secured by lien on spec-
ified equipment and generally bear
lower interest rates than mortgage
bonds or ordinary debt issues because of
provisions for periodic serial redemption.

Accomplishment of Individual Roads

Many of the large roads have seized
the opportunity afforded by the recent
lush period to initiate wide-scale bond
retirement programs. Government tax
policies have given such a policy added
incentive since bond profits resulting
from discounts are not ordinarily taxa-
ble.

The Pennsylvania Railroad, for ex-
ample, wiped out well over 100 million
dollars of funded debt obligations by
paying off maturities and by purchases
in advance of maturity, and to a smaller
extent by net refunding and the opera-
tion of sinking funds. Notable progress
in debt retirement has also been made
by Southern Pacific, New York Central,
Santa Fe, Baltimore & Ohio, and many
others.

The Union Pacific, on the other hand,
has followed a policy of conserving cash
in anticipation of maturities occurring
in 1946 and 1947. On September 30, 1945,
the company had cash and temporary
cash investments totaling 280 million
dollars and a net working balance ex-
ceeding 200 million dollars.

Debt Reduction Through Reorganization

Railroads which have emerged from
the hands of the courts show much larger
debt reductions than do other companies
owing to the extensive overhauling of
debt and capital structures which is in-
volved in bankruptcy proceedings. The
four class I roads which were reorganized
in 1944, for example, emerged with long-
term debt only two-fifths as large as
before.

A total of 12 class I roads was re-
organized during the years 1941-44, but

25 others in class I were still in the hands
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Table 3.—Funded Debt Security Issues,
Class I Railways!

[Millions of dollars]

Amount issued

Purpose of issue
1940 | 1941 | 1942 1943 | 1944

Conversion or refunding of

funded debt_....__._______ 418 | 89| 16 104 294
Purchase of equipment..___ 131 § 210§ 50| 61 74
Reorganization__.._______ 8| 227 | 124 2] 226

Purchase properties or
bonds of other railway

companies....__._________ B OO |- 10
All other purposes..._..____ 71O O |- 2
Total .. _________.. 612 | 526 | 190 | 167 606

! Includes equipment obligations other than condi-
tional sales agreements and other contracts covering pur-
chases of equipment in the year of issue.

2 Less than $500,000.

Source: Interstate Commerce Commission,

of the courts as of June 30, 1945. As ad-
ditional reorganizations are effected,
there will be a sizable further scaling
down of the funded debt obligations of
the companies involved in order to ease
the financial drain imposed by heavy
fixed interest charges.

Interest Savings Through Refundings

The record of debt retirements and of
reductions through reorganization is but
one aspect of the reduction of fixed
charges. Equally important are the in-
terest savings that have been accom-
plished through large-scale refunding
operations and through debt modifica-
tions agreed upon by the creditors of
certain borderline carriers. Although
financial markets began to adjust to a
lower interest rate scale soon after
economic recovery got underway in the
thirties, it was not until 1940 that the
railroads had a real opportunity to re-
duce interest costs by any sizable amount
of refunding.

The amount of securities issued by
class I roads for refunding and conver-
sions, equipment purchases, and other

Table 4.—~Changes in Fixed!Interest
Charges, Class I Railways

{Amounts in millions of dollars]

Amount of
fixed interest

Change, 1940
charges to 1944

Per-

1940 1944 | Amount cent

Railways which have
emerged frcm re-
ceivership or trustee-
ship since December
1940 ... ... .. 54.5 20.9 —33.6 7 —6L.¢

Railways not in re-
ceivership or trustee-
ship since December

940 ... 304.4 | 266.3 | ~38.1 ] —12.5

Railways in receiver-
ship or trusteeship
in both 1940 and 1944 | 111.7 | 116.3 +4.6 +4.1

Railways entering re-
celvership or trustee-
ship since December
1940 ... ... 1.5 1.7 +4.2) +13.0

Total...._....... 472.1 | 4052 | —66.9 | —14.2

Source: Interstate Commerce Commission,
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purposes is summarized in table 3 for the
years 1940-44. The very large volume of
refundings and conversions in 1940 was
due in part to special circumstances
whereby several important conversion
operations were bunched in that year.
Approximately three-fourths of the 1940
volume of refundings and conversions
were effected by three companies—
Louisville & Nashville, Boston & Maine,
and Union Pacific. A sizable increase in
refundings and conversions was regis-
tered between 1941 and 1944 and it is
expected that the total for 1945 will be
substantially above last year’s amount.

The interest saving made possible by
refunding operations can be illustrated
by reviewing the applications approved
by the Interstate Commerce Commission
for the issuance of securities for refund-
ing purposes. During the 12 months,
June 1944 to May 1945, approximately
830 million dollars of refunding issues
were authorized for class I companies.
The average coupon rate on the issues
to be retired was 4 percent; on the new
issues the rate was 3% percent. The
savings in annual interest charges was
one-fourth, or somewhat larger than the
proportionate decline in coupon rates,
since the new issues carried a little lower
par value than those retired.

Debt Costs Lowest Since Early Twenties

The effectiveness of the debt retire-
ment and refunding programs is best
measured by the actual reductions in
annual fixed interest charges between
19490 and 1944 which are summarized in
table 4. The figures shown represent
interest accruals and include interest on
debt in default.

Quite naturally, those companies
which emerged from receivership or
trusteeship during this period exper-
ienced by far the largest percentage re-
duction in debt charges. These roads
had their fixed interest cut by more than
60 percent, whereas the solvent com-
panies realized a 12% percent savings.
All of the reduction for the solvent com-
panies occurred after 1942.

While the fixed interest charges in
1944 were the lowest since the early
twenties, it should be noted that the
amount of accruals reflects only a part
of the interest savings that resulted
from the substantial volume of refund-
ings and conversions in that year. Fixed
interest charges for the first 9 months
of 1945 were 5 percent less than in the
corresponding period of last year.

Further Savings Anticipated

An estimate of future fixed interest
charges should allow for the reductions
provided in the various reorganization
plans which have been approved by the
Interstate Commerce Commission but
are not yet consummated by the courts,
as well as for the full effect of the re-
tirements and refundings which have
already occurred and those which are
likely to take place over the next few
years. The issuance of new securities
to finance capital outlays would be an
offsetting factor, but would not be of
very great importance.
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When these different factors are taken
into account, it is evident that annual
fixed interest charges in a future period,
say 2 years hence, may fall below 350
million dollars. If charges had been as
low as this amount in 1940, the portion
of each operating dollar needed to pay
interest costs would have been reduced
from .11 to 8 cents and income before
taxes would have been raised from ap-
proximately 250 million to 370 million
dollars.

To Recoup Part of War Taxes

A review of the financial benefits
which have been derived from wartime
operations should also take into account
the fact that many carriers are now be-
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coming eligible for substantial tax re-
funds which will have the effect of
strengthening their cash position and
making available additional funds for
debt retirement. These refunds will be
of two types: First, those resulting be-
cause of the official termination of the
emergency period with respect to facili-
ties previously certified for 60-month
amortization; and, second, those arising
out of the carry-back provisions in the
income tax law.

The Interstate Commerce Commis-
sion is permitting the railroads to
charge operating expenses during the
final 3 months of 1945 with the entire
amount of the unamortized balances for
emergency facilities, and to reduce tax
accruals by the amount of the resulting

Chart 3.—Relationship Between Revenue Freight Ton-miles, Gross National
Product, and Time *
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credits. The mechanism by which such
balances result in tax refunds was ex-
plained in Part I.

The amount of unamortized balances
on October 1, 1945, is estimated at 485
million dollars. Sixteen class I com-
panies, accounting for more than one-
fifth of this amount, charged all or part
of their unamortized balances to operat-
ing expenses in September 1945, and the
resulting tax credits were approximately
three-fourths of the amount so charged.
If this fraction is applied to the total
unamortized balance of 485 million dol-
lars, the indicated tax rebate is approx-
imately 370 million dollars. The actual
amount of rebate, however, may fall be-
low this figure. It is difficult to estimate
the marginal tax rates paid by the vari-
ous railroads during the war years.

Because of the use of the shortened
period for amortization, railway operat-
ing expenses, tax accruals and income
for the October-December period of this
year are not comparable with the cor-
responding figures in prior years. It
may also be noted that the fourth quar-
ter financial statements of many com-
panies in other industries are also being
distorted for this same reason.

Carry-Back Refunds Difficult to Predict

The recently enacted Revenue Act
repealed the excess profits tax as of the
end of this year, but retained the 2-year
carry-back of unused excess-profits tax
credits through 1946. Corporations are
thus provided with an additional means
for recouping part of the heavy income
taxes paid during the war. To benefit
from this provision, a railroad must have
been subject to the excess-profits tax
during 1944 or 1945 and its income next
vear must be less than its ‘“normal
profits” as defined for excess-profits tax
purposes.

While railway income will not ordi-
narily be depressed by reconversion
costs as may be the case in a few other
industries, the decline in traffic now un-
der way may reduce the earnings of some
roads below their unused excess-profits
tax credits, thereby giving rise to con-
current tax credits.

Postwar Traffic Volume

If it seemed probable that railway
traffic would be sustained at a volume
not far below that of the most recent
years, there would be little interest in
analyzing the prospective financial posi-
tion of the railroads. It is generally
recognized, however, that the recent
gains were associated with special cir-
cumstances peculiar to the war period—
gasoline rationing, rubber shortage, ces-
sation of passenger automobile produc-
tion, submarine menace, shipping short-
age, fewer commercial planes—as well as
with the sharp rise in industrial produc-
tion and the expansion of civilian in-
comes. Moreover, the Government’s
needs for transport assumed huge pro-
portions during the war, so that it be-
came a much bigger customer of the
railr