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BUSINESS SALES

Total retail sales have been steady since
January; they are now a little lower than
a year ago.
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Total manufacturers’ sales have moved irregularly
downward in 1949; they are slightly below a year
ago and down substantially from the third quarter.
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THE downward drift in income, production, and industrial
prices continued to characterize the economy as the second
quarter progressed. These developments were closely asso-
ciated with the trend of business purchasing which was
directed toward cutting inventories and reducing forward
ordering—a move evident all the way from the manufactur-
Ing to the retail stage. This in turn reflected the easier
supply condition which has made unnecessary carrying the
extensive commitments which had been the practice when
prices were rising and production bottlenecks were dominant
considerations.

Aside from the inventory situation, there was little evi-
dence of further deterioration in purchasing by final buyers
below the levels reached in the first quarter. On the con-
trary, consumer spending was maintained in about the same
volume that has prevailed all during this year, residential
construction was up more than seasonally, and business
investment in plant and equipment remained high. In
addition, government demand for goods and services con-
tinued the mild expansion which has been underway for
several months,

One of the factors which is making for business caution—
and in turn is reflecting this caution—is the decline which
has occurred in recent months in industrial prices. Betwecen
April and May the prices of commoditics other than farm
and food products declined about 1% percent, which was
about the same as in the preceding month. Farm product
and food prices were higher as marketings of livestock
declined seasonally. The net result of these divergent
tendencies was that the weekly index of wholesale prices of
the Bureau of Labor Statistics ended the month higher than
at the beginning, but averaged lower than in April.

Retail prices moved a little higher in April, for the second
consecutive month, as advances i foods more than offset
declines in housefurnishings and apparcl. The index of
consumers’ prices of the Bureau of Labor Statistics at 170
(1935-39=100) was about the same as a year earlier and 3
percent lower than the all-time high reached at the end of
last summer.

By the Office of Business Economics

Small decline in income

Total personal income in April declined 1 billion dollars
on a seasonably adjusted annual rate basis to 213.7 billion
dollars—a smaller decrease than in thé earlier months of the
The reduction was attributable to lower agricultural
mncome resulting from a drop in farm marketings. Non-
agricultural income in the aggregate continued unchanged
from March. Wage and salary payments were higher as
increased pay rolls for a full months’” work for coal miners
more than offset reductions in earnings of factory workers.
Pay rolls also increased in construction, trade, and
transportation.

1
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The nature of the adjustment taking place in the economy
is suggested by the chart on page 1. Retail trade in the
first 4 months of 1949 has been about 4 percent lower on a
seasonally adjusted basis than the peak reached last Decem-
ber, but has shown little change from the beginning of. the
year through April, and preliminary reports for May suggest
continuation of this even tenor in consumer buying.

At durable-goods stores purchases have tended upward as
the continued advance in the important automotive group
more than offset decreases at.homefurnishings stores and
building materials and hardware stores. Purchases at
nondurable-goods stores made about the usual seasonal
advance between March and April, but they were about 5
percent lower, on a seasonally adjusted basis, than the peak
reached in December.

Although the information available permits only a tenta-
tive generalization, it appears that price decreases and
improvements in merchandise have been effective in stimu-
lating sales of some nondurable products such as women’s
apparel but these have been less effective in the case of
housefurnishings; for the latter products the price adjust-
ments which have been made have not been large and appear
to have induced some consumers to postpone purchases in
the expectation of further price declines.

Manufacturing curtailed

Meanwhile a different trend has developed in industrial
operations and business purchasing. This is illustrated by
manufacturers’ sales, shown in the bottom panel of the chart.
They reached a peak rate earlier than retail sales—in the
third quarter of 1948—and although their movement was
irregular, they declined substantially both before the end of
1948 and again this year. In April, manufacturers’ sales
were off 5 percent from March on a seasonally adjusted
basis and at this point were down 9 percent from the third
quarter of 1948. '

As sales have decreased, manufacturers have sought not
only to avoid inventory accumulation but to reduce their
existing stocks by curtailing output. The adjusted index of
industrial production of the Federal Reserve Board fell 3
percent in April despite a rise in minerals output following
the end of work stoppage in the coal fields in March; at 179
(1935-39=100) the combined index was 8 percent lower,
on a seasonslly adjusted basis, than the rate last November.
Preliminary reports for May indicate some further decline,
partly as a result of a work stoppage in the automobile
mdustry, but also reflecting the downward movement of
steel production which had continued at a very high rate
through March. The weekly rate of ingot production had
dropped to 96 percent of capacity in May and was below 90
percent in the second week in June compared with 101
percent in March.

"Early cut in retailers commitments

The progressive reductions in manufacturers’ sales and in
output are partially traceablé to the slackening in consumer
buying which occurred at the end of 1948 and the prompt
action of retailers in scaling down their commitments—a
cautious buying policy which has now become rather general
throughout industry.

Retailers took the lead in 1948 in reducing forward buying,
partly as a result of speedier and more certain delivery of
goods ordered which made possible a return to more normal
purchasing policies, and partly because restocking had
reached the point where assortments they considered ade-
quate were on the shelves. In addition, the smaller number
of new firms resulted in reduced inventory demands from
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this source. The reversal last year in the trends of one group
of prices after another was also important in removing an
incentive for anticipating distance needs.

When the hesitation occurred in consumer buying at the
end of the year, forward buying was further curtailed. By
cutting back new orders and reducing receipts of goods,’
retailers as a group succeeded in paring inventories, especially
in. nondurable lines. This adjustment continued in April
when, on a seasonally adjusted basis, the book value of retail
inventories declined 430 million dollars—of which 270 million
dollars, however, offset an increase which had interrupted
the general downward movement in March. At the end of
April retail inventories stood at 13.8 billion dollars, down
1 billion from the peak reached last November. Since the
principal decline has been in nondurables, where price adjust-
ments have been important, a substantial portion of the
decline represents lower prices.

New orders down

A consequence of this general policy appears in the reduc-
tion of new orders placed with manufacturers. The index of
the value of new orders received by manufacturers has been
declining irregularly since last fall. In April, the latest
month for which estimates are available, there was an aver-
age drop of nearly 10 percent from the preceding month for
all industries reporting new orders. The largest declines
were in the heavy industries—iron and steel, and machinery.

This developing pattern of adjustment is also evident m
manufacturers’ inventories although the changes here have
proceeded unevenly, reflecting in part the difficulties of
rapid curtailment of operating schedules. When manu-
facturers’ sales began to decline in the last quarter of 1948,
the first effect upon inventories was an accumulation of
finished goods. During the first quarter of 1949, despite cur-
tailed production, manufacturers’ stocks of finished goods con-
tinued to mount. By reducing purchases of raw materials,
however, manufacturers were able to stabilize total inven-
tories in the early months of the year and to effect a reduction
of 320 million dollars, or about 1 percent, in book value on a
seasonally adjusted basis in April.

Little change in fixed investment

Business investment other than in inventories has been
maintained at a high rate. Outlays for new plant and equip-
ment by nonagricultural business rose moderately in the
second quarter from the seasonally low level of the late
winter months, according to early returns in the quarterly
survey conducted jointly by the Office of Business Economics
and the Securities and Exchange Commission. The prelim-
inary reports suggest that during the first 6 months of the
year these expenditures on fixed capital have been at least
as high as in the corresponding period of 1948.

Outlays of electric and gas utilities and railroads con-
tinued high in the second quarter and tended to balance the
smaller expenditures of the manufacturing group when
compared with last year.

Investment programs as reported in these early returns,
which were received in May, suggest a moderate decline in
capital outlays in the third quarter of the year. This antic-
ipated decline conforms in general to the prospective pat-
tern of capital investment as indicated by an earlier survey
covering the year as a whole, which was described in detail
in the April 1ssue of the Survey. The prospective invest-
ment by nonagricultural business in new plant and equip-
ment for 1949 indicated by that survey was about 5 percent
less than in 1948, with all of the decline scheduled for the
second half of the year.
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Employment and unemployment both higher

Employment rose 875,000 between April and May bring-
ing total civilian employment to 58.7 million, the same as in
" the corresponding months of 1948. Unemployment was
also higher, reaching 3.3 million, as the labor force increased
even more than employment partly as a result of the entry
of a large number of young persons of high-school and college
age into the labor market.

The number of persons employed in nonagricultural indus-
tries declined 280,000 in May from the preceding month, and
at 49.7 million was about a million less than a year earlier.
There was some increase from the preceding month in hours
of work and in the number employed a full work week.
In comparison with a year earlier, however, the work week
was shorter and the number working only 3 or 4 days a week
was considerably higher.
advance occurred in farm employment.

Construction Trends

Government construction expenditures have shown a
strong upward trend, offsetting in part the drop in private
outlays for new construction since last fall. In April and
May of this year the value of private construction put in
place—after allowance for seasonal factors—was running at
an annual rate of 2.1 billion dollars below the high mark
reached in the third quarter of 1948. Activity in all major
segments of private construction was lower than last fall.
About one-third of the decline in private construction was
offset by a rise in government construction over the same
period. = Thus, total construction at a seasonally adjusted
annual rate of 18.4 billion dollars in April and May compares
with 19.8 billion dollars in the third quarter of 1948 and 18.7
billion dollars in the same months last year. However, it
appears that construction as a whole in the second quarter
will average higher than the first because of the growth in
public construction and some firming in total private activity.
Monthly trends in public and private construction are illus-
trated in chart 2.

The decreases in private activity since the third quarter
of 1948 are largely responsible for the easing of the supply
situation for both building materials and labor. Productivity
has improved and competition among contractors has in-
creased. Between last fall and this spring costs and prices
of residential building have declined moderately.

Home buying lower

The value of new residential construction has fallen par-
ticularly, and in May stood about 20 percent below last
year’s high mark reached in August and September. The
declining trend in housing starts which began last summer
carried through the first quarter of this year when starts
were 12 percent below those of a year ago. In April, how-
ever, there was a pronounced pick-up in private starts to
83,000 units and this was reflected in a larger-than-seasonal
advance in new construction activity for the month of May.
As a result, it now appears that aggregate private construc-
- tion for the second quarter of 1949 will average very close
to the first quarter.

Real-estate activity in existing residential properties has
also fallen this spring, continuing the trend already under-
“way during most of 1948. The value of nonfarm mortgage
recordings on one- to four-family houses in the first quarter
of 1949 has fallen 10 percent below the first quarter of last
year; this drop is more than can be explained by the decline
in new construction.

Although new houses are more difficult to sell than they
were last spring there is little evidence of large price reduc-

More than the usual seasonal
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tions on any general scale. Scattered reports from the
trade indicate that higher-priced properties have fallen the
most but whatever reductions have occurred as a result of
lower costs and profits have been insufficient to boost over-
all demand to last year’s high volume. Increased difficulty
in selling coupled with somewhat reduced profits has caused
speculative builders to scale down their plans for this year
or, in the case of marginal builders, to withdraw completely
from the field. For example, contractors who entered
speculative building on their own account under the stimulus
of the large profits which prevailed earlier have now returned
to building for others.

Chart 2.—New Construction Activity
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Mixed trends in private residential field

In the nonresidential sector activity has been maintained
this year in those areas where backlog requirements are still
strong. Public utility and institutional construction are
very close to the peaks reached in the second half of 1948 but
industrial and commerical building have been lagging and
are well below their 1948 peaks.

Most of the increase in public construction outlays since
the third quarter of last year has occurred in nonresidential
building—schools, hospitals, and other public buildings.
Highway construction, which accounted for about 37 percent
of the dollar volume of public construction in 1948, has been
increasing more than seasonally since the end of last winter,
but is at present somewhat lower than in the third quarter.
This down-trend may reflect the difficulties of seasonal cor-
rection since backlogs are very heavy in this area. Expendi-
tures for sewer and water works and for conservation and
development have also increased over the period in question.

Improved supplies

During the latter half of 1948, when building activity was
declining, the output of building materials rose. This
divergent movement between production and consumption
enabled mills, distributors, and dealers to build up inventories
which had been seriously depleted during the war and post-

(Continued on p. 18)
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International Transactions of the United States in 1948 by Areas
and in the First Quarter of 1949

THE balances in international transactions of the United
States both with Europe and with the rest of the world
changed during 1948 in the direction of their prewar pattern,
after reaching the greatest deviation therefrom during the
preceding year. Before the war, in 1937, estimates of the
transactions between the United States and Europe, as
well as those between the United States and the rest of the
world showed that no net dollar transfers were made be-
tween Europe and other foreign countries. Dollar earnings
by Europe through trade with, or investments in, their
dependencies, for instance those in Southeast Asia and
Africa, were used to settle the European deficit in its trade
with Canada and certain Latin American countries.

During 1947, however, the European countries had to
transfer approximately 2.7 billion dollars® in dollar exchange
to other foreign countries. The return toward the prewar
patternisindicated by a reduction of such transfers by approxi-
mately 2 billion dollars in 1948 including about 300 million
dollars obtained from international institutions (see table 1).
Moreover, it appears that the decline in such transfers
continued rather steadily through the year.

)

1 This amount includes other payments which could not be accounted for in the balance of
payments with the United States.

This reduction may have been due either to reduced
imports by Europe from, or increased exports to, other areas.
Since total imports of European countries rose during the
year the latter alternative is more likely. It appears, there-
fore, that the reduction in European dollar payments to
other areas is a reflection of Europe’s economic recovery,
rather than of the decline of Europe’s dollar resources.

Export surplus continued increase in
first quarter

The United States export surplus of goods and services,
which started to rise in the second half of last year, largely
on account of higher disbursements under the European
Recovery Program, continued to move upward during the
first 3 months of 1949. The continuity of this rise becomes
even more evident if the largely seasonal decline of income
on investments from the fourth to first quarter is omitted
from the balance on goods and services. On this basis net
transfers to foreign countries increased from 4.8 billion to
5.7 billion dollars at an annual rate sufficient to provide an
appreciable offset to the slackening of consumer demand and
the decline in inventory accumulation in the domestic
economy.

Table 1.—International Transactions of the United States, by Areas !

[Millions of dollars]
ERP countries ERP dependencies Other Europe
Item 1948 1948 1948
1946 | 1047 1946 | 1947 1946 | 1947
I II | III | IV | Total 1 II | IIT | IV | Total I II {.III | IV | Total
Exports of goods and services:
Merchandise adjusted 4,383| 5,716| 1,399( 1,152| 1,097 1,087| 4,735 504| 791 187 193] 154 174 708( 1,011} 489 98 37 41 45 221
Transportation..._._ 741| 1,051 178 172 159 143 652 142 83 9 9 7 6 31 46 45 5 5 50 . 5 20
Travel . _________ 28 57 12 16 16 12 56 6 12 3 3 3 3 12 4 5 2 2 2 1 7
Miscellaneous services. 358 2704 64 69 70 70 273 15 15 2 1 1 3 7 11 10 2 3 2 2 9
Income on investments..._._..__..__..__ 108 159 61 31 61 44 197 16 23 3 7 19| 8 37 7 14 2| 2 6 1 11
Total. e 5,618| 7,253] 1,714| 1,440 1,403| 1,356| 5,913| 683 924; 204 213] 184 194 795 1,079 563| 109 49, 56 54 268
TImports of goods and services:
Merchandise adjusted...___._____.______ 757 836 273 291 285! 342 1,191 313 518 189 146 160 178 673 213 188 58 . 49 48 44 196
Transportation_.____ 279 367 88 103 124 115 430 30 26 4 3 3 3 13 9 12! 4 5 8 5 19
Travel . _____________ 58 95 12 31 60 19 122 11 21 8 5 4 4 21 4 5 1 1 2 1 5
Miscellaneous services. 200 429 125 122 118 130 495 26 25 4 9 4 5 22 6 1 2 3 6 5 16
Income on investments 147 163 47 42 49 59 197 1 2 1 @ 1 1 k21 2 il @ 1 1 3
otal . .. 1,441 1,890 545 589 636 665| 2,435 381 592 206 163 172 191 732 232 218 63 58] 62 56 239
Net balance on goods and serviees..__._.___. +4,177,4-5,363|+1,169) 8511 +767) 4691|143, 478) +302| 4332] —2! 450 412! 43| 463 4-847| +345| 446 —9 —6 -2 429
Unilateral transfers (net):
TIvate . oo —323) —208) —121] —101} -—91] —-107| —420| —28| —13 —4 -3 -3 -3 ~13; —87] —98 -—13| -11 —9) —13 —46
Government.._ —508] —700f -607 —679] —924! —718|—2,928] —2|______ ® H+1 & ... £ 52 | IR S +71 @ [0} ~1 +6
Total —831| —998| -728) —780|—1,01|5—825|—3,348 —30[ —13 —4 -2 —~3 —3 —12| —87| —98 -6 —11 —9| —14 —40
Long-term capital (net):
United States private —145 -—28; 21 -1 —16| —66 -5 =27 —8| —34| —44| —24{ -—110| 49 3| +5 -1 —~1 =5 -2
United States Governme: —3,0636| —483| —47[ —2f —500{—1,032] —65 +1| ) |..____ () I (&) —250] —46| —24| =71 +15| -—8] —24
Foreign capital —187] —53| —108| —24; 2 -—183] —24| +2| +2| -1 —4 -1 — -3 -7 @& -1 @ ® -1
Total . i —2,496|—3, 968| —564| —176] —27| —514|—1,281| —94| —24| —6| —35 —48| —25| —114] —244] —50| —19| —9| 14| -—13 ~27
GOI(%\I artld sholr]t-terr(n c)apitali @ ]
et purchases (—) or sales (+) of gold__| —368|—1,447| —263] —399| —107| —150| -—919| —3 6 2 2 6 3 13] —16| —27 4 o1 S ~1 5
Net movements of United States short- + + + + + + + + +
term capital abroad..__.__..__________ +8| +26; -—19] +14] —6 +26{ 415 —3[ +11; —4 +3| 1| -1 -1 —16;{ —34| —12| —8 ~5 426 +1
Net movement of foreign short-term -
capital in the United States..._.__._.. —418) —836! 78| —4| —11j 4348] 411| 448 —118] —10; —20f +29 =5 —6) 4811 4320 —1] —24[ —14; -31 —70
Total. oo —778|—2,257| —204| —389 —124| +224| —493| +42[ —101] —12{ —15| 436 —3 +6| 4491 —29 -9 —30| -—19 —6 —64
Transfers of funds between foreign areas
(receipts from other areas (—), payments
tootherareas (4-), and errorsand omissions) | —72(+1,860| +327| +494] 4-399| +424(+1, 644| —220] —194| +24[ +2| 43| 28| 457 —465 —168| —12| 459 +20| +35 4102

11948 revised.
2 Less than $500,000,
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Table 1.—~International Transactions of the United States, by Areas—Continued

Canada and Newfoundland Latin American Republics All other countries
Item 1948 1948 1498
1946 | 1947 1946 | 1947 1946 1947
I II | III | IV | Total I II { IIT | IV | Total I II | oI | IV | Total
Exports of goods and services:
Merchandise adjusted. ... ... 1,473) 2,117 434] 498) 490; 519; 1,941) 2,150, 3,858] 862] 839 680 777| 3,158 2,353| 3,044 661] 672 643] 684 2,660
Transportation______ 47 49 10 12| 14 9 45 232 294 80) 75 64 64 283 167 187 61 48] 49 44 202
Travel ____ 125 152 21 31 37 23 112 78 86 21 26 28 26, 101 - 11 22 6 5 4 4 19
Miscellaneo - 39 44 11 10 11 13 45 87 96 24 21 23 25 93 74 86 20, 20/ 18 17 75
Income on investments 258 297 57| 81 54 93 285 332 406 93 126| 114 168, 501 9 175 14 53 61 98 226
Total - o cician 1,942 2,659 533 632) 606 657| 2,428] 2,879 4,740 1,080 1,087 909] 1,060 4,136] 2, 704; 3,514| 762 798 775) 847 3,182
Imports of goods and services:
Merchandise adjusted. .. ooeoao o - 908 1,133[ 339; 369 427| 476| 1,611} 1,808| 2,284 707 658 585 623| 2 573 994) 1,090 365) 339] 369] 365 1,438
Transportation..._._ 64 68 15 17 20 15 67 114 191 65 68 69 74 276 38 37 10, 9 8 7 34
Travel ... _____.__.___. 209 242 24 54 147 45 2701 164 167| 47 40 46 36 169 1n 14 4 4 3 3 14
Miscellaneous services.... 31 26 7 8 7] 8 30 66 83 17 14 13 15 59 451 291 94 120 117 7% 407
Income on investments. .. ocoococono- 44 33 8 9 24 15 56 10 1 3 3 8 4 13 14 16 2 4 5 4 15
Total el 1,256! 1,502 3937 457| 625 589} 2,034 2,252) 2,736| 839 783 716| 752] 3,090 1,508 1,448 475!  476| 502] 455] 1,908
Net balance on goods and services_......... +686)+1, 157) +140] 4175 —19) 98] +394| 4-627/+2, 004| +241| 4304 193] +308[-1, 046/+1, 196/+2, 066| +287| +322| 4273 +392“+1, 274
-+5 -1 +2 -1 -3 -3 -5 ~31 —24, —8 -7 —6 -8 —27| =118} —130{ 34| -—36; -27) —40| —137
—3 —33 -1 -1 -1 —2 -5 —19 -9 -3 -3 —2 -2 ~10| —224{ —493{ —153| -—92| —251| —220} -—719
+2, —34| 41 ~2 —4 -5 —10| -50{ . —33 -9/ -10 -8 —10 —37| —342{ —623| —187| —278| —278| —260, —853
Long-term capital (net):
United States private —25] —58) —161 —1| —245] 74| —346] —68] —81] —42| —8I| —272 =77 —129| —24] 71| =55 ~—64] —214
United States Government... ~=50] ~90] +140|______|..___.. ~55| ~60) ~—16) —5| —7 —14f —42] -168] —8&7 —~7] =13 =21 (» —41
Foreign capital ... _____________._____ —3| 421 —10| 418 428 46 —4 48 —8 +3 48 411} —201 +7 @ -2} -10f ~11 —23
Total e —26] 150 —78| —127| —31| 17| ~—219| 25| —410f -—76| —94| —46{ —87| —303} —446| --209| —31{ -—86i —86| —~T5| —278
Gold and short-term capital: .
Net purchases (—) or sales (+) of gold..} —34] —313| 19| <461 -2 -1 +77| —167] —809| -—15| ~81| —55| 28 —179| -—104| -239| —93| ~111| ~166| ~139| —509
Net movements of United States short-
term capitalabroad._________________ 46  +27] 44 +1 -4/ —-13 —4| —b3] 344 —14 420 442 -—15 +33| —117 -+15/ 430 48/ -+26| 22| 86
Net movement of foreign short-term
capital in the United States__._.._._. —591| 517 487 483 94/ 4101, 4365 +119| --193] —29| 51| 413\ -+60f 95| —363] -—-236] —56{ 17 96| 60| —83
Total oo —619] —803 4110 +145| 96| 87| --438 —101| —960| —58 —10|._.___ -+17 —51; —584; —460] —119| —120| —44{ -+57] —340
Transfers of funds between foreign area
(receipts from other areas (—), payments |
to other areas (+), and errors and
OMUISSIONS) - o oo —43) -—-470| —173) —191| -—42) —197; —603; —501) —601| —98] —190| —139| —228| ~—655{ J176| —774| 50| -+12] 41350 __. __ +197
Total foreign countries International institutions Total
Item 1948 1948 1948
1946 1947 1946 | 1947 1946 1947
I II III IV | Total I II | III | IV | Total I II jusg IV | Total
Exports of goods and services:
Merchandise adjusted.. 11,874) 16,015 3,641] 3,391 11,874 16,056 3,643| 3,391] 3,105 3,306] 13, 445
Transportation_. 1,375 1, 709 343 321 1,375 1, 709 343 321 298 27 , 233
Travel __._____________ 252 334, 65 83 252 334 65 83 90 69 307
Miscellaneous services 584 521 123 124 645 568 132 133 138] 140 543
Income on investments..._. 820 1,074 230/ 300 820 1,074 230 303 315 415/ 1,263
Total. .o 14,905 19,653 4,402] 4,219 14,966 19,741 4,413| 4,231] 3,946 4,201| 16,791
Imports of goods and services:
Merchandise adjusted...._. 5083 6,049 1,928 1,852 5,168) 60711 1,928 1,859 1,882 2,028, 7,697
Transportation_____. 534 701 186 205 534 701 186 205 229 219 839
Travel .. .. __._.._ 457 544 96 135 457 544 96 135 262 108 601
Miscellaneous services. - 780 865 249 276 265 2391 1,029 12 55 @ 19 4 24 792, 920 250 276, 284 243] 1,053
Income on investments..__. 216 227 62 58 83 84 287 - R 1 1 1 4 216 227 63 59{ 84 85 291
Total . . oo 7, 070 8,386 2,521 2, 526‘ 2,713 2,678 10,438 97 77 2 8 28| 5 43| 7,167 8,463 2,523 2, 534E 2,741 2, 683| 10,481
Net balance on goods and serv-
dees. oo ... —+7, 835|411, 267|-+1, 881{-+1, 693 +1, 22041, 490|+6, 284 —36| 11 +9 44| -15| 428 +26|4-7, 79914-11, 278141, 890{4-1, 697!4-1, 205(4-1, 518]-+-6, 310
-176] —159] —139] —174] —648 —16 .| P PR ()7 [©) —598 568 ~—176| —159) —139] —174| —648
—757) ~774)-1,178) —943,—3, 652 —1,523| —577| —29| —36| —12| —32| —109|—2,279| —1,812] —786] -810,—1,190 —975{—3, 761
—033 —9331—1,317|—1,117|—4, 30()} —1,539] —581| —20| —36| ~12| —32| —109|—2,877] —2,380| —962] —969 —1,329 -1,149|—4, 409
Long-term capital (net):
United States private_._.__ —26 —501| —148| —266| —304] —191| —909i_.___.__ —243 —26 ~744) —148] —266| —304| —191| —909
United States Government_{—2, 908] —3,829| —580| —162| 125/ —522|—1,139] -—322|--3,062 —3,230{ —6,891f —580; —162| +122| -—-522(-—-1,142
Foreign capital___._________ —347 —181 —46 —99 —45 +16] —174| ... +75 ~3, 347 —106 —46 —93 ~45 18| —166
Total . oo —3,281) —4,511} —774] —527] —224f —697)—2,222} --322|—3, 230 —3,608] —7,741| —774{ —521| —227| —695{—2,217
Gold and short-term capital:
Net purchases (—) or sales
(+)ofgolda.. oo ... —692| —2,829| -—346] 526 -—324f —316|—1,512( 69| -+666 =2\ 42| 44| -—22 —18{ —623] —2,163] —348| -—524| —320 -—338(-1,530
Net movements of United ’
States short-term capital
abroad._______.__________ —-175 —299 —15 +38) 462 445 130 oo o|eaai]eaooo Bl | -1 -175 —299, —15 +38| 61 +45( 4129
Net movement of foreign
' short-term capital in
the United States.._._. —1,124| —1,482] --69{ 69| 42070 J-533| ---878{ --448/41,783| —261| —68] —18] —56] —403) —676; +301] —192 +1| +189) +477] +475
Total . oo oeeiian —1,901] —4,610, —292{ —419 —55 +262| -—-504] +5174-2, 449 —263| —66{ —15] —T78] —422(—1,474/ —2,161! —555, —485 —0; +184] —926
Transfers of funds between
Foreign areas (receipts from
other areas (—), payments
to other areas (4), and er- .
rors and omissions) ......... —1,225) —347, 118 +186] --376| 462 --742|41,380/41,351] +283) +92| 45| -+80; 4500 +155] +1,004] +401| +278| 421 +142|+1,242

Source: U. 8. Department of Commerce, Office of Business Economics.,
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Foreign countries add less to reserves

Although disbursements by the Government under the
various foreign aid programs increased by about 70 million
dollars to an annual rate of over 6.3 billion dollars, the
increase In the export surplus appears to have been made
possible mostly by a smaller diversion of current dollar
receipts of foreign countries to their reserves. In the last
quarter of 1948, foreign countries for the first time since 1945
were able to increase their gold and dollar assets through
transactions with the United States. This was due mainly
to the relatively large disbursements under the European
Recovery Program during the closing weeks of the year.
A substantial part of these disbursements represented reim-
bursements for earlier purchases authorized under the aid
program. Because of these special circumstances, which were
responsible for the significant rise in foreign reserves during
the preceding quarter, the smaller rise during the first quarter
of 1949 should not yet be interpreted as an interruption in
the improvement of the financial position of foreign countries.

Exports rise to countries receiving aid

The area break-down of United States merchandise exports
indicates that the increase over the preceding quarter in
exports going to the ERP countries, their dependencies, and
the countries of the Far East receiving Government aid
actually exceeded the rise in total exports. KExports to most
other countries, with the principal exception of the Union of
South Africa, were relatively stable or declined slightly indi-
cating at least a temporary adjustment in their current bal-
ance of payments. In South Africa, to which exports de-
clined by over two-fifths, this adjustment had not yet been
fully accomplished.

The rise in exports of industrial machinery, iron and steel
semimanufactures, cotton, tobacco, and corn (largely for
feeding), indicates the increasing emphasis under the foreign
aid programs on improving the competitive position of foreign
industry and relaxing somewhat the austerity of living stand-
ards in some of the European countries.

The increase in exports of agricultural goods also reduced
the supplies in excess of domestic requirements, thus lessening
the need for Government expenditures under the agricultural
support prograins.

Changes in market situation affects imports

While Government aid and the foreign countries’ own
efforts made considerable progress in increasing foreign pro-
duction and exports, the shift from the strong sellers’ market
toward the end of 1948 in the United States as well as some
other countries places increasing requirements upon pro-
ducers, foreign as well as domestic, in meeting competition.
The extent to which the change mn the domestic business
situation contributed to the decline by about 100 million
dollars in imports from the last quarter of 1948 cannot yet
be determined. However, smaller imports of some com-
modities such as wool, woodpulp, lumber, and rubber coincided
with increased domestic stocks or reduced sales.

The decline in imports may not reflect only declining
consumption. Some purchases may have been postponed
in order to take advantage of expected declines in prices,
whether the decline is accomplished through lower quota-
tions in terms of foreign currencies or through a reduction
of the value of the foreign currency itself. It is difficult to
evaluate this factor, however, since for the period up to the
end of March, at least, statistics of United States imports
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Table 2.—~International Transactions of the United States

[Millions of dolars]
1948 (revised) 1949
I II 111 v Total | I
Receipts:

Goods and services:
Goods. __. foteemcccccccmcnmanan 8,301 | 3,105 | 3,306 | 13,445 | 3,421
Income on investments. . 303 315 415 | 1,263 236
Other Services. .. —noooooemmwee.- 537 526 480 1 2,083 475
.. Total goods and services....... 4,413 | 4,231 | 3,046 | 4,201 | 16,791 | 4,132
Unilateral transfers. ... _.oceee oo 104 111 108 128 451 108

Long-term capital:
Movements of United States

capital invested abroad.__.___._ 196 176 453 197 | 1,022 89
Movements of foreign capital in-
vested in United States.._..._. 20 37 13 39 109 9
Total long-term capital 216 213 466 236 | 1,131 98
Total receiDts. o ooocoommneaaot 4,733 | 4,555 | 4,520 | 4,565 | 18,373 | 4,338
Payments:
Goods and services:
Goods. ... S R — 1,928 1 1,859 | 1,882 2,028 | 7,607 | 1,926
Income on investments. 63 59 84 85 291 70
Other Services. .. ccoccececaoacex 532 616 775 570 | 2,493 558
. Total goods and serviees....... 2,523 | 2,634 | 2,741 | 2,683 | 10,481 | 2,554
Unilateral transfers 1,066 | 1,080 | 1,437 | 1,277 | 4,860 | 1,548
Long-term capital:
Movements of United States capital
invested abroad. . ____._._____.. 924 604 635 910 | 3,073 564
Movements of foreign capital invest-
ed in United States..__ - 66 130 58 21 275 87
Total long-term capital ... 990 734 693 931 | 3,348 651
Total payments_ . occomomao- 4,579 | 4,348 | 4,871 | 4,891 | 18,689 | 4,753
Excess of receipts (+) or payments (~):
Goods and services. _.o.oooeooooooo 41,800 |+1,697 (41,205 |+1,518 |+-6,310 (+1, 578
Unilateral transfers. ... .co.....__ —962 | —969 11,320 |—1, 149 | —4,409 |—1,440
Goods and services and unilateral
transfers_ . _ooeoeooooooaooos +928 | +728 ;1 ~124 | --369 |41,901 { 138
Long-term capital. . - ccommeeeeaoC —774 | -—821 | —227 | -695 —2,217 | —553
All transactions | 4154 +207 —351 —326 —316 —415

Net flow of funds on gold and short-term
capital account: .
Net increase (—) or decrease (+) in

gold stoek_ _ .. _____.________. —348 | —~524 1 -320{ —338 |-~1,530 -70

Net movement of United States
short-term capital abroad__________ ~15 +38 +61 +45 | 4129 +33

Net movement of foreign short-term
capital in United States..____...__ —192 41| 4189 | +477 | 4475 | 4153

Net inflow (+) or outflow (—) of
funds. weeaf —555 —485 =70 | 4184 -926 | +116
Errors and omissions._ . oo ocoeomaoaoo. +401 | +278 | 421 [ 142 [+1,242 ] 4299

Source: U. 8. Department of Commerce, Office of Business Economies.

Table 3.—Exports of Goods and Services and Means of Financing

[Millions of dollars]
1948 (revised) ] 1949
Item
I o II1 IV | Total I
Exports of goods and services. . .ueooomuounan 4,413 | 4,231 | 3,046 | 4,201 | 16,791 | 4,132
MEANS OF FINANCING

Foreign resources:

United States imports of goods and serv-

1008 o i cicccceeee 2,523 | 2,534 | 2,741 | 2,683 | 10,481 | 2,554

Liquidation of gold and dollar assets...._ 353 538 158 | —192 857 —27
Dollar disbursements (net) by:

International Monetary Fund_.______.__ 132 22 6 36 196 32

International Bank__ . ..ooooooooaol 101 56 20 -1 176 8
United States Government aid:

Grants (net) __________.._._. 786 810 | 1,190 975 | 3,761 | 1,289

Long- and short-term loans (net).._.__.__ 490 4 | ~160 523 897 279
United States private sources: .

Remittances (net)._._ 159 139 174 648 151

Long- and short-term 346 273 145 | 1,017 145 .
Errors and omissions —278 | —421 | —142 [—1,242 ] —299 '

1 Excluding purchases of debentures sold or guaranteed by the International Bank,
Source: U. 8. Department of Commerce, Office of Business Economies,
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did not yet reflect many declines in unit values.
value index for March was 130 percent of 1923-25 as com-
pared to 133 percent (revised) in December.
m unit values since December 1948 took place only in raw
materials, mainly woodpulp and lumber.
ever, frequently a time lag of 1 month or more before price
changes are reflected in invoices of imported commodities,
particularly if the commodities were bought in distant coun-

tries or were not immediately shipped.

The unit

Major declines

There is, how-

Imports postponed in expectation of declining prices may
well Increase again if the expected price decline does not
materialize or when the decline is terminated. Such in-
creases in imports took place in the case of cocoa during the
first few months of the year, and may be expected for other
commodities too, after price adjustments have been ac-

complished.

The country distribution of imports discloses that imports
from Canada dropped by approximately the same amount as
total imports and considerably more than United States

exports to Canada.

Imports from Canada consist mostly

of raw materials and other commodities used m further
production and are, therefore, relatively sensitive to changes

in business activity.

Table 4.—Merchandise Transactions with Foreign Countries

[Millions of dollars]
1948 (revised)
Item 19149
I II ITT IV | Total
Transfers to foreign countries:
Exports including reexports recorded by
the Bureau of the Census_______._._____ 3,317 | 3,237 | 2,935 | 3,126 {12,615 | 3,268
Ofishore transfers and other adjustments:
Civilian supplies for oceupied coun-
tries not included in recorded ex-
POItS_ oo SR 33 50 73 7| 163 24
Surplus property including ship sales
and military sales_.__.______________ 208 67 46 40 361 41
Other adjustments_________. - 85 37 51 133 306 88
Total transfers to foreign countries --| 3,643 | 3,391 | 3,105 | 3,306 |13,445 | 3,421
Through private United States busi-
________________________________ 2,751 | 2,741 | 2,451 { 2,759 |10,702 | 2,830
Through U. 8. Government agencies.{ 892 650 654 547 | 2,743 591
Transfers from foreign countries:
General imports recorded by Bureau of
the Census._ . _ .. oo emmaaas 1,810 | 1,710 | 1,729 | 1,875 | 7,124 | 1,789
Purchases for offshore use and other ad-
justments:
Military purchases abroad...._._.__.. 42 52 73 99 266 75
Foreign purchases by other Govern-
ment agencies not included in re-
corded imports. _._..__._____ 52 67 54 38 211 50
Other adjustments . 24 30 26 16 96 11
Total transfers from foreign countries. .__. 1,928 | 1,859 | 1,882 | 2,028 | 7,697 | 1,926
Through private United States busi-
_____ 1,785 | 1,683 | 1,705 | 1,823 | 6,996 | 1,744
Th.roughU 8. Government agencies..| 143 176 177 205 701 182
Source: U. 8. Department of Commerce, Office of Business Economics.
Table 5.—Service Transactions with Foreign Countries
[Millions of dollars]
1948 (revised)
Ttem 1049
I II IIT IV | Total
Receipts:
Transportation_____________ ... 343 321 298 271 | 1,233 271
Travel 65 83 90 69 307 69
Miscellaneous services:
Private o 105 104 114 110 433 100
Government_____________ ... 27 29 24 30 110 35
Total receipts 540 537 526 480 | 2,083 475
. Payments:
Transportation. ... ... 186 205 229 219 839 212
Travel e 96 135 262 108 601 107
Miscellaneous services:
Tivate. e 49 50 49 49 197 50
Government_____ .. oo 201 226 235 194 856 189
Total payments. ... _.._._. 532 616 775 570 | 2,493 558

Source: U. 8. Department of Commerce, Office of Business Economics.
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Table 6.—Gifts and Other Unilateral Transfers
[Millions of dollars]
1948 (revised)
Item 19149
I II IIx IV | Total
Government:
Payments:
Post-UNRRA 21 6 1 85 [__.____
Interim-aid._ .. .. . 195 47 3 546 | ____
European Recovery Program. 204 567 617 | 1,388 927
Chinese aid program________.___.____ 1 78 89 168 51
Civilian supplies for occupied coun-

7 g (o S 346 312 420 202 | 1,280 250
Greek-Turkish aid program________._. 91 95 88 75 349 50
War damage payments and other

transfers to the Republic of the
Philippines 11 23 45 51 130 60
Internatxonal Refugee Organizatio: 33 21 12 23 89 18
Other transfers....__ 35 35 18 27 115 27
Total payments_._.____ 874 907 | 1,281 | 1,088 | 4,150 1,383
Receipts:
ECA counterpart funds. . _ o caemeoooo ||l 25 25 8
Other_ . cmcinC 88 97 91 88 364 86
Total receipts. ... coo.o__ 88 97 91 113 389 94
Net Government payments.......__ 786 810 | 1,190 975 { 3,761 | 1,289
Private remittances:
Payments._____ ... . 192 173 156 189 710 165
Receipts. ..o 16 14 17 15 62 14
Net private payments_ .. ......___ 176 159 139 174 648 151
Source: U. 8. Department of Commerce, Office of Business Economies,
Table 7.—~Movements of United States Capital
[Millions of dollars]}
1948 (revised) 1049
Ttem 1
I II 153 IV | Total
Long-term ecapital:
Government:
Outflow:
Credits on sale of surplus property
located abroad_____.____________ 153
Credits on sales of ships. _. a3 *
Export-Import Bank loans_ 454 50
Britishloan. .. ______________ 300 ...
European Recovery Program 486 280
............................. 38 10
Total outflow.______.__.____.._ 632 190 88 564 | 1,474 344
Inflow. ..o s 52 28 210 42 332 65
Net outﬂow of Government long-term
eapital. ... ____ 580 162 | —122 522 | 1,142 279
Private:
OQutflow:
Purchase of obligations from or
guaranteed by the Internation-
al Bank___ 8 |- 8 18
Direct invest: 261 334 385 332 | 1,312 1199
Other_...___ 31 80 154 14 279 3
Total outflow___________________ 292 414 547 346 | 1,599 220
Inflow:
Dlrect investments______.__..____ 99 99 206 115 519 O]
_____________________________ 45 49 37 40 171 24
Total inflow____________________ 144 148 243 155 690 24
Net outflow of private long-term
capital ____________________ ... 148 266 304 191 909 196
Net outflow of short-term capital:
Government___________________.__ . __ ... —90 | —118 | —38 1] =245 M
Private . 105 80 —23 —46 116 -33

* Less than 0.5 million dollars.
1 Estimate for net outflow only.

Source: U. 8. Department of Commerce, Office of Business Economics.

Imports from Europe declined by nearly 10 percent, part
of which may be seasonal, from the relatively high amount
during the last quarter of 1948, which may have been affected

by the Christmas trade.

However, the decline brought the

value of imports from Europe nearly back to the amount .
reached during the first quarter of 1948. Of major European
export countries only Belgium, Germany, and Norway were
able to increase their sales in the United States above the

preceding quarter.



By S. Morris Livingston ¢

The Demand for Producers’

Durable Equipment

IN VIEW of the backlog of demands which existed at the
end of the war it can be assumed that current outlays for
producers’ equipment include some catching up with deferred
replacements and deferred modernization and expansion.
It is of interest, as an important part of an evaluation of the
economic prospects, to have at least a rough indication of the
extent to which these outlays exceed the normal current
replacement and growth requirements and the extent to
which the deferred requirements have been met. Obviously,
no precise measure is possible but analysis of long-term trends
and recent performance will provide certain approximations
from which general conclusions may flow.

Over 8 percent of the gross national product in 1948 and
the first quarter of 1949 was spent for producers’ durable
equipment. The highest proportion of the prewar years
shown in table 1 was just over 6 percent in 1929, 1940, and
1941. The average for the entire period, 1929 through 1941,
was a little over 5 percent, and a rough extrapolation for the
1920’s indicates that the average for that period was also
just over 5 percent.

Use of these percentages for past years as reference points
for comparison with the present allows for the growth in the
economy and the change in the price level—and therefore
the need to spend more on equipment—insofar as these are
reflected in the gross national product. It does not allow
for increased mechanization of production, with the resulting
need to use an increasing share of the national output to
maintain facilities and provide for continued growth in
productive capacity. Neither does it allow for differential
price movements which affect relative dollar expenditures.!

In spite of these shortcomings the comparisons serve to
emphasize the high current rate of equipment outlays which
have accompanied, and have been an important factor in,
the postwar boom. They do not, however, provide a norm
by which these outlays could be appraised. Neither do they
provide a measure of the remaining backlog of demand.

The secular level of outlays

Chart 1 provides some indication of the extent to which
current outlays are based upon continuing demands for
replacement and growth rather than a catching up with the
postwar backlog. It shows estimated outlays for producers’
durable equipment since 1869. The data are converted
roughly into 1929 dollars so as to avoid, insofar as possible,
the effect of price changes.

1 Use of the privately produced rather than the total gross national product, while techni-

_cally more correct, would not affect the comparison materially.

NoTE.—Mr. Livingston is Chief of the National Economics Division, Office of Business
Economics. Mr. John W, Kendrick and Mr. Carl E. Jones of this Division assisted mate-
rially in the preparation of this article.,
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As the country’s stock of equipment grew, the annual
replacements necessary to maintain that stock increased.
The additions necessary to maintain the same rate of growth
in output per worker became larger. The additions necessary
to take care of the annual increment in the number of workers
also increased, although the percentage increase due to this

- factor declined with the decline in the rate of growth in the

working population.

This secular growth in equipment requirements for replace-
ment and expansion is shown by the trend line fitted to the
data from 1869 through 1930. Because of the declining rate
of growth in working population the rate of growth in equip-
ment requirements was also declining slightly, as is indicated
by the curved line on the ratio scale.

Table 1.—Expenditures for Producers’ Durable Equipment Relative
to Gross National Product

[Billions of dollars and percentages]

Ratio of pro-
Gross Producers’ )
national durable ggfg{s A
Year product equipment equipment
(billions of | (billions of | ®4TIRRCD
dollars) dollars) (percentages)
............................ 5.2
103.8 6.4 6.1
90.9 4.9 5.4
75.9 3.2 4,2
58.3 1.8 3.1
55.8 1.8 3.2
64.9 2.5 3.8
72.2 | 3.4 4.7
82.5 4.5 5.5
90.2 5.4 6.0
84.7 4.0 4,7
90. 4 4.6 5.1
100. 5 6.1 6.1
125.3 7.7 6.1
159.6 4.7 2.9
192.6 3.8 2.0
212, 2 5.4 2.5
213.4 7.3 3.4
209.3 12.8 6.1
231.6 17.8 7.7
254. 9 21.4 8.4
255.9 22.0 8.6

Source: U. 8. Department of Commerce, Office of Business Economies.

As projected beyond 1929 this secular trend is now about
3 percent per year. As might be expected, it is more than
the secular growth in the total national output. While an
annual increase of 3 percent may not seem large, its effect is
to indicate that the requirements for normal replacements,
and growth over the next decade will be almost two and
one-half times those in the 1920’s.

Over most of the 62 years prior to 1931 the cyclical fluctua-
tions in equipment outlays were within the range of plus or
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Chart 1.—~Growth Trend in Private Outlays for Producers’ Durable Equipment in 1929 Prices
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1 Trend fitted to data for 1869-1930.

2 Estimates of expenditures for producers’ durable equipment 192948, tentatively adjusted for price changes, are by the Office of Business Economics. This series is spliced, in 1929, to
William H, Shaw’s estimates of domestic consumption of groduoers’ durable equipment, plus 30 percent of his estimates for passenger motor vehicles, both converted to 1929 dollars, from data

contained in Value of Commodity Output Since 1869, publis

ed by the National Bureau of Economic Research. Anupward adjustment for 1869 and subsequent years to compensate for Census

underenumeration, and annual interpolations for the decades 1869-79 and 1879-89 were made; estimated government war expenditures for 1917-21 were cxcluded, Purchases of World War IL
surplus equipment from the Government are excluded,; if included they would increase the above estimate for 1946 by roughly a billion dollars and for 1947 by a much smaller amount.

Source of data: U. 8. Department of Commerce, Office of Business Economics. See also note 2 above,

minus 25 percent of the secular trend. This range is shown
by the light dash lines on the chart. The deviations since
then have been more extreme. They do not, however,
warrant the conclusion that the trend has been altered.?

The relatively low outlays in the 1930’s reflect the most
extensive depression this country has experienced. Even as
late as 1940 the economy was still operating well below a full
employment level and demand for equipment was correspond-
ingly reduced. The trough during the recent war reflects
the large Government purchases of equipment, which are not
included, and the restrictions on private outlays. Because of
the low outlays before and during the war, and the resulting
backlog of deferred expansion and deferred replacement, it is
not surpirsing that the actual outlays in 1947 and 1948 appear
to exceed the secular trend by a larger percent than in any
preceding year. v

It must be recognized that this calculated trend, while a
useful guide, does not provide a precise measure of the secular
level of outlays. Aside from the practical difficulties of
compiling such an historical series and adjusting it for price
changes—and the resulting questions as to the accuracy of the
data—there is the fact that comparatively small variations in
fitting the trend line to the data prior to 1931 can mean a
substantial difference in the projection of the trend to the
present time. The conclusion seems warranted, however,
that current outlays are somewhere between 25 and 50 per-
cent above those necessary to provide for normal replace-
ments and growth.

¢ While the trend in chart 1 was remarkably consistent over a span of more than 60 years
its projection into the future is valid only on the assumption of no major change in the eco-
nomic environment tending to encourage or discourage investment in equipment. It does
not preclude the possibility of effective moves to step up the secular level of investment if or
when this appears desirable.

839601°—49—=2

The protracted period of outlays well below the secular
trend also indicates that the backlog of deferred replacements
and deferred growth must be large—much more than could
have been made up by three years of above-trend outlays.
While it does not provide a satisfactory measure of this back-
log it suggests that outlays may average well above the
secular trend over the next several years.

The segments of the market

Something more can be done with certain segments of the
equipment market. Where the requisite data exist, it is
possible to approximate that part of current outlays which is
necessary to take care of normal growth and provide normal
replacements, and that part which is due to the backlog of
accumulated needs—thus providing a check on the conclu-
sions drawn from chart 1. Tt is also possible to get some
indication of the size of this backlog in terms of deferred
expansion and deferred replacements. Analysis of various
types of equipment also serves to indicate some of the varia-
tions in the character and composition of demand, in its
urgency, and in its independence of possible unfavorable
developments.

In dealing with these segments of the equipment market, it
is important to start with some knowledge of their size rela-
tive to each other and to the whole. Of the private outlays
for producers’ durable equipment in 1948, amounting to over
21 billion dollars, approximately 14 percent was spent for
passenger cars for business use and another 10 percent for
trucks. About 12 percent was for farm machinery includ-
ing tractors. The remainder of the equipment bought last
year can be more conveniently broken down in terms of the
purchasing industry than by type of equipment. The table
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below is necessarily a rough approximation. Nevertheless
it serves to indicate relative magnitudes.
Percent
Passenger cars for business use___. __ .. ________..___ 14
Trucks and truek trailers__..._____ . __________ 10
Farm tractors_ _ - ... 5
Other farm machinery_____________ . _._________ 7 .
— 2
Other equipment purchased by:
Manufacturers and miners_ __ _____________________ 31
Railroads_ _ ______ . _________ L ____.
Eleetric utilities_.________________________________ 14

Telephone utilities_ _ . ____________________________

Other utilities, other transportation, trade, services,

construction, and miscellaneous industries.________
—_— 64

100
Analysis determined by nature of
equipment demand

Analysis of the demand for particular items of equipment
should start with the demand for the end product or services
provided by that equipment. The latter may be measured in
terms of the end product itself, such as electric power, or it
may be measured in terms of the number of trucks or other
items of equipment in use when those items are freely
obtainable.

Demand for the end product is in turn determined by two
types of influences: secular growth, compounded of the growth
in the national economy plus all the innovations affecting the
particular product, and cylical fluctations in economic
activity. v

Analysis of the demand for the end product, and the result-
ing derived demand for equipment, should follow this same
pattern. It should isolate and describe the growth curve.
Eliminating purely cyeclical changes, how fast is demand
for the end product growing? How and to what extent is
demand for the end product likely to be influenced by a
iiecline in general business activity below a full employment

evel?

The required change in the stock of equipment in use is a
function of the rate of change, or anticipated change, in the
demand for the end product. There is, however, covsider-
able flexibility —considerable latitude for business judgmeunt—
in the amount of equipment required to turn out a given
volume of end products. In a pinch, some types of equip-
ment can be operated longer hours or at more than rated
capacity. The margin of capacity reserved for contingencies
can be increased or reduced. Expansion can anpticipate
future growth in demand to a greater or lesser extent.

Within these limits, business judgment as to the optimum
amount of equipment to turn out & given volume of end
products is subject to a variety of influences: current and
prospective profits; the availability and cost of investment
funds; the cost, quality, and availability of equipment; the
relation between wage rates and the cost of the alternative
labor-saving equipment; the longer-run outlook for demand;
competition; all those objective and subjective influences
which are summed up in the phrase ‘“business confidence.”
The effect of possible changes in these influences needs to be
considered in drawing any conclusions as to the amount of
equipment which will be required to meet the demand for
end products.

Replacement demand

In addition to the demand for equipment derived from
changes in the demand for end products, there is the replace-
ment demand resulting from depreciation and obsolescence.
This replacement demand again is not a rigid requirement.
A piece of equipment does not, like “The Deacon’s one-hoss
shay’” live its full life in perfect condition and then suddenly
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fall irretrievably to pieces. Typically there is a span of
time during which the equipment is stall usable, but then a
combination of increased cost of maintenance and operation
and decreased efficiency makes its continued use debatable.
Business judgment as to the optimum useful life is subject to
a variety of influences such as those mentioned above.

Where the necessary statistics exist, it is possible to cal-
culate the past mortality rate for equipment much as a life
insurance actuary compiles mortality tables. This mor-
tality rate is the percentage of the particular item of equip-
ment produced or installed in a given year which was
scrapped in each successive year. It reflects an averaging of
business judgments under the conditions existing ai{ that
time.

Caution is necessary, however, in using past mortality
rates to determine current or future replacement demand.
Equipment may be built to last longer than it did in the
past. Technical innovations and the resulting obsolescence
of existing equipment may be more or less important. Past
or future rates of scrappage and replacement may be affected
by fluctuations in demand for the end product or by some
of the other influences mentioned above.

The backlog of demand

During the war the use of many types of equipment for
other than essential purposes was limited, or in some in-
stances entirely eliminated, by various restrictions. Mean-
while, the potential demand for the end products of that
equipment expanded enormously as the result of the increase
in national output, income and buying power.

At the same time the wartime restrictions on new equip-
ment meant that the existing stock of equipment had to be
continued in use after it would normally have been scrapped
and that its productive capacity had to be stretched farther
than normally would be desirable Most of the equipment
which was produced was diverted to war industries and
much of it was not readily convertible to peacetime use.

With the removal of wartime restrictions, and continued
high incomes, the potential demand for end products became
effective. The removal of wartime restrictions also per-
mitted the catching up with postponed replacements,
modernization and expansion which would have been under-
taken even if there had not been the large postwar increase
in demand for the end products.

Appraisal of the remaining backlog of demand for equip-
ment involves three sorts of judgments: Whether, and to
what extent, the consumption of end products is still re-
stricted by shortages—or whether it is abnormally high?
What, in the opinion of business management, is the stock
of equipment needed to best handle the actual or potential
volume of business? How much of the present stock of
equipment is still overage and would be replaced if it
could be?

Entirely aside from the difficulty of estimating this back-
log, it should be understood that it is not the equivalent of
firm orders requiring a maintenance of peak output until
they are all filled. It covers the range from the most urgent
expansion or replacements to those which are on the border-
line of desirability. ,

The most urgent demands have been effective in spite of
all the disadvantages of buying in a sellers’ market. They
have encouraged maximum output of the desired equipment,
including the less acceptable makes, and without need for
intensive selling effort. '

Those which are relatively least urgent may not be effec:_
tive immediately for a variety of reasons. Some prospective

" buyers may think prices are unreasonably high, or they may

anticipate the opportunity to buy at more favorable terms a
little later. They may need to be convinced that the equip-
ment is a desirable investment. The selling effort necessary
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to do this job is not likely to be prompt enough to prevent
some decline in sales. Furthermore, it takes time to canvass
all the potential customers,

It takes time for modernization of one plant to demonstrate
the advantages of new facilities and thus encourage similar
installations elsewhere. Also the wvarious influences de-
scribed above as affecting investment decisions vary between
managements over time. They tend to spread the effec-
tiveness of the backlog over alonger period than would other-
wise be the case.

Thus the backlog should be considered as an underlying
element of strength in the demand for equipment permitting
a level of outlays averaging above those necessary for normal
current replacements and current growth. Only where
the backlog is particularly urgent is it likely to prevent
some decline from the high level which outlays have already
reached. Furthermore, there are likely to be fluctuations
about that average as changes in business expectations make
additional investment appear more or less desirable.

Passenger Cars for Business Use

In any appraisal of the demand for passenger cars it is
not practicable to distinguish between those purchased for
business use and those bought for nonbusiness purposes.
Much of this business use is by professional persons, small
entrepreneurs and farmers for whom the same vehicle fre-
quently is in part a business car and in part a family car.

The demand for passenger cars was analyzed at some
length in the April 1948 issue of the SurveY and reviewed
in tl{l—le April 1949 issue.® 'The conclusions can be summarized
briefly.

The current production of passenger cars for domestic use
at an annual rate of over 4% million cars, compares with an
estimated demand for normal replacement and normal growth
of from 2% to 3 million cars per year. The remainder
reflects the catching up with the backlog of deferred demands.

As near as can be calculated from prewar relationships,
there is comparatively little remaining deferred growth in
the number of cars in use. The bulk of the remaining back-
log appears to be in deferred replacements. Most of those
cars which were already over age by prewar standards at the
end of the war are still in service. With postwar production
going to satisty the more urgent demands for additional cars,
replacements have continued at a very low level. Even if
we assume that the average life expectancy is now about
12 years as against the prewar 10 years, there were at the
end of 1948 about 6 million cars in use which would have
been scrapped if replacements had been readily available.

The combined backlog of deferred growth and deferred
replacements appears large enough to assure purchases well
above normal replacement and growth over the next several
years.

Motor Trucks

Growth in truck usage

The growth trend in truck usage is shown in chart 2. In
the early years of the industry this growth was comparatively
rapid. It stemmed from the inherent advantages over other
forms of transportation in providing flexible service, door-to-
door delivery, and greater economy in most short hauls. It
was spurred by rapid technological developments in the
automotive industry and the improvement of the country’s
highway network.

That the rate of growth was declining even prior to 1930 is
clearly evident in the curved trend line on a ratio scale.
This growth trend is fitted to the years 1917 through 1929

3 L. Jay Atkinson, “Backlog Demand for Consumers’ Durable Goods,’”” SURVEY, April
1048, pp. 15-22. ““Trend of Sales of Consumers Durable Goods,” April 1949, pp. 3-6.
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and projected to 1949. As depicted, it shows a secular
growth slowing to less than 3 percent at the present time.
This is about in line with the secular growth in the total
national output and, therefore, the physical volume of goods
to be moved. It may prove to be’an understatement since
the over-the-road trucks are still taking some traffic away
from the railroads. Even at less than 3 percent the indi-
cated growth in absolute terms now amounts to roughly
180,000 trucks per year.

Chart 2.—Growth of Trucks in Use
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1 Trend fitted to data for 1917-29,
3 “Net truck registrations” for each yeat are total registrations in the following year, less
new registrations also in the following year; data for 1948 are estimated.

Sources of data: U. 8. Department of Commerce, Office of Business Econormics; net truck
registrations, based on data from Federal Works Agency, Public Roads Administration and
R. L. Polk and Company.

Cyclical deviations from growth trend

Up until 1930 this growth trend was so strong that the
number of trucks in use was not seriously affected by cyclical
fluctuations in business activity. This was not true in the
following decade. The number actually declined in 1931
andd1932. Even 1941 was still well below the projected
trend.

Truck production for civilian use was restricted in the
early years of the war, resulting in a further deferment of the
normal growth. Subsequently there has been a sharp
increase in the number of trucks in use as additional units
to meet the demands of a full employment economy became
available.

Remaining deferred growth small

While possible variations in fitting the growth curve are
not enough to affect materially the conclusions as to the
approximate number of trucks which must be produced
each year to keep up with this trend, the potential error
makes it a dubious measure of the total number of trucks
which would be in use today if they were readily available.
Thus little significance can be attached to the close proximity
of the actual to the calculated line at the end of 1948. What
does stand out in chart 2 is that the increase in truck registra-
tions since the end of the war has been much more than any
conceivable secular growth. It is also clear that the bulk of
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the catching up with the secular trend has already occurred.
This would be true even if there were a considerable error in
the growth curve.

The substantial easing of the pressure of excess demands
in recent months also syggests that there is little remaining
deferred demand for additional trucks—with the exception
of some of the lighter models. This is not inconsistent with
the backlog of deferred replacements discussed below. The
demand of the man who has continued to drive his truck
beyond its normal life is likely to be less urgent than that of
the man who has no truck and needs one. The bulk of the
truck production since the war has gone to satisfy these more
urgent demands for additionml trucks, at the expense of
further postponement of replacements.

In addition to whatever deferred growth still remains there
is the normal growth of somewhere around 180,000 units per
year. This normal growth demand could, of course, be
postponed with any serious decline in general business
activity.

Deferred replacements large

Trucks had a prewar life expectancy of between 10 and 11
years. This was an average, with some being scrapped soon
after purchase and others lasting along time.* The number
of trucks which according to the calculated mortality table
should still have been in use in each of the years 1933 through
1941 is within 3 percent of the actual number registered in
each of these years. This suggests that there was no pre-
war trend toward increased longevity. In contrast, the
actual survival to 1948 amounted to over 14 years.

According to this mortality table there were 1.7 million
trucks registered in 1948 which would have been taken out
of service if replacements had been freely available. This
may overstate to some extent the deferred replacements but
it serves as a rough approximation of this element of demand.
While the normal life of trucks produced in the late 1930’s,
compared to those produced in earlier years, is open to
question there is little basis for assuming that this life has
been increased substantially, particularly since there was
no evidence of a trend in this direction in prewar years.

Of course a difference of even a year or two in the assumed
life expectancy would alter significantly the calculated num-
ber of deferred replacements. Equally important is the
point, already discussed, that these replacements vary
widely as to their urgency and do not all constitute an im-
mediately effective demand. It appears that, in a seller’s
market, potential buyers have found it easier to postpone
replacements than to postpone the purchase of additional
trucks needed in their business.

Normal replacement demand

Applying the prewar mortality curve—and excluding those
trucks which by that standard were already overage in
1948—the current normal replacements would be around
450,000 per year.

The combination of normal replacements plus normal
secular growth adds up to over 600,000 trucks per year, which
is about in line with the peak prewar private purchases for
domestic use reached in 1936, 1937, and 1941. 1tis, however,
far below last year’s purchases of over 1 million trucks, in-
cluding the catching up with the deferred growth in truck
usage.

I\;glathematically, the backlog of deferred replacements, if
spread over 4 years, would be sufficient to maintain demand
at around the million level. Such a calculation is significant
only as an indication of the magnitude of the backlog.
Long before the backlog is exhausted it seems likely that the

4 There is not, even for prewar years, an analysis of truck mortality similar to the mortality

tables prepared for passenger cars. The Commercial Car Journal published in its April 1940
‘jssue statistical approximation of such a curve which was calculated from passenger-car data.
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lessening urgency of demand will result in a lower rate of
purchases. The large backlog should, however, serve to
maintain the average level over the next several years well
above the peak prewar rate and above the rate which could
be sustained indefinitely.

Table 2.—Total and New Truck Registrations, Net Retirements and
Net After Retirements

Net Net registra-
retire- tions end of
ments ! year

Total truck registra-
tions during year

Year

. . (1) minus (2)
Total &) 1(7{41;’1“3 of following

year

5,72 1762 159 5,567

6, 513 3 046 321 6,192
7,227 1,085 |ocmcoeiefen e

1 Data prior to 1926 are not sufficiently precise to warrant this calculation.
2 Includes War Assets Administration sales of surplus trucks amounting to 118 thousand
in 1945; 137 thousand in 1946, and 67 thousand in 1947. .

Source: Total registrations: Public Roads Administration. New registrations: 1925-48,
R. L. Polk & Co. 1921-24 derived from domestic factory sales by the average 1926-28 ratio of
new registrations to domestic factory sales. In war years, new registrations are based on
ration certificates.

Farm Equipment

This analysis is limited to tractors, which are by far the
most important single item of farm equipment but a little
less than half of the total purchases last year® It is not
practicable to make similar calculations for the other items.
There is ample evidence, however, of a strong aggregate
growth trend. It is also clear that the same influences which
have created a large backlog of demand for tractors have
affected the other major items of equipment.

Growth in tractors on farms

The growth in the number of tractors on farms since 1920
is shown in chart 3. This growth has been due to the con-
tinued improvement in tractors, including such outstanding
innovations as the all-purpose tractor, the use of rubber
tires, and the addition of the power take-off, to the develop-
ment and improvement of tractor-drawn equipment and to
the growing recognition of the efficiency, economy and con-
venience of mechanical rather than man and animal power.
Another factor has been the long-run improvement in the
farmer’s ability to pay for such equipment.

The possibilities for continuing this growth are excellent.

& This analysis excludes the so-called garden-type tractors of 1, 2, and 3 horsepower,
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The last Census of Agriculture reported that on January 1,
1945, the 2.4 million tractors then in use were on 2.0 million
of the 5.8 million farms. While many of the remaining farms
were small there were 1.6 million with 2 or more horses or
mules and no tractor. The improvement of tractors and
related equipment and the development of smaller sizes are
continually opening up new possibilities for using more than
one tractor per farm and for using them on farms not already
mechanized. .

The trend line in chart 3 was fitted to the data from 1920
through 1930. It is such that with each succeeding year the
percentage increase becomes a little less but the absolute
increment becomes a little larger. As depicted by this
trend, the current annual growth in tractors on farms is
between 5 and 6 percent or about 180,000 tractors.

Farm income and wage rates important

The actual number of tractors on farms followed this
growth very closely from 1920 through 1930. There was
almost no increase in the next 3 years, however, and the
actual number had not caught up with the growth trend
prior to the war.

This deviation from the growth trend can be explained in
part by the decline in farm income. Even more so than in
other businesses the farmer’s decision to make a capital
investment of this sort is likely to be influenced by his
income. This is particularly true since one of the advan-
tages of a tractor is that it lightens the farmer’s work as well
as reduces costs. Thus it takes on some of the aspects of a
consumer durable good, which may be highly desirable if it
can be afforded but can be deferred when income is low.

Deviations from the growth trend can also be explained
in part by fluctuations mn alternative costs, particularly the
cost of tractors and related equipment as compared with the
cost of farm labor. These alternative costs favor the owner-
ship of tractors when the economy as a whole is prosperous
and labor is being pulled off the farm by more favorable
opportunities elsewhere. They are likely to discourage the
use of tractors when the economy as a whole is depressed
and the lack of employment opportunities elsewhere results
in an excess of farm labor at comparatively low rates.
Prices of tractors and related equipment have fluctuated
less widely than farm wage rates.

During the war and postwar years these cyclical influences
were sharply reversed. In addition to high farm income and
high farm wage rates a third influence has been present in the
large accumulation of liquid assets as the result of wartime
savings by farmers. This has encouraged and made possible
the purchase of some additional tractors which might not
otherwise have been bought.

Deferred growth small

As the result of these influences the number of tractors on
farms rose sharply after 1940 and would have increased even
more rapidly if the additional machines had been available.
By the end of 1948 it was still a little below the calculated
trend line.

While possible variations in fitting the growth curve shown
in chart 3 are not enough to affect materially the conclusions
as to the approximate number of tractors which must be pro-
duced each year to keep up with this trend, the possible
cumulative error in the projection of that curve beyond 1930
_nakes it only an approximate indicator of the total number
of tractors which would be on farms today if they were readily
available. Thus the gap between the two lines is not a satis-
factory measure of the remaining deferred growth. What
does stand out is that the gap is narrowing less rapidly than
in the case of trucks.
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Other evidence suggests that this part of the postwar back-
log of demand is still significant although approaching exhaus-
tion. There has been a noticeable lessening of the pressure
of excess demand in recent months even under the extremely
favorable influences cited above. Sales have continued,
however, at a very high rate.

Chart 3.—Growth of Tractors on Farms
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t Trend fitted to data for 1920-30.

Sources: Data beginning with 1943, adjusted by U. 8. Department of Commerce, Office of
Business Economics, from basic data of the U. 8. Department of Agriculture, Bureau of
Agricultural Economics; data prior to 1943, Bureau of Agricultural Economics.

Deferred replacements large

From an analysis prepared by the Bureau of Agricultural
Economics of the age distribution of tractors on farms as of
January 1, 1942, it 1s possible to derive a rough approxima-
tion of the survival rate of tractors at that time. This
averages out to a life expectancy of about 14 years with about
60 percent being scrapped in their twelfth to sixteenth years.

Application of this survival rate to earlier years results in
a calculated number of tractors which overstates the actual
number reported on farms. While this may be due, at least
in part, to the inadequacy of the data, it suggests that there
was a trend toward greater longevity. More specifically it
suggests that, while the life expectancy of the tractors pro-
duced in the late 1920’s was about 14 years, those produced a
decade earlier had an average life of only about 10 years.
This might be explained on the grounds that the machines
had been improved and that farmers had learned how to care
for them. Subsequent improvements, notably the introduc-
tion of rubber tires, may have resulted in a continuation of
this trend which was not yet fully reflected in the 1942
survival rate.

Using the mortality table with an average life of 14 years,
about 400,000 tractors would have been scrapped that were
still on farms as of January 1, 1949. If the average life is
increased to 17 years these deferred replacements would be
only about 100,000. The actual backlog probably lies some-
where between these two figures.

Regardless of such calculations it seems evident that the
backlog of deferred replacements must be substantial. Until
recently the shortage of tractors, the inability to obtain
prompt delivery except at gray market prices and the ab-
normally high prices for used equipment have been strong
incentives to keep the machines in use well beyond their
normal life.
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Normal replacement demand growing

Using the 1942 survival curve, and excluding those tractors
which by that standard would already have been scrapped by
January 1, 1949, the current replacement demand would be
around 125,000 per year. Using a 17-year average life these
normal current replacements would be about 100,000.

This current replacement demand is as small as it is be-
cause as recently as January 1, 1935, the number of tractors
on farms was less than one-third of what it is today. It is
growing rapidly, however, as a reflection of the much higher
rate of purchases in the last half of the prewar decade than
in the first half and the rapid increase in the number of
tractors on farms. Using the 1942 survival curve this normal
current replacement demand would have been around 100,000
in 1948 and would be about 150,000 in 1950 and 180,000 in
1952. As indicated in table 3, the prewar rate of replace-
ment was well under 100,000 per year.

Table 3.—Tractors on Farms, Purchases by Farmers and Net
Discards of Tractors, by Years !

[Thousands of tractors]

Traetors | Purchases | Net dis- Traetors
Year on farms y cards of on farms
Jan. 1 farmers 2 | farmers3 Dec. 31
782 82 37 827
827 137 44 920
920 116 39 997 -
99 58 33 1,022
1,022 25 28 1,019
1,019 25 28 1,016
1,016 65 33 1,048
1,048 122 45 1,125
1,125 165 60 1,230
1,230 221 81 1,370
1,370 151 76 1,445
1,445 161 61 1, 545
1, 545 219 89 1,675
1,675 286 71 1, 890
890 211 41 2,100
2,100 85 45 2,180
2,180 213 39 2,354
2,354 205 59 2, 500
2, 500 203 26 2,677
2,677 356 82 2, 950
2, 950 430 80 43,300
3,800 | e

1 Garden type of 1, 2, and 3 horsepower omitted from data.

3 Data from U. S. Department of Agriculture, Bureau of Agricultural Economics, except
1948 estimate by U. 8. Department of Commerce.

3 Net discards equal line 1 plus line 2 minus line 4. N

'%ome tra(tzitors previously discarded were brought back into use during 1942 and 1943,

§ Estimated.

Source: 192842, U, 8. Department of Agriculture; 194347 calculated by U. S. Department
of Commerce, Office of Business Economics based on data from U. S. Department of Agri-
culture; 1948 estimated by the U. 8. Department of Commerce, Office of Business Economics.

To recapitulate, the current demand for tractors to take
care of the normal growth in ownership and the normal
replacement is roughly 300,000 per year. This recurring
demand is growing so that by 1952 it will be nearer 400,000.
It compares with over 400,000 tractors purchased by farmers
in 1948,

The backlog of demand for additional tractors on farms
and for deferred replacements, particularly the latter, is
more than enough to account for the difference between the
normal replacements plus growth and the 1948 purchases
for several years. This does not preclude some decline in
purchases as the more urgent needs are satisfied—and par-
ticularly if any substantial decline should occur in the extra-
ordinarily favorable influences of farm income and wage
rates which have affected tractor demand in recent years.
It does provide a very important underlying element of
strength to the demand for tractors.
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Railway Equipment

The following analysis covers freight cars and locomotives
which are the two most important elements of railroad equip-
ment. Of the 917 million dollars spent by class I railways
for equipment in 1948, 417 million dollars was for freight-train
cars—not including purchases by other than class I railways
and by nonrailway ‘companies which together own about 15
percent of the total cars in service. Locomotives accounted
for 351 million dollars, passenger cars 121 million dollars, and
other equipment 28 millions.®

Negative growth

The growth in demand for freight cars is a negative
quantity. The required number of cars has actually been
declining.

From 1925 through 1948 the total volume of intercity
commodity transport increased by a little over 100 percent.
The proportion of that transportation which moved by rail,
however, declined substantially. Thus the railway trans-
portation in 1948, instead of being double 1925, was only
half again as large. This divergence is shown in chart 4.

At the same time freight train speeds had been increased
by more than one-third and trains were being kept moving
more hours of the day. The average capacity of freight cars
had been increased about 15 percent and the average load
was approximately in line with that increased capacity. The
net result was that the 1948 traffic was handled with almost
20 percent fewer cars than were required in 1925.

This declining trend not only eliminated any demand aris-
ing from the need for additional freight cars; it also mini-
mized the replacement demand. In the 20-year period 1927
through 1946 retirements, for sale or demolition, amounted
to almost 1.4 million cars or at the rate of over 75,000 per
year. It was necessary to replace only a little over 800,000 of
these or an average of just over 45,000 per year.

The possibilities for diversion of traflic to other carriers
and for continued improvement in the efficiency of freight
car operation are not yet exhausted. These trends, how-
ever, may not be at the same rate in the future as in the past.
To the extent that they do continue they will tend to offset
the normal growth of the economy and possibly minimize
the replacement market.

The same negative growth is evident in locomotives. Lo-
comotives handle passenger as well as freight traffic and the
diversion of passengers to other forms of transportation has
been even more important than the diversion of freight.
Also the improvement in efficiency has been a little more for
locomotives than for freight cars,

Thus the 1948 traffic was handled with less than two-thirds
of the number of locomotive units required in 1925. This
decrease has occurred in part because the newer units are
more powerful, but even when measured in pounds of tractive
effect rather than number there was a substantial reduction
between 1925 and 1948.

Over the intervening 23 years 23,000 locomotives were
scrapped which did not have to be replaced. This amounted
to a major inroad into the replacement market.

Again there is the question whether this past trend should
be projected into the future. In this instance there is good
reason to expect that the number of units will continue to
decline. An important element in the continuation of this
trend is the shift to Diesel electric units which are susceptible
of more continuous operation.

Normal freight car replacements

According to an analysis prepared by the Interstate Com=
merce Commission and published in 1946, the mortality

¢ Review of Railway Operations in 1948, Association of American Railroads, Bureau of
Railway Economics.



June 1949

curve of freight carrying cars amounted to an average life
expectancy of about 25 years. About 15 percent of the cars
were scrapped before they were 20 years old, 70 percent lasted
20 to 30 years, and 15 percent lasted over 30 years.

_ This mortality curve was based on a reported sample of
“cars retired over a period of years up through 1942 rather
than on the actual survivals in 1942. A subsequent study
covering a larger sample and including retirements in more
recent years ndicates an average life of between 27 and
28 years.

Chart 4.—Intercity Commodity and Railroad Freight
Transportation and Active Freight-train Cars
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1 Ton-miles of freight carried, weighted by average operating révenues for 1935-39. Includes
freight carried by rail, intercity truck ‘‘for hire,” domestic waterborne, pipe line, and air
transportation.

? Ton-miles of freight carried by rail, weighted by average operating revenues for 1935-39,

3 Freight-train cars owned or leased by Class I, II, and IIT railroads (including switching
aCIid te{mi.lﬁal cgmpanies) at end of year, minus the daily average surplus (deficit in 1947) for

ass I railroads.

Source of data: U. 8. Department of Cominerce, Office of Business Economics.

The fact that the analysis which included the more recent
years arrived at a somewhat longer life expectancy suggests
the possibility of a trend toward longer life. The data are
not readily available to check either of the two mortality
curves against the actual survivals in an immediate prewar
as against an earlier year—as was done, for example, with
motortrucks—and thus to indicate whether or not there was
such a trend.

There is some reason to believe, however, that the normal
life expectancy has been increased. The prewar survival of
cars which had been built prior to the First World War
reflected the high rate of replacements when the all-wood
cars were being retired as well as the shift from the steel
underframe to the all-steel car. By the end of 1947, 70
percent of the cars were all-steel and the all-wood cars had
practically disappeared.

Aside from the possibility that the all-steel cars may last
longer, it is evident that the obsolescence of the all-wood
cars is no longer an important factor in the mortality of
freight cars. Conceivably the light-weight alloy steel or
aluminum cars may ultimately prove sufficiently better to
warrant the wholesale replacement of existing equipment
and thereby introduce a new obsolescence factor of consid-
erable importance. So far, however, the acceptance of
these light-weight cars has been small.

Applying the 25-year average life to the 1% million cars
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owned or leased by class I railways would give a normal re-
tirement of 70,000 cars per year. If we assume that there
has been a trend toward longevity, and that the average life
expectancy of cars built subsequent to the First World War
should be about 30 years instead of 25 years, the rate would
be 60,000 instead of 70,000. Either calculation would be
valid, however, only on the assumption of a uniform past
rate of acquisition. The installations of new cars 20 to 30
years ago were nearer 100,000 per year. According to the
Interstate Commerce Commission’s mortality curve, it is
these cars which should be currently ending their useful life.

The above figures do not include the other than railroad-
owned cars which would add perhaps 10,000 per year to the
retirement rate. On the other hand, the normal replace-
ments, as distinguished from the normal retirements, will
be reduced by any continuation of the trend toward fewer
freight cars in service, As indicated above, this reduction
in the past has been of major importance.

These various factors do not lead to any precise estimates
of the replacement demand. It is apparent, however, that
the 113,000 cars delivered to domestic users in 1948 involved
a substantial amount of catching up with deferred replace-
ments.

Deferred freight car replacements not urgent

In addition to the question as to what is the proper mor-
tality curve, there is the further difficulty that comparable
data on purchases or installations of freight cars in earlier
years are not readily available to which such a curve could
be applied in order to calculate the number of cars which
should have survived to the present time.

The American Railway Car Institute reports that 400,000
of the 1,636,000 freight-carrying cars owned by class I
railroads at the end of 1939 were over 25 years of age. Even
with an average life expectancy of about 25 years most of
these cars would still have been in use. As indicated above,
that awerage includes some cars lasting well beyond 25 years
as well as others with a comparatively short life. Thus this
figure is no indication of the number which were overage.

At the end of 1947 (the latest date for which detailed sur-
vival statistics are available), 471,000 of the 1,742,000 cars
owned were over 25 years of age. The number of older
cars is, of course, a function of the rate at which cars were
being purchased around 25 years ago as well as any deferred
replacements. The higher proportion is probably explained
at least in part, however, by the inability of the railroads
to get all the cars they wanted during the war and imme-
diate postwar years and the need to maintain the older
cars in service to meet the heavy traffic demands.

Since most of the 113,000 freight cars taken by railroads
and other domestic users in 1948 and the continued large
takings in early 1949 have been replacements rather than net
additions, it seems reasonable to conclude that a substan-
tial number of the deferred replacements which existed at

- the end of 1947 have since been made up. The data seem

to suggest that some of this backlog still remains but they
do not warrant even an approximation of its magnitude.
The sharp decline in new orders in recent months clearly
indicates that the remaining backlog of demand—beyond
the unfilled orders now totaling less than 50,000 cars—is
neither very urgent nor very firm.

The demand for freight cars is peculiarly sensitive to a
business recession. Railway traffic tends to decline faster
than total transportation. With the decline in traffic it
becomes possible to retire or to lay up the older cars, or use
them only to meet peak loads, and postpone their replace-
ment. Furthermore, the actual or pending decline in the
financial condition of the railways under these circumstances
tends to discourage additional investment so long as it can
be avoided.
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The extent to which even a modest decline in traffic can
affect freight car purchases has been clearly illustrated in
recent months.

Large locomotive replacement demand

* According to the mortality curve developed by the Inter-
state Commerce Commission, based on a reported sample of
actual retirements over a period of years through 1942, the
average life of a steam locomotive was about 30 years. Less
than 5 percent were scrapped before they were 20 years old.
Over 50 percent lasted from 20 to 30 years and another third
from 30 to 40 years. The remaining 12 percent were kept
in service for more than 40 years.

Since almost all of the Diesel eleetric units are well under
retirement age, the actual scrappage in the next few years
will be limited almost entirely to the steam locomotives.
In view of the demonstrated superiority of the Diesel electric
units, the actual scrappage of the steam locomotives is
likely to exceed any rate which might be calculated by
applying the above mortality curve to the actual number in
service or to the rate at which they were being purchased
about 30 years ago.

At the end of 1948 less than one-quarter of the tractive
power had been converted to Diesel. More than three-
quarters was still steam. There were small amounts of
electric and other power.
were more than 30 years of age and only one out of eight was
less than 20 years old. At the rate of which these steam
locomotives were being retired in 1948 it would take seven
to eight years to eliminate those which were already more
than 30 years old. :

In 1948 the number of steam locomotives scrapped was
just about equal to the number of new Diesel-electric units
acquired. Over the longer run the number of Diesel electric
units required for replacements would be less than the
number of steam locomotives scrapped. It is evident, how-
ever, that the backlog of deferred replacements is rather
large and that it could support replacements at or near the
1948 rate for some time.

Here also a decline in railway traffic and earnings is likely
to have an important bearing on the demand for equipment.
The locomotive demand, however, appears less vulnerable
in this respeet than the demand for freight cars. This is
true because obsolescence is much more important. The
operating economies to be achieved by substituting Diesel
electric—or even some newer form of propulsion still in the
experimental state—for steam power will still exist even with
a substantial decline in the volume of traffic to be hauled.

Electric Utility Equipment

The demand for electric utility equipment was analyzed
in the May 1948 issue of the Survey.” The conclusions can
be summarized briefly.

Four to five millicn kilowatts of additional capacity will
be required each year to take care of the normal secular
growth in the use of electricity over the next several years.
Replacement demand is small because in a rapidly growing
industry much of the capacity is of comparatively recent
installation.

The growth in the demand for power has not outstripped
the industry’s capacity to the point where any significant
part of the demand remains unsatisfied. In order to meet
this demand, however, the existing capacity has been oper-
ated well above the optimum rate. While the additional
capacity required to eliminate overloading of facilities and
provide an adequate reserve for contingencies is a matter of

117 2J 4oseph B. Epstein, “Electric Power Output and Investment,” SURVEY, May 1948, pp.

Over half of the steam locomotives
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business judgment it is clear that the backlog in this sense
is large.

The reported planned installations of about 6 million
kilowatts in each of the next 3 years—almost 50 percent
above 1948—are more than enough to take care of the
normal secular growth in the demand for electricity but not
enough to eliminate the backlog. The prospects for a con-
tinued high rate of outlays are also confirmed by the 3-year
backlog of unfilled orders for generating equipment.

While there is no precise relationship between installations
of additional generating equipment and the required trans-
mission and distribution facilities, these requirements are
also large. In view of the limited sensitivity of electric
power consumption to cyclical fluctuations the demand for
equipment appears relatively firm.

Telephone Equipment

Growth in telephone usage

The growth in the number of telephones in use is shown in
chart 5. This growth is a combination of the growth in the
number of occupied dwelling units, business and professional
firms, and other potential telephone users plus the increase
in the ratio of actual to potential users. The increased inci-
dence of residential telephones, for example, is due to a com-
bination of the secular increase in real income per family,
making it possible for more people to afford this convenience,
and to the improvement and relative cheapening of telephone
service, making it more desirable as compared with other
outlets for the additional buying power.

Chart 5.—Growth of Telephones in Use
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! Trend fitted to data for 1910-29.

Sources of data: American Telephone and Telegraph Company, except data for 1922, 1927,
1932, and 1937, which are from the U, S. Department of Commerce, Bureau of the Census.

. The possibilities for continuing this growth appear excel-
lent. For example, there are telephones in less than half of
the occupied dwelling units at the present time.

The growth trend in chart 5 is fitted to the data from 1910
through 1929. It follows the familiar pattern of a declining
percentage rate of growth but increasing absolute annual
increments. In the 1920’s the secular growth was between
4 and 5 percent, or three-quarters of a million telephones per
year. As projected in chart 5, it is currently only a little
over 3 percent but 1.3 million per year.
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Cyclical deviations from growth trend

From 1910 to 1930 the cyclical deviations from this growth
trend were comparatively unimportant. This was not true
in the following decade. Due to the depression the number
" of occupied dwelling units lagged well behind its normal
seclular growth. Real income per family declined substan-
tially.

Allowing for some lag in the adjustment of expenditures
to changes in income, it is not surprising that even as late as
1941 the number of telephones per occupied dwelling unit
not only had not kept up with the secular trend, but was
actually no larger than in 1929. These depression influences
were accentuated because the price of telephone service de-
clined less after 1929 than many other items competing for
the consumer’s dollar.

Similarly, the business use of telephones was affected in
the depression years by the reduced rate of starting new
firms and the increase in failures and discontinuances from
other causes, and by the general decline in the volume of
business to be transacted and its profitability.

In the immediate postwar years these influences were
sharply reversed. There was a high rate of family formation
and @ large excess of business births over business deaths.
Business and consumer buying power increased sharply above
the prewar levels and telephone rates lagged behind the gen-
eral increase in prices.

To the extent that these influences were already present
before the end of the war their effect was limited by wartime
restrictions on telephone equipment. The last 3 years, how-
ever, have witnessed a rapid catching up with the growth
trend. In 1948 the increase in the number of telephones in
use was two and one-half times the calculated normal annual
growth.

Replacement demand small

Normal replacement demand accounted for only a small
part of the total outlays for equipment in 1948. The re-
ported outlays by the Bell System for plant and equipment,
exclusive of reused goods, amounted to 1,460 million dollars
in 1948. In contrast, the depreciation charges were only
278 million dollars® The level of outlays is and will be
determined primarily by the need to provide additional
telephone service.

Deferred growth

As with trucks and tractors the potential error in project-
ing the telephone growth curve beyond 1929 makes the gap
between the actual and calculated lines at the end of 1948
an unsatisfactory measure of the remaining deferred growth.
More conclusive evidence that there is some remaining de-
ferred growth in telephone usage is found in the report that
at the end of 1948 there were 1,150,000 people still waiting
for telephones.® This is exclusive of extensions involving
more than one telephone per customer, which extensions
are included in the totals plotted in chart 5.

In contrast with unfilled order data in other fields, where
there is the possibility of duplicate ordering, this figure may
be an understatement rather than an overstatement. In
fact, the corresponding order backlogs at the end of 1946
and 1947 substantially understated the unsatisfied demand
as evidenced by the high rate of installations in 1947 and 1948.

Because of the high rate of installations over the last 3
years it seems reasonable to conclude that the larger part of
the deferred growth in the number of telephone customers

81948 Annual Report of the American Telephone & Telegraph Co. Normal replacement
demand would be even smaller because the latter figure covers the total of depreciable assets,
which in a growing industry is much larger than the total in existence some years ago which
would now be reaching the retirement age. On the other hand many of the depreciable
asge]tbsi 3‘re carried at book values well below present replacement cost.
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which existed at the end of the war has already been met.
This is illustrated by the convergence of the calculated and
the actual lines in chart 5. 'We must also conclude, however,
that the backlog even in this sense is not entirely exhausted.

Backlog still large

In addition to the remaining backlog of demand for addi-
tional telephones, some 2.5 million party line customers were -
still waiting for individual lines or higher classes of service
at the end of 1948; furthermore, the satisfaction of as many
demands as possible has meant the maximum utilization of
existing telephone plant.’® While the extent of overloading
of existing facilities is not susceptible to the same sort of
statistical calculation from published data as was attempted
for the electric power industry, it seems likely that this over-
loading, plus the unsatisfied demands for higher classes of
service, is more important than the unsatisfied demands for
additional telephones.

Any remaining backlog of deferred replacements is similarly
difficult of calculation but, given the demands of the past
several years, there would be a tendency to keep existing
equipment in operation as long as possible.

In summary, 1948 outlays for telephone equipment were
very high, in the neighborhood of double those which would
be required to take care of normal replacement plus normal
growth. The remaining backlog of demand is still large,
particularly in terms of providing more adequate facilities
for existing customers, but not enough to account for the dif-
ference between 1948 outlays and normal growth and replace-
ment for more than another year or two. Thus some decline
from the 1948 rate of outlays seems likely in the not too
distant future.

Manufacturing and All Other

Any attempt to apply the type of analysis used in the
above sections to each of the various manufacturing indus-
tries, which in the aggregate accounted for almost one-third
of total equipment purchases last year, is beyond the scope
of this article. Furthermore, the necessary data do not
exist in many instances. It is equally impracticable to
analyze in this fashion the diverse elements of other utilities,
other transportation, trade, services, construction and mis-
cellaneous industries which together account for another
fifth of the total. The basis does exist, however, for certain
rough generalizations.

While it is not practicable to calculate the normal replace-
ment and normal growth demand for equipment for manu-
facturing as a whole, or for the composite of all other indus-
tries not discussed, there is little reason to doubt that, as in
most of the areas covered, 1948 outlays for equipment in the
aggregate involved a substantial catching up with deferred
demand. There are important variations in this respect
between industries.

In the aggregate, although with important exceptions,
postwar expansion of productive capacity has reached a
point where it is adequate to satisfy most of the demands
made upon it. There will be a continuing demand for
equipment to take care of normal growth, but the backlog
of deferred demands in this respect which existed at the end
of the war has been largely exhausted.

This is much less true of the backlog of deferred replace-
ments. The most urgent postwar requirement was for
additional capacity to turn out much more than the prewar
volume of end products. Replacement and modernization
of facilities was necessarily given secondary consideration.
Relatively ineflicient facilities have been continued in opera-

10 Ibid.
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tion because they were needed to satisfy the demand for the
end products and because, given the pressure of that demand,
the prices charged could be high enough to cover the cost
of operating the ineflicient facilities. With a return to more
normal competitive conditions there is again a strong incen-
tive to reduce costs by replacing inefficient equipment.

This pattern of demand—with current outlays well above
normal replacements and normal growth but with a large
backlog made up primarily of deferred replacements—
parallels that in a number of the areas discussed above where
the data exist to demonstrate the relationships more con-
clusively.

Summary and Conclusions

Because of the growth of the economy, and the increased
mechanization of production, the secular level of equipment
outlays necessary to maintain facilities and provide for
normal continued growth in productive capacity over the
next decade is two to three times that in the 1920’s, even
after adjustment for price changes.

Aggregate 1948 outlays were well above this secular level.
A rough summation of the items specifically analyzed in-
dicates an excess which is consistent with the general con-
clusion in this respect developed from chart 1. The excess
over the past 3 years, however, has not been nearly enough
to exhaust the backlog of demand which existed at the end
of the war, stemming from deferred growth and deferred
replacements.

Within this aggregate there were significant variations,
Outlays for telephone and railway equipment were roughly
double those required for normal replacement and growth.
In contrast, the backlog of demand for additional electric
power facilities was practically untouched—expansion dur-
ing the year was just about enough to take care of normal
growth. Purchases of trucks exceeded the long-term sus-
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tainable rate by a much wider margin than purchases of
passenger cars for business use.

Deferred growth and deferred replacements are still suf-
ficiently large so they could serve to maintain outlays at the
high 1948 rate for several years. It is not likely, however,
that they will be so maintained. There are good reasons for
expecting some decline as the more urgent demands are
satisfied and long before the backlog is exhausted.

The possibility of some decline is increased by the un-
evenness of the backlog. The telephone companies have
more nearly caught up with their postwar equipment
requirements than the electric utilities. The remaining
backlog of demand for Diesel locomotives appears large while
that for freight cars is much less important. The still un-
satisfied demands for automobiles appear larger than those
for trucks and farm equipment.

The remaining backlog should, however, result in average
purchases over the next several years well above those
necessary for normal replacements and growth. Thus it is
an important element of strength to be considered in any
appraisal of business prospects.

Some of the adjustments implicit in the above summary
conclusions are already taking place. It appears likely that
the outlays by the electric utilities for 1949 will be above
1948 and those by the telephone industry will be down.
Sales of automobiles are running above a year ago while trucks
are below. The railways plan to spend about 10 percent
more for plant and equipment in 1949 as a whole than in
1948 but plans for the second half are well below last year.
Manufacturing industries plan to spend one-eighth less for
plant and equipment in 1949 than in 1948, with the last half
down even more from a year ago.

Aggregate outlays for equipment in 1949 are likely to be
nearer the calculated long-term trend than those in 1948.
This results from the continued secular growth in current
replacement and growth requirements along with the prob-
ability that outlays will be a little below last year.

Business Situation
(Continued from p. 3)

war boom. The reaction on the part of materials producers
to reduced demand did not occur until the first quarter of
this year when output dropped 8 percent from fourth quarter
levels. Building materials in general have been in good
supply this spring and builders have avoided the added costs
they were forced to incur when deliveries were spotty.

Materials prices declining

The improved supply-demand relationships in building
materials have been reflected in reduced prices. The Bureau
of Labor Statistics index of wholesale building materials
prices in April was about 4 percent below its high point
reached in September, although it was still higher than last
spring. The largest drop has taken place in lumber which

has declined 9 percent since last August and is 6 percent
lower than April 1948,

These price declines probably understate the extent of the
drop in material costs which has already occurred. Pre-
miums for prompt delivery have largely disappeared, quality
has improved and at the dealer level discounts from list
prices have reappeared.

Although hourly earnings of construction labor are 2 to
3 percent higher than they were in the third quarter of last
year, it is questionable whether labor costs on the job are
higher. With the changed demand for construction labor
and the better flow of materials, there have been frequent
reports by builders of marked improvement in output per
man-hour. Moreover, premiums above prevailing wage
scales have tended to disappear and costly overtime pay-
ments are less prevalent. These factors have been important
in the reduced prices being quoted by subcontractors this
ye(iiu', ghough contractors’ profit margins have also been
reduced.
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Revised Estimates of the Business Population, 1929-4.8
By Betty C. Churchill

THIS article presents a revision of the Office of Business
Economics estimates of the number of firms in operation
prepared on an annual basis for the years since 1929 and
quarterly since 1939, and of the number of new and dis-
continued businesses, prepared quarterly for the period 1944
to date. The revision utilizes information which has become
available since these series were initiated years ago, pro-
vides certain industry details not available heretofore, and
eliminates certain discrepancies in classification between
the number of firms in operation on the one hand and the
number of new and discontinued businesses on the other.

New information has been made available since 1944 by
the Bureau of Old-Age and Survivors Insurance, Bureau of
Internal Revenue, Bureau of the Census, Bureau of Mines,
and various State agencies. In addition, new techniques
have been devised for utilizing more fully than was possible
previously the information these agencies provide, and
periodic surveys have been developed by the Office of Busi-
ness Economics, in cooperation with the Bureau of Old-Age
and Survivors Insurance, for supplementing existing mate-
rials and improving the accuracy of estimates.

The principal characteristics of the revisions, and the
resulting changes in these series, are described briefly below.
The data on number of firms are presented in full in tables
1 and 2 and the figures on number of new and discontinued
businesses are given in table 3. The sources and methods
employed in preparing the estimates are described in some
detail in the technical notes.

Number of Firms in Operation

The business population is regarded as including all firms
outside of agriculture, forestry, fishing, and the professional
services. The present Social Security Administration indus-
trial classification, incorporating revisions introduced since
the Office of Business Economics series were started, is used
for all industry divisions.! A firm is defined as a business
organization under one management and may include one
or more plants or outlets; a self-employed person is regarded
as a firm only if he has either one or more employees or an
established place of business.

Comparison of new and old series

As indicated by chart 1, the relative quarter-to-quarter
changes in the number of firms in operation have been
affected only slightly by the revision. The new series is some-
what higher than the old for the entire period 193948,
primarily because new materials available permitted inclusion
of many small firms formerly omitted from the 1939 bench
mark estimate, and because certain firms formerly classified
with the professions have now been included in the business
population. As of December 31, 1948, the revised estimate
of the total number of firms in operation is 3,970,000 as
against the former estimate of 3,900,000.

E NotE.—Miss Churchill is a member of the Business Structure Division, Office of Business
conomics.

I An exception to the general rule is found in the retail lumber and building material group
which has been constructed to conform with the standard industrial classification in order to
preserve comparability with Census Bureau material. Al of this group is included by the
Social Security Administration in wholesale trade.

It should be noted here that since there is—of necessity—
an arbitrary element in the definition of a firm given above,
there is also an arbitrary element in the statistical estimation
of the total number of firms. Many business units are
marginal in the sense that their status as independent firms,
or as branches of other concerns, or simply as employees, is
not subject to straightforward determination. The definition
employed by the Office of Business Economics was devised
in part to provide an economically significant tool for
classifying these marginal cases.

Thus, a change in the definition of a firm would inevitably
alter the level of this series; the inclusion of all self-employed
persons, whether or not they had established places of busi-
ness or one or more employees, for example, would raise the
estimate of the total number of concerns as given in this

Chart 1.—Firms in Operation: New and Old Series
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Source of data: U, S, Department of Commerce, Office of Business Economics.

article and, in particular, would increase the number of
construction firms and transportation firms (through inclu-
sion of all self-employed taxicab drivers) by a substantial
amount.? Such definitional changes, however, would have
little effect on the relative movements of these series.

As already noted the present revision left relative changes
over time in the number of firms for the most part unaltered.
Both new and old series show a wartime low in the fourth
quarter of 1943, a rapid postwar rise, a leveling off in 1947
and a slight decline in the second half of 1948, as the chart
shows. However, the wartime decrease from the end of 1941
to the end of 1943 is less pronounced in the new series (410,000
firms or 12 percent) than in the old (505,000 firms or 15
percent), and the postwar increase is somewhat more moder-

2 Attention may be called to one other problem of definition involved here. A business
firm is taken by the Office of Business Economics to mean a private business organization
operated with the objective of securing through its own activities a monetary gain for itself,
its owners or its members. Accordingly, mutual finaneial institutions and cooperatives are
included in the business population while nonprofit organizations such as charitable organiza~
tions, social clubs, chambers of commetce, etc., are excluded,

19
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ate in the new series (1,003,000 firms or 34 percent) than in
the old (1,066,000 firms or 38 percent).

The slight decrease in the business population in late 1948
was distributed rather evenly among the manufacturing,
retail, finance, and service segments. The number of firms
in mining, wholesale trade, and transportation and public
utilities remained about the same, while construction con-
tinued to increase slightly.

Relative changes in number of firms for the years 1929-
38—not shown in the chart—were not appreciably affected
by the revision, though of course the level was raised in all
of these years in keeping with the adjustment already noted
in the 1939 bench mark.

Relationship with gross national product

Previous articles on this subject have often made use of a
comparison between the actual number of firms in operation
and a hypothetical measure of the business population, cal-
culated on the basis of the average prewar (1929-40) relation-
ship between the number of firms in operation, the general
level of business activity, and time. Chart 2 presents the
new series and the corresponding calculated number of firms
in operation.

It may be noted that the use of the new series has affected
the old relationship only slightly: with a rise or fall of
1 billion dollars in the deflated gross national product a
change of 12,100 is now associated, as against the former
change of 11,500, and the allowance for secular increments
is also about the same. As before, moreover, the new series
shows a return to the prewar relationship in the third quarter
of 1947, and relative stability thereafter.

Industry differences

Although the effect of the revision upon the total number
of firms in operation is not great, more substantial changes
have been made in some of the industry divisions with respect
both to levels and to year-to-year changes. The revision
raises the estimated number of firms in operation in manufac-
turing, mining and quarrying, finance, insurance and real
estate, and services while lowering the estimates for trans-
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portation, communication and public utilities and for whole-
sale and retail trade. As already indicated, the increases
were in part the result of inclusion of small firms not pre-
viously counted. _

In addition, alterations in level resulted from certain
changes in classification and, in some cases, the elimina-
tion of double-counting of firms whose activities fall in more

Chart 2.—Firms in Operation: Actual and Calculated
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1 Calculated from a linear least regression equation for the years 1929-40, Y'=2,349412.07 X+
7.17t, where Y= number of firms (thousands); X =gross national product, excluding govern-
ment, agriculture, and professional and other services excluded from the business population
(billions of 1939 dollars}; and ¢{=time in 6-month intervals centered at December 31, 1934.

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

than one industry division. Included in the latter category,
for example, were radio and appliance outlets operated by
utility companies, ‘“company’’ stores and commissaries, and
sales branches owned and operated by manufacturers, which
are now excluded from the trade divisions.

An important change in classification was the inclusion of
auditing, bookkeeping, and accounting firms in the service

Table 1.—Annual Average Number of Business Firms in Operation, by Years, by Industries, 1929-48

[Thousands]
Manufacturing
All Con- Finance, s
tract ; insur- ervice
Year indus- | con- Food and | Textiles | Leather | Lumber | Paper | pinyn, | Chemi- | Stone, | Metals ngi’ée' %ggg ance, | indus- 0312!,
tries | strue- | moeal | kindred and and and and and cals and | clay, and and Other and real | tries
tion roducts textile | leather | lumber allied ublishing allied ! glass metal estate
P produets | produets | products | products |P products | produets | products
40.5 34.5 5.3 58.7 3.3 42.6 11.6 8.6 32.4 20.0 | 114.9 | 1341.1 324.8 | 670.5 155. 2
38.0 31.2 4.8 46.5 3.2 41.1 10.0 7.6 29.9 16.3 113.8 | 1339.2 323.5 | 679.2 148.7
33.2 28.2 4.3 33.5 2.9 36.7 9.2 6.3 26.7 14.7 111.6 | 1330.1 313.7| 671.6 143.4
28.8 23.3 3.5 27.5 2.7 32.0 8.5 5.2 22.6 12.7 100.8 | 1314.8 206.0 | 666.9 138.9
29.9 23.8 4.0 27.1 2.9 30.4 8.6 4.8 2.5 12.1 110.0 | 1304. 4 289.1 652. 1 139.8.
34.6 27.2 4.3 3L.6 3.0 33.3 9.8 5.3 26.9 12.5 118.0 | 1351.9 290. 1 672.6 151. 5
36.8 29.5 4.5 36. 4 3.1 36.1 10.0 6.0 28.4 14.7 122.0 | 1403.8 201. 8 699. 8 162. 2
37.2 29.0 4.0 40.1 3.3 37.0 10. 4 6.6 29.3 14.8 123.1 | 1448.5 283.8 714.9 167. 5
38.3 27.0 4.5 42.1 3.4 38.0 10.6 6.6 29.6 15.1 132.90 | 1489.5 287.2 | 718.7 172.4
35.9 25.5 4.2 40.3 3.3 36.2 10.2 6.0 26.1 15.6 130.2 | 1472.7 203.7 | 689.0 169. 2
37.6 30.1 4.5 43.7 3.5 38.9 10.7 7.0 30.9 16. 4 137.0 | 1558.9 306.0 | 701.8 179.2
37.6 30.6 4.4 46.7 3.5 38.8 1.2 7.2 32.0 14.7 | 146.8 | 1596.0 310.5 718.3 185.3
38.6 315 4.6 49.5 3.5 39.3 11.3 7.4 34.3 15.4 155.1 | 1590.1 305.8 705.8 184.6
38.6 31.8 4.4 49.6 3.6 38.5 1.7 7.5 37.1 15.2 156.5 | 1541.8 312.4 699. 2 177. 2
37.1 32.1 4.7 52.5 3.6 37.1 1.5 7.2 37.8 15.1 141.5 | 1400.3 301.2 § 652.5 153.3
36.6 33.4 4.9 54.6 3.5 37.9 11.4 7.2 39.3 16.3 146.1 | 1393.3 312.3 | 657.1 154.8
36.0 36.1 5.5 59.3 3.6 39.5 1.5 7.7 43.6 20.0 159.7 | 1456.6 325.4 { 706.0 171.1
36.8 41.6 6.6 71.2 4.0 42.4 12.0 11.2 51.3 25.0 181.1 | 1574.0 337.6 772.8 195. 4
37.6 43.8 6.8 83.7 4.3 44,7 12.1 13.1 57.7 26.8 196.6 | 1672.8 344.7 | 830.5 214.6
.................................................................................................. 202.1 | 1704.6 346.3 854.1 222.5

1 Includes produets of petroleum and coal. .
2 Preliminary; data for detailed industry groups not yet available.

Nore.—Because of rounding, totals do not necessarily equal sum of components,
Source: U. 8. Department of Commerce, Office of Business Economics.
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Table 2.~Number of Business Firms in Operation, 1939-48

[Thousands]
1947 1948
Industry 19301 | 10401 | 19411 | 10421 | 19431 | 1044 | 19451 | 19461!
I II 111 v | I II I IV
All industries et 3,777.2 13,377.9 (3,392.3 |3,240.3 |3,003.5 {3,102.1 13,303.0 [3,711.0 (3,839.7 [3,804.7 |3,928.1 |3,943.8 |3,966.8 |3,994.2 |3,989.1
Mining and quarrying..._________ . _.__....... 36.1 37.7 39.3 35.2 3.1 31.0 31.3 32.9 33.4 33.8 34.2 34.3 34.4 35.3 35.5
Metal and coal mining__________.______.___. 20. 2 20. 2 21.0 16.6 12.5 11.9 11.7 12.2 12.5 12.8 13.0 13.1 13.8 14.1 14.2
Petroleum and natural gas_...__ J. 10.9 12.6 13.6 14.1 14.6 15.1 15.9 16.5 16.6 16.7 16.8 16.8 16.7 16.8 16.9
Nonmetallic mining and quarrying_........ 5.0 5.0 4.7 4.5 4.0 3.9 3.7 4.2 4.3 4.4 4.4 4.4 4.4 4.4
Contract construction_ ... ___._________..____ 202.1 199.4 | 191.0 | 166.2 | 155.4 | 156.2 | 184.8 | 260.2 | 280.5| 201.6 | 209.7 | 304.1 312.4 | 322.0
Manufacturing. ... ... . 223.2 1 227.5 | 238.5 | 237.6 | 239.6 | 2487 | 267.0| 315.6 | 330.6 | 333.6 | 332.5| 320.8 | 329.3{ 320.9
Food and kindred produets. _..._.._...._.__ 37.7 37.7 39.1 38.6 37.3 36. 4 35.9 37.3 37.8 38.0 37.5 36.8 36.1 35. 4
Textiles and textile products - 30.1 30.7 3L.9 3.7 32.2 34.0 36.8 43.2 43.8 43.8 4.1 43.8 43.5 43. 4
Textile mill products 8.1 8.5 8.5 84 8.1 8.3 8.8 10.0 10.3 10.3 10. 4 10.4 10.5 10.6
Apparel and other finished textile
products______________________________ 22.0 22.2 23.4 23.3 2.1 25.7 28.0 33.2 33.5 33.5 33.7 33.4 33.0 32.7 82.5 (...
Leather and leather products. .....__...___. 4.5 4.4 4.6 4.4 4.7 5.0 5.6 6.8 6.9 6.8 6.7 6.8 6.7 6.6 6.5 [ ...
Lumber and lumber products. .. .......... 4.3 46.9 50.2 49.5 52.6 55.7 60.2 75.9 84.1 85. 4 84.4 83.1 84.4 86.1 85,2 ..__...
Lumber and timber basic products..... 31.7 39.7 42.3 42.0 4.9 47.6 51.4 65.6 73.3 74.5 73.4 72.2 73.4 75.0 741 .
Furniture and finished lumber products. 6.6 7.2 7.9 7.5 7.8 8.1 8.8 10.3 10.8 10.9 11.0 11.0 11.0 11.0 1.0 |-
Paper and allied produets. .. _.__.__________ 3.4 3.5 3.5 3.6 3.7 3.5 3.7 4.1 4.3 4.3 4.3 4.2 4.2 4.2 4.2 oo
Printing and publishing.______._._._.______ 39.0 38.9 39.8 38.4 37.3 38.1 39.9 43.2 4.3 4.8 45.0 45.3 45.5 45.9 46.0 [______..
Chemicals and allied produets.._._........_ 10.7 11.3 11.4 11.6 11.5 1.5 1.5 12.2 12.2 12.1 11.9 11.9 1.7 11.4
Chemicals and allied products. 9.5 9.9 10.1 10. 4 10.3 10.2 10.2 10.8 10.8 10.7 10.6 10.5 10.4 10.1
Products of petroleum and coal- 1.2 1.3 1.3 1.3 1.2 1.2 1.3 1.4 1.4 1.4 1.4 1.3 1.3 1.4
Stone, clay and glass products_.. 7.1 7.2 7.5 7.5 7.3 7.2 7.9 12.6 13.2 13.3 13.1 12.8 2.5 12.3
Metals and metal products. ... 31.0 32.1 34.8 37.0 37.9 40.1 4.6 53.9 57.2 58.1 58.5 58. 4 58.6 58.7
Primary metal industries.. . 3.8 4.0 4.2 4.3 4.3 4.5 5.0 6.0 6.2 6.2 6.2 6.2 6.3 6.2
Fabricated metals_._______ 10.5 10.8 1.5 11.7 11.8 12. 4 13.7 16.3 17.4 17.7 17.9 17.9 18.0 18.1
Machinery except electrical. 9.1 9.4 10.7 12.4 12.9 14.1 15.8 17.4 18.6 18.8 18.9 19,0 19.1 19.3
Electrical machinery___. .. 2.4 2.6 2.8 2.9 2.9 3.0 3.5 4.6 4.9 4.9 4.9 4.9 4.9 4.9
Transportation equipment.. .. ... .. 3.3 3.5 8.7 3.9 4,1 4.0 4.1 6.3 6.8 7.0 7.0 6.8 6.7 6.6
Professional, scientific and controlling
instruments. - ..o ooooooaeoo 18 1.8 1.9 1.9 1.9 2.1 2.6 3.3 3.4 3.5 3.6 3.6 3.6 3.6
15. 4 14.8 15.6 15.1 15.2 17.1 20.9 26.4 26.9 26.9 27.0 26.6 26.0 26.0
L0 .9 .9 .9 Lo L0 11 1.4 1.4 1.4 L5 1.5 L5 1.6
14.4 13.9 14.6 14.3 4.2 16.2 19.8 25.1 25.4 25.5 25.4 25.1 24,5 24.4
Transportation, communication, and other
public utilities e 181.7

‘Wholesale trade. . ..o ...
Retail trade

General merchandise group. 1.9 7. 6. 78.
General merchandise. 3 3 3 A
General stores with foo 3 3 3 . .
Food and liquor._______. . 3 3 3 3
Grocery, with and wi . X A 3 f
Meat and seafood __.______._______________. . . 8 3 3 3 . 9 29.8 29.7 29. 28.3
Other food oo .| 183 112.2 108.5 | 102.0 89.7 89.0 91.4 98,3 | 100.7 { 102.4 | 103.6 | 104.0 | 104.5 105.1
Liquor. ._ R 15.0 15.0 15.1 14.6 4.1 15.0 16.9 20.4 21.3 21 219 22.0 219 21.9
Automotive______ | 536 55.3 57.6 51.1 46.0 47.7 52.3 67.4 71.9 74.1 75.7 76.8 77.9 79.2
Motor vehieles. .- oL 38.6 39.7 41.2 36.3 32.6 33.8 36.3 47.2 50.6 52.4 53.8 54.7 55.7 56.9
Parts and ries. ... ———- 15.1 15.6 16. 4 14.7 13.4 13.9 16.0 20.1 21.3 21.8 21.9 22.1 22.2 22.3
Apparel and accessories 85.7 85.1 85.8 83.0 78.9 80.6 84,4 90.1 92. 4 93.0 94,1 9.8 95. 4 926.1
Apparel______ - 72.7 72.5 72.9 70.6 67.3 69. 1 72.8 77.9 79.8 80.3 812 8L.7 82.2 82.6
Shoes - 13.0 12.7 13.0 12.4 11.6 11.5 1.7 12.2 12.5 12.7 12.9 13.1 13.3 13.5
Eating and drinking places__.......__.__.._. 295.4 | 294.81 297.0 | 286.0 | 271.7 | 276.8 | 285.1| 3809.6 | 317.4 | 322.1 | 324.4] 324.9| 324.9 | 3259
Filling stations. .. oo ___ 226.5 | 227.5 | 224.8 | 207.9| 190.1 191.6 | 200.4 | 220.8 | 226.5 | 228.6 | 220.4 ) 229.6 ] 229.3 | 228.8
Other retail tragie.. .......................... 346.9 | 345.3 | 344.2| 324.0 | 297.6 | 308.1 | 329.8 | 874.2 | 387.8| 393.8 | 398.6 | 401.6 | 405.1 | 408.4
Home furnishings__.__.______ 29.4 30.2 31.0 30.3 28.5 29.6 32.0 37.6 39.4 40.3 41.2 4.7 42.3 4.7
Appliances and radios_.__.._. 16.2 16.3 16.0 13.9 11.5 12.2 15.5 24.1 25.9 26.4 26.8 26.9 27.2 27.2
Drugs. . ceoeeciciccccnen 52.0 51.4 50.4 49.0 47.2 47.4 47.7 48.6 48.9 49.1 49.3 49.4 49. 4 49.6
Hardware and farm implements. . 37.8 37.7 38.0 35.7 33.7 34.4 37.1 41.8 43.5 44.1 44.5 44.9 45.5 46.0
Lumber and building materials 30.4 31.0 30.9 28.7 25.8 25.8 27.0 32.5 34.4 35.4 36.2 36.6 37.4 38.1
Jewelry 13.6 13.7 14.0 14.6 13.6 14.3 16.0 18.7 19.8 20.2 20.6 20.9 21.1 21.3
Miscellaneous re 167.4 | 165.1 163.9 | 151.7 | 137.3 | 144.4| 154.4 | 170.9 | 175.9 | 178.2 | 180.0 | 181.2 ] 182 183.5
Finance, insurance, and real estate___......._.. 307.9 | 310.4 | 314.3 | 308.0 | 303.2 | 3153 | 327.8 | 341.2 | 343.7 | 3451 | 346.0 | 345.8 | 345.8| 347.0
Service industries_ - ... 724.0 | 712.3 | 707.8 | 692.7 | 641.3 | 667.2 | 715.5 | 792.5| 821.5| 833.9| 841.0 | 846.6 | 852.8 | 858.2
Hotels and other lodging places... 71.8 73.9 4.7 79.9 76.2 75.7 75.3 77.1 78.0 78.5 78.4 78.5 78.2 78.5
Personal sreviees. ..o .ol --| 874.7 871.5 | 372.5 | 371.3 | 355.1 | 366.0 | 382.2 | 405.9 | 416.9 | 421.8 | 424.7 | 426.5 | 428.2 | 429.2
Laundry, cleaning, and garment repair.|