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LETTERS OF TRANSMITTAL

DECEMBER 10, 1964.
To the Members of the Joint Economic Com0mittee:

Transmitted herewith for use in connection with prospective hear-
ings by the Subcommittee on Economic Statistics is a study prepared
by the Wealth Inventory Planning Study of The George Washington
University under a grant from the Ford Foundation entitled "Meas-
uring the Nation's Wealth."

The Subcommittee on Economic Statistics plans to hold hearings
next spring on the improvement of wealth data, primarily based on
this study. The principal witnesses will be those who prepared the
materials and other experts who will give their appraisal of the find-
ings contained in the study. These materials do not necessarily reflect
the views of the committee or any of its members.

Faithfully,
PAUL H. DOUGLAS, Chairman.

DECEMBER 9, 1964.
Hon. PAUL H. DOUGLAS,
Chairman, Joint Economic Committee,
U.S. Congress, Washington, D.C.

DEAR MR. CHAIRMAN: As you know, the Subcommittee on Economic
Statistics and other members of the Joint Economic Committee have
in the past expressed considerable interest in the development of im-
proved data on the wealth of the United States, both for some bench-
mark period and on a continuing yearly estimate basis. This was
brought out particularly in 1962 when the Subcommittee on Economic
Statistics held hearings on the measurement of productive capacity.

In June of this year, a report was released by the Wealth Inven-
tory Planning Study, established by The George Washington Uni-
versity in February 1963 under a grant from the Ford Foundation.
This report contains recommendations for the expansion of wealth
data collection by Federal statistical agencies as a basis for continuing
balance sheet and wealth estimates to supplement the national income
and product accounts. Briefly stated, its purpose has been to explore
the problems and possibilities of a meaningful national inventory of
wealth and to develop guidelines for the collection of the requisite
data and preparation of fnished estimates.

This study "Measuring the Nation's Wealth" has been presented by
the Conference on Research in Income and Wealth to the Subcommittee
on Economic Statistics for consideration in connection with hearings
the Rnibcommittee plans to hold in the spring of 1965. The Wealth In-
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ventory Planning Study group has kindly granted the committee per-
mission to have a limited number of copies printed for the use of
members of the committee, prospective witnesses, and the press
preparatory to the hearings.

I am pleased to transmit this volume to the Joint Economic Commit-
tee as a background document for the subcommittee's hearings on the
improvement of wealth data and estimates.

Sincerely,
WILLIAM PROXIRE,

Chairman, Subcommnittee on Economic Statistics.

NOVEMBER 20, 1964.
Senator WiLLIAM PROXMIRE,
Chairman, Subcom/m.ritbee on Economic Statistics, Joint Economic

Committee, Congress of the United States, Washington, D.C.
DEAR SENATOR PRoxxiRE: The Wealth Inventory Planning Study

of The George Washington University has transmitted to us its report
"Measuring the Nation's Wealth" for possible inclusion in the series
of Studies in Income and Wealth.

The purpose of the Conference on Research in Income and Wealth
has been to promote the development of income and wealth statistics,
or, more broadly, national economic accounts, and their use in economic
analysis. The Wealth Study report is directed precisely to these ob-
jectives, and it has seemed appropriate to the executive committee that
the report of the Wealth Inventory Planning Study be published as
one of the series of Studies in Income and Wealth.

Several previous volumes in the Studies in Income and Wealth series
have been devoted in whole or in part to balance sheet and wealth
estimation. But the Wealth Study report represents the most compre-
hensive review to date of the state of knowledge in this important and
relatively underdeveloped area of the national accounts. We are
pleased that the National Bureau of Economic Research has accepted
our recommendation to distribute it as part of the Studies in Income
and Wealth series so that it may be more generally and permanently
available to scholars in this field.

Before the Wealth Study organization disbanded in June 1964,
upon completion of its report, they mentioned to us your possible in-
terest in holding hearings on the subject in 1965. At the request of its
staff and Advisory Committee, we take pleasure in transmitting to you,
with our commendation, the report of the Wealth Inventory Planning
Study.

If it is the pleasure of your subcommittee to print the report as back-
ground for subsequent hearings, we should be pleased to receive per-
mission to order additional copies of the print for distribution to our
members and to make it more widely available generally as one of the
Studies in Income and Wealth as mentioned above.

In conclusion, we should like to commend the staff, Advisory Com-
mittee, and the many contributors to "Measuring the Nation's Wealth"
for their part in advancing the state of this branch of economic sta-
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tistics. No one can read the report without realizing the need for
substantial improvements in wealth estimates, and the wide range of
uses to which improved estimates may be put.

Sincerely yours,
DANIEL H. BRILL
RICHARD A. EASTERLIN
SEIYON A. GOLDBERG
MoRRis R. GOLDMAN
F. THOMAI.S JUSTER
JOHN W. KENDRICK
ROBERT J. LAMP.NAN
CIARLEs L. SCHULTZE
TIBOR SCITOVSKY
MILDRED E. COURTNEY, Secretary,

Members of the Executive Committee of the Conference on
Research in Income and Wealth.
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FOREWORD BY THE ADVISORY COMMITTEE TO THE
WEALTH INVENTORY PLANNING STUDY I

Significant improvement and expansion of information relating to
the wealth of the United States are both desirable and feasible.
Firmly based wealth estimates, developed within a consistent frame-
work and in reasonable detail, would enhance our ability to relate capi-
tal formation to economic growth, to project future production pos-
sibilities, and to analyze the demand for capital goods. We base these
and our other broad conclusions below on the investigations of the
Wealth Inventory Planning Study, which we have served in an ad-
visory capacity over the past year.

In view of the major role of capital in nearly every facet of the
economy it is not surprising that potential uses of comprehensive esti-
mates of the Nation's capital stock are many and important, as enu-
merated in chapter 2 of the staff report. A principal purpose of ob-
taining information on wealth is to achieve a better understanding of
the relationships between capital and output. While Government
statistical agencies have made great progress in securing information
on the supply and use of labor, they have made much less progress in
providing information on the capital and land which are combined
with labor to produce goods and services. The proposed wealth in-
formation would help to answer questions such as these: How is the
capital stock related to a given vplune of output? How large a per-
centage addition to the capital stock would be needed to raise the out-
put by, say, 10 percent? How much investment would it take to
increase the capital stock by any given percentage? How do these re-
lations change over time? What is the age distribution of capital
goods, and what implications does it have for their productivity?

We need better answers to these questions, both for the economy as a
whole and for the different industries and sectors. With such knowl-
edge our understanding of the underlying costs and efficiencies of our
economy would be advanced. Ultimately we may hope to improve the
analytical basis for comparisons in this area between the United
States and other countries of the world.

Capital goods are important not only as a factor of production but
also as a component of the current output of the economy. Demand
for capital goods fluctuates widely. Additional data on the value and
composition of the stock of capital goods, its utilization, and its age
distribution would assist in studies of the demand for equipment,
structures and related investment, and provide analyses of value both
for business decisions and public policies.

A fuller knowledge of the allocation of our capital resources to
different uses would enhance understanding of structural changes in
our economy. How is capital allocated among industries, and what is

1 The views expressed are those of the Advisory Committee members and do not necessarily
represent the views of the organizations with which they are affiliated.
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the relation of this allocation to productivity and rates of returns?
To what extent has capital accumulated outside the business sector-
in governments, households, and nonprofit institutions? What are
the value and location of taxable and tax-exempt property? Greater
knowledge of the location of our structures and equipment would add
an important dimension to regional analysis.

Major movements of capital abroad and movements from abroad
into this country play a significant role in the Nation's balance of
payments. Improvements of our data on the extent of such invest-
ments is of strategic value in enhancing our analysis of a particularly
difficult problem of our economy.

A complete view of capital formation and a full use of data on
wealth require national and sector balance sheets that combine finan-
cial data and estimates of tangible wealth on a consistent basis. These
would enrich the study of capital markets and assist in the evaluation
and formulation of monetary and fiscal policies.

Whether and how well these potential uses will be served depends.
upon the resources that can be devoted to the collection and processing
of data, and upon the ingenuity that can be brought to the solution
of some difficult statistical and conceptual problems.

The staff report discusses both tangible assets and financial assets.
and liabilities. Data for both are important, need improvement, and
can and should be improved. The Advisory Committee agrees with
the staff report that present information concerning tangibles-
structures, equipment, land, inventories, and the like-is on the whole
less satisfactory than data for financial items and deserves priority
in the collection of additional data.
* The Advisory Committee believes that the time is now at hand to
initiate the planning and testing within the Federal statistical estab-
lishment that must precede an expansion of wealth data collection.
Since the Office of Statistical Standards, Bureau of the Budget, has
the responsibility for planning and coordinating Federal statistical
programs, we urge it to move ahead vigorously in this field.

Neither the staff nor the Advisory Committee envisage a one-time
census of wealth. Rather, the procedure suggested is to tie in the
collection of wealth data with existing Federal programs. This pro-
cedure promises greater efficiency and economy than a comprehensive
one-time survey. Given the reporting cycle followed by the Census
Bureau, all industries could be covered over a 5-year period if it in-
cludes the year 1970, since the censuses of population and housing-
are taken decennially, while the industry censuses are taken quinquen-
nially. Most of the noncensus reporting programs identified by the
staff report are annual and could be fitted into the census cycle, as
could surveys of industries not covered by existing programs. If the
5-year period for benchmark data collection is to include the 1970
decennial census, the necessary advanced planning, coordination, con-
sultation, and testing must be initiated promptly.

The pro osed procedure implies that the most detailed and accurate
data would refer to different years in different sectors of the economy.
However, these basic data, together with collateral or sample infor-
mation, would be used to develop comprehensive and consistent,.
though less detailed, estimates for a single benchmark year, perhaps
1970. The benchmark year estimates, in turn, would be extended'
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annually, with periodic adjustment to new basic data as they become
available for particular sectors. The annual series would also be
deflated to provide estimates of the value of tangible assets in constant
prices.

We wish to make it clear that respondents to census and other in-
quiries usually neither should nor would be expected to provide infor-
mation in such a form that it could be directly incorporated into the
aggregate estimates. The burden of transforming reported data into
a consistent and significant whole would rest upon the responsible
Federal statistical agencies. Questions to respondents should, of
course, be framed to provide information in the form most useful
to the estimating agencies, but only within the limits of what respond-
ents can reasonably provide.

We can illustrate this point by reference to the valuation of tangible
assets. Wealth estimates should be made in terms of current values
that are approximations to market values and in terms of constant
dollars. This is necessary both for valid comparisons among sectors
and for consistency with gross national product valuations. Current
value estimates for certain important types of tangible assets, partic-
ularly houses, can be and already are obtained from respondents. But
in most cases the basic obligation of respondents would be only to re-
port on a book-value basis, since too few could accurately report the
current values of their tangibles. The estimating agency would then
have the responsibility of processing these data and revaluing them.
The revaluation would be carried out by use of price indexes and other
associated and collateral data obtained through special studies and,
where necessary and possible, from small samples of respondents.

Plans for improving collateral information such as prices and serv-
ice lives of capital goods should proceed along with plans for the col-
lection of tangible-asset data as such.

The general approach described here for relating data collection to
estimation, and for use of benchmark data in continuing series, is
similar to that followed in the compilation of other aggregate economic
series, such as industrial production, gross national product, the flow
of funds, or the balance of payments.

Proposals for collection of additional financial data to permit im-
provement and expansion of the financial as well as the real com-
ponents of national and sectoral balance sheets merit careful attention.
The suggestions of the Wealth Study staff and the Working Group on
Nonfarm Business Financial Claims with respect not only to the col-
lection of data but also to valuation and to the sector and item struc-
ture of balance sheets furnish a constructive point of departure for
further progress.

The general guidelines developed in the report (see particularly
the summary in ch. 12) provide a necessary background for the formu-
lation of consistent data-collection plans, and for the subsequent prep-
aration of wealth estimates. The Advisory Committee has not itself
tried to formulate a position with respect to the detailed conclusions
of the staff report as summarized in chapter 12, nor to the recom-
mendations of the 14 sector working groups. We do recommend the
entire Wealth Study report for serious consideration by all those per-
sons, both in and out of the Federal Government who are interested in
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improving economic statistics. This report should serve as a most
helpful basis for further discussion within the statistical agencies in
planning for the improvement of wealth estimates. We believe the re-
port also contains much that will be of value to scholars concerned with
these problems.

During the 15 months devoted to the Wealth Inventory Planning
Study, the Advisory Committee has met as a group four times. We
have advised with the staff on its general plan of operation, and on the
major conceptual, statistical, and procedural problems that are in-
volved in improving and expanding national wealth estimates by in-
dustry, and national balance sheets by sector.

We wish to congratulate the project staff, particularly its director,
John W. Kendrick, and the senior staff members, David J. Hyams
and Joel Popkin. Theirs was a yeoman's task, and this full and
constructive report bears witness to the high order of their imagina-
tion and professional competence. The still more detailed working
group reports form an invaluable reference source. They reflect
the good will and hard work of some 150 experts. They are also a
tribute to the administrative ability and the strong powers of per-
suasion of the project staff. All users of national accounts now and
in the future owe the project staff and the working group panelists
a large debt of gratitude. Appreciation is also due The George Wash-
ington University for sponsoring the project and for releasing Pro-
fessor Kendrick to direct it. The project owes a particular debt to
President Thomas H. Carroll, who maintained an active interest
throughout. And, without the financial backing of the Ford Founda-
tion, the project would not have been possible.

In conclusion, the Advisory Committee again urges that within
the Federal statistical establishment a prompt start be made on plans
to expand the collection of wealth data and to provide more com-
prehensive and detailed wealth statements and balance sheets to
complement the existing national economic accounts. We recognize
fully that not all the conceptual and statistical problems have been
solved, and that the wealth estimates which eventually emerge ob-
viously will not be perfect. But if we had waited for complete
answers to all questions, we still would not have the U.S. national
income and product accounts. These have proved to be an indis-
pensable tool for economic analysis and decisionmaking. Yet the
original income and product estimates were constructed from data
drawn from many sources and collected for other purposes. In many
areas they were fragmentary and uncertain. Improvements in data,
estimating techniques, and presentation have come with time and expe-
rience, and further improvements are continually underway. Sys-
tematic planning for collection of data to serve as the basis for wealth
estimates will give Government statisticians one advantage over the
early national income estimators. We stress that a long period of
development lies ahead before the requirements for all potential uses
can be met. But once the data base has been created, and continuing
wealth estimates become part of the economic accounts, we are con-
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vinced that they can and will be steadily improved to provide the
empirical basis for a major advance in economic understanding.

RAYMOND T. BOWMAN,
Bureau of the Budget

DAN-EL H. BRILL,
Board of Governors of the Federal Reserve System

DANIEL CREAMER,
(Chairman), National Industrial Conference Board

EDWARD F. DENISON,
Brookings Institution

A. Ross EcKLER,
Bureau of the Census

JOSEPH L. FISHER,
Resources for the Future, Inc.

RAYMOND W. GoLDsMrITH,
Yale University

DOuGLAs GREENWALD,
McGraw-Hill Publishing Co.

RICHARD H. HOLTON,
Department of Commerce

GEORGE JASZI,
Office of Business Economics

JOHN W. KENDRICK,
The George Washington University

JAMES W. KNOWLES,
Joint Economic Committee, U.S. Congress

NATHAN M. KOFFSKY,
Department of Agriculture

WILLIAM H. SHAW,
E. I. du Pont de Nemours & Co.
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PREFACE

The Wealth Inventory Planning Study was established by The
George Washington University in February 1963, under a grant from
the Ford Foundation. Briefly stated, its purpose has been to explore
the problems and possibilities of a meaningful national inventory of
wealth, and to develop guidelines for the collection of the requisite
data and preparation of finished estimates.

This preface is intended to describe briefly the background, genesis,
and organization of the study and to acknowledge the assistance of the
many persons who have contributed to the report. It is preceded by a
foreword written by the project Advisory Committee containing its
general recommendations. The preface is followed by the summary
report by the staff, and the appendixes, which comprise the basic
background papers and the sector reports with recommenda-
tions of the various working groups set up to study the problems and
possibilities of wealth estimates in each of the major sectors of the
U.S. economy.

While this report is the final product of the Wealth Inventory Plan-
ning Study, it is only the first step toward a national inventory of
wealth. It may take the better part of a decade before the inventory
is completed-if it is tied into the existing Federal statistical system,
as contemplated. When completed, it is intended that the inventory
will make possible comprehensive and reasonably accurate continuing
balance sheet and wealth estimates as an integral part of our national
economic accounts.

BACKGROUND AND GENESIS OF THE SruDY

Ever since the beginnings of economics as an organized discipline,
economists have recognized the importance of the wealth as well as the
income of nations as an analytical concept, and have made sporadic
attempts to estimate its magnitude. In the development of official sta-
tistics, however, the estimation of national income and product has
taken precedence. Begun in 1932, U.S. national income estimates were
expanded in 1942 to comprise national product, and in 1947 an inte-
grated system of accounts was developed. A few other countries had
continuing official estimates of national income prior to World War
II, but afterward the number grew rapidly, and at the present time
over 80 countries provide national income and product estimates to the
Statistical Office of the United Nations.

Continuing balance sheet and wealth estimates have been much
slower to develop than the income and product estimates. The United
States had a census of wealth approximately every decade from 1850
to 1922, but it was on a quite aggregative basis with unknown complete-
ness of coverage, and with considerable ambiguity of valuation. After
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it was dropped, individual investigators occasionally attempted esti-
mates of national wealth based on available fragmentary data. In the
late 1950's, in connection with its flow of funds estimates, the Federal
Reserve Board began to publish partial balance sheets, by sector. But
the data base was not strong enough to support comprehensive wealth
estimates.

In 1955, Japan instituted a quinquennial wealth survey. In 1959,
the Soviet Union began a detailed inventory of its tangible assets in
both physical and value terms. Investigators in a number of other
countries have made occasional wealth estimates, but like those in
the United States, they have been based on partial data.

One reason for the prior development of regular national income
and product estimates has been the availability of more or less ade-
quate data, generally as a byproduct of Census, Internal Revenue,
Social Security, and other statistical programs. Equally important,
macroeconomic demand theory developed by J. M. Keynes and his
early followers in the 1930's placed chief emphasis on current flows of
income and expenditure. Keynes' conceptual development of the in-
come and product framework gave a strong impetus to its statistical
implementation to provide the tools for testing and refining theory, and
for policy formulation.

While there has not been an equally influential single body of theory
centered around asset or wealth variables, economic analysts have been
according an increased emphasis to the role of stocks. On the supply
side, there has been renewed interest in and further development of
the production function concept, and the role of capital in economic
growth and development. On the demand side, there is increasing
recognition of the importance of the size and composition of real wealth
and of financial assets, and the influence on demand of attempts to
adjust asset ratios to desired positions. In the report and in appendix
I, part A, there is detailed discussion of actual and potential uses of
wealth and balance sheet estimates in analysis, projections, and policy
determination.

GENESIS

The growing importance of stocks in economic theory, and the po-
tential usefulness of wealth estimates and balance sheets as integral
parts of the national economic accounts, were reflected in the 1957 re-
port of the National Accounts Review Committee. This Committee
of experts was set up in late 1956 by the National Bureau of Economic
Research, at the request of the Office of Statistical Standards of the
Bureau of the Budget, to review the major questions in the field of
national economic accounting and to prepare recommendations for im-
provements of the accounts as effective tools for economic analysis.
The relevant portion of the Committee's report follows:

The committee feels that as a part of a long-range program of improvement
and expansion of our system of national accounts the development of compre-
hensive and consistent national and sectoral balance sheets on a regular periodic
(if possible annual) basis should be taken in hand as soon as feasible.

The committee, however, recognizes that there are still so many unresolved
conceptual problems in this field and that the estimates are in many cases
necessarily still so rough that the next step should not be the immediate attempt
by a Government agency to develop balance sheets or even national wealth
statements. It seems to the committee that this is the field for a thorough study,
exploratory and experimental in part, possibly by one of our private research In--
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stitutions. Such a study would probably require an intensive effort over several
years. It might be expected to result in, first, the development of superior
methods of estimation and in improved actual estimates for many types of assets
and liabilities; and, secondly, in a concrete plan for the collection of data in.
fields where only a Government agency is likely to secure the necessary infor-
mation. After such a preparatory study the time will probably have arrived for
one of the statistical agencies of the Federal Government to take over the prepa-
ration of periodic national and sectoral balance sheets as a regular feature,
integrated, of course, with other parts of the national accounts.'

Although a number of the recommendations of the National Ac-
counts Review Committee were carried out in the next several years,
little progress was made toward planning for wealth and balance
sheet estimates. In 1961, the Census Advisory Committee of the
American Economic Association renewed the appeal for a study to-
determine the feasibility and content of a wealth inventory.2

In the spring of 1962, the present staff director, John W. Ken-
drick, together with Raymond Goldsmith, Daniel Creamer, and
Edward Denison, drafted a project proposal for an exploratory and
planning study for a possible wealth inventory. The advantages of
a Washington location were apparent, and the initiating group re-
ceived encouraging support, and sponsorship, from Thomas H. Car--
roll, president of The George Washington University. The proposal
was submitted to the Ford Foundation in the summer of 1962.

The project proposal pointed to the need for, and potential uses of,
a wealth inventory, but noted the difficult conceptual and statistical
problems which made an exploratory study necessary. The desir-
ability of a nongovernmental project Located in Washington was;
stressed in the following words:

The exploratory nature of the enterprise is the main reason for recommending
a study independent and outside of the Federal Government, but conducted in,
close contact and in cooperation with the relevant Federal agencies. It is the
sort of preliminary work for which Cngress is unlikely to appropriate funds, and.
other interested Government agencies do not have available "free funds" to
divert to this research and planning task.

Because of the need for liaison between the project committee members and,
staff and Federal agency representatives, it seems appropriate that an organiza-
tion with headquarters in Washington such as The George Washington University
sponsor the preparatory study. The university department of 'economics wilr
be represented on the project committee.

The responsibility for the exploratory study and the formulation of a practical
plan for the conduct of the inventory will be centered in a small, full-time, andj
highly competent secretariat under the active guidance of the project commit-
tee of leading experts in the field of national wealth. The organizational plans=
also call for the use of a few subcommittees for particularly difflcult or special--
ized sectors of the economy.

ORGANIZATION OF THE STUDY

The director of the research staff of the study took office in February-
1963. The first 2 months were devoted to reviewing available wealth
data estimates, planning procedures for the study, choosing an Ad-
visory Committee, and selecting the two staff associates and adminis-
trative secretary provided for by the terms of the grant.

'"The National Economic Accounts of the United States," pp. 256-257.
2 The members of this Committee when the recommendations were made were: Solomon

Fabricant Director of Research of NBER, Chairman; Morris A. Adelman; Prof. Harold'
Barger; hdward F. Denison; Prof. Millard Hastay; Prof. Carl Kaysen; Prof., H Gregg
Lewis; Prof. John Lintner; Prof. Anthony Tang; Arthur M. Okun,
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The Advisory Committee was set up for the purpose of reviewing
the staff work, providing guidance as needed, and preparing recom-
mendations of its own based on the staff report. At the suggestion of
Ford Foundation officials, approximately half of the Advisory Com-
mittee was composed of representatives of the Federal statistical agen-
cies which would presumably be most heavily involved in a wealth
inventory; the other members were chosen from experts in the wealth
field with academic and research backgrounds.

At its initial meeting on April 8, 1963, the Advisory Committee ap-
proved the staff director's plan of action, as described below. It also
decided that, while the members would review the staff report and offer
suggestions, the Committee should not assume responsibility for the
report. The views of the Advisory Committee were to be reflected in
its statement contained in the foreword. The project was planned to
last approximately 1 year, and a final meeting of the Advisory Com-
mittee, at which its recommendations were hammered out, was held on
April 24, 1964. At the initial meeting, and the two subsequent meetings
on October 28, 1963, and January 3, 1964, the Committee discussed
most of the major issues involved in the study.

In accordance with the staff plan, 14 sector working groups were
formed, composed of experts in the various fields, drawn from univer-
sities, industry, and government agencies. The working groups were
charged with the following responsibilities, which are reflected in the
contents of their reports: (1) definition of the sector and consideration
of actual and potential uses of wealth estimates for the sector; (2) re-
view of existing wealth data and estimates for the sector; (3) evalua-
tion of the data, and identification of the gaps; (4) recommendations
for strengthening and expanding the basic data and for preparation of
finished estimates.

A degree of direction and coordination of the activities of the work-
ing groups was achieved in several ways. Two sets of "guidelines"
and several background papers on key issues were prepared by the
staff for circulation to group members. Each staff associate served as
working secretary to three groups, and as a member of four others;
the staff director attended one or more meetings of each of the groups.
In December 1963, there was a meeting of group secretaries for discus-
sion of common problems and jurisdictional matters. Most of the
sector reports, in at least preliminary form, were completed by Febru-
ary 1964.

Background materials were assembled by group secretaries, and the
writing of the reports was their responsibility. Each secretary at-
tempted to express the consensus of his group as faithfully as possible,
and also to reflect possible minority views. Any member of a group
was free to append a statement clarifying or elaborating his views, if
he felt these had not been adequately represented in the final report.

The sector reports, which comprise appendix II, A to 0, are an im-
portant part of the total Wealth Study report. Although they are
summarized in the staff report, the reader must go to the sector state-
ments for detailed discussion and recommendations.

The 10 background papers and commentaries which comprise appen-
dix I, A to K, are also an important part of the study. Statements of
the actual and potential uses of wealth estimates by economists from
major organizations compose appendix I, part A.
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It was also considered important to review the U.S. experience, and
that of other countries, in conducting wealth inventories and preparing
estimates, in order to see what might be learned to the benefit of future
efforts (app. I, B to E). Appendix I, part F contains an explanation
of the accounting framework for national and sector balance sheet and
wealth estimates, and their interrelationships with the income and
product accounts. The possibilities of obtaining capacity output data
in conjunction with asset data, which would enhance the usefulness of
a wealth inventory, are discussed in appendix I, part G. Various
aspects of the difficult conceptual and statistical problems involved in
valuation of assets are discussed in appendix I, H to K. The papers
on valuation and on capacity served as the basis for two lively symposia
held at the Wealth Study's conference room in November and Decem-
ber 1963.

Drawing on the sector reports and background papers, the staff
wrote its summary report during the first quarter of 1964. In essence,
the staff report attempts to (1) deal with the major conceptual and
statistical problems of a wealth inventory as they cut across sector and
industry lines based on the background papers, other materials, and
discussions by the staff with members of the Advisory Committee,
working groups, and others; (2) summarize the available wealth data
and estimates and required extensions to provide a comprehensive na-
tional stocktaking, based on the sector reports; (3) provide guidelines
for wealth data collection and the subsequent process of estimation
within a national accounting framework.

The Advisory Committee foreword contains the general recommen-
dations that emerged from committee discussions, backed up by the
staff report and the other materials developed by the staff during the
course of the study. The recommendations express the consensus
of the committee, but individual members were free to prepare sup-
plernental statements on issues about which they were not in substan-
tial accord. None chose to do so.

It is hoped that the present report, in its delineation and suggested
solutions of major problems, offers a sufficiently clear plan for further
steps that it may effectively spark the eventual attainment of the
basic objectives. Each year our economy becomes more complex, and
continued expansion of our economic intelligence is essential if econ-
omists are to be able to do the necessary analytical work as back-
ground for sound policy formation. We would be shirking our obliga-
tion to the future if we did not now seek to lay the groundwork for
national and sector stock estimates to accompany the national income
and product statistics. Just as the flow data now seem indispensible,
so will wealth estimates and balance sheets once they are available and
have become a part of the analytical toolkit that has made economics
an effective instrument of policy.
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The moving spirit behind the project proposal was Prof. Raymond
Goldsmith, of Yale University. Although he has succeeded in pre-
paring useful sectoral balance sheets and wealth estimates for the'
United States for selected years, he has been the first to stress the need
for better and more extensive basic data to make possible more reliable
and detailed estimates. He has also advocated eventual regular official
estimates of sectoral and national balance sheets. Professor Gold-
smith succeeded in interesting the present staff director in the project,
and he provided moral support in the early days before a staff was
assembled, as well as later. Dr. Raymond Bowman, Assistant Di-
rector for Statistical Standards, Bureau of the Budget, and Dr. Milton
Moss of the same Office who was Dr. Bowman's chief liaison man with
the Wealth Study, also provided early support.

The encouragement of President Thomas Carroll has already been
mentioned; his support was unflagging throughout the study. At
the university, appreciation is also due to Dean B. D. Van Evera and
his associates in the Office for Sponsored Research, who handled ad-
ministrative aspects of the project. Miss Jane Lingo advised on
public relations.

The role of the Advisory Committee has been vital. The several
meetings during which they provided a sounding board and furnished
specific advice to the staff have been noted above. The wisdom of
their recommendations is plain for all to see in the foreword. The
membership of the Advisory Committee is given there, but special
mention should be made of Daniel Creamer, who served as chairman
and took an especial interest in following the month-to-month work
of the study, and Edward Denison, who prepared the initial draft of
the foreword. Each member of the committee reviewed intensively at
least one appendix and one major section of the report, as well as read-
ing the report generally. This not only served as background for
formulation of recommendations but also resulted in constructive sug-
gestions to staff members. While not a member of the Advisory Com.-
mittee, Murray Dessel of the Census Bureau also read the entire report
and suggested many worthwhile revisions.

Special thanks are also due to the more than 150 persons who served
as members of the sector working groups or who prepared background
papers for the study. All participants are named at the beginning of
the various appendixes. Each of the working groups met at least two
or three times, and in addition all members of each group reviewed
their report at various stages of preparation and many offered sug-
gestions. Especial gratitude is due to the working secretaries eight
of whom came from outside the staff, who prepared materials and
wrote their groups' reports. Some groups also had chairmen, on
whom additional responsibility fell. The authors of the background
papers have all made significant contributions, and in some cases
had to defend their papers at discussion sessions organized by the staff.
The outside secretaries and authors of background papers are listed
on the title page of the report as consultants.

In view of the large number of people who participated in the
Wealth Study, perhaps it is not unreasonable to claim that one of its
contributions has been to involve these people, some of whom may well
participate in later stages of the development of wealth data and
estimates, in thinking about the conceptual and statistical problems
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posed. For:all the time and thought they gave, we are grateful. We
are also grateful to the Government agencies, private companies, uni-
versities, and other institutions who felt the study was important
enough that they were willing to release the time of the participants
.and, in many cases, to cover their travel expenses.

Now I come to mv staff: without their dedication to our common
.task, the study could not have been completed in such a relatively
short time. David Hyams and Joel Popkin each prepared three sector
'reports, performed liaison with four other sector working groups, and
together summarized most of the group reports in chapters 9, 10, and
11. Mr. Popkin also helped the director prepare parts of several other
chapters. The intelligence and industry with which both performed
their assignments were an important element in the final product
of the study.

Courtney Knauth and Barbara-Ann Hoyler served ably as adminis-
trative secretaries of the study, from March through July 1963, and
from August 1963 to June 1964, respectively. Mrs. Knauth was help-
ful in getting the rather complex organization of the study into
operation. Mrs. Hoyler effectively performed the administrative and
secretarial work in carrying it forward and getting out the completed
report. Just as important, both contributed greatly to a happy
working environment at the Wealth Study offices. Paulette Brom-
.bart, Judith Nevins, and Paula Metzl, served ably as typists for the
report.

Finally, we are grateful to all those who are interested in this report
:and its implementation. Certainly, the expansion and improvement
of economic statistics are prerequisite to improvement in the quality
of economic analysis and decisionmaking. It is our belief that the
most important single field in which improvements are needed is

vwealth.
JOHN W. KENDRICK,

Staff Vireqto'rk
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CHAPTER 1

SUMMARY OF THE STAFF REPORT

The general objective of the Wealth Inventory Planning Study has
been to analyze the problems and possibilities of a comprehensive in-
ventory of national wealth, and to prepare guidelines for the collection
of needed data and the estimation of wealth by significant categories.
The major problems of a wealth inventory with which the staff has
been concerned, and its tentative findings, will be previewed in this
summary chapter.

The main purpose of the staff report has been to provide a consistent
conceptual framework and general statistical guidelines for the subse-
quent detailed work of designing asset schedules for the various sectors.
As stressed by the Advisory Committee in its foreword, it will be more
practical, efficient. and economical to incorporate the wealth schedules
into the existing reporting programs than to attempt a comprehensive
one-time survey or census of wealth. This suggested approach will
require coordination within our decentralized Federal statistical sys-
tem, and the guidelines developed here should be of substantial help in
that task.

The final chapter of the report contains a recapitulation of the gen-
eral guidelines, and recommendations regarding the reporting vehicles
which would be appropriate for collection of the required wealth data
from the various sectors and industry groups of the economy. The
summaries in this chapter are purposely brief, and do not contain the
detailed reasoning behind the conclusions reached, nor the qualifica-
tions which must often be attached to them. The specialist or techni-
cian will wish to consult the rest of the report, and its appendixes, for
full discussions of the many issues involved. We have not attempted
to summarize the specific recommendation made by the various sector
working groups, including recommendations for pilot studies and
feasibility tests in certain sectors, which are contained in appendix II,
parts A through 0.

SCOPE OF A WEALTH: INVENTORY (CHAPTER 2)

Broadly defined, the wealth of a nation consists of all resources
which contribute to the production of goods and services that men
want. As a practical matter, the Wealth Study has confined itself to
nonhuman, tangible resources, and financial claims. The major types
of tangible wealth are land and other natural resources, buildings and
other structures, machinery and equipment, inventories, and manmade
nonreproducible goods. They have been considered in terms of major
sectors of ownership and/or use: Households, business (by industry
groups), private nonprofit institutions, and governments. Regardless
of type of asset or sector of ownership, the distinguishing characteristic

3
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of all wealth and the source of its value, is its capacity to contribute
directly or indirectly to the production of goods and services, and thus
to income, over future periods.

USES OF WEALTH ESTIMATES (CHAPTER 2)

Many important analytical uses can be envisioned for reasonably
comprehensive and detailed national estimates of tangible wealth, by
industry, and of complete balance sheets, by sector. Such estimates do
not now exist on a continuing basis, although considerable use has
already been made of occasional sets of estimates made for past periods,
and of partial estimates currently available.

In economic analysis, the chief uses are for studies of demand, and of
supply capabilities. Economists are placing increased importance on
holdings of assets, both real and financial, as an element influencing
the demand for final products by both consumers and producers. Pro-
ductive potentials obviously depend on the quantity and quality of
tangible resources. The changing relationship between output and real
capital stocks is an important aspect of the study of changes in produc-
tive efficiency, or productivity, in the various industries of the economy.

Many other more specific uses are detailed in chapter 2, and some
of these are highlighted in the Advisory Committee's statement. Cer-
tainly, study of past trends and relationships is a prerequisite for pro-
jections into the future on alternative assumptions, and thus for the
formulation of policies designed to achieve the economic objectives
of the community. Many economists feel that improvement of tan-
gible wealth or stock estimates as an extension of the continuing
national income accounts is the single most important step that needs
to be taken to deepen their understanding of the functioning of the
economy.

EXPERIENCE WITH WEALTH INVENTORIES AND EsTIMATEs (CHAPTER 3)

Eight so-called censuses of wealth were taken in the United States
from 1850 through 1922. The early censuses were largely based on
the assessed values of all taxable real and personal property, blown up
by estimated ratios of market to assessed values. The resulting esti-
mates for taxable real estate were relatively reliable, but the personal
property estimates were ambiguous as to coverage and little detail
could be presented nationally by type of property. The later censuses,
and some private studies in the 1930's, supplemented the assessment
data by book value data from industry censuses and other sources.
Unfortunately, valuations were not consistent, detail was still limited,
and the estimates suffered from the lack of a social accounting frame-
work to provide a more meaningful structuring of the estimates.

After World War II, several academic economists, notably Profs.
Simon Kuznets and Raymond Goldsmith, prepared estimates of na-
tional wealth, in current and constant dollars, going back to the 19th
century. The perpetual inventory method was introduced, which
involves the cumulation of real net investment estimates, and their
reflation to current prices. The same method is used by the Office of
Business Economics for estimates of fixed reproducibles in a few major
sectors. Because of possible progressive biases in cumulated net m-
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vestment, the need for a comprehensive and reasonably detailed basic
inventory of tangible wealth as a benchmark for the wealth estimates
is recognized by all who have worked in this field.

Professor Goldsmith has also published two studies which provide
balance sheets, by major sectors and types of financial assets and lia-
bilities, through 1958. The Federal Reserve Board publishes partial
balance sheets on a current basis. These, too, would benefit from im-
proved basic data.

WEALTH INVENTORIES ABROAD (CHAPTER 3)

Wealth estimates on a one-time or occasional basis, similar to those
available for the United States, have been made in a number of other
countries. Two countries, the Soviet Union and Japan, have con-
ducted a wealth census and survey, respectively, that merit study as
background for expanded wealth data collections here. The Soviet
census covered all fixed reproducible assets in great detail, since its
purpose was to provide consistent valuations and to improve balance
sheets and cost accounts of establishments, as well as to provide a
better statistical basis for national economic planning by industry and
enterprise. Such a detailed census would not seem necessary in a pre-
dominatly market-oriented economy, where the wealth estimates
would be used in analyses as background for decentralized decision-
making.

More can be learned from the Japanese wealth survey of 1955 (later
extended to 1960). Important features of the Japanese survey were
the use of an national accounts framework; sampling, by sector; con-
siderable type of asset detail; and consistent application of current
valuations. Capital goods price data were inadequate, however, for
reliable revaluations.

THE DESIGN OF WEALTH INVENTORIES AND ESTIMATES (CHAPTER 4)

There is no question but what wealth estimates are of greater value
when they are tied into the national income and product accounts to
facilitate analysis of economic interrelationships. Thus, the design
of the accounts with respect to sectors or industries and types of assets,
affects the structure of wealth estimates and the design of the under-
lying collections of data.

Estimates of tangible wealth, by industry, should be distinguished
from estimates of total assets as part of sector and national balance
sheets, although both tie into the basic income and product accounts.
Tangible wealth estimates, by industry, are primarily useful for an-
alysis of the production function, and of productivity. For these
purposes, data should be collected from establishments (as distin-
guished from companies, in the case of multiestablishment firms).
Thes"Standard Industrial Classification Manual" furnishes the appro-
priate framework for industry classifications of establishments, since
it is followed both by the data-collecting agencies and by the Office
of Business Economics (with a few adjustments) in preparation of
estimates of national income and product, by industry, and of inter-
industry relationship tables. Because of their increasing importance,
leased capital goods should be allocated to the industries of use, al-
though basic data would have to be collected by indust ry of ownership.
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In addition to the capital asset values, it would be useful to collect
physical-unit data for those important asset classes which are composed
of homogeneous units. If adequate questionnaires can be designed, it
would also enhance the usefulness of asset-value data to collect re-
spondent estimates of the associated capacity output (see app. I, pt. G).

With respect to types of tangible assets, data should be collected and
estimates presented for at least major types, consistent with the new
investment categories used in the gross national product estimates.
But for small subsamples of firms, much greater detail should be ob-
tained, not only for its intrinsic interest, but also (in conjunction with
age data) as a basis for revaluation of book values, discussed below.

Much wealth data is now available on a county basis. Preparation
of estimates at least by States and major standard metropolitan areas
for the benchmark year seems feasible, and desirable for purposes of
regional analysis.

THE DESIGN OF NATIONAL BALANCE SHEETS (CHAPTER 5)

Balance sheets for the various decisionmaking sectors of the econ-
omy are useful for financial analysis. These can be combined into a
national balance sheet, or consolidated to show national net worth, con-
sisting of tangible assets and net foreign claims. The Federal Reserve
Board partial sector balance sheets show financial assets and liabilities,
but not the value of tangibles and net worth. This underscores the
need f or expanding the collection of data on tangible assets. The tie-in
between sector flow of funds (changes in financial assets and liabili-
ties), balance sheets, and the national income accounts lies in decon-
solidation for the same sectors of the saving-investment account. The
difference between sector saving and tangible investment is net fi-
nancial investment, as explained in chapter 5 and appendix I, part F.
The FRB estimates and the OBE national income accounts have not
yet been coordinated along these lines, however.

With regard to the FRB sectoring, there is need for better data to
make possible more homogeneous and detailed sector estimates. For
example, adequate data would permit personal trust funds and private
nonprofit organizations to be shifted out of the household sector.
Perhaps the most useful additional detail would be provided by break-
ing down the nonfinancial business sector into broad industry groups
to permit analysis of differences among industries in financial structure
and behavior. In this context, industries are composed of entire com-
panies. A useful link between Internal Revenue Service company
data and census establishment data has been provided by the Census
Bureau as part of the 1958 enterprise statistics program.

Somewhat more detailed data on types of financial assets and liabil-
ities would also be desirable. The additional data would most expedi-
ently be obtained for the inventory year by additions to existing IRS
tax forms. Separate reporting of foreign claims on the forms is
required for the rest-of-world account.

VALUATION-GENERAL APPROACHES (CHAPTER 6)

Asset data must be collected from firms and other organizations in
terms of book values, which generally reflect original or acquisition
cost. Because of changes in prices and changes or differences in de-

6



STAFF REPORT 7

preciation practices, book value data are not comparable among indus-
tries. It is generally agreed that market values or approximations
thereto are more meaningful for economic analysis, since market
values reflect the present value of the expected net income from the
use of the assets, which in the case of new reproducibles, equals produc-
tion costs plus markups of sellers.

Markets for many secondhand durables are not extensive enough,
however, to permit the respondent to give a fair estimate of current
value along with data on book values. Consequently, the estimating
agency is confronted with the problem of using book-value data to-
gether with relevant collateral data in order to estimate market values,
or approximations of market. The same valuation principle is used
in the national income and product accounts.

If direct estimates of market are not feasible, estimates may be
attempted from the demand and supply sides alone. By the former
approach, the expected future net income from the use of the asset may
be projected, and discounted to the present. By the supply approach,
gross and net (depreciated) replacement cost can be estimated in the
case of fixed reproducible goods (see below). If appropriate price
indexes and depreciation curves can be obtained, then depreciated re-
placement cost will be a good proxy for market price. Other ap-
proaches are discussed in chapter 6 and in some cases, current values
can and should be estimated by more than one approach.

VALUATION-MAJOR CLASSES OF ASSETS (CHAPTER 7)

Every effort should be made to extend as far as practicable the col-
lection of estimates of market values by owners or appraisers or the
application by the collection agency of market prices or unit values,
where available, to physical-unit data. For much of the fixed repro-
ducibles, however, gross and (depreciated) replacement cost will
have to be estimated by the statistical agency. This requires, in the
first instance, basic data on acquisition cost by type of asset by year
or period of acquisition as noted above. Capital goods price indexes
would also need to be supplemented to some extent, and more studies
made of the service lives and depreciation patterns of durable goods.

Requirements are much less burdensome for improving estimates of
inventories at market prices. In the farm sector there are already
virtually complete data on physical units and prices of crop and live-
stock inventories. The reflation of book values by OBE could be
improved by obtaining more information for the benchmark year as to
types of inventories and inventory accounting methods of respondents
in nonfarm industries.

Manmade nonreproducible goods, such as paintings and other art
objects, are an interesting special case. Markets for these and most
other collectors' items are generally active enough that owners or ap-
praisers could produce fair estimates of market values, although fur-
ther exploration of problems and possibilities in this field are needed.
The category does not command high priority in a national wealth
inventory, however.

Natural resources also pose special problems as nonreproducible
assets, and their value is great enough to justify considerable effort
to collect adequate data. Owner estimates, valuations by appraisal
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boards for certain types of public resources, and the discounting of
rojected net income, are all avenues that have been used and could

be expanded. Annual price indexes are badly needed for nonfarm-
land and other natural resources with active markets, such as oil re-
serves, in order to extrapolate the estimates from the inventory year.
Better physical volume data would be useful.

With respect to financial claims, markets exist for many types of
instruments. In the case of short-term claims, where they do not,
book values are generally good approximations to market values. For
longer term nonmarketable claims, market value estimates could be
constructed by methods outlined in chapter 7 and appendix II, part 0.

THE FEDERAL STATISTICAL SYSTEM (CHA=rER 8)

Since the Federal Government has traditionally performed the
function of collecting data and preparing estimates of general interest,
expansion of work in the field of wealth data and estimates would
fall largely on the Federal statistical agencies. A review of the Fed-
eral statistical system in chapter 8 indicates several practical features
that must be built into a possible wealth inventory, and sets the stage
for a review of wealth data availabilities and requirements by sector.

The Federal statistical system is decentralized. There are "general
purpose" statistical agencies which collect, compile, and publish statis-
tics in various fields for general use; there are administrative and
regulatory agencies that collect data mainly as a byproduct of their
primary responsibilities; and there are analytic and research agencies
that prepare composite estimates and analyses using statistics col-
lected by the first two types of agencies. The Office of Statistical
Standards in the Budget Bureau provides coordination and leadership
in working toward an integrated and adequate system of Government
statistics.

Some of the reporting programs are on an annual basis. But the
key Census Bureau economic census programs are on a 5-year cycle,
while the population and housing censuses are taken decennially. A
few areas of the economy are not now covered by any systematic
reporting program. The existing reports differ widely with respect
to the amount of wealth data collected.

Three conclusions may be drawn from the review of the Federal
statistical system: (1) It will be more practical to graft additional
questions on wealth onto the existing reporting systems for the various
economic sectors than to conduct a comprehensive one-time survey; (2)
this approach will necessitate the active leadership of the Office of
Statistical Standards, possibly through an interagency wealth com-
mittee, in starting the necessary preparatory work and carrying for-
ward the work of this study in providing guidelines for the various
participating agencies in order to achieve consistency of method and
result; (3) the active cooperation of the wealth-estimating agencies,
primarily the OBE and FRB will be needed in refining the guide-
lines, and advising with the Office of Statistical Standards and the
data-collection agencies as to data required for reasonably accurate
wealth estimates, within a national economic accounting framework.
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REVIEW AND EVALUATION OF WEALTH DATA (CHAPTERS 9, 10, 11)

Here we recapitulate the summaries of the sector group reports,
which comprise chapters 9, 10, and 11, within the framework of an
appraisal of the relative adequacy of wealth data for the various
sectors.

FINANCIAL CLAIMS

In general, data on financial assets and liabilities are more compre-
hensive in coverage than data on tangible wealth. This statement is
predicated on the assumption that surveys of financial characteristics
of families such as that conducted by the Federal Reserve Board in
1963, will continue to be made periodically for the household sector
(which holds almost half of total financial assets). In fact, it is to be
hoped that for the inventory year the sample can be expanded sig-
nificantly, using the 1970 decennial census records as a universe for
the selection of the sample housing units.

Adequate data are generally available for the public sector, on a re-
curring basis, from the Treasury Bulletin and the Census of Govern-
ments. Only four major classes of assets are shown for State and
local units in the latter source, however, and somewhat greater detail
would be required in the inventory year.

In the business sector, the chief source of information is the Internal
Revenue Service which tabulates balance sheets from income tax re-
turns of corporations and partnerships at the three-digit SIC level,
and publishes summaries for two-digit industries. Since less than
half the partnerships file balance sheets with IRS, the regulations re-
quiring all partnerships to file balance sheets should be enforced for
the inventory year, as well as requiring somewhat more detail from
all firms.

No balance sheet data are collected for sole proprietorships. This
means that financial claims data are relatively least adequate in those
sectors in which proprietorships predominate, such as agriculture,
real estate, and services. It is suggested that the required data be
obtained through the household survey.

Portions of the nonprofit institutions sector are not covered with
respect to both tangible and financial assets. Some of these can be
covered by enforcing, for the inventory year, the requirements that
they report balance sheets to IRS. Others could be covered by ex-
pansion of census or private association programs.

In addition to financial items, IRS balance sheets also contain data
for tangible assets-land, depreciable, and depletable assets, and in-
ventories. But since balance sheets perforce relate to industries-of-
companies, they cannot be looked to as sources of data for tangibles
for use in production function analysis except, perhaps, in those sev-
eral industries in which single-establishment firms predominate.
Given the existence of establishment as well as company surveys, peri-
odic work along the lines of the IRS-Census link project would make
it possible to use the more detailed establishment data for analysis,
revaluation and possible allocations of the company data.

9
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TANG3BLE ASSETS

There are some major gaps and deficiencies in tangible asset data
for all major sectors. Stated briefly with respect to coverage, data
are extensive for the Federal Government (except for personal prop-
erty) but seriously lacking for State and local governments. In the
household sector, data are obtained for houses and some major dur-
ables, but are largely lacking for other types of goods. Some major
classes of private nonprofit institutions are not covered. In the busi-
ness sector, coverage is good for some industry groups such as the
regulated or supervised industries, agriculture, and manufacturing;
for other industry groups, coverage is largely lacking, as for construc-
tion, mining, real estate, and parts of the service industries. For a
few industries, there is not even an existing reporting program into
which asset schedules could be tied. For example, the Census Bureau
has not covered construction and some major categories of the service
industries since the 1930's, and resumption of surveys is indicated.

Even in the industries for which reporting coverage is good, there
is much variation with respect to the degree of detail in which the
asset data are obtained. Several dozen property accounts (by type)
are maintained for the regulated industries; some detail is gotten for
major types of real property and equipment in agriculture, and ex-
tensive detail is available on farm inventories. For the enterprises in
minerals, manufacturing, trade and service industries covered by the
Census enterprise statistics, the book values of tangible assets are ob-
tained only for the several major categories. Clearly, considerable
asset detail will have to be obtained for all industries, not only for
its intrinsic interest but also for revaluation purposes. In this con-
nection, it must be emphasized that in almost all cases, data on the
age-distribution of assets, by types, will have to be obtained in the
inventory year at least for small samples of establishments in the
industry detail recommended.

The agencies and reporting programs which appear to be logical
vehicles for the wealth inventories are detailed in the final section of
the guidelines set forth in chapter 12, and will not be repeated here.
In general, expansion of the existing reporting programs and a few
new programs are recommended.

SUMMARY GUIDELINTS (CHAPTER 12)

In addition to recommending specific reporting programs for the
various sectors, chapter 12 contains a recapitulation of the general
guidelines developed in the body of the staff report. Many of these
have been implied in this summary, and the reader wishing to see
them in systematic form may consult the concluding chapter. The
formulation of the guidelines has been an important part of the Wealth
Study. They will serve as a basis for the blueprinting of consistent
wealth questionnaires and reporting instructions by the various Fed-
eral statistical agencies that will be involved if the wealth inventory
becomes a reality. The guidelines, as refined by further discussion
in the Government, will also be helpful to those agencies which will
be responsible for the final wealth estimates.

10



CHAPTER 2

SCOPE AND USES OF A WEALTH INVENTORY

The wealth of a nation consists of all its productive resources-
those aspects of the environment, natural and manmade, which con-
tribute to the production of goods and services that men want. While
thus productive of income, wealth itself is a fund, or a stock, as con-
trasted with the flow of income and product which results from its
use. Production results from the use of wealth; the using up of wealth,
or capital consumption, must be deducted from gross investment in
order to calculate net changes in wealth, and it must also be deducted
from gross income in order to estimate the net income accruing to
owners of wealth.'

The chief common characteristic of all forms of wealth, its contri-
bution to net income and product, is the source of its value. That is,
capital assets are generally valued in terms of their expected future
net income stream discounted to the present. The income may, of
course, be of a direct psychic nature, as well as monetary. The valu-
ation of wealth is discussed in detail in chapter 6, both theoretically
and from the viewpoint of measurement. Here, it suffices to note
that unless resources have value they are not included in estimates of
wealth.

MAJOR PHYSICAL TYPES OF WEALTH

Wealth is composed of myriad types of tangible assets, human and
nonhuman, embodying varying intangible characteristics, and the
term is also used to cover financial claims. The underlying physical
composition of wealth gradually changes, just as the drops of water
in waterfall change, but the fund remains a source of productive
power. Nevertheless, in the case of wealth, it is customary and use-
ful to distinguish certain broad categories based on physical charac-
teristics.

A basic distinction is that between human and nonhuman wealth.
This distinction is fundamental in a free society in which labor serv-
ices are bought and sold, but not the human beings themselves. In
addition to the legal distinction between men and property, the in-
evitably man-centered interests of man dictate that human and non-
human wealth, and the income flows accruing to each, be distinguished.
Further, in the case of wealth, the purchase and sale of nonhuman
assets in the market provides a means of valuation that is not acces-
sible for human capital. Some economists have became interested in
imputing a value to human wealth, or in valuing certain qualities of
this wealth, such as the portion of human capital created by invest-
ments in education, training, and medical care, as well as the basic

1 See John w. Kendrick, "Some Theoretical Aspects of capital Measurement," AmericanEconomic Review, vol. 51, No. 2, May 1961.
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expense of rearing children to working age. Due to the experimental
nature of this work, and the complexity of the problem, the staff and
Advisory Committee of the Wealth Study decided at the outset to
confine the study to the problems of estimating nonhuman wealth.
This is not to deny the central importance of human capital, and we
would encourage the collection of data which would facilitate further
exploratory estimation work-such as data on incomes cross-classified
by relevant characteristics, the investments involved in education,
training, and medical care, as well as the basic expense of child rear-
ing. But the estimation of the value of human wealth must still be
regarded as experimental.

yven when the scope of a wealth inventory is limited to the more
readily quantifiable nonhuman assets, it is still very broad-compris-
ing both tangible productive assets and the "intangible" or financial
assets. In the Nation as a whole, a part of the total assets is offset by
liabilities, and the residual net worth comprises primarily tangible
wealth consisting of productive natural resources, structures, equip-
ment, and inventories, plus net claims on other countries.

The central focus of the Wealth Study is on the domestic tangibles,
plus the net foreign claims adjustment, which comprise national
wealth on a comsolidated balance sheet. But, there is also interest in
balance sheets of the various sectors, and a combined balance sheet
for the Nation. Hence, we have also paid attention to the require-
ments for improving and expanding data on financial assets and lia-
bilities. But since the financial data and estimates generally are in
better shape and pose less difficult conceptual and data-collection
problems, less time has been devoted to their study.

Within tangibles, a distinction is often made between manmade
"reproducible" capital, and land and other natural resources. Yet
considerable labor must be invested in the discovery and develop-
ment of most natural resources, so that in a sense they also have a
production, if not a reproduction, cost. Further, the value of natural
resources, like that of all capital, is derived from their expected future
net income stream; investments in natural resource development, like
that in reproducibles, depends on the expected rate of return in rela-
tion to the cost of the required funds.

As the Natural Resources Working Group points out, however, it
is generally difficult if not impossible to separate the value of the
capital sunk in productive natural resources from the capitalization
of the rents of the pure gifts of nature. Even the valuation of de-
veloped natural resources as a whole generally presents greater diffi-
culties than the valuation of reproducibles since a cost approach is
not practical. Nevertheless, because of the general interest in natural
resources, we favor presenting estimates for this category separately
while recognizing the basic similarities to purely manmade wealth,
and the mixture of the two in resource valuations.

The reproducible tangibles comprise the broad categories of fixed
depreciable assets-structures and equipment-and inventories. Some
economists have questioned the inclusion of military assets in Fed-
eral Government and national wealth. We have included them in
our review, and suggest that sector and national totals can be shown
both inclusive and exclusive of military assets to suit different analyti-
cal purposes.

12
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The questions of further desirable detail of the broad categories are
discussed later in the report. But the common characteristic of all
wealth must be held in mind-namely, that the value of all assets de-
rives from the future income stream expected from their use.

SECTORS OF OWNERSH11 AND USE OF WEALTH

The Wealth Study staff has been interested in all nonhuman assets
irrespective of sector of ownership or use. In a predominately free
enterprise, market directed economy the bulk of productive tangible
assets is owned by the private business sector. But much of publicly
owned wealth contributes to the productivity of the private economy,
or is used to furnish services directly to consumers. Likewise, con-
sumer durables and household inventories furnish a stream of services
directly to households-whether owned by individuals or leased from
business. The wealth held by cooperatives and nonprofit institutions
is likewise productive and should be included in any nationwide
inventory.

After all, there has been a considerable relative shift in ownership
of various types of capital as among the three major sectors, business,
government, and households, in part due to the development of con-
sumer durables, the proliferation of leasing arrangements, and the
relative growth of governmental activities. One of the basic rules
of economic accounting is that significant aggregates should be in-
variant to institutional changes. The basic criterion with respect
to inclusion of items as wealth should be the broad one that they
are productive of consumer satisfaction or utility, either directly or
indirectly, or are expected to be in the foreseeable future. Identifi-
cation of the sectors and industries of ownership and use is desirable,
of course, in that this permits the analysis of changing patterns
through time. The question as to the sectors and categories of wealth
which it is significant to distinguish will be discussed further in the
sections on design of the inventory in chapters 4 and 5.

USES OF WEALTH EsTi:ATEs, ACTUAL AND POTENTIAL

It has become a cliche in economic statistics that the intended uses
of estimates condition their nature-the estimating methodology em-
ployed as well as underlying concepts and definitions. This is only
partially true as regards the broad, summary estimates presented in
varying degrees of detail which compose the national economic
accounts.

By their very nature, the national economic accounts are designed
to serve many uses and users. In this respect they are "general pur-
pose" statistics. The requirements of different classes of users may
be different, and even opposed, so that the accounts cannot serve all
uses equally well. Further, all uses cannot be anticipated in advance.
Various uses emerge once new estimates become available and familiar.

It is nevertheless true that a consideration of major potential uses
is desirable in planning new sets of estimates such as national balance
sheets and wealth estimates designed to complement the income and
product accounts. These will influence choices of framework, con-
cept, and method, although compromises will have to be made among
uses and between the ideal and the statistically feasible.
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It is particularly important that much detail be provided, so that
users can rearrange series to fit their needs; that alternative series
be present in some cases (as current, original, and constant values);
and finally, that sources and methods be described in enough detail
to allow users to determine for themselves the appropriateness of given
series for their purposes.

GENERAL UJSES OF NATIONAL ECONOMIC ACCOUNTS

Summary economic statistics, in the first instance, are used in analy-
ses that contribute to more precise knowledge of magnitudes and rela-
tionships, both at a point in time and through time. Understanding
of the functioning of the economy, based on the statistics can be used
either directly as a basis for policy formulation, or in projections
which, in turn, are used as a basis for formulating policies of either
an adaptive or directive nature.

In direct use, the statistics may serve to reveal situations that re-
quire correction. Or, the relationships and models that developed
from the statistics can be used to indicate the effects of alternative poli-
cies, and thus help in choosing among them. The chief users of macro-
economic estimates as background for the formulation of policies
intended to influence the economy are governmental bodies, particu-
larly the Federal Government agencies, including the Federal Reserve
Board.

As national income and product accounts have improved, they have
been used increasingly as a framework for short- and long-run macro-
economic projection, both by governmental agencies and by private
companies and other organizations as background against which to
project microeconomic variables. The projections have been used at
both levels in planning policies to adapt to the anticipated changes.
At the govenmental level, in some instances the projections reveal
developing situations requiring corrective policies.

It is within this context that we discuss uses of national balance
sheet and wealth estimates by sector and industry, for varying degrees
of regional detail. The estimates are useful in broadening economic
intelligence, making possible deeper, and more accurate, economic
analyses as a background for projections and policy formulations with
particular regard to mitigation of economic fluctuation and promotion
of growth.

LEVELS OF ANALYSIS

For each of the substantive analytical uses discussed below, the
analysis can proceed on a number of levels. A one-time inventory
makes possible cross-sectional comparisons-the composition of wealth
by sector, by type of assets, by type of ownership, by size of establish-
ments, by income and asset size of property owner. The relationship
of structure to other factors can be explored. Assuming regional
breakdown, and comparable inventories for other countries, inter-
regional and international comparisons can be made for each of the
variables noted above. Also, the composition of sector aggregates
can be used by component organizations (households, firms, nonprofit
institutions, or governmental units) as norms against which the indi-
vidual unit's characteristics can be compared.

14
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Successive wealth inventories (or annual estimates on a less-detailed
basis) can be used to trace historical changes for given items, changes
in composition for a given area, relationships between wealth and
associated variables for the total economy and its sectors, and to make
interspatial comparisons of changes in all these factors.

This summary description of possible levels of analysis suggests the
richness of the potential increments to knowledge that would be made
possible by systematic wealth estimates prepared consistently with the
national income accounts. The accounting framework is essential to
insure compatible estimates for the study of economic interrelation-
ships.

MAJOR CATEGORIES OF ANALYTICAL USES

Concrete types of analyses made possible by wealth estimates are
discussed below under six major headings. The first five relate to
tangible wealth, the sixth primarily to financial items on national and
sector balance sheets. The uses themselves suggest the sorts of detail
that would be desirable in wealth estimates. Potential uses, and data
requirements for their realization, are discussed by some major users
of wealth estimates in appendix I, part A.
1. Studies of economic aggregates andi their structure

Estimates of total wealth, by various meaningful classifications, per-
mit analysis of changes in aggregates and structure through time, and
cross-sectional and dynamic comparisons among nations and regions.
Classification may relate to types of assets, sectors and industries of
ownership and use, asset-size classes of establishments and firms within
the producing sector, and asset-size classes of families in the household
sector.

Differences in structure between countries at different stages of
economic development can be compared, as well as changes in struc-
ture in the course of economic growth. This adds a dimension to the
usual analysis in terms of income and product, since certain types of
assets (as for households and governments) are not reflected in income
flows, and the composition of assets differs from the composition of
realized income for the various sectors.

Comparative and temporal analysis of aggregates and structure pro-
vide a background for long-range planning and projections, both in
developed and underdeveloped countries. A wealth-size distribu-
tion of families usefully supplements income-size distributions in
studies of consumer behavior. The wealth-size distribution of firms
and establishments may aid in studies of efficiency (point 2).

To appraise relative national security potentials, current levels of
economic output and capital stocks and rates of growth of various
countries are important statistics. National wealth estimates also
aid in the appraisal of the current potential for total and security out-
put of the Nation in case of emergency.

The composition of national wealth, as well as of national product,
adds a significant qualitative aspect to comparisons of national eco-
nomic strength and welfare. For example, the compartive size and
growth of stocks of capital allocated to production of military goods
and to military research and development are important to determine.
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2. Productivity, or effioienoy, studies
Estimates of the relationship between real capital stocks and output

in the total economy, by sector and industry, indicate levels and
changes in the use of capital goods per unit of output. The capital
coefficient (capital-output ratio) and its inverse capital productivity
(output-capital ratio) can be calculated for as many types of capital
as there are separate estimates.

Capital productivity ratios can be combined with ratios of output
to the other resource inputs (labor and materials) in order to yield
total productivity ratios; or production functions can be computed
for different periods or points in time. Statistical production func-
tions, or changes in total productivity, indicate the net saving of
resource inputs, or real costs, per unit of output, and thus the increase
in productive efficiency over time. If productivity is measured in
terms of output per worker (or man-hour), then capital per worker
measures help to explain changes in labor productivity.

In addition to economy and industry measures, individual companies
and governmental agencies have been undertaking measures of their
own productivity in recent years. They serve as management control
tools and the calculation and publication of productivity estimates pro-
mote the development of efficiency mindedness. Causes of produc-
tivity change can be uncovered by relating output-capital and other
productivity ratios to associated variables, such as intensity of research
and development, industry structure, business fluctuations, profit rates,
and scale of output. These analyses serve as background for policy
measures designed to increase productivity at the organization or
economy level.

Studies can be made of the effects of productivity change on eco-
nomic aggregates and structure (through interrelationship with unit
costs, prices, sales and output), which can serve as a basis for projec-
tions, and for the formulation of policies designed to deal with tech-
nological and economic changes as they affect people.
3. General demand analysis

Economists are beginning to place more emphasis on the process of
adjustment in holdings of assets of various sectors toward desired
norms. Thus, for the household sector, liquid assets and their rela-
tionship to income are believed to influence spending-saving decisions.
Just as businessmen are clearly influenced by the actual and desired
ratios of inventories to sales (the number of days supply) in their
rates of ordering and purchase, so are they also influenced in invest-
ment decisions by the relation of actual to desired ratios of fixed capi-
tal to output.

Thus, the economic analyst, by watching sector stock-flow relations,
is aided in projections, and in formulation of policies designed to stabi-
lize the rate (or rate of growth) of expenditure.
4. Analysis of capntal goods markets

The capital-output ratios furnish a useful background for analyses
and longer-range projections which, in conjunction with output pro-
jections, make possible estimates of new capital requirements in the
aggregate, by sector, and by broad classes of capital goods. Likewise,
estimates of the value (or number of items) of capital goods, by age
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group, in conjunction with length-of-life or mortality curve estimates,
provide a basis for projecting replacement requirements.

Projections of capital goods purchases are useful from several points
of view. Companies, nonprofit organizations, and governmental units
need such projections as part of the budgeting procedure, which, in
turn, is necessary for estimating required financing. Construction
firms and capital goods manufacturers, on the selling end, are very
much interested in projecting their probable markets over short and
longer periods. From the overall economic viewpoint, projections of
capital outlays are a key ingredient in general economic forecasts,
necessary as a background for national policies to maintain high level
demand, income, and employment.

5. Rate of return comparisons
Estimated asset values, when divided into the corresponding prop-

erty income, yield estimates of rate of return on capital. Leves
and changes in rates of return in the whole business economy are rele-
vant to total investment, income, and employment. Comparisons
among industries are of interest, especially to the regulated industries.
Differences in levels and rates can be related to associated factors, on
the sides both of cause and effect. Among the latter, the relationship
to rates of investment is particularly important. Individual com-
pany rates can be compared with average industry rates.

For interindustry comparisons, it is important that asset values
consistently be converted to current values. This gives rise to the
need of "depreciation valuation adjustments" to profits in order to
eliminate the effects on profits of under or over depreciation due to
price level inflation or defation.

Rate-of-return analyses are useful background for business invest-
ment decisions, and have a bearing on public utility regulation. Over-
all rate-of-return trends and movements are central to income and em-
ployment policy formulation.

6. Financial analysis
Various financial analyses illustrated in the list below are made

possible by complete sector and national balance sheets. 2 These are
useful both to the agencies responsible for framing fiscal and monetary
policy, and as background for projections and policy formulation by
managements of various types of financial institutions.

(a) Corm>position of assets.-The proportion of total assets the pub-
lic chooses to hold as money, and the relation of the stock of money
to total transactions and to income, are important for cycle analysis
and monetary policy. So also are velocities of turnover of other types
of assets, classified by degree of liquidity

(b) The structure of debt.-Knowledge of the term-structure of
debt maturities is needed for monetary and fiscal analysis and man-
agement. Total potential sources and uses of funds are important
in analyzing money market conditions and in formulating policy
where necessary.

(c) The relationship of assets to debt.-The ratios of debt to tan-
gible wealth in the consumer, Government, and business sectors help to
supplement the interest-income ratios in assessing the soundness of

2 See "The National Economic Accounts of the United States," pp. 249-50.

38-135-64-4
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debt positions. Debt-equity ratios are also helpful in analyzing secu-
lar and cyclical financial developments and in forecasting demand
in the light of projected debt repayment burdens.

(d) The density of financial activity.-The financial interrelations
ratio (the proportion of tangible to financial assets in balance sheets)
is a measure which may reveal developing imbalances in the economy.

SPECIAL USES OF SECTOR AND INDUSTRY ESTIMATES

Many of the sector working group reports in appendix II discuss
special uses of wealth estimates for these sectors or industry groups.
Some of those uses will be indicated here.

Governments.-Within Federal, State, and local governmental agen-
cies, it is obvious that the underlying property records are essential to
property management-purchase and sale of inventory items-and to
longer term capital budgeting. For purposes of rational budgeting,
in general, estimates of depreciation and an imputed interest charge
on capital are necessary ingredients of realistic cost estimates. These,
in turn, are necessary for decisionmaking. Estimates of capital
stocks and services also give the taxpayer a fuller picture of the serv-
ices he is getting in return for his tax payments. Estimates of that
portion of wealth located in each jurisdiction which is tax exempt give
the tax authorities a clearer notion of taxes foregone. Knowledge of
total assets also is of obvious value in framing policy and projecting
yields from certain types of taxes, such as estate, inheritance, and
capital gains.

At the State and local level, estimates of capital in relation to costs
or output by function also permit comparisons among similar units
which may help to raise standards in below-average areas (for ex-
ample, public school plant per pupil). Federal Government perform-
ance, can, of course, not only be compared among agencies, but also
central governments in other countries for similar functions.

With respect to national defense, the usefulness of international
comparisons of the growth and structure of wealth have been men-
tioned. More specifically, the Office of Civilian Defense conducted its
own inventory of buildings in connection with the shelter program.
The National Resource Evaluation Center in the Office of Emergency
Planning is interested in all productive resources, including capital
assets `" * * for predicting and monitoring the status of resources
under all degrees of emergency, for identifying resource deficiencies
and feasible production programs, and for supplying resource evalua-
tions at national and subordinate levels to support mobilization base
planning, continuity of government, resource management, and eco-
nomic recovery." 3 For OEP purposes, it is clear that wealth data
should be collected on an establishment basis, in terms of considerable
geographical detail.

Net foreign assets.-Knowledge of foreign-owned assets in any
country aids in the analyses of the role of foreign capital in economic
growth and development. This is particularly important in analysis
of development of the economically less developed countries, where
foreign capital frequently has a large role to play. In conjunction

Executive Office of the President, OEP Circular 6500.1, Jan. 17, 1964.
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with profit estimates, the foreign asset estimates (particularly of direct
investments) permit the computation of relative rates of return on
investment which help explain, and direct, international capital
movements.

Quite comprehensive data on foreign assets in the United States
and on investments by U.S. residents abroad are required for adequate
analysis (and even computation) of the balance-of-payments position.
That is, the structure of assets and liabilities, in terms of relative
degrees of liquidity, is an important part of any appraisal of that
position. The expansion of asset and liability data, recommended by
the working group, would further narrow the "statistical discrepancy"
in the balance of payments estimates, permitting identification of
additional factors influencing gold movements.

Households.-Estimates of tangible as well as of intangible wealth
of households permit more accurate wealth-size distributions of house-
holds than those previously made which were based largely on finan-
cial assets. Asset holdings, in turn, permit fuller analysis of consumer
spending, and saving behavior.

Some stock data, by age, are already collected by various trade
associations due to their value for market analysis. To the extent that
a household inventory adds to knowledge of consumer holdings, it
contributes to that end. This would be especially true of stocks of
semidurables and perishables, about which least is known. The con-
tribution of household inventory data to national defense planning is
obvious; surveys of days supplies of food inventories have occasionally
been made.

As in governments, estimates of household stocks permit estimates of
depreciation of durables, and imputed interest on all tangibles, thus
permitting more comprehensive analysis of personal income and
consumption.

Businesa.-Managements of firms or establishments in each industry
are interested in comparing their productivity, rates of return, and
various financial ratios with industry averages, and with firms and
industries abroad if data are available. Suppliers of equipment to each
industry are interested in data on the status of the stocks of equip-
ment, age, rates of growth, and so forth. Economic analysts are in-
terested in the changing relative position of each industry in total
wealth, in relation to associated variables.

But there are also special interests in wealth data in each industry.
For example, in extractive industries there is interest in the role of
reproducible capital in offsetting the tendency toward diminishing
returns to land. In capital-intensive industries, such as the utilities,
there is special interest in the load factor, and changes in the rate of
utilization of capacity as it affects productivity. In some areas, such
as the nonprofit sector of the service industries, there is interest in
obtaining wealth data to assess its relative importance, since few asset
data are now collected.

In certain industries, it is found to be analytically useful to relate
output and other variables to certain physical wealth measures. Thus,
in agriculture yields per acre, and yields per animal unit, are com-
puted; in transportation, freight or passengers carried per vehicle
(of various types) in absolute terms, and relative to capacity, are
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meaningful. In retail trade, sales per square foot of floor space are
computed. In the working group reports still other special uses are
indicated.

STATISTICAL USES

Occasional benchmark estimates of tangible wealth serve as a check
on estimates of net investment obtained from different sources. In-
vestment estimates can, of course, be used as a means of extrapolating
the benchmark estimates, but in this case, the occasional benchmarks
are needed to keep the perpetual inventory extrapolations from
developing serious biases (see ch. 3). In the case of flow of fund
estimates, the annual figures are, in many cases, obtained as changes
in yearend balance sheet estimates.

As mentioned earlier, the stock of consumer durables, and Govern-
ment capital, can serve as the basis for estimating the value of the serv-
ices of these stocks of wealth which are consumed over time. Esti-
mates of these direct services of durables contribute to more compre-
hensive estimates of national income and product.

Real stock estimates have been used by a number of investigators
as an indirect means of estimating capacity output in various indus-
tries (see ch. 4). In conjunction with actual output estimates, stock
figures aid in the computation of rates of utilization of capacity.

In general, integration of balance sheet estimates with the income
a~nd product accounts provides additional avenues for cross-checking
estimates, and generally improving reliability of the national economic
accounts.

SUMMARY

Wealth estimates are needed in many types of general economic anal-
ysis: of economic growth and fluctuations, productivity changes and
differences, capital goods markets and general demand, differences
and changes in rates of return, financial conditions, size-class hold-
ings, and tax impacts. They provide a dimension not available in
the income and product flow estimates, and help improve the accuracy
of the latter.

The analyses made possible by comprehensive wealth estimates to-
gether with other variables contained in the national accounts provide
a richer background for economic projections and policy formulation
than is now available. As has been true of the national income and
product estimates, however, once wealth and balance sheet estimates
become regularly available, uses for them will develop that cannot now
be clearly anticipated.

The greater the detail in which the estimates become available, the
greater the range of potential uses. Since increasing detail must be
purchased at an increasing cost, a balance must be struck around the
point where the cost of additional detail begins to offset the additional
value.
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CHAPTER 3

EXPERIENCE WITH WEALTH INVENTORIES AND
ESTIMATES

Crude censuses of wealth in the United States were taken for se-
lected years between 1850 and 1922. Thereafter, a number of sets of
wealth estimates were made, based on scattered data. These efforts
will be reviewed with regard to their implications for a comprehensive
inventory of national wealth in the future.

The Japanese wealth surveys of 1955 and 1960, and the Soviet in-
ventory of 1959-61 will also be reviewed for whatever lessons they
hold for the planning of a wealth inventory in the United States.

HISTORICAL UNITED STATES CENSUSES OF WEALTH

Censuses of wealth were taken in the United States for the 9 years
1850, 1860, 1870, 1880, 1890, 1900, 1904, 1912, and 1922. The first six
were each authorized by specific laws; the last three were taken under
the general authority of the 1902 permanent census law. Collection
and assembly of comprehensive data and the estimation of wealth
were dropped by the Census Bureau after 1922 for reasons that will
become apparent as we briefly review this early experience.

For the first three censuses from 1850 through 1870, the estimates
of U.S. wealth were obtained in two steps. Counties reported the
assessed values of all taxable real and personal property to the Census
Bureau. Then, estimates were obtained from local marshals as to the
average ratio between market and assessed values in the counties; these
ratios were applied to the assessed values in order to raise them to
market values. In 1870, an undetermined amount was added to the
values of taxable property by the marshals to cover exempt personal
property.

The early censuses had the virtues of approximating market valua-
tions, and comprising data which could be presented on a State basis
(1850 and 1860) or on a county basis (1870 and 1880). Shortcom-
ings included the facts that the extent of coverage of all tangible
property was unknown owing to lack of knowledge of the coverage
of exempt property (particularly personal effects); an unknown de-
gree of enforcement (some personal properties were apparently over-
looked by assessors); coverage by some counties of intangibles such
as mortgages; and inconsistency among counties in the detail obtained
and reported with respect to types of property so that only an aggre-
gate estimate could be reported nationally.

The unsatisfactory state of the estimates, particularly for the per-
sonal property component, led to adoption in 1880 of a new approach
by the C:ensus Bureau. Real estate values continued to be estimated
by a blownup of assessed value, but the adjustment ratios were esti-
mated by Census agents instead of marshals, which presumably re-
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suited in better estimates and a more precise knowledge by the Bureau
of the coverage of the data. Personal property, however, now began
to be estimated from a variety of sources other than local tax author-
ities. The chief direct source was the book values reported in the eco-
nomic censuses of several industries conducted by the Census Bureau,
which in 1922 covered agriculture, manufactures, mining, communi-
cations, and (together with the Interstate Commerce Commission)
much of transportation. Other governmental sources included re-
ports to the Departments of the Treasury, Commerce, Labor, and In-
terior. Missing pieces, such as household goods, inventory stocks, and
capital of certain utilities were estimated by Census Bureau author-
ities. The methods were often crude, such as the capitalization of
current net income at 5 percent (for a utility), or a ratio to the dollar
volume of sales (certain inventories), or imputation of an average
value per family in the case of household wealth.

The approach followed from 1880 to 1922 had the advantage of a
much more certain scope of coverage of the numbers, together with
some detail by industry and type of property, particularly if the
collateral economic censuses were consulted. Further, a geographical
breakdown by 'State was maintained. Nevertheless, serious shortcom-
ings were evident. The broader base and greater detail were pur-
chased at the cost of considerable scrambling of valuations. To market
values of real property was added a large dose of book values in
original cost, both gross and net of depreciation, without indication of
dates of purchase. There was also a small sprinkling of other valua-
tion types. Estimates continued to be crude in some areas, particularly
household goods, properties of governments and nonprofit organiza-
tions, and nonreproducible wealth for which understatement was gen-
eral. Owing to the lumping of all real property, complete industry
breaks were not feasible. And while there were a fair number of
categories, they were spotty and contingent more on data availabilities
than on usefulness. Nevertheless, data on assessed values of realty,
which continue to be collected along with market values for a sample
of properties, could serve as a check on real estate aggregates esti-
mated by alternative methods.

As Mr. Hoenack, the author of appendix I, part B, cogently points
out, the Census estimates were made without social accounting objec-
tives in mind; indeed, without a clearly thought out plan of what
wealth estimates were wanted and why. Realizing the inadequacies
that made the estimates of little use, Census Bureau officials decided
to discontinue wealth estimates. But in the meantime, basic asset
data have expanded, social accounting has blossomed, and interest in
wealth data and estimates has grown.

It is apparent that the approach and methods followed in the
old censuses of wealth would not generally be applicable in a new in-
ventory. In the first place, a more clearly defined structure is needed,in terms of sectors, industries, and types of wealth (see ch. 4). This
would preclude the use of blownup assessed property values as aprimary approach, although the adjusted value of real property
should be considered for use as a possible check on estimates obtained
directly from respondents. The Census Bureau continues to collect
data on assessed values, and also the market values as well for geo-
graphical samples of properties which have been traded in the previous
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year. The Bureau obtains the data for a few broad industrial breaks,
and these might be elaborated. In the case of personal property,
however, coverage is too spotty and ill defined to give promise of use
even as a check.

The integration of industry census and related data in the later
wealth estimates (1880-1922.) was a move in the right direction. But
it is not acceptable to mix original costs with market values or approxi-
mations thereto. The inventory would have to collect data required
for approximate revaluation to market value or replacement cost

(see ch. 6). Further, at least broad categories of assets by type, as
well as by industry, are needed.

Finally, a new inventory should be planned to be comprehensive, or
if less than comprehensive, its precise boundaries should be clear. It

was known that certain sectors and types of wealth were omitted alto-

gether but the precise coverage of the old censuses was ambiguous.
The need for developing a comprehensive and consistent framework
prior to data collection is clear.

UNITED STATES WEALTII ESTIMATES AFTER 1922

The additional basic data on assets that have become available since
1922 are reviewed in some detail in chapters 8 through 11 as a basis for
pointing up the remaining gaps and weaknesses. A more extensive
summary of wealth estimates based on the existing data is given in the
final section of appendix I, part B. Here we are more concerned with
general method and the implications with respect to planning data
improvements. An evaluation will be given following a review of
the several sets of estimates.

EARLY ESTIMATES

Between 1922 and World War II, the several sets of wealth esti-
mates that appeared were based largely on the same framework and
underlying data used for the wealth censuses of 1922, but with some
refinements. The Federal Trade Commission in 1926, in "National
Wealth and Income" presented new wealth estimates for 1922. Sev-
eral more detailed classifications were added, and land was separated
from improvements for seven classes of real estate based on separate
assessment data from nearly half of the State commissions. The
FTC had wished to convert all book costs from the census into con-
sistent market value or depreciated reproduction costs. The revalu-
ation was carried out only for railroads, street railways, communica-
tions, and public utilities where it could be based on Interstate Com-
merce Commission and State public utility commission data showing
relationships between original and current costs.

Robert Doane, in "The Anatomy of American Wealth," provided
estimates for 1922 1930 and 1938 similar to those of the FTC. He
made additional use of B~ureau of Internal Revenue (BIR) asset data
from "Statistics of Income," and modified the assessment ratio pro-
cedure for 1938. In an earlier work, Doane had published annual
estimates 1909-32, using primarily census data, but also estimates
from the Department of Agriculture, ICC, and trade associations, as
well as BIR. The National Industrial Conference Board also pub-
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lished estimates of wealth in "Studies in Enterprise and Social Prog-
ress" (1939). The census approach was likewise followed by the
Board, although the estimates were made on an annual basis for the
years 1922-37.

RECENT ESTIMATES

After the war, several major studies of wealth, or capital, in the
American economy were made, breaking new ground in methodology
but all limited by inadequacy of basic data. First, there were Ray-
mond Goldsmith's national wealth estimates for the years 1896-1949
in "A Study of Saving in the United States," volume III, revised and
updated for the period 1945-58 for the National Bureau of Economic
Research in "The National Wealth of the United States in the Post-
war Period."

For the chief category of fixed reproducible assets, Goldmith used
the method of deflating annual capital outlays, by broad types, de-
preciating these using Bulletin F lives, then cumulating real net in-
vestment and reflating into current dollars-the method he popular-
ized under the label of "perpetual inventory." For nonfarm inven-
tories, he used census book values, since relatively little adjustment for
price change was needed until LIFO-type methods began to spread.
In farming, census data made possible the multiplication of physical
units of the various types of crop and livestock inventories by appro-
priate unit prices.

Likewise, acreage of farmland could be multiplied by average values
per acre. But nonfarmland values had to be estimated indirectly as
ratios to values of structures. Estimates of the values of other natural
resources, particularly subsoil assets, were even rougher.

The other major private works on wealth, or capital stocks, were
the several volumes on major capital-using sectors of the economy in
the series on capital formation and financing which were capped by
the summary volume by Simon Kuznets, "Capital in the American
Economy," all sponsored by the National Bureau of Economic Re-
search under a grant from the Life Insurance Association of America.
The sources and methods underlying the sector volumes have been ad-
mirably summarized by Daniel Creamer.' Here, it suffices to note
that two basic methods were used. The cumulation of annual net
investment (perpetual inventory) was the basic method used in the
regulated industries (based on capital formation data that came largely
from the regulatory agencies) and for residences (based on annual
value put-in-place estimates derived from permit and "starts" data).

Reflated asset data, from censuses and Bureau of Internal Revenue
balance sheets items, were used for agriculture, mining, and manufac-
turing. In the latter two industries, the fixed assets data were in book
values. To reflate to current prices required capital goods price in-
dexes, the values for each price year weighted by the estimated propor-
tions of current capital stock purchased in those years.

Kuznets' fixed reproducible wealth estimates for the total economy
were based on the perpetual inventory method, using his capital forma-
tion estimates. Comparison of Kuznets' aggregate for the private
economy with the sum of the largely independent sector estimates show

' See "Output, Input, and Productivity Measurement," vol. 25, "Studies in Income and
Wealth."
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a reasonable correspondence of long-run trends but significant differ-
ences in decade-to-decade movement.

Other comparisons, by Creamer and Goldsmith, of sector estimates
derived from the asset approach with cumulated investment esti-
mates indicated fair correspondence of levels and secular trends, but
again discrepancy of shorter term movements.

A final set of estimates should be mentioned. For some years, the
Office of Business Economics has published an annual series on the real
stock of structures, equipment, and inventories in manufacturing, the
fixed stock estimates being derived by the perpetual inventory method. 2

More recently, fixed capital stock estimates were presented for the
business economy (including nonprofit institutions) for selected years
1929-61, broken down by structures and equipment for the farm, manu-
facturing, and "other" sectors.3 The basic perpetual inventory method
was used, but the distinguishing feature of these estimates is that they
were prepared in several variant forms, involving alternative assump-
tions with respect to: lengths of life (Bulletin F lives, and lives of 10,
20, and 40 percent shorter); depreciation (straight-line, 1Y2, double,
and triple declining balance method, and sum of the years-digits
method); price deflation for equipment and structures from the cor-
responding national product segments, and overall GNP deflator for
structures rather than the construction cost deflator, and a 1 percent
a year adjustment to the deflator to allow for unmeasured quality im-
provement.

A short-cut method based on gross investment for only eight cate-
gories was used, with average service lives assumed for each rather
than a dispersion of retirements around the averages. After the 1964
revision of the GNP is completed, it is contemplated that the estimates
will be redone, with fewer variants and using separate distributions of
lives for more than 40 types of equipment and structures.

In the meantime, the OBE has experimented with developing vari-
ant estimates of the stocks of equipment and structures for most of
the two-digit industry groups. Capital outlay estimates were obtained
by differencing IRS balance sheet estimates, adding depreciation, and
adjusting to an establishment basis using census controls. This made
possible corresponding fixed tangible capital estimates by the per-
petual inventory method.

IMPLICATIONS OF THE U.S. WEALTH ESTIMATES

If the perpetual inventory method is used for annual extrapola-
tions of benchmark wealth estimates, it is obvious that good estimates
of gross fixed capital formation are needed. These have been better
in recent than in earlier years, but considerably more detail by indus-
try, and possibly by type of asset, is needed to make the estimates more
useful. Even if the book-value approach is used for annual estimates,
capital formation data are needed as a means of weighting the price
deflators.

I See Survey of Current Business, December 1954. Somewhat similarly based esti-
mates have been prepared for some years by the Machinery and Allied Products Institute
for all plant and equipment.

a Survey of Current Business, November 1962.



MEASURING THE NATION'S WEALTH

It is also apparent that price indexes corresponding to all the ma-
jor types of construction and equipment are required. Although
capital goods deflators have improved since World War II, more asset-
price data are needed. Also much more needs to be known concerning
lengths of life of depreciable assets, and the typical pattern of depre-
ciation. The OBE studies show that alternative assumptions on these
variables make considerable difference in the resulting stock estimates.

But the chief need with respect to continuing perpetual inventory
estimates is for a benchmark inventory in sufficient detail to establish
the level of fixed reproducible wealth at a point in time. Perpetual
inventory estimates can do well in extrapolating and interpolating
benchmark data, but they need a level to begin with and to be cor-
rected at reasonable intervals, such as a decade. As is developed in
chapters 4 and 5, the inventory must contain considerable detail classi-
fying type of asset, by age (information not now given in most avail-
able book-value data), for purposes of revaluation as well as for its in-
trinsic interest. Such information would indicate the assets still in use
at a given point in time, whereas the perpetual inventory can be mis-
leading if the retirement curves that are applied to prior years' invest-
ment are inaccurate. As Goldsmith has commented * * * we need
at least one benchmark estimate of capital stock in the postwar period
as we otherwise have no way of controlling the figures obtained by the
perpetual inventory method." 4

The next two sections of the report review two postwar efforts
abroad to conduct wealth inventories-one on a universe basis by the
Soviet Union; the other on a sample basis in Japan. Wealth estimates
based on fragmentary data have been made in many foreign countries
on a one-time or occasional basis. These generally have used similar
methods and faced problems similar to those we have noted in connec-
tion with recent U.S. estimates., But we have something to learn
from the comprehensive inventories to which we now turn.

THE SOVIET WEALTH INVENTORY

At the end of 1959, an inventory of reproducible, fixed assets was
carried out in the Soviet Union, covering all state and cooperative
enterprises except collective farms. About the same time a housing
census was taken. In the last quarter of 1961, a similar inventory
was carried out for the collective farms. Excluded were private cap-
ital goods other than houses, and administrative institutions supported
by the state budget. Partial inventories had been taken since 1925,
but the 1959-61 inventories were by far the most exhaustive and sys-
tematic. More than 100 million items were covered, and 3 million
people participated, from the ministries and other governmental agen-
cies down to the network of commissions set up in each enterprise to
assume responsibility for the reporting.

There were several major purposes of the inventory. At the micro-
economic level, the inventory involved a consistent revaluation of all

4"Output, Input and Productivity Measurement," p. 445.
6 See "The Measurement of National Wealth," series VIII, "Income and Wealth", edited

by Raymond Goldsmith and Christopher Saunders. Wealth estimates of varying scope are
presented for the following countries: Belgium, Luxembourg, the Netherlands. Western
Germany. the United Kingdom, France, Sweden, Norway, Yugoslavia, Canada, the United
States, Mexico, Australia, South Africa, Argentina, Colombia, Japan, and India.
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fixed assets ("funds") which made possible consistent balance sheet
estimates, and depreciation or capital consumption estimates, and thus
more accurate determination of unit costs, prices and profits, and more
efficient management and investment planning.

Microeconomic estimates would not only benefit from the consistent
enumeration and valuation of fixed assets, but the summary wealth
estimates would make possible analysis of aggregate wealth
and its structure according to types or uses, administrative sectors,
branches of industry, and geographic regions. Particularly men-
tioned in Soviet literature were the ratios of fixed funds to output,
to labor, and to working capital, as useful in analysis and planning.

PREPARATORY STEPS AND BASIC DOCUMENTS

There was careful preparation for the inventory. In 1958, a sample
inventory of machinery and equipment was taken in 17 major indus-
tries. In May 1959, instructions were issued to ministries, depart-
ments, regional groups, and enterprises. Instructional conferences
were organized by the Central Statistical Administration.

Emphasis was placed on bringing the documents relating to capital
goods in the enterprises up to date and in good order. As pointed
out by Mr. Kaufman in appendix I, part D, the Soviet accounting
system requires two basic documents for all machinery and equipment:
a technical "passport" describing the item, and an inventory card
providing data on original cost, timing and expenditure for repair,
modernization, etc. Documentation for buildings and structures was
less complete. Each item was assigned a code number based on a
standard classification.

Detailed instructions prescribed a uniform procedure for filling out
the census blanks and forms. The basis forms were inventory lists
for five main groupings of assets in each enterprise or productive unit.
In general, the following information was filled in: Code, description
of object, year produced or acquired, year(s) modernized, quantity
information such as cubature or square meters of building space by
type, original cost, replacement value (and difference relative to cost),
wear and tear as percent of replacement value and in rubles. The
headings of the reports, in addition to name of enterprise, included
administrative attachment (ministry, department, Sovnarkhoz, and
regional executive committee, economic sector, industry branch, kind
of production, and address in terms of republic, oblast, city, and
district (rayon).

The inventory lists served as the basis for summary reports by 55
major types of assets, by administrative organizations, by sectors and
industrial branches by type and by geographical groupings.

CLASSIFICATIONS BY SECTORS AND TYPES OF ASSETS

Classification by sector and industry was based on the establishment
principle. The primary product or activity of the establishment de-
termined the branch to which it was assigned. Auxiliary units of
enterprises were put in their corresponding industry. Transportation
facilities were assigned to the industries to which they were attached,
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however, rather than to the transport industry. The same was true of
communication equipment. The principal sectors are:

1. Industry.
2. Construction (including contract and force-account construction

and project-making organizations).
3. Agriculture (including forestry).
4. Transportation.
5. Communication.
6. Procurement.
7. Material-technical supply and sales organizations.
8. Trade and public catering.
9. Housing (including hotels and hostels).

10. Municipal services.
11. Public health, physical education, and social insurance.
12. Education, science, arts.
13. Others.

Each sector is further subdivided. For example, "industry" (min-
ing and manufacturing) is broken down into 13 major groups, and
many additional subgroups as shown in annex VII to Mr. Kaufman's
background paper, appendix I, part D.

The various types of fixed assets were classified into 13 main groups,
again with many breaks not shown below, but indicated broadly in
appendix I, part D.

1. Buildings-by four types of construction and by the following
four major uses:

(a) Buildings for direct production.
b) Buildings serving production indirectly (storage, con-

struction, transportation, etc.).
(a) Buildings providing services.
(d) Residences.

2. Structures.
3. Transmissions (peredatochyne ustroistva).
4. Power machines and equipment.

Automatic machines.
5. Operating machines and equipment.

Automatic machines.
6. Measurement and control devices and laboratory equipment.
7. Transportation equipment.
8. Tools (instrumenty).
9. Productive and household implements and accessories.

10. Draft and productive livestock, other animals, poultry, and
apiaries.

11. Perennial plantings.
12. Land improvements, ameliorations, and waterworks.
13. Other fixed capital.

A distinction was made between groups of general purpose assets
which are found in several sectors or industries, and special purpose
assets which are used in only one sector or industry group. Lists of
specialized assets were prepared for many industries.
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REVALUATION

Soviet economists recognized the defects of book value data on
fixed assets, which reflected original cost. Since capital goods and
construction prices were changed substantially from time to time,
there were significant discrepancies in the book value of identical
fixed assets among enterprises. This causes the book value and depre-
ciation estimates to be misleading for interindustry comparisons of
assets, capital coefficients, capital consumption, and unit cost. The
revaluation used in earlier inventories had been subject to criticism,
so considerable pains were taken in planning for revaluations in the
1959-61 inventories.

Revaluations were carried out generally, but with the exception of
short-lived assets or assets purchased after July 1, 1955, the last date
of price change prior to the inventory. Some types of assets whose
revaluation was especially difficult, such as land improvements, were
also included at book value. In general, it was attempted to revalue
all other fixed assets at the prices of July 1, 1955 (although the 1961
census employed the new prices for agricultural equipment introduced
February 1, 1961).

For purposes of revaluation, 138 price handbooks were compiled
directly quoting the July 1,1955, prices of most kinds of machinery and
equipment. For buildings, structures, and transmission installations,
the handbooks provided "generalized indicators"-the cost on July 1,
1955, per basic unit of building or other structure-such as the cost per
cubic and/or square meter, or linear meter in the case of pipelines,
broken down by detailed type or quality of construction. The costs
were inclusive of all elements, including design, foundations, labor,
materials, overhead, etc. Prices and unit costs were given for the
most important of the 5 zones for equipment and the 10 zones for
construction into which the U.S.S.R. was divided; in other zones
standard adjustment coefficients were applied.

The important problems of depreciation, including both obsolescence
owing to advancing technology and to physical wear, were handled
in two operations. The treatment of obsolescence also, in effect,
covered the problem of adjusting the replacement cost (price) of older
models of capital goods relative to the models being produced and
priced as of 1955.

The prices of older models of machines were reduced relative to the
latest 1955 models according to two criteria. One adjustment was
based on relative efficiency or performance as indicated by differences
in output capacity or unit-input requirements (for power, raw ma-
terials, labor, etc.). A number of specific examples of adjustments are
given in the appendix by Kaufman. The same type of adjustment is
made in determining the base price of imported goods, or obsolete
goods, not produced in the Soviet Union in 1955. That is, capacity or
efficiency comparisons are made against similar goods that were
domestically produced at the revaluation date. In effect, this type of
adjustment is a substitute for market prices of old and new goods
reflecting relative present values of anticipated future net income-
which presumably is also roughly reflected in the usual kind of de-
preciation allowances on fixed assets as they age.

29



30 MEASURING THE NATION'S WEALTH

The second type of adjustment (which has no counterpart in the
United States) is to reduce the replacement price of an old machine
in proportion to the decline in its unit real cost between the time of its
installation and the base period. This adjustment would be quite
questionable by Western standards, but in practice since productivity
in the capital goods industries was presumably increasing over time
it added an additional decline in value which probably caused the total
adjusted value of older equipment to approximate more closely the
value that would have emerged from the more conventional applica-
tion of depreciation rates.

In addition to adjustments for the two types of obsolescence,
engineering estimates of the degree of wear and tear on aging equip-
ment and structures were made on an item-by-item basis. In order to
reduce subjectivity and arbitrariness in the work of the experts, de-
tailed instructions were issued indicating what should be inspected and
the symptoms of wear. The percent of wear and tear was estimated
for each component of a given asset, and guidebook weights applied
to the percentages for the several components to obtain a weighted
average percentage for the asset as a whole. When inspection was
not feasible, wear was estimated as the elapsed percentage of estimated
service life.

CRmQUE

From the viewpoint of what could be learned in the United States
or other predominately market-directed economies from the Soviet
inventory, as well as in terms of its own objectives, several points can
be made. In the first place, the exhaustive and detailed character of
the Soviet inventory appears to have had the primary purposes of
improving the capital accounts, the estimation of the capital portion
of unit costs, and investment planning for individual enterprises and
industries. While property management and accounting procedures
could probably be improved in the private sectors of Western econ-
omies, a national inventory and revaluation would not be the appro-
priate means of accomplishing the objective.

On the other hand, the rich summary data that emerged from the
Soviet inventory with respect to aggregate fixed wealth, valued on a
more or less consistent basis, classified by sector, industry, class of
assets, and region, represent the kind of macroeconomic statistics
that would be very useful for analysis of a predominately free enter-
prise economy as well as a socialist one. The types of policy decisions
based on the estimates and analyses would differ, of course, comprising
measures to influence desired actions toward democratically deter-
mined goals in the former case, and directives to implement centrally
designed plans in the other. Again, less detailed data would be needed
for economic policy in a market-directed economy than for the making
and execution of plans in a socialist economy.

Even the Soviet inventory was not complete, of course. The omis-
sion of most private property might not be serious there, but the
omission of land and natural resources represents a major gap.

The elaborate and costly method of revaluing assets was necessitated
in part by deficiencies in the Soviet system of price relatives, particu-
larly for capital goods. It is doubtful if the constructed prices or unit
values are as economically meaningful as prices established in markets,
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or prices contrived to approximate market prices as a standard. The
adjustments for changes in output capacity or unit real cost of outputs
of new compared with old models is only a very crude approximation
for changes in capacity to contribute to future net income. The adjust-
ment for changes in productivity of capital goods industries has no
basis in theory, unless one wishes to equate real output with real input
cost, or real stock with real cost of reproduction or replacement; but
in practice it approximates a gradual depreciation allowance. but
probably too small a one except for very long-lived assets. The wear
and tear estimate is also an approximation to depreciation. but on a
purely physical basis. The physical life of an asset is usually much
longer than the economic life, given proper maintenance and repair.
Even after the several adjustments noted, it seems likely that the
Soviet revaluation resulted in an overvaluation of old assets-and thus
in a significant overvaluation of the total capital stock.

The Soviet adjustments for obsolescence were made entirely for
changes in supply conditions, not for changes in demand which would
cause more rapid depreciation in the value of some types of equip-
ment than in others. This is not surprising in an economy which is
not geared to consumer sovereignty. Insofar as planned changes in
production rendered some specialized types of equipment obsolete, pre-
sumably such items would be discarded from the stock. But shifts
of equipment to less valuable uses would not be reflected in the
adjustments.

There is a further question as to how well the July 1, 1955, relative
price structure reflected the relative unit costs (let alone the relative
present values of future net income streams) of capital goods. The
* pending Soviet price reform suggests that the price relatives were not
ideal, even from their point of view. Certainly, the use of 1961 prices
for agricultural machinery, and original costs for certain other types
of goods, especially structures, resulting in further distortion of the
relative prices underlying the aggregates.

Despite its shortcomings, the Soviet census is to be credited for its
thorough preparation and execution. It is to be hoped that a U.S.
census would be as well planned on the more aggregative basis that
would seem more appropriate to our type of economy, and which would
entail far less cost than the Soviets undoubtedly incurred for their
exhaustive item-by-item inventory.

THE JAPANESE WEALTH SURVEYS

Beginning in 1905 in Japan, systematic wealth estimates were made
occasionally, based on existing data. In 1930 and 1935, estimates
were made by the Statistics Bureau of the Prime Minister's Office
based on existing data on both production and assets and supplemented
by field surveys as required. Between 1935 and 1955, the only
wealth data gathered were in connection with "A Survey of Losses and
Damages During the War" carried out by the Economic Stabilization
Board in 1947. Objectives of a new wealth survey included analysis of
the structure and distribution of national wealth, economic growth and
the relation of capital to output, and international comparisons.

In 1953, the Economic Planning Agency set up a National Wealth
Survey Committee of experts to develop general guidelines for a com-
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prehensive survey. The following were their main recommendations:
Wealth estimates should be consonant with the national income ac-
counts; definitions and classifications given in the U.N. document,
"A Standard System of National Accounts," should apply, with at least
as many sectors distinguished; detailed asset classification should be
uniform, and as much industry detail collected as funds permitted;
consumer durables, but not household stocks of perishables, would be
included; an objective method of valuation should be used-generally
depreciated replacement cost; the tax returns of corporations should
be used to the extent possible in order to reduce the reporting burden;
and data should be collected on an ownership basis.

SCOPE AND CLASSIFICATIONS

The wealth survey covered nonhuman tangible reproducible assets
located in Japanese territory as of the end of 1955, and the balance
of assets located abroad held by Japanese residents and their liabili-
ties to foreigners. Excluded were land and natural resources and man-
made nonreproducibles such as books and art objects, owing to dif-
ficulties of valuation. Nonbusiness inventories of nondurables were
also excluded because of the difficulties of data collection. Durables
were defined as goods having more than 1 year of service life, although
as a practical matter some small tools charged to current expenses, as
well as durables having less than a minimum value, were omitted.

Appendix I, part E by Mr. Y. Shimizu, indicates the 10 major
groups, and some of the subgroups, into which tangibles were classi-
fied; and the 4 major classes of inventories. Actually, data were col-
lected in great detail by type of asset, by sector, for purposes of
revaluation. The consolidations by broad groups were made for pub-
lication. The coding of individual assets was done according to a
publication, "Classification Rules for Assets," issued as a guide for
supervisors in connection with tabulation.

The Japanese economy was divided into the following chief sectors
for purposes of the survey and design of the samples: Central govern-
ment, local governments (each including governmental corporations
and other enterprises), private corporations, and nonprofit institu-
tions, unincorporated business, households, and community properties.
Within the business sector, establishments were grouped according to
standard industry classifications.

PROCEDURES--GENERAL AND BY SECTOR

For a year before the field survey, there were several pilot surveys
designed to help determine several things: the design of the final
schedules; the extent of use made of data provided for asset revalua-
tion; the degree of correlation between reported invested capital of
companies and the adjusted replacement value of assets; methods of
collecting data for smaller corporations, for compiling up-to-date lists
of unincorporated enterprises and overcoming deficiencies in their
asset ledgers; with respect to households, determining methods of
separating business assets, determining the scope of household assets
that could be surveyed with reasonable accuracy, and a method to com-
pute the value of total household durables from the value of selected
durables.
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It was found that tax data submitted by corporations could be used
effectively as transcribed by government employees, and that there
was a high coefficient of correlation between invested capital and esti-
mated replacement cost of assets. On the other hand, the asset ledgers
of proprietors were generally incomplete, so enumerators were needed
to fill in reports for this sector. Great difficulties were found in try-
ing to allocate assets between household and business in cases of joint-
use, but percentages of floor space, and of time used, were indicated as
guides. Eighty-three durables were selected as representative of
household tangible wealth.

In preparation for the field surveys, the chiefs of the Prefecture
statistical offices held meetings; issued manuals on various aspects of
the surveys-checking, tabulation, editing; and conducted training
of enumerators.

The surveys themselves were based on scientifically stratified
samples. Both direct and area sampling were used. Corporations,
for example, were stratified into five groups according to size of in-
vested capital (reported in a 1954 establishment census) : All of: the
relatively small number of corporations with the largest capital were
surveyed, but with progressively smaller drawing ratios as the invested
capital brackets fell. Geographical areas were stratified into. six
groups according to the largest capital of a company located in the
city, town, or village. In all, 63,000 establishments were selected.

The survey covered 17,000 proprietors in about 1,000 of 300,000
enumeration districts. Drawing ratios differed depending on the in-
dustry. Approximately, 7,300 households were selected from 978
districts in 528 cities, towns, and villages. All quasi-households of
more than 90 people were surveyed. Of local governments, 433 were
selected: all prefectures and cities or wards over 140,000; one-half of
all places from 62,600 to 139,999; one-eighth of those between 30,000
and 62,599; and one-twentieth of all smaller places.

At the central government level, the various ministries and agen-
cies, bureaus, divisions, and sections were stratified by: numbers of
employees and their property management units drawn at random.

The schedules.-For businesses, there were schedules for the head
office, and/or establishment, for fixed assets, and for inventories. The
name, address, business activity and number of the company were
given; the code numbers for prefecture, city, town, or village; also
the paid-up .capital. In the fixed asset schedule, all items were listed
by name, code, description of characteristics and use of asset, quantity
by year of 'acquisition, original cost, assumed life, and estimated cur-
rent value (or replacement cost). Addenda items included price
index and depreciation rate used for revaluation by respondent.

Inventories were also filled in by type of item, number, book value
and method of valuation, turnover ratio, and' estimated replacement
value. Many pages of both fixed asset and inventory schedules were,
of course, turned in. As mentioned ab6ve, self-enumeration forms
were used in the corporate sector in addition to transcription'from tax
returns; proprietorships were covered by enumerators. Essentially
the same types of schedules were filled out by representatives of local
governments, and central government agencies.

There were two chief schedules used for households. The first cov-
ered the residence in considerable detail-location, kind of building,

38-135-64--5
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type of construction, floor space, proportion used for business, year of
construction, cost and/or estimated value. If rented rather than
owner occupied, the house was transferred to the real estate industry.
The second household schedule covered the durables, asking for each
the quantity, and the period of acquisition (pre-1925, 1926-40, 1941-
45, 1946-50, and annually 1950-55.) Current average price lists per-
mitted calculation of replacement values.

Following the basic field surveys, there were rechecks to follow up
on nonresponses or replace respondents who presented special diffi-
culties; to correct the variance among industries owing to area sam-
pling; to spot check the coverage of tools, and to include major repairs
and alterations which had not been reported; to obtain communal
properties, such as woods which had not been gotten in the local
government survey; and, for households, to ascertain the proportion
the value of the 83 durables bore to the total value of household du-
rables, based on a small subsample of 600 households.

After the rechecking, adjusted replacement values were summed to
asset groups, by sector, and the universe totals obtained by applying
the inverses of the drawing ratios. For households, the estimated total
value of durables per household was multi p lied by the estimated total
number of households. Assets were shifted between the household and
unincorporated business sectors as indicated by the use ratios.

VALUATION

It has been noted that fixed assets were reported in terms of cost and
period of acquisition in order to make possible adjustment to replace-
ment value, and for depreciation. With respect to price adjustment,
the Economic Planning Agency prepared price indexes for the vari-
ous types of assets, and the ratios of 1955 prices to prices in each year
from 1871 to 1955, for the use of respondents and the regional statis-
tical offices. Some of the indexes were based on direct price, or unit
value data, as for transportation equipment. But for some machinery
and equipment, and particularly for construction, cost indexes were
compiled based on weighted averages of prices of materials, labor,
power, and overhead components. While the weighted averages were
often elaborately constructed. they had the usual deficiency of cost
indexes of leaving aside the effects of productivity advances as com-
pared with true price indexes. Owing to lack of sufficient price or
specific cost information, apparently rather extensive imputations
were made by using price or cost indexes for one group of assets to
approximate price movements in uncovered areas.

To provide a basis for the calculation of depreciation, the Bureau of
Statistics in collaboration with the Ministry of Finance published
"Lifetime Table for Tangible Fixed Assets, by Type of Asset and
Industry of Use." This covered 12,000 items, the durability for indi-
vidual assets based on those prescribed for tax purposes. Some other
methods were used in special industry cases. When company asset
records were unavailable, replacement cost was estimated directly.
In households, units were generally multiplied by 1955 replacement
prices for the various types of goods.
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THE 19 6 0 INTERIM SURVEY

The Japanese plan has been to conduct another detailed survey in
1965, but to provide 1960 estimates based primarily on net investment
estimates, but within the same general framework. Consequently, the
1960 survey used the same sectoring, classifications, ages, price indexes,
and so forth, but the samples were smaller.

For the years from 1953 to 1960, respondents entered their gross out-
lays for fixed assets, depreciation, and discards, by broad asset groups.
Inventories as of the end of 1960 were entered.

In addition, greater detail was obtained than in 1955 for certain
types of governmental assets. On the other hand, the household sur-
vey was not repeated, although estimates of the value of residences
were prepared from existing data.
Evaluation of the Japanese wealth su'rveys

The basic approach of the Japanese wealth survey of 1955, and the
interim survey of 1960, is admirable. The use of the framework of the
national economic accounts to provide the structure with respect to
sectoring and asset groups, and sample surveys to provide the asset
detail by type and period of acquisition for revaluation purposes,
would seem to provide a basic model that could be followed and
adapted for use by others. Despite the significant degree of correla-
tion between depreciated replacement cost and book values of total
fixed assets, however, greater accuracy might be obtained by obtaining
book values at least by major groupings of assets in the complete in-
dustry censuses, with the samples used to provide the necessary detail
wtihin these groups. Regular universe census control totals are
essential to support sample estimates of the universe.

The approach of the 1960 survey for extrapolating the sector bench-
marks by gross and net investment data for the major asset groups
seems desirable for national accounting purposes. The question arises,
however, whether this could not be done by getting somewhat greater
detail from the regular investment surveys, rather than using a special
survey. In effect, this was what the Economic Planning Agency did
in estimating the stock of dwellings in 1960.

If one were to judge from the available descriptions, the Japanese
capital goods price indexes leave much to be desired. The omission
of a productivity factor from weighted cost indexes has been men-
tioned; and cost indexes were used not only for buildings and certain
other structures, but also for part of machinery and equipment. Unit
values, used for some other items, are influenced improperly by chang-
ing mix within the product class to which the measure relates. Fur-
ther work in improving price data would pay dividends in future
years. The same is probably true of the length of life estimate, and
depreciation rates contained in the handbook cited above.

The ownership basis underlying the Japanese survey (except for
households) is the practical approach for collecting asset data. But
due to the importance of a use basis of classification for production
analysis, efforts should be made to collect the data necessary to a sup-
plementary reclassification of assets according to use.

Various technical problems of the survey were noted by Mr.
Shimizu, some of which would be amenable to correction in future
surveys. In the first place, there were definitional difficulties in draw-
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ing clear boundaries between general government and government
enterprises; between private and communal property; and between
household and unincorporated businesses.

It also became clear in the course of the surveys that improvements
were needed in the basic property accounts of respondents, especially
the unincorporated businesses (and households, of course). Even cor-
porations did not carry certain classes of assets in their books, and
classifications differed somewhat from those used in the national eco-
nomic accounts. Even the property records and records of current
capital outlays of the central government were not complete, and gaps
were greater at the local government levels. This suggests the need
for more educational work prior to subsequent surveys.

But in the broad, the Japanese wealth survey of 1955 and the exten-
sion to 1960 are useful prototypes for other countries planning statis-
tical work in the field of wealth. Methodological improvements will
be introduced both in Japan and elsewhere. The important thing is
that a useful start has been made.



CHAPTER 4

THE DESIGN OF THE WEALTH INVENTORY AND
ESTIMATES

From the beginning of the Wealth Inventory Planning Study, the
staff and Advisory Committee have considered that a prime purpose
of an inventory was the provision of basic data for wealth and balance
sheet estimates within the framework of the national economic ac-
counts broadly viewed.1 The investment and financial flows in the
accounts, together with revaluations, explain changes in the related
balance sheets. Thus, the structure of the income and product ac-
counts, as integrated with the investment and financial transaction
subaccounts, determines the structure of the associated balance sheets
and wealth estimates.

In chapters 4 and 5, we discuss the main characteristics of economic
accounts as they affect the design of wealth statements and balance
sheets, and thus of the data collections needed as a basis for stock
estimates. The wealth inventory can and should provide much more
detail by industry and type of asset than is published in national ac-
counts, as will be developed below. But it is desirable for the detail
to be collapsible into the broader categories used, or planned for use,
in the economic accounts at the time the wealth inventory is blue-
printed.

Unfortunately, there is not now one fully integrated system of eco-
nomic accounts in the United States, although progress in that direc-
tion has been made. Early work in interindustry sales and purchase
relationships (input-output) was done in the Bureau of Labor Statis-
tics. But tables for 1958 are being prepared in the Office of Business
Economics, on a basis consistent with the national income and product
accounts. Thus, a disaggregation of domestic tangible wealth by in-
dustry consistent with the official production accounts could also be
used in interindustry analysis.

In the case of sector capital accounts and finanicial flows, however,
the development work-including partial balance sheets-was done in
the Federal Reserve Board. Although this work has moved in the
direction of greater consistency with the income and product accounts,
some further modifications in both sets of accounts would be neces-
sary to achieve a synthesis. The paper by Mr. Gorman of OBE (app.
I, pt. F) demonstrates one way in which the present income
accounts could be elaborated in the direction of capital accounts and
balance sheets. The comments by Mr. Sigel of the FRB indicate
that further discussion between the two agencies is needed to achieve
a meeting of minds.

1See "The National Economic Accounts of the United States: Review, Appraisal, and
Recommendations" for discussion of a possible comprehensive integration of the several
types of economic accounts.
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The work of Raymond Goldsmith for the National Bureau of Eco-
nomic Research on national balance sheets, by sector, differs somewhat
in basic framework from that in the two Government agencies. It
would be helpful in delineating detailed data requirements on assets
and liabilities, by sector, if agreement were reached on the basic struc-
ture of accounts. This is preferable to the use of reconciliation tables.
Apparently, there are not many major divergencies to be resolved. But
resolution will require some changes in both sets of accounts. The dis-
cussion in chapter 4 must therefore relate to general features of the
accounts, with reference to alternative approaches in some instances.

RELEVANT FEATURES OF ECONOMIC ACCOUrNTS

The economic accounts have developed out of the need for summary
statistics describing economic behavior which could be used in testing
explanatory hypotheses. Theories of economic behavior, in turn, have
influenced the structure of the accounts. The discipline of an account-
ing framework has been found to be advantageous in obtaining com-
prehensive and consistent coverage of the various sectors, demon-
strating their interrelationships, making possible cross-checks (or
derivation of some magnitudes as residuals), and pointing up data
needs.

Mr. Jaszi, now Director of the Office of Business Economics, has
put it "* * * study of economic behavior calls for a comprehensive
accounting system showing the economy in terms of an interrelated
network of flows and stocks." He sees the essence of the accounting
approach as "the division of the economy into groups of transactors
and the depiction of the economic process in terms of their transac-
tions." The distinction between current and capital account transac-
tions is also viewed as fundamental.2

In what follows, we shall be particularly concerned with (1) the
groupings of transactors into sectors or industry groups, and, (2) the
classifications of transactions particularly in capital accounts, since
related wealth estimates and balance sheets must have a consistent
structure if they are to be used in conjunction with the flow accounts.
Immediately, however, it becomes apparent that the structure of the
accounts differs depending on whether one is interested in studying
the production function of the economy and its component industries,
or the process of income distribution, spending, saving, investing,
and financing by the various transactors grouped according to com-
mon institutional and behavioral characteristics.

The heart of the national economic accounts, the production ac-
count, comprising sales of final products (including inventory ac-
cumulation) and the associated factor incomes and other charges
against product, can be deconsolidated in two directions. On the one
hand, domestic product may be deconsolidated into income and prod-
uct originating by industry. On the asset side, domestic wealth can
be viewed correspondingly as the sum of tangible assets used in all
industries. Here, industries are defined in terms of collections of es-
tablishments producing a common range of products as will be dis-
cussed further below. Interest centers on the real tangible assets tech-
nically required for each industry's production.

2 see "A Critique of the United States Income and Product Accounts," pp. 21-22.



On the other hand, when interest centers on the factors influencing
demand for final products-on income, current consumption, saving,
investment, and financial transactions-a different sectoring is re-
quired. For income, demand, and financial analysis, transactors with
similar motivations and responses are grouped primarily by institu-
tional groupings or sector-households, financial and nonfinancial
business (corporate and noncorporate), and governments. Within the
business sector, industries would be composed of collections of com-
panies, since ultimate decisionmaking responsibility rests in corporate
central offices in the case of multiestablishment companies.

Sector deconsolidation requires several activity subaccounts. In-
comes from current production, plus transfer payments and other re-
distributions, are credited to sector appropriation accounts, and
become the source of funds for spending or saving. Saving is credited
to the capital account, and together with borrowing (net increase in
liabilities) is matched by tangible investment and lending (net acqui-
sition of financial assets).

The associated sector balance sheets thus include financial as well
as tangible assets, liabilities, and net worth. When these are consol-
idated, domestic financial assets and liabilities wash out, and national
net worth is seen to consist of domestic tangibles, net foreign claims,
and the difference between the market valuation of going concerns
and the market value of the underlying assets.3

It is the domestic tangible wealth, unadjusted for national residence
of owners, which it seems appropriate to disaggregate by industry for
production analysis.

In other words, national net worth may be deconsolidated into the
component sector balance sheets, showing financial as well as tangible
items, and sector net worth-to be discussed in chapter 5. Or, do-
mestic net worth as tangible wealth may be disaggregated by industry
of use, discussed in this chapter. The view has gradually spread in
economic accounting circles that interindustry relationship accounts
and the associated wealth and flow of funds accounts and the related
balance sheets can each tie into the basic national production accounts
even though a complete reconciliation with one another would be diffi-
cult, if not impossible.

DOMESTIC WEALTH BY INDUSTRY

Tangible wealth estimates by industry are useful in conjunction with
industry output, or real product, and labor input estimates for de-
riving statistical production functions, average and marginal cap-
ital coefficients, estimates of real capital used per worker, analyses
of the composition of capital by industry, and other production anal-
yses. For these purposes, wealth must be estimated consistently with
real domestic product, by industry.

Total domestic product is the sum of net value added in all the
industries into which productive activities are divided. The outputs
of the establishments of each industry are sold to other producing
units, and to final demand sectors. In turn, managers of establish-
ments purchase intermediate products from other industries, and the
services of human and nonhuman capital from the owners of the basic

a See ch. 5.
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factors of production. These relationships can be shown in the form
of a matrix. Upon consolidation, purchases and sales among the vari-
ous industries cancel out, and sales of final products (gross domestic
product) and purchases of' factor services (gross domestic income)
and other charges against product remain. For each industry, total
sales, plus inventory change (gross output) less intermediate product
purchases equal product originating (sometimes called net output
or net value added).

For production analysis, the tangible wealth (or capital) used in
production should be allocated by the same collection of establishments
or industries used to derive the gross and net output estimates. The
capital stock used in each industry changes in each period as a result
of gross investment less capital consumption, or net investment (al-
located by industry of use) and changes in the value of survival
capital.

INDUSTRY SECTORING

The industry sectoring for domestic income and product, and thus
for domestic tangible wealth estimates, raises several major data col-
lection problems. These are the matters of industry classification,
establishment reporting and the treatment of leased assets.

Classiftcation.-The standard industrial classification developed by
the Office of Statistical Standards provides the basic classificatory
system used in Federal reporting programs. The differences between
the industry classifications used by OBE in its 1964 revisions and the
latest (1957) revision of the SIC, as amended have become minor, in-
volving chiefly a few rearrangements of industry groupings.

The working groups of the Wealth Study were set up along one-digit
industry lines, for the most part.4 In general, the industry groups
favored tabulation of wealth data according to SIC 'classifications, al-
though in some cases in less-than-four-digit detail. (See particularly
the reports on the regulated industries.) Presentation of data and
estimates would vary according to purpose, but all the data could be
tabulated by fine industry detail. Publication of additional detail
would involve relatively minor additional cost compared with the
collection cost. In any case, the detail should be preserved in basic
records.

It is with respect to preparation of estimates from the detail that
judgment must be exercised as to the degree of detail which would be
appropriate. In general, OBE publishes estimates by two-digit in-
dustry groupings. With the growing use of computers that can
quickly handle large bodies of estimates for analysis, further thought
should be given to the possible desirability of preparing estimates for
finer industrial groupings if additional resources were available.

Members of some groups were of the opinion that certain current
SIC classifications are out of date-in the agricultural services area,
for example. There is also an especial need in a wealth survey to pro-
vide more separate industry classifications for firms or establish-

4Note, however, that the natural resources group covered not only mineral industries,
but also forestry and fisheries, and considered the problem of natural resource valuation
generally. The household group was set up mainly from the viewpoint of households as a
consuming sector; while the two government groups considered governments in their dual
capacity as producers and Instruments of collective consumption. In addition to the do-
mestic industry groups, the group on net foreign claims was necessary to provide the bridge
from national to domestic wealth.
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ments that are engaged primarily in leasing structures and/or equip-
ment of particular types to specific industries or industry groupings.
Industries of such firms could then be classed with their respective leas-
ing industries. This would not work for firms renting out a wide
variety of equipment; in this case a different approach to allocation
of leased capital goods is discussed later.

It is recognized that the SIC must be revised occasionally-the
Technical Committee on Standard Industrial Classification which
advises the Bureau of the Budget recommends a revision every decade.
It would be desirable if a revision or supplementary amendments are
to be made, that they be undertaken prior to the beginning of the
wealth inventory cycle, and with regard to its requirements to
the extent that they are peculiar. For the sake of continuity in the
statistics, revisions in classifications should not be undertaken unless
there are compelling reasons. When they are made, the first subse-
quent collection should use both bases of classification in order to pro-
vide overlapping data for use in linking time series.

The establishment basis.-The establishment is not an ideal basis
of reporting for purposes of production analysis, but it is probably the
best practical basis available. Industries are defined in the SIC man-
ual in terms of a range of activities (products) common to a number of
establishments. The establishment is defined in terms of a single
location. In addition to the primary products in terms of which an
industry is defined, some or all of the establishments classed in that
industry (because their outputs consist predominately of the primary
products) may produce other secondary products. So not only are
industries not coterminous with single products, but their outputs
often go beyond a specific set of products. On average, establish-
ments in the various four-digit manufacturing industries, for ex-
ample, are about 90 percent "pure" with respect to the ratio of the
value of primary to total products shipped.

Thus, technical relations within an industry, including capital co-
efficients, can appear to change (or differ among establishments) due
to changes (or differences) in product mix. But instability due to
mix is generally far less than would be the case if data were collected
only for companies, many of the largest of which have establishments
in several or many industries.

It would not seem feasible to try to associate tangible capital (or
even labor) with particular outputs. This would work for produc-
tion workers, materials, and possibly certain types of special purpose
machines used only for a single product. But more or less arbitrary
allocations of overhead capital (and nonproduction workers) to in-
dividual products would be required, and would probably not ad-
vance most types of production analyses as compared with analyses by
industries defined in terms of groups of products.

The economic censuses for the several industries are based on
establishment reporting. Firms in the regulated areas, however, re-
port to the commissions on a company basis. Fortunately, major sec-
ondary activities and related assets are generally shown separately.

In the case of the Federal Government, real properties are reported
in some detail to the General Services Administration on an installa-
tion basis (comparable to the establishment of private industry)
while machinery, equipment, and inventories are reported in gross
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categories to the Treasury Department on an agency basis. The
recommendation of the working group that an inventory of "person-
ality" be undertaken opens the way to using the installation basis of
reporting for all tangible property. This would make possible a
somewhat more refined classification of Federal general governmental
activities and tangible assets by functions.

Not all data can be reported on an establishment basis in the case
in multiestablishment firms. This is, of course, true of financial trans-
actions and balance sheet data, since the firm is the financial decision-
making unit. Books may be kept on gross tangible assets for estab-
lishments, by at least broad categories. With the adoption of group-
depreciation methods in 1962, it is expected that asset-type detail and
depreciation estimates will be readily available for a declining propor-
tion of establishments. Pilot studies will be required to determine the
extent to which tangible-asset detail can be collected from the books
and/or underlying property records for establishments.

The establishment basis of reporting poses problems with respect to
the treatment of central offices and auxiliaries which service several
establishments. The census treatment, whereby they are omitted from
three- and four-digit industry tabulations, but included at the two-
digit level is a practical expedient. Certainly the collection agency can-
not be expected to attempt to allocate the capital assets of overhead
establishments among producing establishments. But the underlying
data should be preserved and identified so that estimators could attempt
an allocation if it seemed fruitful for their purposes. Such an alloca-
tion is hardly feasible in regional analysis, however.

Leased assets.-It is a practical necessity that asset data be col-
lected from owners. Yet, for purposes of production analyses, it is
the tangible assets used by an establishment which are related to its
production. Because of the apparent increase in the practice of leas-
ing machinery and equipment, as well as plant and other structures,
the divergence between owned and used assets may be growing, as well
as differing among industries. This highlights the need for collect-
ing data required to adjust asset information from an ownership to
a use basis. This means subtracting assets leased out from the total
assets of certain industries, and adding assets leased into the assets of
others.

The simplest means of making approximate adjustments would ap-
ear to be through colection of rental data in conjunction with asset

data. For firms and/or establishments engaged in leasing assets out,
the leased assets should be separately identified and reported by major
types, and the gross rentals received likewise reported for the same
asset classes. For establishments leasing assets in, gross rental paid
should be reported for the corresponding major types. Ratios of asset
values to rentals received could then be applied to rentals paid,
by type, in order to accomplish a rough transfer of assets to a use
basis. Refinements of this procedure should be considered in order
to take account of varying rental bases depending on the extent of
auxiliary service that is included in the leasing agreement. But the
general aproach appears to be sound. The census of manufactures
already obtains data on rentals paid, but not in detail with respect to
type of asset.
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ASSOCIATED CAPACITY AND OUTPUT DATA

Estimates of the percentage utilization of tangible capital assets
would add to the uses to which wealth estimates could be put. Because
of the problems, discussed below, of collecting the data necessary for
the estimates, any program to obtain such data should be accomplished
separately, and after the wealth data have been obtained, if it is nec-
essary to establish priorities. Currently, various measures of per-
centage utilization are available, each based on a different conceptual
framework. A description and appraisal of most of these can ibe found
in "Measures of Productive Capacity," hearings before the Subcom-
mittee on Economic Statistics of the Joint Economic Committee and
in a study by Daniel Creamer for the Commission on Money and
Credit which appears in "Inflation, Growth and Employment" (Pren-
tice Hall, 1964).

In brief, current capacity measures range from a survey of capacity
utilization conducted by McGraw-Hill, through the measures of Law-
rence Klein and Daniel Creamer which are based on economic vari-
ables, to series assembled by the Federal Reserve Board which are
based on engineering estimates. The variety of methods used reflects
the fact that, to date, no suitable way has been found to frame questions
on capacity and capacity utilization which can be answered in a mean-
ingful and consistent manner through surveys or data analyses. A
dynamic, operational definition of capacity is very difficult to frame.5

A discussion of the problems of defining capacity and some suggested
questions for inclusion on the various questionnaires used to collect
wealth data appear in a paper by Almarin Phillips which appears in
appendix I, part G, of this report.

The methods employed by McGraw-Hill and Daniel Creamer could
be substantially strengthened by benchmark data on wealth, accom-
panied by supplemental data collected on capacity. The McGraw-
Hill survey asks the company each year for the rate at which it
operated and the rate at which it would have preferred to operate.
Undoubtedly, an aggregate company operating rate is difficult to de-
termine, particularly for the large, multiproduct companies which
comprise the McGraw-Hill survey. Those sectors in which operating
rate estimates are more measurable and highly important, such as
manufacturing, are surveyed by censuses on an establishment basis.
The answers to the questions posed by McGraw-Hill could better be
answered at the establishment level in conjunction with asset questions.
Perhaps this could be accomplished soon for single product establish-
ments where definitional problems are at a minimum. The capacity
utilization estimates could be associated with the gross book value of
the capital employed for the purposes of weighting the more aggrega-
tive utilization rates. In addition, much could be learned, through
linking establishments with their parent companies, about the esti-
mates obtained from the companies themselves by McGraw-Hill. Al-

5Even if the expensive task of finding the point of minimum average cost on the cost
curve of each establishment were undertaken, the questions of the time periods would
remain unanswered by this form of static analysis. The familiar questions of one, two, and
three shifts, 5-, 6-, or 7-day workweek, are unanswerable other than by convention. User
cost calculations would be required to make any advances along this line. At the other
end of the scale, engineering estimates suffer from the same need to define the time period
by convention and, in the case of multiproduct establishments, cannot be interpreted with-
out supplementary economic data on relative product prices.
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ternatively, company estimates could be obtained for benchmark years
through the company plant and equipment survey of OBE-SEC.
These estimates could be compared with the estimates of the component
establishments collected by Census. 6

If data on output, employment and other aspects of production could
be collected along with asset and capacity data, consistency would be
insured.

The Creamer method is based on the lowest fixed capital-output
ratio in the benchmark or any subsequent year. A's Creamer points
out in the study referred to above, his capacity measure relies on the
accuracy and consistency of the underlying capital and output series.
Certainly, existing measures of capital stand to be greatly improved
as a result of the recommendations for a wealth inventory contained
in this report. Further, if accompanying capacity and actual output
data are also gotten, a much improved benchmark becomes available
for continuing estimates of the Creamer variety.

Consideration should also be given to identification of standby
capacity in terms of capital equipment used chiefly to meet seasonal,
cyclical, or erratic peaks in demand.

The purpose of the foregoing discussion has been to indicate how
existing capacity measures can be improved through a wealth inven-
tory, accompanied by questions designed to obtain relevant supple-
mental data. No attempt has been made here to suggest or evaluate
new approaches to capacity and capacity utilization measures, except
for those which appear in appendix I, part G, by Phillips. It is
strongly recommended, however 2 that continued discussion in and out
of Government be devoted to improving operational capacity defi-
nitions. The wealth inventory can be looked to as a source of better
capital stock estimates which can be used in making capacity estimates.

TANGIBLE ASSET CLASSIFICATION
I

Most broad estimates of tangible wealth constructed to date have
been highly aggregative with respect to asset-type detail. Where
asset-type detail now exists, it generally consists of, at most, a break-
down into the following categories:

1. Land and natural resources.
2. Residential structures.
3. Nonresidential structures.
4. Producers durable goods.
5. Consumers durable goods.
6. Inventories (excluding those of households).
7. Net foreign claims.

Some wealth estimates for specific sectors provide some additional
detail.

7

Capital expenditures data exist in greater detail. OBE publishes
quarterly or annual totals-part of gross national product estimates-

6 The problem of aggregating establishment utilization Indexes could be solved through
the use of an input-output table. Such a table would serve to indicate bottlenecks in
certain Industries which would effectively limit the realizable output of some establish-
ments within the economic framework. An alternative method of checking individual uti-
lization rates against one important aspect of aggregate potential is to ask each establish-
ment for the employment associated with full utilization of its capacity. Such data could
serve many uses. such as providing a firmer basis for growth analysis.

7 See stub from Goldsmith's study which appears in app. I, pt. B.
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for 11 consumer durables categories, inventory change, 21 equipment
categories (not published since 1954), and 25 residential and nonresi-
dential construction classes. More detail is available at OBE, and at
BDSA and the Census Bureau which supply OBE with basic data.
For machinery and equipment, maximum detail is contained in the
Census of Manufacturers. Volume II of the 1958 Census contains
data on shipments by seven-digit product breakdowns. The dollar
totals shown for each of these products are accompanied by physical-
unit data when appropriate. Benchmarks for detailed time-series
estimates of machinery and equipment expenditures can be constructed
using these census data and annual survey data on product classes
(five digit).

Asset-type detail has both analytical uses, and uses connected with
the preparation of refined wealth estimates on a depreciated replace-
ment cost basis. Analytical uses are enumerated in chapter 2 of this
report. They include the analysis of market demand for specific types
of tangible assets, general economic forecasting, and long-term
projections.

Aside from these analytical uses, considerable asset-type detail for
reproducible tangibles is of importance in constructing wealth esti-
mates. The reflation of gross book values to replacement cost bases is
greatly facilitated by a high degree of asset-type detail. Such detail
would permit the reflation of each asset-type class by the price index
relevant to it, rather than necessitate the use of gross price indexes
to reflate a highly aggregated total. Thus, the investment in each
type of assets, distributed over time, could be reflated by a price index
which would fully reflect changes in the prices of each asset-type. The
greater the asset-type detail, the more refined are the resulting esti-
mates, if comparable price index detail is available. This approach
is implemented by OBE in its estimates of GNP in constant dollars,
which are built up by deflating components, in finer detail than ac-
tually published, by relevant price indexes.

Asset-type detail is also useful in making the depreciation estimates
necessary for net stock estimates. Each type of asset presumably has
its own unique life-curve, reflecting the decline in its value over its
useful life. Obviously, if asset-type detail is substantially lacking,
depreciation can only be estimated using a composite life curve which
would reduce the accuracy of the resulting estimates, theoretically, if
not practically. Also, detail on rented assets and associated rentals,
by type, are required to convert data from an ownership to a use basis.

One problem in obtaining asset-type detail is that some economic
units maintain more detail than others in the same industry. This
imposes the constraint that across-the-board asset-type detail cannot
exceed that of the unit which has the least amount except by estima-
tion. The importance of this constraint is reflected in part by the
experience of IRS in its "Life of Depreciable Assets" study. This
study was undertaken to assess the extent to which actual depreciation
charges differed from those prescribed in 1942 in Bulletin F, for as
many asset types as possible. The study was expected to provide a
basis for the adoption of new depreciation guidelines. Originally,
it was hoped that data on cost, by year of acquisition, could be ob-
tained for about 200 asset classes, of which about 25 were used in any
one industry. The primary data source for the LDA study was
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schedule G of the U.S. corporation income tax return. When
schedules were found to be 90 percent complete, the needed data were
simply abstracted from the form. When the form was less than 90 per-
cent complete, data were imputed where possible for firms with less
than $50 million of total assets. When the returns from larger firms
were inadequate, IRS sought additional detail from the companies.
Of the 557,000 returns sampled, data from 48 percent representing 72
percent of total depreciable assets, were unusable as reported on the tax
forms. Furthermore, in spite of the cooperation of the companies
upon reinterview by IRS representatives, the goals of the LDA were
not fulfilled because of the lack of information. Too often, the re-
spondents were unable to classify their assets and, as a result, the totals
shown for miscellaneous accounts such as general industrial equipment
are overstated. In other cases, classifications had to be collapsed be-
cause of the absence of the relevant breakdown in the records of the
company.

The new depreciation guidelines adopted by the IRS may impose
further, serious limitations on the potential availability of asset-type
detail. For IRS purposes depreciation need be computed only for
broad asset-type classes. Those which follow are relevant to the
problem of obtaining detail useful for making wealth estimates:

(1) Office furniture and fixtures.
2) Transportation equipment broken down into eight cate-

gories.
(3) Land improvements.
(4) Buildings broken down into 13 categories.
(5) Agriculture broken down into machinery and equipment,

four categories of animals, trees and vines, and farm buildings.
All other depreciable assets are broken down by industry of use

rather than type.
Aside from detail on reproducible assets, analytical needs call for

breakdowns of inventories and land. Manufacturers' inventories are
currently broken down in four-digit industry detail, but inventory-
type detail is limited to that on stage of fabrication-raw materials,
goods in process, and finished goods. More information would be de-
sirable on the composition of raw materials inventories. In the agri-
cultural sector, there are estimates of the inventories of crops in stor-
age, and livestock, though not of growing crops.

Aside from that of the Federal Government, detail on nonagricul-
tural land by type is not available. Some data are available for certain
regions as a result of land-use studies. There are many analytical
uses to which a breakdown of land could be put. Such a breakdown,
at a minimum, should show separately residential site land, nonresi-
dential site land, productive land (broken down by resource), land
under roads and streets, and vacant land.

The foregoing discussion implicitly underscores the important need
for feasibility studies to determine (1) what degree of asset-type de-
tail can be obtained across the board, from all or the most important
using establishments, based on present accounts; and (2) the problems
involved in getting extensive detail from underlying property records
from a small sample of firms.

As stated earlier, asset-type detail is required both for the general
purposes of economic analysis, such as demand studies, and for use in
preparing the wealth estimates themselves. Most economic analysis
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can be served by somewhat broader asset classes than those which
would be desirable for constructing wealth estimates. For this latter
purpose, since each type of asset has a unique life expectancy and has
been purchased over time at varying prices, extensive detail could be
used to advantage. Of course such detail would be useful, as well, for
the economic analysis of specific markets.

Census 7-digit product classifications represent the greatest amount
of detail currently collected on capital equipment. Perhaps, this level
of classification, or the somewhat more aggregative Census 5-digit
product classes, can serve as a basis of discussions with industry repre-
sentatives as to what sort of wealth detail is appropriate for each
industry. These classes can then be supplemented and collapsed where
necessary, and the resulting classifications used as the basis for coding
and collecting data on tangible assets.

The design of the collection effort can then be determined. Per-
haps it might prove feasible to collect the broad totals on a basis simi-
lar to that used in the collection of data on asset and rental payments
by the Census Bureau through its annual survey sample. More detailed
breaks could be collected on a subsample basis, with inquiries specifi-
cally tailored to each of the responding industries. This differenti-
ated-detail approach is used in the economic censuses and surveys.
In view of existing recordkeeping practices of business, differing levels
of detail will have to be collected at different levels of company
organization.

For each of the two main purposes for which asset-type detail is
important there are several guideposts which should be used to deter-
mine the actual detail collected. The detail obtained for use in con-
struetmng wealth estimates should reflect three objectives: First, asset-
type detail should be sufficient to permit revaluation of stocks with
price indexes which are not overly gross. Second, such detail should
be sufficient to permit a unique depreciation rate to be applied to each
important asset class. Third, such detail should be sufficient to permit
the estimation of appropriate ratios required to prepare value esti-
mates of leased assets.

For purposes of serving the needs of general economic analysis, four
criteria applicable to asset-type detail should serve as guideposts.
First, the detail should be sufficient for important analytical uses,
actual and prospective. Second, where recommended by sector work-
ing groups, asset-type detail should be provided for broad categories
which cut across industry lines, such as transportation and construc-
tion equipment. Third, etail should, where possible, tie into existing
flow data such as those of OBE; it is suggested that any contemplated
changes to flow accounts be made prior to the wealth inventory.
Fourth, classes should be well defined and not so broad that all detail
is biased, as occurred in the IRS study where the "general industrial
equipment" class was overstated at the expense of other classes.

SUPPLEMENTAL PHYSICAL VOLUME DATA

Thus far, our discussion has presupposed the collection of value data
by asset type. Some of the reports of the various working groups
contain recommendations to obtain supplemental physical volume
data for some items of tangible wealth. Many of these data are cur-
rently available (as indicated in the section reviewing existing data
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in the reports) and others can be readily collected along with gross
book-value data in a wealth inventory. Information on physical mag-
nitudes increases the value of depreciated replacement cost estimates.
These magnitudes are particularly useful in connection with market
demand analysis and studies of long-term availabilities and require-
ments, such as those of the Office of Emergency Planning. No attempt
will be made to evaluate the specific recommendations made by the
working groups for physical-unit data, since they are familiar with
the data needs of their sectors. Rather, the concern here will be with
the usefulness of these data in preparing wealth estimates. It should
be observed, however, that physical-unit data are not very useful un-
less they are collected by relatively homogeneous categories (which
would be very numerous), or belong to categories with a relatively
stable internal mix.

Physical unit data can provide part of the means of obtaining three
types of information necessary for wealth estimates. These are (1)
direct estimates of gross replacement cost, (2) data on the age-distri-
bution of the physical units underlying the gross book-value totals,
and (3) useful-life estimates for various types of plant and equip-
ment.

Gross replacement cost estimates can be derived by multiplying
current prices by the number of existing physical units. Examples of
the use of this approach in projecting the costs of future projects are
found in the reports of the working groups on Federal Government
and service industry wealth. In the former the Department of Army
calculates the cost of future construction by computing the average
cost (per square foot, etc.) for various major categories of real prop-
erty by type of construction. This per unit cost figure is then adjusted
for regional cost differences, and multiplied by the number of physical
units to be constructed. Similarly the figure of $20,000 per bed is
currently used by hospitals to estimate the cost of erecting new units
or additions. This method can also be widely used in valuing land by
type. If prices of used depreciable assets were available, physical
units times average price for successive age groups could also be used
to obtain market value estimates directly rather than through de-
preciation of replacement cost by year of acquisition.

As implied above, application of this method is limited since it
cannot be extended to asset-type classes which comprise many different
subgroups. Since the method is essentially akin to revaluation using
market prices, it is obvious that the physical-unit data are useless for
current-value estimates unless current prices or unit values are avail-
able, also. These limitations prevent the adoption of this technique as
a general procedure for obtaining wealth estimates. However, esti-
mates based on this method can be used in selected areas as a basis
against which to check estimates derived by the methods discussed in
chapter 7.

Where physical-unit data distributed by age are available, or can
be obtained inexpensively, they can be useful in preparing wealth esti-
mates in replacement cost dollars for asset classes for which the dollar
value data, distributed by periods, are unobtainable. An example will
elucidate this use. Assume firms report a gross book value of $300 at
the end of a wealth inventory year for a particular type of machine,
of which they are the exclusive holders. Also, assume that a trade
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group publishes the following physical inventory of these machines,
distributed by their age as shown in column 1 of table I. With this
information, the derivation of replacement cost estimates is shown in
the remaining columns of the table.

TABLE 1.-Revaluation of floedi reproducible tangible assets based on physical
unit data

Price Price
index index Replace-

Number (base Percent (4) by (base ment
of year (1) by (2) of total $300 year cost

machines equals 3 equals (5) divid-
years latest ed by (6)
ago) year)L

(1) (2) (3) (4) (5) (6) (7)

New- 3 120 360 14.4 $43. 2 100.0 $43. 2
1 year old- 8 120 960 38.4 115.2 100.0 115.2
2 years old -8 110 880 35.2 105.6 91.7 115.2
3 years old -3 100 300 12.0 36.0 83.3 43.2

Total 2, 500 100.0 300. 0 -316.8

1 The price index used to derive the replacement cost figures is the same as that in column 2 except that the
base year has changed. The question of whether a Laspayres or Paache index is appropriate for the re-
valuation is ignored here.

These age distributions of physical units have been developed pri-
marily by trade groups and trade publication houses, for use in de-
mand analyses and projections. Two notable examples of such data
are those compiled by McGraw-Hill on metalworking equipment and
published in American Machinist & Metalworking Manufacturing and
those compiled by R. L. Polk & Co. on automobiles.

The American Machinist inventory of metalworking equipment is
conducted every 5 years. Detailed breakdowns of 167 machinery and
equipment types for 24 geographic areas and 44 using industries are
given. Three age breaks are reported: (1) less than 10 years old;
(2) 10 to 20 years old; and (3) over 20 years old. The first two age

intervals probably are too wide to be usable for preparing wealth
estimates and would need to be broken down further. For the 1963
inventory, questionnaires were sent to 34,000 metalworking plants
from which 7,370 responses were received; the data were inflated to
universe totals based on the ratio of employment of respondents to
total employment for each industry.

R. L. Polk & Co. publishes annual data on automobile registrations
by manufacturer. From these data, the age composition, by year, of
the physical stock of automobiles can be seen. Such data would
greatly facilitate the revaluation of the gross book value of automo-
biles to a replacement cost basis. The R. L. Polk data were also used
by Charles Friedman of OBE in a study appearing in the September
1963 Survey of Current Business to draw up survivorship curves for
automobiles. These curves are integral to length-of-life studies re-
quired as part of the process of estimating depreciation. Of course,
the curves do not answer the questions of how the value of an asset
declines over its lifetime.

38-135-64 6
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GEOGRAPHIC DETAIL

There is increasing interest in regional economic estimates and
analysis, but no complete set of regional economic accounts hasbeen developed. So far, OBE has provided only estimates of
personal income by State, and is currently engaged in extending the
personal income estimates to standard metropolitan statistical areas
(SMSA's) and at a future date to countries which could be combined
into other significant regional groupings.

The production account and associated tangble wealth estimates
would seem peculiarly well suited to regional deconsolidation, owing
to the establishment basis of much industry data. For the business
sector composed of industries of companies in financial accounts, re-gional breaks would present major difficulties. But if an allocation
procedure were used to distribute company financial assets by establish-
ment, by region, the component establishment data would be needed
on a regional basis. Hence, we discuss regional data in connection
with the production approach.

In general, it seemed sensible to the working groups to try to obtaintangible wealth data for all States and at least the major SMSA's,
where applicable, thus following the lead of OBE. For the broad
data coming from economic censuses and other comprehensive sources,
the county is generally used as the basic geographical unit. Types of
wealth which are available on a State basis, but not by county, might
be so distributed by interested analysts based on relevant criteria for
which the more detailed data were available.

When a sample survey approach is used as the source for certain
types of wealth data (such as household wealth other than housing and
major durables), it would be expensive to have large enough samples toprovide reasonably accurate State data. In this case, broader regional
samples could be designed, and the blownup estimates allocated to
States by interested users on the basis of correlated data which were
available on a State basis.

Certain types of equipment, such as interstate transportation vehi-cles, do not have a fixed location. The Department of Defense does
not supply geographic detail on military equipment. Only national
totals would be shown for categories such as these, although usersmight attempt regional distributions of nonmilitary items, such as
transportation equipment, based on related types of data for which
State distributions were available.
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CHIAPTER .5

THE DESIGN OF NATIONAL BALANCE SHEETS AND
FINANCIAL DATA COLLECTION

The emphasis in sector and national balance sheets is on what the
units in the various sectors own, what they owe, and their resulting
net worth. Tangible-asset values are included with the financial
assets, of course, in order to arrive at the total value of assets and
thus at net worth. But our emphasis in this discussion will be on the
financial assets and liabilities, and the sectoring useful for financial
analysis. In a final section of this chapter, we shall discuss the prob-
lems of linking the tangible asset data in balance sheets to the more
detailed data obtained from industries of establishments discussed
in the previous chapter.

THE SAVING-INVESTMENT ACCOUNT AND BALANCE SHEET APPROACH

The link between the national income and product accounts and
sector balance sheets lies in deconsolidation of the saving-investment
account. As now published by OBE, the saving-investment account
is shown only for the Nation as a whole. At the level of the national
economy, saving and investment are equal. OBE does show sep-
arately the income, outlay, and saving of selected sectors in appropri-
ation accounts. But the explicit sectoring is not complete, and is
not carried through the saving-investment account-which would re-
quire financial transactions data in addition to saving and tangible
investment.'

John Gorman, of OBE, in appendix I, part F, shows how the pres-
ent accounts could be adapted and elaborated to show sector saving-
investment accounts, revaluations, and balance sheets in an integrated
system. The numbers are hypothetical, and the sectors and types of
transactions have been condensed to the basic ones needed to illustrate
the structure of the interlocking accounts. After summarizing the
basic structure as developed in the Gorman paper, we shall discuss
in more detail the chief problems of sectoring and selection of types
of financial assets and liabilities to be shown, based on the actual sys-
tem of saving-investment accounts and partial balance sheets pub-
lished regularly by the Federal Reserve Board. Reference will also
be made to the complete set of national balance sheets, by sector, rec-
ently published by Raymond Goldsmith for the National Bureau of
Economic Research.

Although the detail can be handled in alternative ways, the basic
structure is relatively simple. The sector production accounts show
the actual and imputed sales of each sector, and the associated costs

'For a schematic representation of the present OBE national accounting system, see
George Jaszi, "The Conceptual Basis of the Accounts," in "A Critique of the United States
Income and Product Accounts," p. 37.

51



MEASURING THE NATION'S WEALTH

plus profit. As noted in the previous section, intersectoral purchases
and sales cancel out upon consolidation, leaving the national income
and product. Here, the sectoring is chosen with a view to illuminating
the subsequent financial transactions and balance sheets. For pro-
duction analysis, as described earlier, an industry sectoring within the
predominant business sector is called for.

The appropriation accounts show as credits the income which the
units in each sector receive from production, and from intersectoral
income redistributions (transfer payments and taxes). Debits in-
clude current final expenditures, transfers, taxpayments, and saving
as a residual.

The next account shows saving and investment on a deconsolidated
basis by sector as well as consolidated for the Nation. As is well
known, on the consolidated national basis (as now published by OBE),
saving and investment (domestic plus net foreign) are equal. But
when deconsolidated, the saving and tangible investment of each
sector are unequal, the difference representing "net financial invest-
ment" to use the FRB term, which is the difference between the net
acquisition of financial assets and the net increase in liabilities. But
there is equality for each sector, as shown in Gorman's table 4, be-
tween total investment, tangible plus financial, and total saving plus
borrowing. It would be feasible to split the saving-investment ac-
count to show tangible and financial components separately, as the
Canadians do. Other rearrangements of activity accounts are pos-
sible, but the underlying logic is the same.2

The changes in all assets and liabilities of the saving-investment
account are one of two sets of estimates needed to explain the differ-
ences in sector and national balance sheets, expressed in current values,
between the end of two successive periods. The other set of estimates
needed is a "valuation statement" showing the changes in the values
of assets and liabilities held on both dates or acquired in the interim.
Increases in value due to price rises are debited to this account, while
decreases due to price declines or to depreciation of fixed assets (and
other capital consumption) are credited. Then, to the beginning as-
sets of the balance sheet are added net valuation changes plus tangible
and financial investments during the period, while net borrowing is
added to liabilities. The change in net worth is the result of the net
investment plus the net valuation change. When the sector balance
sheets are consolidated, according to Gorman's scheme, the national
balance sheet shows the value of tangible assets (as the sum of values
of assets taken separately), net claims on foreigners, and the excess
of the value of firms as going concerns over the sum of the value of
individual tangibles.

The currently published FRB flow of funds accounts start with
gross saving, gross private domestic investment (tangibles, including
consumer durable goods), and net financial investment, arrayed by
11 main sectors. Then, in the subaccount of prime interest to the
FRB, net changes in financial assets and liabilities are shown for 20
types of financial instruments.

The FRB also publishes partial balance sheets, showing the amounts
of financial assets and liabilities outstanding, by the same categories,

2 See especially "The Flow of Funds Approach to Social Accounting," pt. I.
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as of the end of each period. Except for corporation stock which is
valued at market, the assets and liabilities are valued at book so that
the flows equal the changes in amounts outstanding (and, indeed, are
often so derived).3

Complete national balance sheets in current dollars have recently
been prepared by Goldsmith, Lipsey, and Mendelson for the National
Bureau of Economic Research revising and updating to 1958 earlier
estimates by the senior author contained in "A Study of Saving in the
United States." 4 His summary balance sheet for the end of 1958 is
reproduced in table 2. It shows 2 dozen types of intangible assets as
well as tangibles in 6 categories, and equities in addition to liabilities in
13 classes, for 7 major sectors and a combined (but not consolidated)
national total. The 1958 summary indicates the relative importance
of the various sectors and types of claims, and helps make more
concrete the subsequent discussion of structure.

In his recent volumes, in addition to presenting national balance
sheets, by years 1945-58, Goldsmith also presents sector balance sheets,
by type of claim, for the selected years 1900, 1912, 1922, 1933, 1939,
and 1945-58 annually; and also type of claim tables, by sector, for
the same years. He further shows the corresponding flow of funds
tables-annually 1946-58, including detail for 13 financial subsectors.

s The FRB partial balance sheet Is shown and described in the Federal Reserve Bulletin
for August 1959 in the article "A Quarterly Presentation of Flow of Funds, Saving, and
Investment," table 6.

4 Raymond W. Goldsmith and Robert E. Lipsey, "Studies in the National Balance Sheet
of the United States," I, Princeton, 1963.

Raymond W. Goldsmith, Robert E. Lipsey, and Morris Mendelson, "Studies in the Na-
tional Balance Sheet of the United States," II, Princeton, 1963.
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TABLE 2.-National balance sheet, 1958

[Billion dollars]

I. Tangible assets:
1. Residential structures
2. Nonresidential structures
3. Land-
4. Producer durables
5. Consumer durables
6. Inventories-

7. Total

II. Intangible assets:
1. Currency and demand deposits-

(a) Monetary metals- -
(b) Other- --

2. Other bank deposits and shares
3. Life insurance reserves, private - -----------
4. Pension and retirement funds, private
8. Pension and insurance funds, government
6. Consumer credit-- -
7. Trade credit -- ----------------------------
8. Loans on securities - ------------
9. Bank loans, n.e.o

10. Other loans -------------
1. Mortgages, nonfarm - -----------------

(a) Residential --------
(b) Nonresidential --

12. Mortgages, farm
13. Securities, U.S. Government

(a) Short term
(b) Savings bonds -- --
(c) Other long term ------------

14. Securities, State and local ----
15. Securities, other bonds and notes
16. Securities, preferred stock -------------
17. Securities, common stock
18. Equity in mutual financial organizations
19. Equity in other business -----------
20. Other intangible assets - ------------

21. Total -----------------------------

Nonfarm State and
Nonfarm unincorpo- Agriculture Nonfinancial Finance local Federal Total

households rusiteds corporations governments Government
business

346.81
26.26
92.16
2.07

164.73

16.26
25.56
22.74
26.94

16. 8i

19. 28
16. 75
87.58
18.59
14.02
26.15

21.31
180.83
63.46

145. 53

78.8i

0.64
4.78
4.04
.88

. 0 3

6.03
133.20
28.00
5.25

.20-- --- 6

1.01
35.00
12.80

.61

7.89

411.34
422.38
310.78
199.84
178. 75
129.89

632.03 108.31 182.37 489.94 10.34 172. 68 57.31 1,652.98

61.36 13.46 6.20 33.34 92. 69 10.78 41.9 221.92
1. 62 .27 .25 .21 23.068 ------- ------- - 25.41

59. 74 13. 19 5.95 33. 13 69. 83 10. 78 4. 19 198.51
140.56 3.07 1. 60 1.08 3.58 .33 150. 22
99. 70 -------- 6.71 ------------------------------ - - 106.41
27.80 -------- 27.80
66. 67 .43 - - - - 66.10

---------- 4.70 ------ - -- 8.21 33.19 -------------- 46.10
11 64 - 8 - 83.37 3. 64 -------------. 70 100. 35

-------- ---------------- -------- 9.23 - - ------- ------- 9. 23
53.80 353.80

3. 10 9. 42 - 19.05 31.57
22.72 - - - 131.22 1.61 5.10 160. 65
12. 79- - - 113.52 1. 61 5.10 133.02
9.93 - - - 17.70 --- 27. 63
4.54 - - -4.26 2.46 11.26

58.57- 5.21 17.62 176.01 11.08 5.82 274.31
3. 16--------------- - 15.20 41. 63 6.00 ------- 65. 99

43.02 8 .21 1.22 2.43 - -------- 1---6-- -8-- - St. 98
12.39 - - 1.20 131.95 5.08 5.82 156.44
24.79 - - 1.63 31.23 2.44 .97 61.06
11. 12 - - 2. 68 74.30 .67 88. 77
10.37 - - 3.55 4.36 - -- 18.28

332.62 - - 75.45 39.10 --- 447.17
8. 04 ------- 8. 04

98.24 --------------- -------------- - - .42 98. 66
.62 -- 3.81 48. 14 29.78 -- 18.28 100. 63

969.82 29.80 25.43 275.59 693.21 30.16 58.32 2, 082.33

6s4
;P2
U2

I

0

>i

P2
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III. Liabilities:
1. Currency and demand deposits-
2. Other bank deposits and shares .
3. Life insurance reserves, private-
4. Pension and retirement funds, private-
5. Pension and insurance funds, government
6. Consumer debt-
7. Trade debt-
8. Loans on securities-
9. Bank loans, n.e.c --- --

10. Other loans -- ---- ---- ---------
11. Mortgages ---
12. Bonds and notes-
13. Other liabilities --------------

14. TotaL --------------------------------------
IV. Equities-

V. Total assets or liabilities and equities

44. 77
1.83
6.20
2612
4.37

117.05

12.45
.42

13.94

--------- i----

2.30

4.16
1.87

11.25

68. 78

25. 94
2.18

29.67
69.68
60.84

223. 18
151.62
108.51
27.80
66.10

.21
3.42
5.69
5.55

31.20

2.00-----

61. 16-- --

____________________________________ I. I - -I.
176.34

1, 425. 51
40.81
97.30

20.91 257.09
186.89 508.44

632.37
71.18

63.16 297.75
139.60 132. 12

______________________ I -.-
1, 601.85 138.11 207.80 765.53 703. 55 202.84

Source: Raymond W. Goldsmith, Robert E. Lipsey, and Morris Mendelson, "Studies in the National Balance Sheet of the United State," II, Prince-
ton, 1963, pp. 68-69.

H

It-

20

C0t
CTn

2.60
1.22

2.83

.81

2838.49
1.80

225.78
152.84
108. 51
27.80
66.10
46. 10
86.95
9.62

51. 17
19.39

171.91
428.42
93.84

1,488.43
2,246.88

3. 735. 31115.63
I

-------------- ------- :::::::-------------- ------ ::::::::
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Any discussion of national balance sheet structure must take ac-
count of both the FRB and NBER (Goldsmith) work, as well as pos-
sible improvements in both. In the introduction to volume II of his
recent study, Goldsmith gives a detailed comparison of his sectors and
categories with those of FRB, together with reconciliations of some
of the estimates for recent years. In what follows, we shall point out
major differences and possible alternatives.

SECTORING

There is no single general principle or set of criteria which may be
relied on in distinguishing economic sectors for which separate trans-
action accounts should be set up. Since the main purpose of sectoring
is to facilitate economic analysis, a major aim must be to group to-
gether transactors who behave similarly, have similar transaction and
balance sheet structure, and react similarly to given financial or other
stimuli. Although terminology is somewhat ambiguous, it has been
stated that sectoring is primarily institutional, while the several ac-
tivity accounts separate the chief functions of the sectors. In general,
it is considered desirable to include all the transactions of the units
grouped together as a sector, rather than to split them. But in some
instances, it may facilitate analysis to show units behaving in different
functional capacities in different sectors-as proprietors in their per-
sonal and business capacities, or the governmental monetary authori-
ties which the FRB removes from the government sector and places
with private financial institutions.

Other considerations, such as data availabilities and the desire for
statistical continuity, affect sectoring decisions and may make some
of them appear to be arbitrary. But any classificatory system is likely
to involve more or less arbitrary decisions in application. In what
follows, we shall discuss the broad features of the sectoring now in use,
rather than the treatment of detail.

THE GENERAL SYSTEMS

The OBE national income and product accounts are really not yet
sectored for purposes of full saving-investment and balance sheet
analysis. Appropriation (income and outlay) accounts are currently
maintained for persons (including persons in their capacity as proprie-
tors), governments, and foreigners (which is, strictly speaking, not
a sector but an external account). The appropriation accounts for
nonfinancial corporations and financial intermediaries are consoli-
dated into the production account. In his hypothetical deconsolida-
tion, Gorman sets up sectors for proprietors, other persons, nonfinan-
cial corporations, financial intermediaries, government, and foreigners.

This approaches the sectoring used by the FRB and NBER. The
FRB consumers sector relates to all households (and nonprofit insti-
tutions), while NBER's relates to nonfarm households. They both
have three nonfinancial business sectors: farming (including farm
households in the case of NBER), nonf arm noncorporate business, and
corporations. They both have a finance sector, although FRB in-
cludes a fourfold breakdown in the summary tables (and additional
breaks in subsidiary tables, while all of the NBER breaks are sub-
sidiary) ; they both have two government sectors, Federal, and State
and local; while only the FRB shows a rest-of-the-world account.
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THE HOUSEHOLD OR CONSUMER SECTOR

In Goldsmith's view, it would be desirable to confine the household
sector to units which are homogeneous in the sense that their motiva-
tions are primarily those of consumers. There are three chief prob-
lems from this viewpoint in both his (NBER) and the FRB accounts,
as well as in the OBE "personal" account, which should be corrected.

(1) The household accounts include nonprofit institutions, due to in-
sufficient data to effectuate the setting up of a separate sector in the
interests of conceptual clarity. The Working Group on the Service
Industries strongly recommends the expansion of existing reporting
systems to provide benchmark data on the tangible assets and financial
claims of the nonprofit institutions. Goldsmith notes that the tan-
giblcs can be extrapolated currently by the perpetual inventory
method, although improvement of current reporting of financial
transactions of this sector would still be needed.

(2) Personal trust funds are included in the household sector due to
lack of adequate current data to make it possible to set these up in a
separate subgroup of the finance sector. The latter treatment would
require the addition of another type of financial claim in the house-
hold sector-investment or equity in personal trusts-which would be-
come a liability of the new sector. The Working Group on Nonfarm
Business Financial Claims recommends obtaining data on personal
trusts from the banks rather than from households.

(3) There are difficult problems involved in separating the busi-
ness activities and associated balance sheets of proprietors from their
finances as consumers. Both NBER and the FRB attempt a segre-
gation which seems desirable for analytical purposes. Goldsmith,
however, in line with present Department of Agriculture practice,
keeps the household and business aspects of farming together in a
separate sector. The FRB, on the other hand, attempts an alloca-
tion of farm assets and liabilities between household and business use.
It is noteworthy that the Working Group on Agricultural Wealth,
which included several representatives of the Department, recom-
mended a separation. (See app. II, pt. E, for the details of their
recommendations on this point.) They advocated that farm subsec-
tors be maintained in both the household and nonfinancial business
sectors, however, so that for some analytical purposes a "farm sector"
could be reconstituted.

With respect to nonfarm households, both NBER and the FRB have
consumer activities of proprietors in the household sector, their busi-
ness activities in the nonfinancial noncorporate business sector with in-
come and investment flows between the two sectors. Where possible,
they separate business assets and liabilities clearly identifiable as such,
put most of the remainder in households, and split only a few pre-
dominantly joint-use items, such as demand deposits if the proprietor
does not maintain a separate business account, using rough allocation
criteria. A main difference between the two treatments is that the
FRB puts mortgage debt on rented one- to four-family houses as lia-
bilities of unincorporated nonfinancial business, while Goldsmith
treats them as investments of the household rather than as a business
activity primarily.
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In general, since the household sector consists of almost 60 million
units, most analysts have pointed to the desirability of providing some
subsectors-at least on an occasional basis. Of particular relevance to
the focus of interest of this study are proposals to sector according
to size-classes of asset holdings. As is pointed out in appendix II, part
C, all assets, tangible and financial, should be taken into account.
Such a survey remains to be made.

Up to this time, financial items in balance sheets of households have
been derived largely as residuals. This underscores the need for
a comprehensive household survey, as proposed by the Working Group
on Household Wealth, although checks against institutional records
are still needed. The value of a household asset survey is enhanced
when the asset data are obtained in conjunction with income and other
characteristics of households with which they can be cross-classified.
Even the perpetual inventory approach requires benchmark wealth
data, particularly for the minor durables.

NONFINANCIAL BUSINESS

Both NBER and FRB split the nonfinancial business sector 3
ways-nonfarm corporations, noncorporate business, and farming
which comprises both unincorporated enterprises and the few cor-
porations that operate in the industry (and NBER includes farm
households with the enterprises). The distinction between corporate
and noncorporate enterprise based on legal form is not necessarily
the most useful-other subsectors such as asset-size groups, or broad
industry groups (discussed below) may be more so.

The treatment by Goldsmith of the corporate business sector is very
similar to that of the FRB from which he drew most of his estimates
for the postwar period. He includes real estate corporations, which
had been classed in the finance sector in his earlier "Study of Saving,"
and excludes financial and agricultural corporations. The main dif-
ference with the FRB is that the Board consolidates corporate bal-
ance sheets, netting out most corporate assets with the major exception
of trade credit. This virtually removes holding companies and closed-
end investment companies from the FRB account, as well as several
type-of-claim categories.

Since the basic data come from "Statistics of Income," in which cor-
porate balance sheets are on a consolidated basis, there may be some
overlap with the finance sector. Activities of pension, welfare, and
profitsharing plans established by corporations are excluded from
this sector to the extent they can be identified.

Noncorporate businesses, which fall predominantly in trade, con-
struction, and the services, include mutual organizations, agricultural
cooperatives except those in farm credit, and nonprofit organizations,
such as trade associations serving business. When a nonprofit institu-
tions sector is created, the latter should be classed as one of its sub-
groups. Otherwise, the noncorporate sector includes all private
assets and liabilities that are not clearly corporate or household, except
that a few commingled items are split with the latter sector as noted
earlier. Next to the household sector, data for unincorporated busi-
nesses are the weakest.
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From the standpoint of consistency, the farm sector should be
broken down between corporate and noncorporate. For purposes of
analysis, however, it would probably not make much difference in
national estimates.

The chief recommendation of the Nonfarm Business Financial
Claims Group with respect to sectoring is that data be collected for
balance sheets by broad industry groupings. Flow of funds and bal-
ance sheet estimates by broad industry groups are needed to study
typical purchase decisions, financing requirements and patterns, and
liquidity needs, as backgroud for more refined economic analysis and
policy decisions particularly in the monetary field.

Due to the skewness of the distribution of financial assets-much
more is held by financial companies than nonfinancial-a much broader
grouping of industries is indicated in the latter sector. Further, in
view of the industry-heterogeneity of multiestablishment nonfinancial
companies, the broad groupings are generally much more meaningful
than the narrower ones for general purpose analysis. Since the com-
pany is the financial decisionmaking unit, this must be the basic unit
for industry combinations. Businesses would probably have to be per-
mitted to consolidate their subsidiaries in their reports as is advan-
tageous for tax purposes, although the financial claims group would
prefer a standardized basis of consolidation at the 50-percent owner-
ship level for domestic subsidiaries.

The recommended industry subsectoring is shown in exhibit C of
appendix II, part 0. In general, it comprises two-digit SIC indus-
tries, or combinations thereof. In a few cases outside finance, three-
or four-digit industries or combination thereof are recommended. In
all, 54 private nonfinancial industries are distinguished. These gen-
erally conform to industry groupings shown in the new Standard
Enterprise Classification, but with less detail and some different
combinations. In a few cases, however, groups are formed from por-
tions of SIC industries, while the Standard Enterprise Classification
combines only entire SIC industries. For some special purpose analy-
ses greater detail may be desired than the group recommends. When
greater detail is to be obtained, the group Points out that companies
should be classified "from left to right." (ee app. II, pt. 0.) After
balance sheet data have been tabulated by industry, examination of
the financial patterns may suggest some different arrangements, of
course.

Subsectoring by company asset-size classes is another possibility the
group advocates, but with class limits varying from one industry to
another. This would throw light on the financial problems of small
business and indicate differing patterns of concentration by industry.
A sectoring by geographical regions is not generally advocated for pur-
poses of balance sheet analyses, although in industries where single
establishment firms prevail, as in agriculture, regional sectoring would
have meaning.

FINANCIAL BUSINESS

The finance sector, as defined by both NBER and the FRB (with a
few differences to be noted later) includes not only those institutions
whose liabilities are regarded as money or near money (a possibly
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narrow definition) but all institutions whose assets consists primarily
of intangibles other than securities of subsidiaries and affiliates, and
whose primary business is to act as intermediary between ultimate
lenders and borrowers. 5 The groupings of subsectors used by the FRB
are presented below, as a basis for further discussion.
Commercial banks and monetary authorities:

Commercial banks (United States).
Monetary authorities (consolidated account for the Federal

Reserve System, ESF, and Treasury currency accounts).
Savings institutions:

Mutual savings banks.
Savings and loan associations.
Credit unions.

Insurance:
Life insurance.
Noninsured pension plans.
Other insurance companies.

Finance, n.e.c.:
Finance companies.
Security brokers and dealers.
Investment companies, open end.
Agencies of foreign banks.
Banks in U.S. possessions.
Other.

The NBER, in subsidiary tables, shows much the same groupings,
except that fire and casualty companies are separated from "other in-
surance companies," and several of the "finance, n.e.c.," subgroups are
merged. The NBER includes agricultural credit organizations in
"finance, n.e.c.,5'whereas NBER also covers closed-end and face-
amount investment companies in addition to open-end investment
companies. Finally, NBER has a separate subsector for Government
pension and insurance funds, which the FRB keeps in the Federal,
and State and local government sectors. The FRB procedure is pre-
ferred by the Wealth Study working groups in both the financial
claims and government areas.

The Working Group on Nonfarm Business Financial Claims would
have data collected to make possible balance sheet estimates for still
finer industrial subdivisions of the finance sector. (See app. II, pt. 0,
exhibit C.) In essence, relative to the present FRB subsectors, the
group would break down the "finance companies" category into con-
sumer finance companies, sales finance companies, mortgage companies,
commercial finance companies, and miscellaneous. Like NBER, they
would show "other investment companies" in addition to open-end
management investment companies.

Finally, the working group would set up an additional sector for
personal trusts. This accords with the view of the Household Group.

, See Goldsmith and Lipsey, op. cit., p. 32. The definition is somewhat less inclusive than
used by Goldsmith in his volume "Financial Intermediaries."
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GOVERNMENTS

The NBER and FRB treatments of the State and local governments
are virtually the same. The sector contains all the general government
and enterprise activity of States and the District of Columbia, cities,
counties, special districts and authorities, and other local government
units. These governments' own trust and sinking funds are included,
but NBER had shifted the employee pension and retirement funds
to the finance sector. The sector account is a combined statement of
consolidated accounts for individual government units, although the
consolidation is not complete with respect to debt and interest trans-
actions between government units and their own trust and sinking
funds.

The Federal Government sector includes all legally owned and/or
controlled activities except for the monetary authorities. It covers
all the departments, other agencies and trust funds (with exceptions
noted), all corporations, credit agencies, and other enterprises, as well
as Federal land banks and home loan banks even though these banks
have passed into private ownership.

The Treasury monetary funds and the Federal Reserve System
banks are shifted to the banking subsector of the finance sector.
NBER, but not the FRB, separates out Federal pension funds. The
FRB also does not treat OASI and unemployment trust fund assets
as a Federal Government liability to the household sector. NBER
has supplementary tables for the postal savings system, lending and
credit agencies, and the Federal land banks. While excluded from
the balance sheet, INBEIR also presents estimates of the value of mili-
tary equipment and structures and Atomic Energy Commission as-
sets, in order to make possible alternative estimates of total national
assets including military.

It has been advocated by the working groups, and by others, that
enterprise subsectors be set up, with a separate account for financial
activities, and possibly other divisions.6 Before this is done, however,
it would be desirable if the statistical agencies in the national economic
accounting field first reconsidered the boundaries between general gov-
ernment and Government enterprises, and possible divisions within
these groupings, with particular respect to differing patterns and
criteria of decisionmaking.

It would, of course, be possible to allocate the various governmental
enterprises to the appropriate industry groupings of the business sec-
tor. But as Goldsmith has pointed out, this treatment "would run
counter to the principle that assets and liabilities under the control
of one decisionmaking unit should be kept together." 7 By the same
argument, it is desirable that the monetary authorities be kept in a
separate sector, as is done by the FRB, so that it can be recombined
with the Federal Government sector for certain analytical purposes,
as recommended by the Working Group on Federal Government
Wealth.

It is also feasible to separate State governments from local govern-
mental units. While some more or less arbitrary allocations would be

6 See Stanley J. Sigel, "An Approach to the Integration of Income and Product'and Flow
of Funds National Accounting Systems," "The Flow of Funds Approach to Social Account-
inG," p. 25.

Goldsmith and Lipsey, op. cit., p. 33.
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required, size and diversity of the sector is such that a breakdown
would be desirable. Considerable additional work is required, but
progress in this direction has been made at the Office of Business
Economics.

TYPES OF FINANCIAL ASSETS AND LIABILITIES

The objectives of asset-type detail are to present totals for impor-
tant types of instruments, minimize the size of "all others" categories,
provide data on maturity classes necessary for liquidity analysis and
allow for cross-classification of instruments by major economic sectors.

The importance of each instrument will, of course, vary from sec-
tor to sector. This raises the question of whether or not the detail ob-
tained from each sector should vary as well. If the surveys conducted
in each sector are designed to vary with respect to detail, it is obvious
that a full matrix of claims, by type and by sector, cannot be con-
structed without interpolation. This procedure, however, is cur-
rently employed in filling some cells in the flow of funds matrix. It
is clear that this will have to be done in a financial claims inventory
as well, since to ask for information in the same detail in all sectors
would involve costs too high in relation to the usefulness of the data.

An important aspect of the asset-type classes recommended by the
Nonfarm Business Financial Claims Working Group is the emphasis
on detail concerning the liquidity of the various instruments. For
relevant asset and liability classes suggested line items serve to dis-
tinguish among claims with original maturities of 1 year or less,
claims with longer maturities on which installments are due no more
than 1 year from the balance sheet date, and claims due in more than
1 year.

BALANCE SHEET ASSET ITEMS

While each of the sector balance sheets will differ in detail, there
are certain common elements which will appear in each. These are dis-
cussed next and major exceptions applicable to specific sectors are
noted.

Cash should be separated from deposits wherever possible so that
the total for deposits in financial institutions is clean. Deposits
should be broken down into demand and time, with a further break-
down of the latter by financial institution where appropriate.

Securities of central governments should be shown separately from
issues of governmental agencies. Separate totals should be obtained
for holdings of State and local government securities. The liquidity
classes referred to above should be used for all governmental issues

-whenever- appropriate.
Notes and accounts receivable should be broken down into current

and noncurrent. However, all credit advanced to consumers by non-
financial business should be regarded as current, which is the ap-
proach now used.

Some detail, designed to meet the needs of each sector, should be ob-
tained for other short-term securities such as commercial paper and
bankers acceptances.

The "other current asset category" should be analyzed and major
components isolated. Prepaid insurance premiums are known to be
an important item which should be shown separately.
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Noncurrent assets should be presented in substantially more detail
than is done currently. Investment in nonconsolidated subsidiaries
should be shown at book value in the balance sheet. In a memo entry,
the respondent should be asked to state the parent company's equity
in its subsidiaries, if this differs from the value at which the subsidi-
aries, are carried on the books.

Holdings of long-term securities, other than those of nonconsoli-
dated subsidiaries, should be broken down further. Stocks, bonds,
mortgages, and "all others" would be generally appropriate. Stocks
could be divided further into those publicly traded and those for
which there are no public markets. For the former category, market
values could be obtained.

In addition to the data on investment in nonconsolidated subsidiaries
and long-term securities, the noncurrent category should also include
totals for deferred charges, goodwill, and the noncurrent receivables
item mentioned above.

The remaining entry on the proposed balance sheet would be the
plant and equipment account aggregate. The use of the total as a
control has been discussed earlier in connection with tangibles assets.

LIABILITIES AND EQUITY

On the liability side, short-term borrowings from banks, govern-
ments, suppliers (broken down into credit from subsidiaries and affil-
iates, and others) finance companies, officers or stockholders, the open
market, and others, are the general categories which are widel appro-
priate. Deposits, CCC loans, life insurance and consumer debt, for
banks, farmers, insurance companies, and households, respectively, are
examples of specialized accounts which must be provided for certain
sectors.

Aside from installments due within 1 year on long-term debt, the
remaining categories of current liabilities which will have widespread
application are accrued Federal income taxes, dividends payable, and
accrued payrolls.

The major categories of long-term liabilities are mortgages, term
loans from banks, bonds, notes, and debentures, and other long-term
loans. Mortgages should be broken down into those obtained from
commercial banks, insurance companies, other financial institutions,
and "all others." Subtotals for both publicly offered and privately
placed bonds, notes, and debentures would be useful. Other long-term
loans should be divided into those placed with financial institutions,
officers and stockholders, and others.
* The liabilities, of uninsured pension funds and the corresponding

assets of the beneficiaries deserve special mention. The potential
liabilities of the social security system, for example, are considered by
most to be in excess of the net asset value of the fund available for
distribution. Thus, if householders were to include their potential
claims as assets, the balance sheets of the fund would have to be
adjusted to show a deficit, which would be a special liability item.
Rather than do that, it seems appropiate to carry the claims of ben-
eficiaries as an asset, the value of which does not exceed the net asset
value of the fund. An alternative approach is to omit them entirely
and net the holdings of the system against outstanding Federal debt.
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This would increase the consistency in the householders' equity ac-
counts and facilitate the analysis of household wealth by size-class.

Equity or net worth is the remaining balance sheet entry. For non-
financial corporations, this should be divided into three categories:
(1) Reserves not elsewhere reflected; (2) preferred stock; and (3)
common stock, capital surplus, and earned surplus. For certain finan-
cial corporations more detail is appropriate.

The foregoing balance sheet items only can be viewed as tentative.
Final determination of the categories must be delayed until the inven-
tory year approaches because of the continual changes in the compo-
sition of claims. The recent rise in the importance of savings accounts
at savings and loan institutions and Euro-dollars are familiar examples
of the recent changes of this nature.

While there are many data available on financial claims, gaps still
remain. The sectoring of many types of claims is done by methods
which could be vastly improved if better data were available. For
some series, benchmarks need updating. The recommendation that
balance sheets be collected for both the beginning and end of the
survey year will provide new benchmarks for flow of funds analysis.

LIN-KAGE BETWEEN INDUSTRY WEALTH AND SECTOR BALANCE SHEET
APPROACHES

The divergence between wealth data on a producing-industry basis
and on a decisionmaking sector basis arises chiefly with respect to the
industry divisions of the nonfarm business sector. The government
sectors are largely self-contained in both approaches, although the
"monetary authorities" subsector would have to be recombined with
Federal Government for some analytical purposes. Whereas the FRB
keeps the public corporations and other enterprises within the Gov-
ernment sectors, it would seem desirable to class these by industry, so
that for some purposes of production analysis they could be combined
with the corresponding private industry groups. Perhaps the chief
adjustment required for production analysis is to shift out the tangible
assets leased to private industries, and to bring in those- which are
leased from private industry. Both government workinRg groups
recommended the estimation of wealth on both ownership and use
basis, with separate enterprise subsectors.

The household sector has been viewed as a consuming sector (al-
though basically it produces services and processes goods for its own
use);. Households are also listed as a service industry by the SIC
to take account of the wages and salaries it pays, largely for domestic
servants. It would hardly seem useful, however, to attempt to segre-
gate that part of household wealth used by domestic servants. It
would seem useful to estimate the value of the goods leased by house-
holds from private industry, as recommended by the Working Group
on Household Wealth.

Aside from the leasing problem, virtually all of the tangible wealth
owned in the government and household sectors, and carried on their
balance sheets, are used in those sectors as defined. This is not true of
almost half of the multiestablishment companies. Of the 91QOO.inmulti-
establishment firms covered in the 1958 economic censuses, 41,O0O had
establishments engaged in more than one of the 855 different Census
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four-digit industries. This is not a large proportion of the 3.2 million
firms covered, but they account for over 44 percent of all the em-
ployees reported, and probably a larger percent of assets.

As a result, IRS (and FTC-SEC) industry data in which whole
companies are classified by industry do not match industry totals built
up from Census establishment data. For certain purposes, it would be
highly desirable to have a link between the company and establish-
ment reports-showing a summary of Census data for the establish-
ments of matched IRS corporations, classified by IRS industry, with
separate data for all establishments of the matched corporations by
four-digit industry. This information would, first of all, have an im-
portant use in revaluing book data on depreciable assets to current
value. The reflators developed for Census industries could be appro-
priately weighted in order to obtain a composite reflator for the book
value of depreciable assets by IRS industry. Beyond this, the distri-
butions make it possible to allocate data gotten by IRS. but not by
Census (primarily financial data), to Census industries. This would
also make possible geographical distributions of IRS data by loca-
tion of the productive activities. Whether or not distributions by
industry of company financial data according to relationships between
common items in the two bodies of data are sufficiently meaningful
would have to be judged by the analyst in the light of his objectives.

Just such a link has been provided by the Census Bureau as part of
the 1958 enterprise statistics program. In addition to summarizing
Census data for matched corporations, classified by IRS industry and
distributed by four-digit industry, the Bureau also indicated the por-
tion of the corporate universe in each IRS industry that was suc-
cessfully matched with Census records in terms of number of enter-
prises, business receipts, net income, inventories, and total assets. Of
the 3,600 IRS tax transcripts falling within the industrial scope of the
1958 censuses, 3,300 were considered to be successfully matched to their
equivalent organizations in 2,700 Census companies. Census compa-
nies are defined to include all subsidiary corporations under the owner-
ship or control of a parent corporation, which is also the definition
of Moody's and the FTC-SEC survey, while many complex companies
report to IRS on a deconsolidated basis due to tax considerations.

Complete matching did not prove feasible in part because of these
differences in definition of organizational units. Even when a com-
pany reported on a consolidated basis to IRS, there was no separate
identification of subsidiaries engaged in foreign operations, which are
statistically significant in some industries. Matching was also made
difficult by differences in industry classifications assigned by each
agency to the same corporation. Whereas Census is able to classify
each corporation by four-digit industry codes of its constituent estab-
lishments, IRS coding of companies is based on their own description
of principal business activity, supplemented by some outside evidence.
Differences are significant at the three-digit level. Matching was also
complicated by the fact that more than 40 percent of companies failed
to report their social security employer identification numbers to
IRS, although requested to do so on form 1120. The EI number
is the central means of identification by Census; hence, it was necessary
to determine the appropriate missing El number associated with each
IRS transcript. Mr. Murray D. Dessel of the Census Bureau believes

38-135-64--7
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that with the complete computerization of the IRS income-tax-return
processing system, many of the informational gaps referred to could
disappear before the end of the decade."

Actually, the 3,300 successfully matched corporations accounted for
almost half of the $575 billion corporate business receipts of all Census-
covered industries. In addition, by indirect estimation techniques, it
was possible to match implicitly the Census and IRS business receipts
of all other single-industry corporations, thereby increasing the
matched coverage to 89 percent.

It is evident that the 1958 Census-IRS match covered a large enough
portion of the corporate universe involved to provide a useful link
between establishment and company data. With the increased cover-
age likely by 1968, it would be most helpful for purposes of wealth and
balance sheet estimation and analysis for the Census-IRS link project
to be repeated regularly, at least quinquennially at the time of the eco-
nomic censuses into which extensive asset data should be tied.

'See Murray D. Dessel, "Statistical Problems in Measurement of Real Wealth in the
Business Sector," 1963 "Proceedings of the Business and Economic Statistics Section."
American Statistical Association, pp. 280-300. Much of this section was based on Mr.
Dessel's paper.



CHAPTER 6

VALUATION-GENERAL APPROACHES

The valuation of tangible assets poses some of the most difficult
problems that must be faced in planning for a wealth inventory. The
difficulty stems from the f act that assets are carried on the books and/or
records of most firms and other organizational units at cost. Since
assets were acquired at different dates, their valuation has no uni-
formity. For purposes of wealth estimates, market or other present
values are desired. Unfortunately, it is not feasible to ask owners
to estimate and report the present value of the bulk of their tangible
assets. The estimating agency is, therefore, confronted with the prob-
lem of collecting book values and using associated or collateral data
to adjust them to estimated market values.

In the first section of this chapter, we shall discuss valuation gen-
erally-the deficiencies of book values, the limited scope of direct mar-
ket price data for assets, and the several possible proxies. In the
second section, valuation problems are reviewed for each of the major
classes of tangible assets, and for financial claims.

BooR VALUES

Economists are in substantial agreement that estimates of wealth in
terms of book value, or original cost, are not as meaningful as market
or other present-value estimates. If general and/or relative prices
have changed significantly over time, original costs lose their meaning.
Except for short-lived or recently purchased goods, original costs
represent neither the present values of projected net income from the
use of the wealth, nor the replacement costs of the man-made capital.
Since the age-distribution of assets differs among firms and sectors,
book values are not fully comparable. Nor are they comparable
through time. Original prices no longer obtain, and book deprecia-
tion methods for fixed durables may not reflect the decline in economic
values and may incorporate changes in accounting practices occasioned
by changes in tax laws.

Yet it must be recognized that book values, generally representing
original or acquisition costs, are the hard data available not only for
private firms but also for most other organizational units that keep
books. Therefore, their collection and compilation will be a necessary
prerequisite to or concomitant of estimates on a current-value basis.
Some analysts consider it useful to have one set of balance sheets in
terms of book values. Presumably, these values have some influence
on decisions, even when their limitations are recognized. They affect
tax liabilities and in some cases, rate regulation. A statistical ad-
vantage to balance sheets in acquisition cost is that changes from one
date to another can be explained in terms of gross investment less
capital consumption without adjustments for changes in value of pre-
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existing stocks. The FRB partial balance sheets incorporate largely
book or par values. Yet the revaluations and current value estimates
are also needed.

CURRENT VALUES

Current market prices provide the most useful and understandable
basis for valuing and combining components of the capital stock. The
national product is expressed in terms of market prices or proxies for
market prices so it would be desirable for wealth to be valued on the
same basis for the sake of consistency. Just as relative market prices
of consumer goods represent relative degrees of satisfaction antici-
pated by purchasers, so do relative market prices of capital goods re-
flect relative present values of the future net income streams expected
by the purchasers. Thus, market values of capital assets are com-
parable as among sectors in terms of anticipated income-producing
ability and are consistent with current income. Such values can also
be made comparable through time, when allowance is made for changes
in market prices so as to convert the stock series to constant market
prices of a stated date.

Statement of the general principle that market-price valuation of
assets is desirable provides a general goal, but many practical prob-
lems are met in its implementation. Is the economist concerned with
valuing a collection of individual capital goods, or with the going-
concern value of the collectivity of assets? Assuming the former
approach is adopted, how are the individual capital goods to be de-
fined, particularly for comparisons through time when technological
and other dynamic changes are taking place? Even if we assume that
capital goods can be defined in terms of relatively homogeneous units
for purposes of pricing and deflation, what can be done when asset
markets are unorganized or nonexistent-what are the possible proxies
for market prices? These and other general problems will be treated
in the following sections prior to examination of special problems
and data requirements for each of the major types of wealth.

GOING CONCERN VERSUS AGGREGATE WEALTH VALUATIONS

In the business sector of the economy, there is a choice between
summing the values of the individual capital goods that compose the
plant of the producing units and summing the value of those units
as going concerns. The latter approach is spelled out in considerable
detail by Prof. Vernon Smith in appendix I, part H. Basically, it
involves estimating the market value of a corporation's liabilities and
equity from quotations on the securities markets, and subtracting the
market value of its financial assets in order to arrive at the current
value of the assets residing in the enterprise.

This contrasts with the more generally advocated method of ob-
taining from enterprises estimates of the market value (or original
cost, for purposes of revaluation) of individual items of land, struc-
tures, equipment, and inventories, by type, by establishment, and
summing these by industry groupings.

Statistically, the latter procedure has advantages. The wealth esti-
mates can be broken down by major types of assets. They can be
classified by industries composed of establishments, rather than of
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companies, which is preferable for production analysis. Further, the
going-concern approach is not applicable to the nonbusiness sectors
(governments, nonprofit institutions, and households), so the asset-
type valuation approach would have to be applied to a significant por-
tion of the economy in any case.

For the corporate sector, the data are almost entirely available for
the going-concern approach, while the asset-type approach involves
much estimating. But there is some question as to the validity of
applying corporate asset/cash-flow ratios to noncorporate businesses,
even in the same industry and size-group. Estimates by proprietors
of the market value of their enterprise would likewise be speculative.

It has also been objected that stock-market valuations are volatile,
and it has been suggested that centered moving averages of stock
prices be used to obtain yearend values. Yet Professor Smith argues
rather convincingly that volatility of expectations and price fluctua-
tions is of the essence of value.

Finally, as Edward Denison points out in his comments to the
Smith paper (also app. I, pt. H), the sum of enterprise values is not
adjustable for price changes to get real stock estimates over time for
purposes of production function analysis.

Theoretically, there is much to be said for implementing both ap-
proaches. Under pure competition (with perfect foresight) the value
of the enterprise as defined should equal the value of the invested cap-
ital, including intangibles. In the real world, however, even with
competition but without perfect knowledge, resources are generally
misinvested to some degree, and cannot immediately be shifted, espe-
cially when the real capital is both specialized and long lived (as is true
of railway roadbed and rolling stock, for example). With unfavor-
able demand developments, the sum of the value of constituent assets
(determined at least in part by alternative-use value) could exceed
the going-concern value of a firm, or group of firms, for many years
before new investment policies brought the two back in line. In fact,
if market shifts were rapid in relation to real-capital adjustments, dis-
equilibrium could persist for decades, as has been true, broadly speak-
ing, in American agriculture for almost half a century. Favorable
market shifts could produce the opposite condition, of course. As
Professor Smith points out, a comparison of the aggregate value of
component assets with going-concern value, by industry, could be very
useful in investment-deman analysis.

But as was stressed in the Wealth Study symposium on valuation
the going-concern valuation proposed by Professor Smith is influenced
by more than the value of the underlying tangible assets. In the ab-
sence of pure competition, it reflects relative market positions of firms
as influenced by the degree of monopoly, the foresight of management,
and other factors. It also reflects security-market valuation of intan-
gible capital and quasi-rents such as reside in the know-how of staff
resulting in part from company investments in research, development

and training), and the peculiar organization of particular firms and
industries.

Further, relative stock-market values, and changes over time, are
influenced by purely financial factors, such as changes or differences in
dividend payouts, income tax and capital gains, tax rates, and changes
in discount rates.
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Nevertheless, going-concern valuation would seem to be an interest-
ing supplementary approach to wealth estimates in the business, and
particularly the corporate, sector. After allowance for the nontan-
gible-asset values, the going-concern values would furnish a rough
check of orders of magnitude of wealth in the sector as a whole, and
differences by industry would be quite significant analytically. As
suggested by Mr. Gorman in appendix I, part F, liabilities plus equity
at market values for the business sectors could be carried on sector and
national balance sheets, with the differences between this total and the
sum of the value of individual assets (including tangibles) at market
carried as a separate item. In this way, the Smith approach can be
incorporated in national balance sheets, but not as a basis for tangible
wealth estimates by industry. In the following sections the focus is
on the latter approach.

THiE LIMITATIONS OF CAPITAL GOODS MARKETS

In the existing markets for capital goods (other than inventory
stocks), total turnover is generally a small proportion of the total
stocks of various types. Except in the early phase of production of
new types of goods, current output of the new items is generally a
small proportion of the total population in existence. Turnover of
used reproducible durable goods and nonreproducible goods also gen-
erally involves a minor portion of total stocks.

It would obviously be impractical to attempt to market an entire
stock of capital goods in a given time period. Thus market prices
applied to an entire stock signifies what could be obtained for the
goods under orderly, or normal, marketing conditions. Just as the
rules of commercial banking are based on the normal behavior of per-
sons with respect to deposits and withdrawals, so the value of a stock
of capital depends on normal behavior respecting replacement, resale,
liquidation, and so forth.

In the case of many used reproducibles, public land, certain minerals,
and several types of collectors items, there may be few if any, market
transactions from one year to another. In these cases, present-day
values must be estimated by some means other than application of
market prices.

The use of constructed values has a counterpart in the national in-
come accounts. The goods and services furnished by general govern-
ments and nonprofit institutions, which are not bought and sold in
the usual market sense, are valued at cost (usually without allowance
for a return to capital, however). Imputations are made for the rental
value of owner-occupied houses and various payments in kind, often
by applying the prices of similar market transactions to the number of
units involved in the nonmarket situation.

PROXIES FOR MARKET PRICES

The possible proxies for market prices of capital goods fall into
three chief categories which can be introduced in terms of the several
forces determining the market price. On the one hand, the demand
schedule for particular capital goods reflects the estimates of poten-
tial buyers or holders of the goods of the discounted value of their
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expected future contributions to income. The estimator can try to
duplicate these calculations. On the other hand, in the case of repro-
ducible capital goods, the supply schedule reflects the opportunity
costs of producing or replacing the earning capacity of the item.
Again, this can be estimated. Finally, the intersection of the two
schedules, which would give the market price, can be estimated by
persons familiar with the sporadic transactions in the item which may
take place, or with markets or occasional transactions in similar types
of capital goods. We shall begin with the the third approach, which
may be called an appraisal technique.

APPRAISAL

Estimates of the current value of assets may be obtained from
owners-either directly, or indirex;tly as through insuranCe valua-
tions-or from outside appraisers who are either professionals, or
other persons familiar with the property values.1 The persons mak-
ing the estimates will, of course, appraise levels or trends in market
prices of similar assets, prospective income-producing ability, replace-
ment cost, and other factors. The expert appraiser tries to estimate
the market price that would obtain under certain hypothetical condi-
tions-assuming, for example, willing buyers and sellers.

An approach related to the first is the use of property assessments, a
form of appraisal for property tax purposes, blown up by a ratio,
representing the estimated relationship between assessed and market
values. This was the chief approach used in the early censuses of
wealth, 1850-1922. The ratios of market to assessed values, by geo-
graphic areas, were determined by U.S. marshals and Census Bureau
officials. In recent Census of Government reports, data have been
gathered regarding both assessed and sales (market) values of a
sample of those properties which changed hands during the year, by
type and by area. Obviously, these ratios could be applied to all
assessed values, by type by area, if the assumption were reasonable
that the ratios obtained from the relatively small proportions of
properties entering the market were representative of all properties.

The assessment approach is much more applicable to realty than to
personal property. The tax laws of the various States differ much
more with respect to the scope of taxable personalty than of real es-
tate, and apparently assessment procedures differ much more widely.
For real estate, however, adjusted assessment value represents a pos-
sibly attractive supplemental approach and check on estimates obtained
directly from industry respondents.

DISCOUNTING ESTIM1ATED FUTURE INCOME

The second major approach involves discounting an anticipated
future net income stream from assets which are income producing,
but not generally bought and sold, or on whose marketability legal
restrictions may have been imposed. The method is most applicable
to certain lands and mineral resource reserves. It is used by the

ITibor Barna has found fire insurance valuations a useful approach to replacement cost
In the United Kingdom. See "Alternative Methods of Measuring Capital," "Income and
Wealth," series VIII; also "On Measuring Capital," in "The Theory of Capital," edited by
F. A. Lutz and D. C. Hague.
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Interior Department to estimate the value of certain mineral resources.
This approach involves (a) projecting the rate of production, pro-

ductivity, input and output prices, and thus the gross and net receipts
from use of the capital facilities; and (b) applying a discount rate
to the projected net income in order to compute the present value of
the property.

The projection involved is complex, but it is no more than is done
whenever private firms assess the prospective profitability of new capi-
tal outlays. There is also the problem of the appropriate rate of dis-
count, which has been discussed at some length in the literature with
respect to private firms. For public bodies, the average borrowing
rate has been suggested for discounting purposes.

If facilities are not used to an optimal degree of intensity, and net
income is correspondingly reduced (particularly apt to be true of
public wealth), the question may be raised as to whether the capital
value is not underestimated by capitalizing net incomes projected at
probable rates of utilization which are less than the most efficient ratio.
Assuming there is no supplemental nonmonetary income, the answer
appears to be in the negative, since values are relative to actual and
projected income given the probable types and intensities of use. A
public body is merely reducing the value of its assets to the public
when it limits the use without compensating side gains.

If an actual user charge is below the optimal charge (that which
maximizes present value), as is the case with some leased public prop-
erties, the latter (subsidy) may be estimated, and an imputed valua-
tion made. The problem is even more difficult if a major portion, or
all, of the services of the facilities are furnished gratis. Rather than
estimate the net value of the services, less error might be involved in
estimating the value of the facilities (such as a national park) in terms
of its value in alternative uses (possibly as indicated by values of
similar properties adjoining, or located elsewhere, but comparable).

REPLACEMENT COST

The most common way to approximate the market value of fixed
reproducible goods (structures and equipment) is through the esti-
mation of depreciated replacement cost. Briefly, this involves taking
the purchases of each previous year, by type of good, multiplying by
the ratio of the current price to the prior year's price (or price com-
posite) to obtain gross replacement value, and then deducting depre-
ciation, computed in accordance with the presumed pattern of loss
of value as a durable good of the given type ages, in order to obtain
net, or depreciated, replacement value.

The Wealth Study staff has generally favored this approach, but
believes that the theoretical implications and qualifications are not
often recognized. In this section, we shall explore these, and in the
section on valuation of major classes of wealth we shall be concerned
with the major statistical problems posed by this approach.

Gross stock in current prices.-First, consider the revaluation of
original cost to gross replacement value to take account of price
changes. In order to revalue capital goods to present (replacement)
values, price indexes of new items are needed. This immediately raises
the question as to what is the unit being priced or revalued. This
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question is important in a dynamic economy in which the productivity
of the capital goods industries is changing at the same time as are the
physical characteristics and the output- and income-producing ca-
pacity of capital goods.

In viewing this problem, we agree with Edward Denison that the
unit to be priced and revalued must be specified in terms of its physical
characteristics, with adjustments when changes in specification are
associated with differences in real production cost between the old
and new models (the "ideal" procedure used by the Bureau of Labor
Statistics in pricing) .2 It is important that the physical units of a
capital good not be confused either with the inputs required for
its production, which generally decline through time, or with its
output capacity, which frequently increases over time.

The first confusion can be dispelled easily. Take, for example, one
machine tool whose physical specifications and output capacity do not
change between two periods of time, but in the production of which
total productivity has doubled (real input requirements per machine
cut in half ) . We should not say that the quantity of the capital equip-
ment had been cut in half-this would imply a. doubling of the machine
tool's productivity whereas none had in fact taken place. The quantity
of the machine should represent its real cost given the level of tech-
nology (productivity) in its production in the base period.

Assuming an increase in efficiency in producing a standard machine
over time, its price will move to the degree that the movement of aver-
age factor price (including profit) deviates from that of the average
productivity of the factors used in its production.

Next, suppose the physical characteristics and output capacity of
the capital goods change, as with a model change. On this score,
Denison (and the "ideal" procedure of the BLS) would adjust the
real cost of the machine by the percentage difference in the real cost.

This procedure preserves the meaning of real cost as representing
the cost or input at base-period technology, if we can posit that the
differences in real cost of new and old models would also have obtained
in the base period.

The general effect of this procedure, which is dictated by the char-
acteristics of the price indexes, is clear. Suppose that at the end of the
year 1970 the value of new depreciable assets installed during 1970 is
$100 billion. Suppose that in 1970 it would cost $2,000 billion to repro-
duce (new) the depreciable assets produced prior to 1970 that still
remain in the stock, but that only $1,500 billion would be required
to replace these older assets with others, incorporating current tech-
nology, that would contribute just as much to current production. By
the procedure described the gross capital stock at the end of 1970 will
be measured as $2,100 billion, not $1,600 billion. In other words, older
capital will be equated with new by comparing reproduction cost at a
common date, not ability to contribute to production.

Gross stock in constant prioes.-A series for the value of the gross
stock in constant prices, covering a series of years, can be obtained by
substituting the prices of some one base year for current prices in the
calculations. The result is to equate the goods standing in the stock

2 See Edward F. Denison, "Theoretical Aspects of Quality Change, Capital Consumption,
and Net Capital Formation," in "Problems of Capital Formation," vol. 19 of "Studies in
Income and Wealth"; also app. I, pt. J, to this report.
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at different dates in terms of the cost of producing these goods at some
one date. Thus if the gross stock of depreciable assets valued in 1970
prices should turn out to be $2,000 billion in 1968 and $2,100 billion in
1970, this would mean that in 1970 it would cost 5 percent more to re-
place the 1970 stock than the 1968 stock. But the 1970 stock would
presumably be able to contribute more than 5 percent more to produc-
tion than the 1968 stock because of quality improvement. In gross
stock measurement, the method of equating depreciable capital pro-
duced in different years is identical in current and in constant prices.

We can illustrate the points we have been making in another way.
Suppose that a given date, model t has a 10 percent higher real cost
than model t-1; that the price of model t is 15 percent higher than
was the price of model t-1 in year t-1; and that model t contributes
20 percent more to production than model t-1. By our adjustment pro-
cedure the "pure" price increase is estimated to be approximately 5
percent (l) and model t represents 10 percent more real capital
than model t-1, even though it can contribute 20 percent more to pro-
duction. This is the result whether it is obtained by price deflation
or by weighting cost-adjusted physical units by base-period prices. It
is the only result that can be obtained with the price indexes or quan-
tity data that now exist or that we know how to construct.

It must be kept in mind that the essence of the value of capital lies
in its ability to produce net income, not to produce output per se. As
the output capacity of a new machines rises faster than its real cost,
so, too, may the net income from its use by its early buyers. But eco-
nomic theory teaches that, given workable competition, abnormal
profits will gradually be competed away. Thus, prices of new ma-
chines tend to approximate their costs, including a normal profit, and
net returns to new investment would tend to move much more nearly
in proportion to the costs (including normal markups) of successive
models of capital goods, than to their output capacities.3

In the example cited above, purchases of the new model t's would
be carried to the point where they tended to yield the same rate of
return as the older model t-1 had in the previous period-and thus
the absolute real net income per machine would tend to be 10 (not 20)
percent higher than that on the older models when they were new.
The greater output capacity of the model t's relative to their real cost
would, however, be reflected in a decline in the current value of the
model t-l's. This is an important aspect of depreciation and the
estimation of depreciated replacement cost, which we discuss in the
next section.

In conclusion, it will be recognized that, even apart from the treat-
ment of quality change, the gross reproduction cost of a stock of differ-
ent vintages of capital goods in the prices of a given period does not
reflect its anticipated capacity to produce net income, since the decline
in the future net-income-producing powers of aging durables is not
reflected. It does reflect what it would cost to produce the stock new
in the given year. Movements through time of the gross stock in con-
stant prices do reflect changes in the physical volume of items still
in the stock, given their base-period relative prices (and adjusting for

3 See John W. Kendrick, "Some Theoretical Aspects of Capital Measurement," American
Economic Review, Vol. LI, No. 2, May 1961.
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model changes in the manner specified). The estimates have an eco-
nomic as well as a physical basis in that it is the economic and not
the physical lifespans of the various durables which determine the
dates of their retirements, and thus the size of the gross stock.

Net stock in current prices.-Having obtained estimates of the gross
value of depreciable assets in current prices, it is possible to estimate
depreciation and by deducting it, obtain the depreciated or net value.
As an approach to market value,. the net stock seeks to approximate
the present value of the future income stream that may be expected
from the capital goods. It is the measure of the value of depreciable
assets that is appropriately combined with other market value esti-
mates to arrive at the national wealth. It has also been regarded as
a real net-cost measure, but allowance for depreciation is essentially
an economic. measure reflecting the decline in the value of an asset as
it ages. That value, and indeed the lifetime, of capital goods, is a
market-determined phenomenon; so also is the depreciation allowance
and the net-stock estimate.

Market prices of used plants and equipment would be the most
direct method of valuing depreciable assets. But since most items do
not trade on organized secondhand markets, depreciation must be esti-
mated. The past lengths-of-life of various types of capital goods can
be determined from various surveys and data on scrappage. More
difficult is the estimation of the shape of the depreciation curve to be
applied to new purchases. This can be deduced from data on used
prices of those assets which are traded, and imputed to those which
are not.

It is clear that deviations between depreciated replacement cost and
true market price (if it existed) could occur for two main sets of
reasons. One set of reasons has to do with the inadequacy of data
upon which depreciation curves are based, the stylized nature of
these curves, and the fact that they are extrapolated beyond the period
which furnished the data upon which they are based. The problems
of estimating depreciation are discussed further in a subsequent section.

Taken in conjunction with the indirect nature of depreciation esti-
mates, strong and persistent changes in relative demand will tend to
cause market values of existing fixed assets to fall below, or rise
above, the estimated depreciated replacement cost of particular assets
for extended periods of time. If expectations regarding earnings
of a particular class of capital goods were not realized, the market
value of the used goods would fall below depreciated reproduction
cost. But the deviation would be temporary, as purchase of new
items fell until the return rose to the previously expected level. The
relative decline in the supply of used items would tend to cause these
values gradually to rise back toward depreciated replacement cost.
The same sequence, pan passu, would tend to bring down the prices
of used goods where earning power exceeded expectations through an
increase in purchases of new goods and thus a gradual increase in the
supply of used goods.

It is apparent that estimates of depreciated replacement cost are
only more or less rough approximations to market values, actual or
hypothetical. Despite their approximate nature, useful analyses have
been made with wealth estimates based on the perpetual inventory
method.
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It is important to recognize that the method of treating quality
change in equating the value of new and old capital goods to measure
the net stock in current prices is the exact opposite of that implied in
measurement of the gross stock. The net value of a depreciable
asset falls below that of its gross value not only because it physi-
cally wears out, so that it may become physically less efficient as it
ages and the remaining physically possible service life declines, but
also because its ability to contribute to production declines relative
to that of new capital if there is quality improvement in capital goods.
This comes about because the accumlated depreciation that is deducted
allows not only for physical exhaustion but also for obsolescence.
Statistically, this occurs because service lives used in computing de-
preciation are actual lives as shortened by obsolescence, not physical
lives, and because obsolescence, is, or should be, taken into account in
choosing a depreciation formula. The result is that, aside from the
allowance for physical factors, depreciable assets produced in dif-
ferent years are, in principle, equated by ability to contribute to pro-
duction, not by production cost at a given date. Suppose a model
t-1 and a model t would both cost $100 if produced in year t, but
model t can contribute twice as much per year to production. Sup-
pose the physical life of model t-1 is half exhausted (but its ability to
contribute to production is not impaired). In year t the gross stock
value of the two items together is $200. The net stock, however, is not
(ignoring the discounting factor) $150 but only $125, the difference
representing obsolescence. It is for this reason that net stock estimates
can be considered approximations to current market values.

Net stock at constant prices.-What has just been said does not
carry over to comparisons of the net stock at constant prices in differ-
ent years. The obsolescence allowance affects the level of the net stock
but, since a similar allowance is made in all years, it does not affect
the movement of deflated net stock in anyway relevant to the treat-
ment of quality change. Hence the interpretation to be placed upon a
5-percent increase in deflated net stock is (insofar as this point is con-
cerned) that, in the base year, the cost of replacing the net stock of
the second year would be 5 percent greater than that of replacing the
net stock of the first year. If there has been quality improvement the
net stock of the second year can contribute more than 5 percent addi-
tional to production.

MULTIrLE APPROACHES TO ESTIMATING PRESENT VALUES

If it is feasible for the estimating agency to use two independent
approaches to estimates of present value, this would be desirable. In
cases when owners estimate market values of depreciable assets, alter-
native estimates of the depreciated replacement cost by the estimating
agency would be interesting. In addition to such owner or constructed
estimates of market values, assessed values adjusted to market by the
ratios indicated by the sample of sales would be a worthwhile check.

Reasonably close correspondence of alternative estimates would tend
to confirm the validity of the numbers. Discrepancies should lead
to further investigations that could result in improvements in data
collection and/or estimating techniques.



CHAPTER 7

VALUATION-MAJOR CLASSES OF ASSETS

Problems of applying the general principles of valuation discussed
in chapter 6 differ somewhat depending on the class of asset. In this
chapter, we discuss the various problems in terms of the five major
asset classes.

DEPRECABLE ASSETS

Before proceding to the use of depreciated replacement cost, every
effort should be made to obtain direct estimates of market values of
structures, machinery, and equipment. In some cases, respondents
have a good notion of what their fixed assets would bring under normal
market conditions. In the 1960 Census of Housing, homeowners esti-
mated the market values of their dwellings. Many consumers also
have a fair idea of the secondhand value of their automobiles, and pos-
sibly some other major durables. Producers may also know the ap-
proximate resale values of their real estate, and some of their equip-
ment (where markets exist). To a broader degree, they probably
know the replacement costs of their tangibles, particularly if they
have fire insurance and keep valuations up to date for this purpose.

For the types of equipment with active secondhand markets and
available price data, by model-such as automobiles, trucks, farm
tractors and machinery, certain types of metalworking machinery,
and some major consumer durables-the statistical agency could esti-
mate market values from physical-unit data, by type and age. The
latter type of data should be collected, and the matching price data
assembled.

But for many reproducibles, the statistical agency will have to esti-
mate depreciated replacement cost. Even when market values axe
available, the alternative estimates should be prepared. Not only
does this provide a check, 'but it produces estimates of gross replace-
ment cost which are desirable in their own right. Further, it provides
the basis for continuing perpetual inventory estimates beyond the
benchmark.

Estimating depreciated replacement cost involves three main sets
of statistical requirements: book-value or cost data in a form suitable
for further processing; adequate price indexes for revaluation; and
suitable information as background for depreciation estimates.

COST-DATA REQUIREMENTS

In order to revalue and depreciate the capital outlays of prior pe-
riods, the basic inventory data on gross book values or original costs of
surviving assets (even if no longer carried on the books) will have to
be obtained and distributed by years or periods of acquisition, by type
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of item. The more detail in which the composition of hixed asset
inventories is obtained, the better the estimating job can be. It will
be recalled that the Japanese wealth survey of 1955 obtained complete
inventories from the firms and other units in the samples. The de-
tail permits revaluation by narrow price indexes corresponding to the
types of wealth, and application of appropriate depreciation rates.
Broader categories could be used but the application of broader com-
posite price indexes and depreciation rates would result in somewhat
less accuracy.

Most of the working groups favored obtaining data on those broad
classes of assets in the full census or survey for which book-value data
were readily available for most firms. They would then get the detail
for a select sample by narrow classifications (up to seven-digit Stand-
ard Commodity Classifications, as amended by conferences with in-
dustry representatives, in some cases) by recent years and earlier pe-
riods of acquisitions. The distributions from the small samples would
then be applied to the data for broad classes gotten across-the-board
for further processing by the estimating agency. The sample designs
would be developed by experts to be consistent with existing samples
used in current surveys and censuses. It is clear from the structure
of American industry, however, that since a small proportion of multi-
industry firms owns a large proportion of assets, most of the larger
establishments would be included, while a small sample of the smaller
establishments representing the smaller single-industry firms should
suffice.

One problem involved in distributing book values by age is that
some fixed assets on the books will have been purchased secondhand,
or acquired by merger, etc. If possible, the respondent should indi-
cate the periods of original purchase when new of these assets so that
even if original costs were not available, they could be reconstructed.
If original date of purchase were not available, the estimating agency
could apply a conventional age adjustment to the period of acquisition
by the last purchaser. Firms that no longer carry written-off assets
on the books should be requested to report these separately if they
continue in use. Reporting of small items below a certain value should
not be required.

Pilot studies, or pretests, would be needed to determine that the
necessary detail, by type and by age, could be obtained from a suffi-
cient number of establishments in the various industries. It is appar-
ent that the forms would run many pages, and require much effort
from the respondents. This underscores the need for sufficient orien-
tation work in advance to obtain the necessary cooperation. Possibly,
if disclosure problems were overcome, detailed tabulations for the in-
dustry would be made available to respondents so that they might
compare the composition of their fixed capital with that of the indus-
try as represented in the sample. The fact that the detailed inventory
would be gotten on a one-time basis should help reduce objections.

In industries for which required detail by establishment were not
available, or if sufficient cooperation were not forthcoming, the age
distribution of fixed assets still on the books could be roughly esti-
mated from capital expenditure data for earlier years to which com-
posite survival curves were applied. This method has been used by
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Creamer and others, but it is to be hoped that a wealth inventory could
develop more refined estimates based on more detailed data.

Since most households do not keep formal books, and in the absence
of original costs, the numbers of units of various types of durable goods
could be reported, by age. The estimating agency could then multiply
out by average unit-values at the times of acquisition, and at the time
of the survey, in order to arrive at original and replacement costs.

PRICE INDEXES FOR FIXE ASSETS

For revaluation, time series on prices of the various depreciable
assets should extend at least as far back in time as the lengths-of-life
of the items. The BLS wholesale price index (WPI) began incorpo-
rating prices of automobiles and farm equipment in 1912 or 1913
and commercial furniture in 1926. But the major expansion in pric-
ing of machinery and equipment came in the 1952 revisions of the
index when many new indexes were added, often retroactively to 1947.
Some component detail and specially computed indexes go back to 1939
for machine tools, construction machinery, and general auxiliary ma-
chinery.

All in all, the Bureau now prices commodities which account for
almost 40 percent of new investment in producers' durable equipment;
price changes for the remaining 60 percent are imputed to the priced
items. The "producer finished goods" category of the WPI consti-
tutes over 600 commodities carrying about 11 percent of the total
weight of the index. Coverage of consumers durable goods in the
Consumer Price Index is even higher.

While total coverage of producers equipment in the WPI is not
bad, it is quite spotty in relation to the various groupings. (See table
1 in app. I, pt. J, by Allan Searle which shows percentage coverage of
1958 value added in the four-digit capital goods industries.) Much
special industry machinery and equipment, for example, has little or
no price coverage. Some of the groups are covered by price indexes
that originate in other agencies-notably, railroad equipment (also
structures and general machinery and equipment used by railroads)
priced annually since 1910 by the Section of Valuation of the Inter-
state Commerce Commission. The National Income Division of OBE
has assembled most of the existing equipment price indexes-BLS and
others, including some private indexes such as those for telephone ap-
paratus and equipment prepared by the Western Electric Co.-in order
to deflate current outlays for producers durable equipment.

Even after assembling all available data, however, some types of
equipment are represented poorly, if at all. It will obviously be de-
sirable for the BLS to continue its efforts to expand coverage in this
important area. When price indexes for new types of equipment are
added, it would be desirable, if feasible, to have reporters supply data
for at least several prior years (longer if possible), since revaluations
require indexes that cover as many years as the lifespan of the item.
Some important firms have constructed historical indexes of the prices
of their outputs. It would also be desirable if the Division of Prices
of the BLS provided technical advice to other governmental agen-
cies collecting price data (such as ICC) to insure appropriate and
consistent method.
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The BLS Division of Prices employs specification pricing. It
compares the payment (or receipt) for one unit of an item or service
with the payment for an identical unit at another time, specifying
the unit with respect to physical characteristics and as many of the
terms of the transaction as can readily be determined. The indexes
are not adjusted for changes in quality (efficiency or utility) unless-

* * * accompanied by physical specification changes which can be "costed
out" and then only when in the judgment of the commodity specialists they do
not involve purely subjective factors * * *. In practice, the Bureau often ob-
tains from reporters the cost of added (or deleted) features on machinery,
autos, trucks, and a variety of other goods and makes an appropriate adjust-
ment by adding (or subtracting) the cost to the price of the earlier model to
obtain price comparability with the new model. Where this is not possible, a
judgment is made and either a direct price comparison or a link is taken de-
pending on whether the reported price change is deemed mostly due to genuine
price change or to quality change. (App. I, pt. J. pp. 362-63, 364.

This accords with the procedure which the Wealth Study recomi-
mends.

The BLS price indexes have been criticized for failing to take
account of certain changes in true transactions prices, such as those
involved in special "deals" or other discounts that may become wide-
spread in times of severe competition. Since BLS has found reporters
generally unwilling to report deviations of net realized prices from
quoted list prices less the usual standard discounts, it is drafting plans
to investigate buyers' prices as an approach to true transactions prices.
The Wealth Study would encourage these efforts, particularly with
respect to durable goods.

For deflating new construction outlays, the OBE has assembled all
available and relevant construction cost indexes from both govern-
mental and private sources. These cover all the major types of build-
ings and other structures, but unfortunately the quality of some of
these indexes is not good. Some of the indexes are merely weighted
averages of construction materials prices and wage rates, and even the
relative weights may be out of date. They fail to reflect variations in
overhead and profit margins per unit of output, and more importantly,
they neglect the changes in productivity that may be taking place in
the construction industry. (Notable exceptions are the price indexes
for a composite mile of highway by the Bureau of Public Roads, and
the ICC series for railroads and pipelines.) OBE has attempted to
adjust the indexes for changing profit margins, but not for changing
productivity.

Mr. Searle in appendix I, part J, reports on progress being made
by the Bureau of the Census in developing more adequate price in-
dexes for family houses built for sale, and for a segment of the apart-
ment house market. Preliminary results suggest that the productivity
factor is being reflected in these indexes. It is important for revalua-
tion of wealth in the form of buildings and structures that progress
continue to be made along these lines. Similar recommendations were
made by the Price Statistics Review Committee in its report to the
Bureau of the Budget in 1961 with respect to asset prices.' This is
probably the largest single potential source of error in the revaluations
required for wealth estimates in current prices. While coverage of

' "The Price Statistics of the Federal Government: Review, Appraisal, and Recommenda-tions," National Bureau of Economic Research, 1961.
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the capital goods price indexes could be improved as indicated, it is
unlikely that the expanded composites for major types of durable
goods would show greatly different movements from those now avail-
able. Accuracy of revaluation for the more detailed types would, of
course, be heightened.

Finallv. it mav be noted that the same price indexes used for reval-
uation can be used for deflation of wealth estimates, by type, on succes-
sive dates. The importance of obtaining adequate price data for
revaluation purposes is enhanced by their use also in deflating value
time-series.

DEPRECIATION

Although gross replacement values are useful for some types of
analyses, it is clear that depreciation on durables and depreciated re-
placement value must be estimated as an approximation to market
value. Depreciation inevitably occurs as durable goods age and their
remaining service-lives shorten, their physical efficiency diminishes to
a greater or lesser extent, and they are subject to technological obso-
lescence. These forces reduce the remaining net income stream that
can be expected, and thus their present value (assuming no offset from
rising prices).

Depreciation rates are calculated ideally to approximate the pat-
terns of decline in market value of durable goods as they age. To ob-
tain realistic depreciation rates, it is necessary to establish (1) the
average service-life and mortality dispersion for each type of durable
good, and (2) typical depreciation curves over the lifetimes of
durables.

Book depreciation cannot now be relied on as an accurate approxi-
mation to loss of value. Some methods of charging depreciation,
such as the straight-line, appear to be less realistic than others (see
below). Further, methods are sometimes changed because of changes
in tax laws or other reasons. For example, accelerated depreciation
was allowed on new defense facilities during the Korean conflict; and
the Revenue Act of 1962 permitted new methods of charging depreci-
ation which have been widely adopted.

In order to avoid temporal inconsistencies in depreciation and net
book-value estimates, it is desirable for the estimating agency to com-
pute depreciation on the gross original cost and replacement cost of
fixed assets still in use.

Service-lives of the various types of durable goods can be deter-
mined by special studies. The Treasury Department sponsored engi-
neering studies of producers durable equipment and structures in the
late 1930's and in 1942 published Bulletin F to guide businessmen with
respect to reasonable depreciation deductions for tax purposes. Sup-
posedly, the lengths-of-life published in Bulletin F represented the
averages determined by the studies, minus 15 percent. Businessmen
were free to deviate from Bulletin F lives for reasons however.

In preparation for a revision in depreciation guidelines and rules
in 1962, the Treasury Department undertook two surveys of service-
lives actually used by companies relating to the tax year 1959-60.
Ihe primary source of the longer LDA (Life of Depreciable Assets)
survey was schedule G of the corporation income-tax return, with ex-
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tensive followups on incomplete returns being required. The shorter
TDS (Treasury Depreciation Study), which collected data directly
from respondents on a special questionnaire, was initiated when it be-
came apparent that the LDA study would not be completed in time
to plan the guideline reform.2 Coverage of the corporation universe
in terms of asset-size classes by the two projects is shown in the fol-
lowing table.

TABLE 3.-Coverage of the corporation universe by taco Treasury surveys

Corporation LDA TDS
universe

Depreciable asset
size classes Depreciable assets Depreciable assets

Depre- Returns
Returns ciable repre- Returns

assets sented Amount Percent Amount Percent
of class of class

Thousands Billions Thousands Billions Thousands Billions
Total- 1,074.1 $397. 2 556.8 $281. 2 70.8 1.9 $231.5 5 8. 3

Under $1,000,000.--- 1,010.2 58.6 539.3 21.0 35.8 -
$1,000,000, under

$25,000,000 under 59.6 64.8 15.0 9.0 13.9 .6 4.8 7.3
$25,000,000 and over 4.3 273.8 2.5 251.3 91.8 1.4 22. 7 82.8

In the LDA study, when schedule G was found to be 90 percent
complete, needed data were simply abstracted. Schedules less than
90 percent complete from taxpayers with less than $50 million of total
assets were subjected to analysis and imputation of missing detail or,
when this was not possible, only summary data were abstracted. In-
complete returns from firms with $50 million or more of total assets
were followed up by the appropriate district field office when it was
not possible to impute detail. In some cases the taxpayer could not
supply required detail.

Analysis of IRS experience in collecting data on depreciable assets
indicates that schedule G was a less-than-adequate source document.
Neary one-half of the returns of small corporations (under $1 million
of assets) representing almost two-thirds of assets in that size-class
did not have usable data. Three-quarters of the returns of medium-
size companies (over $1 million-under $25 million) representing almost
90 percent of assets in the size-class were unusable. More than two-
thirds of the returns of very large corporations (over $100 million in
assets) provided required data, but they accounted for a lesser pro-
portion of the assets in the size-class.

The IRS experience suggests that direct contact with the respondent
by means of a sample survey may be a needed complement to a data
collection program involving tax returns (which apparently necessi-
tates a field followup in many cases.)

The TDS special questionnaire involved less than 2,000 firms but
developed information on 60 percent of corporation depreciables. The
LDA, which developed data on an additional 10 percent of corporate
depreciables, required extraction of data from the tax records of an
additional 50,000 firms. A

2 See Internal Revenue Service. "Depreciation Guidelines and Rules," 1962.
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The LDA was partially successful in the attempt to collect depreci-
able assets by some 250 types of which about 25 were used for a par-
ticular industry. When detailed classification was impossible, assets
were assigned to a limited number of major asset-classes. Some 30
asset types were established for the TDS of which only about 15 were
used for a particular industry.

The LDA, but not the TDS, attempted to collect asset data by year
of acquisition. In the end, the LDA classified assets into one of two
acquisition periods, i.e., post-1953 and pre-1954, the same periods used
by the TD S. Despite the cooperativeness of respondents, data by
year of acquisition (except for very recent years) often could not be
obtained either because the necessary records did not exist or because
of the high cost of retrieving the. information.

The LlA classified assets by 60 major IRS industries. In the
case of multiindustry companies, the principal business activity gov-
erned the classification. Principal business activity also governed the
classification of TDS assets into 60 industries. In addition, multi-
industry respondents were asked to break out those assets used outside
the industry of principal business activity.3

The LDA estimates of useful lives were based on data found in
schedule G "Depreciation," which asks for rate of depreciation or num-
ber of years of life. Useful-life data provided a measure of the extent
to which current depreciation practices had departed from Bulletin F
lives. LDA included data on fully depreciated assets only to the
extent that these assets were reported in schedule G. On the other
hand, the TDS questionnaire specifically called for information on
fully depreciated assets.

While more up to date than the old Bulletin F information, the
Treasury studies have been criticized on the grounds that service lives
used for tax purposes are not necessarily realistic; indeed, they are
often "negotiated" and may deviate considerably from actual eco-
nomic lives. (See comments by Mr. Terborgh in app. I, pt. K.) It is
possible that the reserve ratio test under the 1962 Depreciation
Guidelines will reduce this problem.

There obviously is need for additional and more intensive service-
life studies prior to, or possibly in conjunction with, the wealth in-
ventories. In addition to obtaining average lives for various classes
of equipment, it would also be desirable to obtain survival curves.
There is some difference of opinion whether depreciation should be
calculated on the mean life of a depreciable asset category, or against
a probable survivorship pattern (see app. I, pt. K). If categories
are finely subdivided, apparently it does not make too much difference
in the final result. But for purposes of estimating retirements and
gross stocks, survivorship (or mortality) distributions would be de-
sirable to have. A study in the 1930's by Robley Winfrey, based
on 117 items for which data were available, is still the latest broad
study of dispersion of mortality of producers durables.

Since the economic lives of capital goods probably change over time,
existing data on those types for which age distributions are available
should be restudied. In addition, special studies should be under-
taken on a sample basis. Two types of study have been suggested.

3 Internal Revenue Service, "Corporation Income Tax Returns With Accounting Periods
Ended July 1959-June 1960," table P, pp. 18-20.
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By one approach, respondents are queried concerning the various
types of equipment and structures retired during the previous year,
and their ages. This method was followed by Jean Pennock in a study
of consumer durable goods (see app. II, pt. C).

A different approach has been suggested by Mr. Wasson in appendix
I, part K. From the respondents in the sample, two bits of informa-
tion would be required, by asset type: (1) the value existing as of the
end of the given year, including assets in use but no longer carried in
the balance sheet, by year of purchase, and (2) total amounts orig-
inally purchased, by year. Wasson believes the evidence indicates
that enough firms could give the desired information (possibly 20 to
25 percent) to permit computation of useful mortality tables. Ter-
borgh also states that many companies have their assets sorted out by
period of acquisition, or age. Since point (1) is the type of informa-
tion we have recommended obtaining for revaluation purposes, by
adding (2) for those respondents able and willing to supply it, the
necessary service-life information could be gotten as part of the wealth
inventories.

At what rates do depreciable assets lose value over their lifetimes?
Studies were made of market prices of those types of used equipment
for which resale price data are available by the Machinery and Allied
Products Institute (MAPI) .4 The evidence suggested that the
straight-line depreciation method, which then predominated, was a
retarded method, and that a substantial degree of acceleration in the
writeoff is realistic. The studies yielded the general result that about
two-thirds of the original value of producers durable goods is lost
in the first one-half of their lives-somewhat less for long-lived items
such as buildings (see app. I, pt. K).

Studies by Prof. Zvi Griliches of resale values of tractors and farm
machines indicate that, after the first year, a fairly constant percentage
decline in value is experienced. This supports the conclusions of
MAPI that double-declining balance or sum-of-the-digits methods of
depreciation (which give similar results) are preferable to straight-
line depreciation.

Additional studies of capital goods resale values would clearly be
desirable, using such additional data as may be available, and more
recent data for those durables studied by Griliches, Terborgh, and
others.

No matter how good the studies, however, it must be recognized
that a depreciation curve is a smoothed and stylized pattern which
reality approaches only imperfectly even for groups of assets. By its
very nature, depreciated replacement cost is not a perfect substitute
for market price. Our chief concern is that enough of the existing
information be assembled on new and resale prices of durable goods
that calculations of depreciated replacement value can provide a rea-
sonable approximation to market value.

INVENTORIEs

It is an ideal situation when quantity data are available for the
various types of goods held in inventory stocks, together with corre-
sponding market-price or unit-value data. This is the situation in

4 "Realistic Depreciation Policy," (1954).
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agricultural statistics. Market values of inventories of crops and
livestock, by detailed types, are estimated by multiplying numbers
by unit values on a regional basis, and summing to national totals.
Universal coverage is provided quinquennially by the census of agri-
culture, with sample survey data used for interpolation and extrap-
olation. Marked seasonal variations in farm inventories require
adjustment.

A somewhat analogous procedure is followed by the Department of
Defense, which accounts for the bulk of Federal Government inven-
tories. Numbers of units are multiplied by "standard unit costs"
which reflect the most recent prices paid for volume purchases of the
inventory items.

For private industry, IRS and Census data on book values of in-
ventories are quite extensive, but the required revaluations pose some
difficult problems. Inventories are carried on the books at cost, when
lower than market (prices paid in the case of supplies, and materials
purchased for further processing; and embodied costs in the case of
inprocess or finished goods inventories). The appropriate revalua-
tion techniques depend on the costing procedures used to charge goods
to cost of sales and to inventories, respectively. The National Income
Division of OBE has developed elaborate methods to revalue book
values of business inventories to constant prices( the same data could
be used to get current period-end values) as a step in estimating the
current value of the net change in business inventories and the inven-
tory valuation adjustment. We shall briefly describe the OBE pro-
cedure as a basis for pointing out the additional information needed
to increase the accuracy of the revaluations.

OBE first divides inventory book values between those based on
LIFO methods, and those on FIFO and related methods, using such
information as is available. LIFO inventories are presumed to in-
corporate near-current prices at the time of adopting this costing pro-
cedure, plus prices prevailing at the time of inventory increases. The
avearge prices of FIFO inventories depend on the turnover period of
the inventory (gotten from the ratio of inventories to sales), which de-
termines the number of months to use for a moving average of relevant
price indexes centered on the final month end. The lag is lengthened
by OBE to take account of the presumed effect of non-FIFO methods.
The price index components and their weights depend on the composi-
tion of the industry inventories, not now precisely known. Prices of
goods sold are used to revalue in-process and finished goods inven-
tories, although these are carried at cost, and different firms use dif-
ferent methods of estimating cost.

To the extent practicable, the following additional information and
data should be gotten from a small but representative sample of firms
and their establishments at the time of the wealth surveys in order to
improve estimates of inventories at market values.

(a) Values of inventories of establishments in multi-industry firms
not yet covered by the Census Bureau.

(b) Information on the type of inventory-accounting methods used
by the respondents, and the proportion of inventories to which they
apply if more than one type is used.

(c) Estimates by the respondent of the current market value of the
inventories (apparently estimated by many firms).
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(d) A breakdown of the major classes of inventories-purchased,
in-process, and finished goods-by at least the major types of com-
ponent goods. This helps in the selection of appropriate price indexes
and their weights for revaluation purposes. For major types, physi-
cal-unit data would be useful.

(e) Further expansion of coverage of the WPI to help improve the
revaluation process. It has also been suggested that the BLS itself
could weight out special purpose reflators for purchased-goods
inventories, by industry.

MANMADE NONREPRODUCIBLE GOODS

This class of wealth comprises collections of items such as stamps,
coins, antique furniture, etc., which are no longer produced (the repro-
ductions representing a different species). Paintings and other objects
of art are usually unique productions. Collections are found in both
public and private galleries and museums, in households, and even in
business establishments. They are probably best classed as consumer
durables, yielding direct satisfaction to the viewers, except for those
items intended for sale as part of business inventories.

Relatively little attention has been paid to manmade nonreproducible
goods in the theoretical literature, and most wealth estimates have
omitted them, presumably because of data and valuation problems.
In terms of the primary uses of wealth data recited in chapter 2, this
class would seem to have relatively low priority. Yet in magnitude and
interest it is far from inconsequential, and we have given some thought
to its possible treatment. (See especially the annex and exhibits to
app. II, pt. N, on the service industries, which include galleries and
museums.)

Some types of collectors items, such as stamps and coins, are traded
in relatively large and active markets. The largest dealers issue
catalogs with pricelists (although transaction prices generally aver-
age below catalog prices). Owners of these collections generally
have a fair idea of their value, or they or qualified appraisers could
readily prepare value estimates.

Even in the case of unique productions, of which the leading cate-
gory is paintings, auctions and other sales take place frequently enough
that appraisers and dealers can generaly estimates with reasonable
accuracy what a group of paintings will bring. Price indexes for
paintings of various schools have been prepared, which conceivably
could be used for revaluing from cost (given the date of acquisition)
to current value.5 About one-third of the galleries responding to a
questionnaire sent out by the American Association of Museums on
behalf of the Wealth Study said they could provide data on the orig-
inal cost and/or present market value of their collections. Presum-
ably, for the others appraisers could at least roughly estimate their
values if the cooperation of the museums and galleries were obtained.
Dealers would certainly be able to report the value of their inventories,
since they are intended for sale.

Some galleries present estimates of the value of their collections in
their annual reports. Managements of others are reluctant to place a

6 See Richard Rush, "Art as an Investment," and Mr. Rush's statement for the Wealth
Study, app. II, pt. N, annex A, exhibit C.
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price tag on their treasures. In a sense, it is of course true that art
has a value that cannot be captured in monetary terms; on the other
hand, it is continually being traded, which opens the way for its valua-
tion when the occasion warrants. We believe it would be of consider-
able interest to see the level and trend in value of collectors items, by
type, relative to other consumer durable goods. public and private,
and in relation to total national wealth, by region. Further explora-
tion of the potentialities of measurement in this field is definitely
indicated. It is to be hoped that the museums would lend assistance,
and possibly leadership, to this endeavor.

VALUATION OF NATURAL RESOURCES

There are three important aspects which enter into the valuation of
natural resources. First, they are nonreproducible, at least for long
periods of time. Second, the supply is not quite as fixed as would
appear from the first statement, mainly because some resources which
exist, but are unknown, can be discovered, and because poorer quality
reserves can be made useful through investment of capital and labor.
Both of these factors contribute to changes in marketable or usable
supply, although the naturally endowed supply is fixed. Third, at
some point in time, these gifts of nature were acquired at no cost by
the first taker.

The relative, and in some cases perfect, inelasticity of supply of
natural resources, makes demand shifts largely responsible for
changes in the prices of natural resources. As a result, frequent
shifts in the demand for some natural resources have contributed to
volatile price movements. These price movements, in turn, can in-
fluence the supply. High demand and associated high relative prices
can lead to investment in exploration for new sources of supply, in
additional refining needed to make poorer grade resources satisfactory
for use, and in overhead capital required to provide access to remotely
located supplies.

While the theory of natural resource value is clear, the measurement
of this value is difficult. Some holdings of resources, primarily those
owned by Government, are basically not for sale. Other natural
resource sites may contain several distinct types of resources. Land,
for example, may be used for grazing, contain growing timber, and
serve as a watershed. Some natural resources may be inseparably asso-
ciated in use with items of tangible capital. Roads and mine shafts
are two examples.

Despite the seeming difficulties which arise in any attempt to value
natural resources, two basic possibilities exist if one is willing to make
various assumptions. The two possibilities are discounting expected
future returns at appropriate rates of interest, and using market price
data either directly (which under ideal circumstances should give the
same number as the discounting approach), or through appraisals,
which would employ various types of relevant data to establish
"shadow prices." The approach through the cost side, applicable to de-
preciables, cannot be used for natural resources.

The discounting approach embodies too much speculation about the
future to merit consideration as a primary method. It is used by
the Department of Interior to value Federal mineral holdings, includ-
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ing oil deposits in the Continental Shelf, mainly because the reserves
are not being used at present. The discounting formula is applied
to expected earnings over 25 years. A variant of discounting which
can prove useful in some instances is simply to capitalize the revenues
received for the use of certain types of resources. Government-owned
parks and grazing lands are examples where this ap roach might be
practicable. The market price approach suffers first from the absence
of markets for many types of resources. Growing timber cannot be
separated from the land. Certain Government-owned natural re-
sources are not for sale, nor are watersheds, rivers, and the like.

The use of appraisal techniques to establish proxies for market
prices is practicable for properties infrequently or never offered for
sale. Since the appraisal would be based on a variety of data such as
selling prices of comparable properties and fees paid for using the
property, it is important to establish guidelines for weighting the
various factors to insure consistency and comparability.

If all appraised valuations were centrally established there would
be no problem from the standpoint of consistency and comparability.
However, appraisal is essentially an exercise performed in the field and
guidelines would be necessary. Where appraisal is the recommended
valuation technique, it could be performed at various levels, from
regional appraisal boards to appraisals by the owners themselves.
The level at which this valuation is established would depend in large
measure on the natural resources to be valued.

The foregoing discussion has set forth the various methods which
could be used to value natural resources. The specific methods to be
used for each major resource type are set forth in the report of the
Working Group on Natural Resources (app. II, pt. F), and are sum-
marized in chapter 10 of this report.

VALUATION OF FINANCIAL CLAIMS

GENERAL APPROACH

Market value is the appropriate measure of financial claims. It
provides a consistent basis for intersectoral analysis. However, mar-
ket values are not available for many important types of financial
claims. For many short-term claims, book values are good approxima-
tions of market values. For longer term claims, market value esti-
mates could be made in many cases by capitalizing at rates obtaining
for similar claims which are publicly traded. But, this would involve
making assumptions about the similarity between claims publicly
traded and those privately held. Further study is needed to resolve
this issue. If desired, market value estimates should not be requested
from respondents; they should be estimated by appropriate central
agencies after careful study, first, of the desirability of such estimates
and, second, of the alternative methods which could be used to derive
them.

Book values of financial claims represent the hard-core data which
should be obtained from respondents in any event. These should be
accompanied by footnotes describing the actual method of valuation
embodied in the book-value data reported, so that the agency responsi-
ble for wealth estimates would know what adjustments were needed
to accomplish the revaluation to market, if market values are con-
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sidered after study, to be desirable. Regardless of the outcome on
the question of desirability, market value data should be requested for
publicly traded financial assets, since the additional burden on respond-
ents would not be great. These data-book and market value for
publicly traded issues-would be useful per se, and in any attempt to
revalue other issues. Publicly traded liabilities should be valued at
market, also, but these data need not be collected from debtors, since
they could be readily computed by a central agency. The two alterna-
tives should be costed, however, before a final decision is made.

The deflation of financial claims for purposes of time-series analysis
is not recommended, since it is not clear what the underlying units,
in constant dollars, represent.

SPECLkI, VALUATION PROBLEMS

Securities of subsidiaries and affiliates.-The degree of consolida-
tion reflected in company balance sheets varies widely. A standard
for consolidation, such as a requirement that all subsidiaries more than
50-percent owned should be consolidated, is desirable but was not
considered practicable by the Business Financial Claims Working
Group. Since present consolidation practices can not be standard-
ized easily, it should be recognized that an inconsistency will occur
in the balance sheets.

As to valuation, securities of nonconsolidated subsidiaries and affili-
ates fall into two classes wholly owned and partially owned. The se-
curities of wholly owned subsidiaries cannot be revalued through use
of actual market prices since none exist. In the case of less than wholly
owned subsidiaries, shares of which are traded publicly, it would be
possible to impute a market value to the parent company's holdings
of securities of the subsidiary. The imputation may not be rigidly
defensible on theoretical grounds, or feasible in view of the additional
data it would require. However, such imputation would serve to pro-
vide for consistency between the valuation of securities of the subsidi-
ary held by the parent company and others and the market value of
these securities as reported.}y the nonconsolidated subsidiary itself.

Whether or not securities of less than wholly owned subsidiaries are
revalued to market whenever possible, parent companies should be
requested to report their equity in nonconsolidated subsidiaries, dis-
tinguishing between domestic and foreign companies. The book value
of investment in subsidiaries often is quite uselss analytically since it
can bear little relationship to their present worth. While equity is
still a book-value figure, it reflects more the present picture of a sub-
sidiary than does the book value of, perhaps, a small and one-time
investment, made quite far in the past. This equity figure is impor-
tant enough to appear currently in the footnotes of many published
corporation reports.

The determination of market values for publicly traded securities.-
In obtaining market values for publicly traded securities included in
annual balance sheets, the question arises of which price is appropriate.
The price on the last trading day of the year for which the balance
sheet has been prepared has the disadvantage of being too temporal
and subject to speculative considerations. For companies whose fiscal
yearends coincide with the calendar yea r, the use of December 31 prices
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might reflect considerations apart from valuation of the security it-
self, such as those motivated by income tax laws. These objections
are usually met by the defense that a price on any day reflects the val-
uation on that day based on a complete appraisal of economic condi-
tions as well as institutional factors. Those who object to yearend
price offer average daily price for the year, an average of highest
and lowest prices for the year, some other alternative, or argue that
values should not be attached at all. The problem is one appropriate
for university research.

Good/will.-The book value of goodwill should be obtained in order
to insure that the respondents report balanced totals for assets, liabili-
ties, and net worth. For presentation purposes, sectoral balance sheets
should exclude goodwill, or encompass it in the overall revaluation
accounts discussed in chapter 6.

Claims of thle Federal Government on foreigners.-Certain long-
term claims of the Federal Government pose special problems. Loans
to foreigners at special (subsidy) rates of interest could be revalued
based on a capitalization at the current rate of the interest received.
Selection of the proper current rate would require study. Loans re-
payable in foreign "soft" currency present an even more compli-
cated problem and should be shown at face value in a footnote, to-
gether with the face value of unpaid, but not formally repudiated,
World War I debts.

Life insurance and pension plans.-An important source of wealth,
primarily to the household sector, is the value of life insurance and
pension plans, including OASI. There are four methods of valuing
life insurance claims: (1) Net premiums (premiums less benefits); (2)
cash surrendered values; (3) total assets of insurance funds; and (4)
policy reserves on the books of insurers. The latter has been selected
for use in the flow of funds; a discussion of all four methods is found
in the Federal Reserve Bulletin (August 1959, p. 837). The discus-
sion sets forth the basis for the selection of the last of the four methods
mentioned above for the flow of funds accounts. The advantage of
the fourth is that the difference between policy reserves and total as-
sets of insurance companies reflects the savings and investment of the
companies themselves. This is extremely important in building an
integrated set of national economic accounts.

The treatment of pension plans raises another problem. The sav-
ing by both employees and employers in these funds does not reflect
potential claims in the same manner as it does for life insurance. The
flow of funds accounts handle insured pension plans in the same way
as life insurance policy reserves are treated as assets in the consumer
sector. For noninsured pension funds, Government employee retire-
ment funds and the railroad retirement fund, the total asset value is
included in the consumer sector. Flow of funds treats payments for
OASI as current transactions, and the OASI assets-holdings of Fed-
eral Government bonds-as an offset to the Federal debt. This is
done because it is felt that the asset value of the potential claims will
be paid irrespective of the asset position of OASI. From a practical
point of view these treatments are sound, although OASI assets should
be shown as a memo item in a national balance sheet. The general
topic of the valuation of potential pension-type claims should be the
subject of further research.
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CHAPTER 8

THE FEDERAL STATISTICAL SYSTEM: INTRODUCTION
TO WEALTH DATA REVIEWS

With this chapter, we begin a summary review for major economic
sectors and industry groupings of the wealth data currently or re-
cently collected, pointing up the inadequacies and gaps. The evalua-
tion of the existing wealth data and estimates provides a background
for the major sector recommendations in the group reports and in
chapter 12. The sector summaries presented in the following three
chapters are based on the various working group reports contained in
the second set of appendixes. In order to provide perspective on the
sector discussions, this chapter reviews the general nature of the Fed-
eral statistical system and programs. This will make clearer the
broad problems, and possibilities of strengthening and expanding the
collection of wealth data and making wealth and balance sheet esti-
mates within the framework of the national economic accounts.

While there are many private organizations in the United States,
such as trade and professional associations, which collect data, the
collection of broad economic and social data is generally accepted to be
a governmental function. The Federal Government obviously must
collect data required for its own operations and as background for the
policies the Federal agencies must formulate and execute in fulfillment
of their statutory obligations. In addition, it is efficient for the Gov-
ernment to collect data of broad general interest to business, private
researchers, and other users in the private economy.

"In general, however, the Federal Government should not be ex-
pected to supply at public expense detail which primarily serves in-
dividuals or small groups for private gain. In some cases the needs
of groups of this kind can be appropriately served under arrangements
whereby they finance the collection and tabulation of additional detail
in Government surveys which would not otherwise be obtained." 1

The Federal statistical system and programs have gradually grown
and expanded to meet increasing demand in ways that have implica-
tions for the expansion of wealth data and estimates. We shall dis-
cuss the several features of the system, and of the major programs,
which seem relevant to a wealth inventory.

THE DECENTRALIZED STATISTICAL SYSTEM

Responsibility for statistical activities in the Federal Government
is divided among various types of agencies, roughly according to sub-
ject matter, instead of being centralized in a single agency as is the
case in some countries. The agencies have been grouped roughly into

I "A Federal Statistics Program for the 1960's," p. 12.
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four broad categories according to their principal responsibilities in
the publication "Statistical Services of the U.S. Government."

1. A central coordinating agency to prevent duplication, achieve
balance, and develop procedures for an integrated system of Gov-
ernment statistics.

2. General purpose statistical agencies, whose primary func-
tion is the collection, compilation and publication of statistics in
specific fields for general use.

3. Analytic and research agencies, which use statistics collected
by other agenices for interpretive purposes, including preparation
of composite measures.

4. Administrative and regulatory agencies, which collect statis-
tics primarily as a byproduct of their administrative and operat-
ing responsibilities.

As developed in another study of the Federal statistical agencies and
programs,2 the decentralized character of Federal statistical activities
is a source both of strength and weakness.

A chief strength lies in the specialization of the agencies and closer
familiarity with the fields they cover than would be likely in one
central statistical agency that covered all fields but which lacked close
contact with operations. Thus, of the general purpose agencies, the
Bureau of Labor Statistics specializes in data onlabor, and the Statis-
tical Reporting Service is the principal fact-finding agency in the
field of agriculture. The Census Bureau is the largest and broadest of
the general purpose agencies but is also specialized to a certain extent.
The statistical arms of the administrative and regulatory agenices are
obviously close to the areas for which they are charged with responsi-
bility; for example, the Interstate Commerce Commission, Civil
Aeronautics Board, Federal Power Commission, Federal Communica-
tions Commission, the Socal Security Administration, and the Internal
Revenue Service. Burden on respondents is minimized when data that
emerge as a byproduct of administrative processes serve the purposes
of general users.

Decentralization also has the traditional virtue of encouraging
experimentation, with all agencies able to benefit from methodological
and other advances made in pioneering offices.

The separation of estimation and analytical work permits concentra-
tion of special talents in these tasks. The Council of Economic Ad-
visers, for example, performs only analytical work as a background
for policy recommendations, drawing on all the statistical agenices.
The Office of Business Economics in Commerce, the Economic Re-
search Service in Agriculture, and the Division of Research in the
Federal Reserve Board, largely draw on basic data collected elsewhere
to prepare estimates and analyses of use to policymakers in the fields
of business, agriculture, and banking, respectively.

The weaknesses of decentralization are also apparent. Data col-
lected for regulatory and administrative purposes and even the data
from the general purpose agencies, may not be best suited for the
specific estimates required for analytical purposes. With regard to
concepts, coverage, detail, and timing, there may be inconsistencies
among reports. For example, even if industry definitions are the

2 "A Federal Statistics Program for the 1960's," appendix, pp. 65-69.
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same, different agencies may present data for the same industry taken
from a somewhat different set of respondents. As a result, differing
published totals may reflect nonmeasurable response errors and proc-
essing errors, as well as statistical sampling errors. Further, there
are gaps in coverage of aspects of the economy which pose a problem
for development of comprehensive estimates for the economic accounts,
as is the case in the construction, real estate, and service sectors.

In order to take full advantage of the strengths of decentralization
and to attempt to minimize the weaknesses, the Office of Statistical
Standards in the Bureau of the Budget was set up to provide central
coordination and leadership in planning improvements and new pro-
grams. In its own words:

Performance of this function requires the identification of statistical needs and
deficiencies. It requires decisions as to what statistics are necessary, who are
the users, from what source, how and by whom should the data be gathered,
and finally, provision in the budget to carry out the program.

An important part of central coordination is the development of uniform
standards. Use by all agencies of standard definitions and classifications is
essential to achieve comparability between statistical series.

It is obvious that the proposals contained in this report for develop-
ing more adequate wealth data and estimates would have little chance
to be effectuated without the active support of the Office of Statistical
Standards. In conversation with the various data-collection agencies,
the Office would need to secure agreement on consistent concepts, defi-
nitions, and methodology prior to blueprinting of questionnaire sched-
ules. Degrees of detail on types of wealth, ete., could vary accord-
ing to recommendations of the several agencies after consultation with
their respondents. But the detail would need to be collapsible into
certain broad uniform categories specified in advance.

Further, the Office would need to plan for reporting coverage of
economic areas not now covered, and plan budgetary requests for funds
to finance the expansion of data-collection activity where required.

It would be desirable if the resources devoted to work on wealth
and balance sheets within the agencies responsible for the national eco-
nomic accounts (primarily the Office of Business Economics) could
be increased somewhat to provide for carrying forward the planning
for and work toward comprehensive estimates, by sector and industry.
The present report outlines a general approach and major data re-
quirements to implement it. Although it advances planning, we do
not pretend that this report contains all the answers, and certainly
much detailed planning and specification remain. If a small group
within Government could continue the detailed planning work toward
comprehensive balance sheet and wealth estimates, it could be of great
value to the Office of Statistical Standards and the other statistical
agencies in specifying the data requirements within an overall frame-
work consistent with the existing accounts. As pointed out in chapter
59 the income and product accounts themselves would undoubtedly re-
quire modification in order to accommodate the most useful balance
sheet elaborations.

When the Commerce Department national income accounts were
first begun in the 1930's the estimates were based almost exclusively
on data collected for other purposes. Only gradually over the past
30 years has the National Income Division been able to influence the
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collection and tabulation of data toward greater suitability for its
purposes. If coordinated planning within a consistent framework
looking toward comprehensive balance sheets and wealth estimates can
be accomplished, the initial results should be of considerably higher
quality than the early national income and product accounts.

MAJOR STATISTICAL PROGRAMS

A brief summary description of major Federal statistical programs
covering most of the economy will help in understanding the detailed
sector reviews that follow. Some of the reports include varying
amounts of wealth data; others include none; and in certain areas, re-
porting vehicles are lacking altogether.

The program of the Census Bureau is of central importance. It
consists of complete demographic and economic censuses at regular
intervals, supplemented by annual or more frequent, and occasional,
surveys which show the intercensal movements of variables, often in
lesser detail.

The complete censuses, containing many types of data and much
geographic detail, permit rich analyses periodically. They provide
a universe of data essential to the design and interpretation of annual,
quarterly, and monthly sample surveys, and benchmarks into which
the results of the sample surveys may be tied. The present program
of periodic censuses in the United States is as follows:

Population and housing: every 10 years (for years ending in

Agriculture: every 5 years (for years ending in "4" and "9").
Business (retail, wholesale, and selected service trades) : every

5 years (for years ending in '3" and "8" ).
Manufactures: every 5 years (for years ending in "3" and "8").
Mineral industries: every 5 years (for years ending in "3" and

"8")).
Transportation (selected activities) : every 5 years (for years

ending in "3" and "8").
Governments (State and local units) : every 5 years (for years

ending in "2" and "7") .
More frequent sample surveys cover demographic factors and hous-

ing characteristics; manufactures; retail and wholesale trade; foreign
trade; State and local government finances.

The reports of the regulatory and administrative agencies cover
much of transportation, communications, public utilities, banking,
pension funds, unions, and certain other finance industries on at least
an annual basis, and often in great detail. The Treasury Department
and General Services Administration (plus agency reports) cover most
Federal Government activity. The Internal Revenue Service pub-
lishes valuable data (including assets and liabilities) from tax returns
of corporations, partnerships, and individuals. Based on a sample
survey, the FTC and SEC together publish quarterly balance sheets
and income statements for manufacturing corporations. The Bal-
ance of Payments Division of OBE conducts periodic surveys of U.S.
direc-t investment abroad and foreign investment in the United States.
Other data on foreign claims come primarily from foreign exchange
forms filed compulsorily with the Treasury, and "Foreign Grants and
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Credits by the United States Government" compiled by the Depart-
ment of Commerce.

Yet there are serious gaps in the coverage of the economy. There
have been no appropriations for a census of construction since 1939, al-
though the Census Bureau does publish monthly reports on the value
of new construction put in place, etc., based on a sample survey. The
census of mineral industries is supplemented by regular product sta-
tistics, but not establishment data, collected by the Bureau of Mines.
While the regulatory agencies obtain many data on the transportation,
communication, and utility industries, there are no comparable cen-
trally assembled data on the nonregulated portions of these indus-
tries. The census of transportation, first taken in 1963, represents
a first step in the direction of filling the existing gaps to complete the
industry data in that field.

The census of business covers only selected service trades; other
service industries and the private nonprofit institutions have not been
covered since some special census inquiries in the 1930's. Banking and
brokerage are covered by several regulatory or supervisory agencies,
but there are no comprehensive data on the real estate industry.

The extent of coverage of wealth data differs considerably from one
reporting system to another. Beginning in 1958, and again in 1963,
the census of manufactures included questions on the book value
of depreciable and depletable assets. In 1963, similar questions were
included in the company reports for the larger enterprises. But these
schedules contain no type-of-asset detail. The census of agriculture
has always had questions on the numbers of certain types of vehicles
and machines on farms. In 1963, the new census of transportation
included a truck inventory and use sample survey, and a truck and
bus inventory for non-ICC-regulated for-hire carriers.

No asset information is gotten for the contract construction and
mineral industries. In contrast, the reports to the regulatory agen-
cies in the transportation, communications, and public utility indus-
tries contain a wealth of detail on assets.

For all private industries, the IRS Statistics of Income present
book-value data on depreciable assets of corporations and partnerships,
but these are for industries of companies and without type-of-asset
detail for tangibles. It is a chief source of financial data for non-
financial companies; financial data for financial corporations come
largely from the reports to supervisory agencies.

The census of housing covers the stock of residences, as well as de-
tailed data on plumbing and heating facilities, washing machines,
dryers, television sets, radios, air conditioning equipment, home
food freezers, and automobiles. Special surveys have covered major
durables; data are available from trade sources, but they are not com-
prehensive and do not touch inventories of semidurables and perish-
ables. A 1963 survey of financial characteristics of families is an
important step toward increasing knowledge of methodology, as well
as of substance, in the field of household financial assets and liabili-
ties. But for comprehensive estimates of household balance sheets,
a residual method must still be used.

The census of governments collects financial asset and liability data
for State and local units, but virtually nothing on tangibles. Fixed
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assets of higher educational institutions, public and private, are fairly
well covered by the Office of Education surveys. In the Federal Gov-
ernment, the GSA collects rather detailed data on realty, but not on
personalty. The public lands are well inventoried in terms of acreage,
but valuation of purchased lands is at original cost.

This overview makes clear that the sectors differ greatly with re-
spect to the adequacy of the reporting system generally, and with
respect to the amount and detail of wealth data collected. In general,
considerably more detail by tangible-asset types is needed; also age
detail for purposes of revaluation, since most of the data are reported
in book values. Greater detail by sector and type of instrument, is
needed for financial claims. But it is clear that evaluations must
be made on a sector-by-sector basis.

In the three chapters that follow we try to present a relatively de-
tailed review of each of the various sector and industry groups with
respect to the chief reporting vehicles or lack thereof, the wealth data
that are available and their chief deficiencies from the viewpoint of a
wealth inventory. Table 4, which follows immediately, represents an
attempt to recapitulate the information on sources, but for data evalua-
tions one must read the text of chapters 9 to 11 which are based on the
sector reports.



TABLE 4.-Summary of major Federal reporting programs relating to assets, by sector

Tangible asset data detail (at acquisition cost except
where noted)

Data vehicle or report Collecting Coverage Frequency where|noted- Balance sheet Special notes
agency data available

Sector of Asset type I Geographical
ownership unit

General vehicles:
income tax returns-

Enterprise
statistics.

Federal Government:
Worldwide inven-

tory of U.S. real
property.

Inventory of real
and personal
property of De-
partnsent of De-
fense.

Treasury bulletin.

Federal real and
personal prop-
erty inventory
report.

All taxpayers and
certain tax-exempt
organizations.

10,000 largest com-
panies covered by
minerals, mann--
factures and bus -
ness censuses.

Census of Federal
installations.

Census of DOD
installations.

Census of agencies---

GSA, DOD,
Treasury reports
plus some indi-
vidual reports.

See footnote at end of table, p. 103.

Annual-

Quinquennial --

Annual

do .

-do --------

-do

Roughly 3-digit,
SIC

135 industry
classes, 2- to 3-
digit.

Agency ----

Military service

Agency-

-- do .

L, I, O

Depreciable and
depletable as-
sets, other
domestic,
foreign assets,
inventories.

Detailed-

- ---do .

E, 0 .

Varying detail-

IRS district
domiciling the
the head-
quarters of
the taxpayer.

None for con-
pany asset
totals.

County-

Not published -

None

Varying detail--

Required, ex-
cept for sole
proprietor-
ships.

No-

No

No

Yes-

Assets only

Real property only.

Inventories valued
at current cost.

U2

t-1

0

H

Contains present-
day-value esti-
mates for public
domain and
donated lands;
proparty of the
Architect of the
Capitol.

C-o

co

co
It

I

Internal Rev-
enue Service.

Census Bureau

General Ser-
vices Ad-
ministration.

Department of
Defense.

Treasury De-
partment.

House Commit-
tee on Gov-
ernment
Operations.



TABLE 4.-Summary of major Federal reporting programs relating to assets, by sector-Continued

Tangible asset data detail (at acquisition cost except
where noted)

Data vehicle or report Collecting Coverage Frequency wBalance sheet Special notes

agencynSector of Asset type ' Geographical _
ownership unit

State and local govern-
ment:

Survey of State
school systems.

Highway statistics

Survey of public
electric compa-
nies.

Census of govern-
ments.

Net foreign claims:
Direct investment

surveys.

Foreign exchange
forms.

Foreign grants and
credits by the
15.5 Govern-
ment.

All public elemen-
tary and second-
ary schools re-
porting to State
education de-
partment.

Roads and streets--

Public electric com-
panies with capi-
tal investment of
$100,000 or more.

All governmental
units.

Census of direct in-
vestment estab-
lishments owned
by foreigners in
United States, and
by United States
abroad.

All regulated trans-
actions involving
international in-
vestment.

All foreign grants
and credits.

Biennial-

Annual-

-do

Quinquennial

Every few years

At least once a
year.

Quarterly -

Not applicable

Level of govern-
ment respon-
sible for road.

None applicable

Level of govern-
ment.

1- and some 2-
digit, SIC.

Detailed, if
owner can be
identified.

Not applicable -

L, S, E-

System and sur-
face types for
State admin-
istered roads.

S,E,O -

Major types of
financial
assets.

None -----

Major types of
financial in-
vestment.

Type of instru-
ment.

State

do ----

do.

Governmental
area.

Country --

do .

.do .

No

No

Asset data only..

Selected finan-
cial assets and
liabilities.

Yes

No -- --

No .

Only 37 States re-
sponded to 1959-60
survey. Replace-
ment cost or in-
surance valuations
could be reported
if original cost data
were not available.

Mileage and selected
cost data.

Limited to major
financial assets and
liabilities.

w
z

0

tdJ

Office of Edu-
cation.

Bureau of Pub-
lic Roads.

Federal Power
Commission.

Census Bureau_

Office of Busi-
ness Econom-
ics.

Treasury De-
partment.

Department of
Commerce.



Rouseholds:
Survey of financial

characteristics of
consumers.

Census of housing--

National housing
inventory.

CPR "consumer
buying indi-
caters".

Agriculture:
Census of agri-

culture-

Crop reporting
board estimates.

Construction: None--

Manufacturing:
Census of manu-

factures.

Quarterly financial
report for manu-
facturing

Natural resources:
Mineral facts tnd

problems.
Timber resources

for America's
future.

Census for FRB Sample of families.. 1-time- ---- I Residences,
I I I autos.

Bureau of
Census.

Bureau of
Census.

Bureau of
Census.

Bureau of
Census.

USDA

Bureau of
Census.

Federal Trade
Commission-
Securities and
Exchange
Commission.

Bureau of
Mines.

U.S. Forest
Service.

All housing units

Sample of housing
units.

Subset of current
population survey.

Decennial-

Quinquennial.--

Quarterly-- - I-

4 regions - Yes -

Yes --------

4 regions,
SMSA's.

No

All farms as defined.! Quinquennlal I-None --- Yes -No

Crops on farms

Census of manu-
facturing estab-
lishments.

Sample of manu-
facturing com-
panies.

Selected. data on
proven resources.

All timber-

See footnote at end of table, p. 103.

Annual-

Quinquennial -- 4-digit SIC-

Quarterly- j None

Periodic, last
in 1960.

Periodic, last
in 1958.

None ---.--

Total depreci-
able and
depletable
assets and
inventories.

None ------

No .

State at 2-digit
level.

No

No

None - I Yes ---------

None - I Mineral type--- Varying detail. -I No .

Public versus Relevant tim-
private com- ber qualities.
mercial versus
noncommer-
dial.

State - I No .

'Excluding certain
household
tangibles.

Owner-estimates of
value; also counts
of some appliances.

Owner-estimates of
value; (focus of
inventory is on
housing changes).

Household owner-
ship of selected
appliances and
automobiles.

*Except respond-
ent's estimate of
land and structure
value.

Physical quantities
only.

Ilepreciable and
depletable total
derived from sam-
ple used in annual
survey of manu-
factures.

Physical usit data
only.

Do.

w

hi

0

cm
Co



TABLE 4.-Summary of major Federal reporting programs relating to assets, by sector-Continued

Tangible asset data detail (at acquisition cost except
where noted)

Data vehicle or report Collecting Coverage Frequency were n | Balance sheet Special notes

Sector of Asset type I Geographical
ownership unit

Transportation:
Major group 40:

Forms A, a
Report of

Pullman
Co.

Form H-

Report for
small ex-
press com-
panies.

Major group 41:
Form D .

Form E-

Bus and truck
carrier
survey.

Form n --

Major group 42:
Forms A, B.--

Form C .

Bus and truck
carrier
survey.

Census of
business.

Major group_44:
FormsM,

MA-172,
FMC-64.

Class I and II
railroads.

Sleeping car com-
panies.

Railway express
companies.

Small express
companies.

Class I-Highway
passenger carriers.

Class II-Highway
passenger carriers.

Census of for-hire
carriers not
regulatedbyICC.

Regulated electric
railways.

Class I and II motor
carriers.

Class III motor
carriers.

Sample of for-hire
carriers not reg-
ulated by ICC.

Census of establish-
ments engaged in
Public warehous-

Regulated water
carriers.

Annual .

-do

-do

-do

-do

-do

Quinquennial --

Annual .

do-

---do-I-

Detailed-

Broad, I, 0 --

Detailed-

-do

-do ---------

Broad, I, E, 0 -

None

Detailed .

-do

Broad, I, O --

Quinquennial -None -----

do - 4-digit SIC -None -

Annual-I-

No

No

No

No

No

No

No

No

No

No .

No

Yes

Broad, I, - I Yes -----

Yes

Yes

Yes

Yes

Yes

Yes .

No

Yes .

Yes

Yes .

No

No -

Yes --- --

l-company Indus-
try.

Filed by 1 com-
pany, only.

Do.

Do.

Smaller units with-
in class furnish no
value data.

No value data.

Do.

Smaller units within
this class do not
furnish these data.

No value data.

0_

M

z
tt

Cj2

SI

Additional non-
standard asset
types.

ICC .

ICC

ICC ---------

ICC

ICC ---------

ICC -------

Bureau of
Census.

ICC --------

ICC

ICC

Census Bureau_

- do

ICC, MA,
FMC.

------------------
------------------

------------------

------------------

------------------

------------------

------------------

------------------



Forms K-A,
FMC-63.

Form K-C -

Major group 45:
Form 41

Form FAA-
29-A.

Form FAA-
29-A-I.

Major group 46:
Form P.

Major group 47:
Form F-s .

Form F-b.

Form 244

Form B-1

Form B-2

Form R130--

Forms PS-129,
PS-130.

Communication
and public utili-
ties:

Form MA -

Depreciation
studies.

Form R, 0 --

Form L
Form 324

Form No. I--

Form No.l-F

Form 7 or 12a_-

ICC, FMC - do - do - l Dctailed - I No-

ICC-

CAB .

FAA .

FAA .

ICC-

ICC-

ICC ---------

CAB .

ICC-

ICC -------

ICC --- ------

USDA.

FCC --.----

FCC --.----

FCC -------.

FCC -.-----
FCC --.-----

FPC ---.

FPC ---

REA .

Class C water
carriers.

Regulated air
carriers.

Inspected airports --

Cooperating airports.

-------- Yes .

-do ------ I--- I Broad -I No -I Yes.

-do ---------.

Irregular .

-do .

Regulated pipelines Annual-

Class A freight
forwarders.

Class B freight
forwarders.

Air freight for-
warders.

Refrigerated lines
owned by rail-
roads.

Regulated car lines--

Regulated rate
bureaus.

Regulated stock-
yards.

Regulated tele-
phone companies.

Bell system com-
panies.

All telegraph com-
panies.

DPLMR licenses.--
Networks and

broadcast sta-
tions.

Class A and B
electric utilities.

Class C and 1)
electric utilities.

All current bor-
rowers.

-do -

-do .

Semiasnnual ----

Annual-

-do

-do .

-n(-

Detailed

None

None

No

No

No

Yes

No

No

Detailed - No-Yes

Broad I 0- - -

None .

Broad, I-

Detailed-

Investmemit in
cars.

None

Broad, I, L,
S, E.

-(lo I- - I Detailed

3-year cycle

Annual

-do
-do

-do --------

-do --------

Monthly

-do

-do

Broad
-do

No

No

No

No

No

No

No

Yes .

No

No
Yes -----------

Yes --------

Yes -----------

Yes

No

Yes

Yes -------.-

Yes --- ------

No .

Yes

Yes -----------
No

-----IDetailed- No- Yes

-li------Broad, I - No -Yes

--------------do - No -Yes - .----.------

Supplemental carriers
file less detail.

A report of physical
facilities.

Do.

Additional non-
stamsdard asset
types.

Do.

PS-130 has slightly
different detail.

Network tangibles
not spread geo-
graphically.

Additional nion-
standard asset
classes.

Slightly more de-
tail in annual
forms.

See footnote at end of table, p. 103.
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TABLE 4.-Summary of major Federal reporting programs relating to assets, by sector-Continued

Tangible asset data detail (at acquisition cost except
where noted)

Data vehicle or report Collecting Coverage Frequency wherBalance sheet Special notes

Sector of Asset type I Geographical
ownership unit

Communication,
etc.-Continued

Form No. 2

Form No. 2-A

P11S-222(--1 --

PHS-2398

PHS-1749-2---

Census of agricul-
ture.

trade:
Census of business.

Retail trade report

Finance, insurance,
real estate:

Condition reports-

Examination re-
ports.

Report -------

Do -

Various reports. ---

Questionnaires ---

Classes A and B
natural gas com-
panies.

Classes C and D
natural gas comn-
panics.

Most municipal
waterworks.

Large municipal
waterworks.

Municipal sewerage
facilities.

Irrigation enter-
prises.

Retail and whole-
sale establish-
ments.

Sample of retail es-
tablishments.

Federally super-
vised banks.

--do

Federally super-
vised savings and
loan institutions.

Federally chartered
credit unions.

Supervised farm
credit agencies.

Regulated brokers
and dealers.

Annual-

_ --do-- - - - -

Quinquennial

Biennial -

Quinquennial

Decennial

Quinquennial

Annual --

4 times a year

Annual --

-do -

-do

--do

-- -do - - - - -

4-digit SIC.---

All 2-, some 3-
and 4-digit in-
dustries.

Detailed .

Broad, I .

None

None

None --- -----

None

None, -----

Inventories

Broad ---

do -

.do

---do - - - - -

---do - - - - -

---do - - - - -

No

No.

No

No ---

No -

No

Yes .

Yes---

No -

No

No-

No

No

Yes

Yes

No ----

No -

No

No

No

No ---

Yes -- -- -

Yes -

Yes

Yes

Yes

Additional non-
standard asset
classes.

Inventory of physi-
cal facilities.

Do.

Do.

Part of every other
census.

Except wholesale in-
ventories.

Reported book val-
ues may depart
from cost.

Some further detail
provided for tangi-
bles.

Reported book val-
ues may depart
from cost.

Do.

0

FPC

FPC -0--

HEW ----

HEW -- --

HEW ----- ----

Census Bureau--

- do

-- do --

FRB, FDIC,
Treasury.

- do -

FHLB ----

HEW --

USDA

SEC



shequired .alane USDA Rcgulated comnod- - do do No - Yessheet. ity brokers.
Form E -ICC- Lessors of railroad - do -------- )etailed - - No -Yes

properties.
Welfare and pen- Labor -Funds covering 100 - do -Insured vs. non- Broad -No -Yes- - Noninsured only.sion fund reports. or more em- insured.

Services: ployees.
Census of business. Census Bureau Census of establish- Quinquennial- 4-digit SIC. Selected types.--- Yes -No- Physical unit detailments in digit "7" only.

SIC industries ex-
cept 702 and 704.

Labor union and Offic of Labor- All labor unions and Annual L- Labor unions L, 5, E, I, 0 for Not published-- Yes -E consists of auto-labor union pen- Management labor union pen- and labor labor unions, motive equipmentsion fund reports. Reports, sion funds, union pension operated real and office furni-Labor De- funds, estate and ture, and equip-partment. other fixed sient; less asset-
assets for pen- type detail is avail-
sion funds. able for unions

with annual re-
ceipts of less than
$30,000. 0

Financialstatistics Office of Edurca- Census of public Biennial - Public and L,, s, E, 0-do-- - lant fund ac- Endowment funds gof institutions of tion. 011( private histi- private, count and covered in greaterhigher edluca- tutions. selected detail quinquen- 'tion. financial data. nally for 200 largest

Inventory of college- do - - --- do - Special study-- Typeof control Detailed - State - No -in titutionsandc university pacity, type of con-
facilities (Dec. 31, struction, physical o1057). units, estimated e

current-day value e
of entire facility.

'I"Broad" means that tangible assets are spread among a relatively few classes. These may include land (L), structures (S), equipment (E), inventories (I), and other assets (0),"Detailed" means that the foregoing classes are subdivided further.
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CHAPTER 9

REVIEW AND EVALUATION OF WEALTH DATA: THE
NONBUSINESS SECTORS AND NET FOREIGN CLAIMS

FEDERAL GOVERNMENT

Data required to construct wealth estimates and balance sheets for
the Federal sector are of uneven quality. The best data are those on
land, buildings, and structures and facilities (realty). Data on
machinery and equipment (tangible personalty) are the most deficient.
Financial asset and liability data are adequate.

The main sources of data on the Federal sector are the following:
1. Since 1955, the House Committee on Government Operations has

published annually the "Federal Real and Personal Property Inven-
tory Report" which summarizes inventory and accounting data col-
lected by various departments of Government, either as part of their
functional responsibility or, explicitly, for the House committee.

2. The General Services Administration, property custodian of the
executive branch, requires that agencies report data on the acquisition
cost, or size of area leased, for land, buildings, and structures and
facilities; these are tabulated and published annually in "Inventory
Report on Real Property Owned By The United States Throughout
the World" and "Inventory Report on Real Property Leased to the
United States Throughout the World."

3. The Department of Defense, in addition to reporting its realty
to GSA, publishes "Real and Personal Property of the Department of
Defense,' which contains tabulations of inventory data for real prop-
erty, construction-in-progress and tangible personal property.

4. The Treasury collects balance sheet data on tangible and intangi-
ble assets and liabilities from the accounting records of the various
Government agencies which are published in the appropriate monthly
Treasury Bulletin and, in a somewhat different form, in the report of
the House Committee on Government Operations.

Based on the data contained in the foregoing sources, a statement
of the asset position of the Federal Government on June 30, 1962, has
been constructed and appears in table 5. As indicated in the foot-
notes, the data reflect a mixture of valuations.

SCOPE AND CLASSIFICATION

These asset data are, for the most part, commensurate with the
definition of the Federal sector recommended by the working group-
"the Federal sector should include all organizational units whose pro-
grams or activities are substantially formulated and administered by
Federal agencies or appointees." Within the sector, subtotals should
be available for organizations which have counterparts in the private
sector. This would facilitate the combination of Federal monetary in-
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stitutions with all others into a financial intermediaries sector in con-
nection with the preparation of flow of funds accounts; similarly,
totals could be obtained for public and private utilities.

There is need to recast the two asset classes used in Federal property
accounting-realty and personalty-into categories which are more
descriptive and are consistent with those of the private sector. Data
should be classified along the lines of the stubs in table 5. These cate-
gories serve to distinguish between reproducible and nonreproducible
assets, real and financial assets, depletable and depreciable assets.

TABLE 5.-As8ets of the Federal Government, June 30, 1962

[At acquisition cost unless otherwise noted]

Cash______- --
Investments ---------------------------------------
Accounts and notes receivable---------------------------------------
Loans receivable------------------------------- -------------------
Inventories (except Department of Defense):

Com m odities for sale, etc…-------------------------------------
W ork in progress_-- -- -- -- -- -- --- -- -- -- -- --- -- -------
M aterials and supplies_--------------------------------------- _

Inventories, Department of Defense:
Government-furnished material_---------------------------------
Industrial funds-- - - - - - - - - - - - - - - - - - - - - - -

Land (in United States):
Public domain acreage- - _____-- ________________________-
Donated or acquired at no.cost----------------------------------
Purchased --- ------------------------------------------------
Land under control of Architect of the Capitol.________-_________

Mineral resources…------ -…------------------------------…----------
Buildings of executive agencies, dapartments, and offices (in United

States) …_,__________________________________________
Buildings and improvements under control of the Architect of the

Capitol--------------------
Structures and facilities… ________________________-______________
Land, buildings, and structures and facilities outside the 50 States and

District of Columbia ________________
Machinery and equipment:

Department of Defense including the civilian functions of the Corps
of. Engineers- -____ _______-_-----------_a

Other _ ..___.__ --_______ --_____ --_--____-__-_____-__
Collection of the Library of Congress ------------------------------
Construction in progress… __________________- __________
Leasehold improvements. _________________- __- ________-__------_
Real estate collateral acquired --------- __ ________ ______
Other assets… ------ ------------ -- ----------- -----

rilions of
dollars
11, 244

5, 694
4, 487

26, 899

4, 670
660

9, 216

2, 473
341

112, 31S
1 292

3, 462
197

25, 422

21, 945

1343
27, 046

6, 66S

125, 124
12, 164
. 2, 364

7, 666
. 130

708
7, 980

Total- - ----------------------------------- _____ 299, 413

Valued at estimated present-day value.
2 Valued by discounting expected future returns.
3 Includes $40,680,000,000 inventories in the supply system which are substantially valued

at current procurement costs.
4 Difference between this total and that of the Dawson committee (299,444) represents

unallocable adjustments needed to reconcile DOD and GSA reported inventory values.
Source: See text of report of Working Group on Federal Government Wealth, app. II,

pt. A.
VALUATION

The data for the Federal sector are now expressed in several types
of values. To provide consistency both within the sector and with
the rest of the economy, an attempt should be made to value all assets
in current prices or reasonable proxies therefor. To this end, depre-
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ciable tangible assets should be valued at gross and depreciated re-
placement cost; inventories, at current market; land and mineral re-
sources, at estimated current market value. Because of the differences
in data availabilities for each of these asset-type classes, the extent of
the work required to produce these estimates varies.

DEPRECIABLE ASSETS

Within the depreciable asset category, there are two distinct types
of data. Detailed inventory data, at acquisition cost, by type of
asset and geographical location, exist for buildings, and structures
and facilities. For machinery and equipment, other than that of the
Department of Defense, only gross book-value totals are available;
there are no breakdowns of agency totals by asset type or location.
At least part of these aggregate figures are supported by inventory
listings maintained by agencies. This is undoubtedly true for auto-
mobiles and automatic data-processing equipment, since separate in-
ventories are taken and published for both of these categories. The
Department of Defense breaks down machinery and equipment into
much finer detail by asset-type, but does not provide geographical
detail for these assets.

The asset-type detail for buildings, and structures and facilities is,
on the whole, sufficient for revaluation purposes. The required age
distribution could be obtained if agencies were requested to allocate
the book-cost data shown for each asset class, among age class-intervals
appropriate for revaluation. For machinery and equipment, it would
be necessary, first, to obtain data on gross book value by asset type;
then, such data would have to be distributed among age-class intervals.
A one-time inventory of machinery and equipment, patterned after
the GSA realty inventory, should be taken to achieve these data objec-
tives. The information contained in the age distributions would also
be useful in estimating depreciation. Except for certain business-
type operations, such as TVA, depreciation is not presently calculated
for the depreciable assets of the Federal Government. Both to recog-
nize the fact that these assets decline in value over time, like their coun-
terparts in the private sector, and to put the Federal sector on a basis
consistent with the rest of the economy, depreciation estimates should
be made. However, it might prove appropriate to report only gross
replacement cost data for certain assets of the Department of Defense,
such as weaponry.

LAND

Currently, data on public domain and donated land are reported
to the House Committee on Government Operations on an "estimated
present-day value" basis. This valuation concept should be extended
to cover purchased lands. The current estimates of present-day value,
prepared by controlling agencies, appear to take into account the
relevant considerations-selling prices of similar parcels, discounted
present values of income streams, etc. The only deficiency might be
the lack of consistent weights applied to the factors by different
agencies. The recommendations of the Public Lands Subgroup of
the Natural Resources Working Group call for the establishment of
regional appraisal boards which would value all public lands through
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the use of guidelines drawn up centrally to insure consistency. This
approach can be used beneficially in the Federal sector and many of
those experts currently making such estimates would be called upon
to serve on appraisal boards. Since valuation probably will be ac-
complished by looking at different types of land in different locations,
the resulting estimates could be broken down readily into "type" and
geographical subtotals.

The Public Lands Subgroup has recommended that values be de-
termined for land alone and that timber or mineral values be estimated
separately. This is the current practice in valuing public domain
lands which contain minerals; land with timber is valued as a whole.
Mineral values are currently obtained by discounting to the present
the value of expected future income streams. The Minerals Sub-
group of the Natural Resources Working Group has recommended
that mineral properties be valued by estimating the current market
price of the entire property including the tangible capital used to
extract the minerals. A current market approach has also been
recommended by the Timber Resources Subgroup for commercial
forest land. Both of the last-mentioned subgroups would include land
as an inseparable part of the resource to be valued. This view ob-
viously conflicts with that of the Public Lands Subgroup. Further
studies are required to determine the extent to which land can be valued
apart from the resource it contains. Once this determination is made,
the approach should be applied to the land and resources of both the
private and public sectors.

Inventories should be valued at current market price. For many
important Federal inventories, such as grain held by the CCC and
strategic materials stockpiles, this criterion is probably far from being
met. In these cases, special studies are needed to establish present-day
values.

WORKING CAPITAL

Data on the financial assets and liabilities of the Federal Govern-
ment seem adequate on the whole for presentation on a basis consistent
with the financial claims of the rest of the economy. There are some
indications that the current liabilities of certain Federal agencies are
not fully covered in the balance sheet (form 220) that these agencies
submit to the Treasury. While it is true that the emphasis of the
House committee has been on assets, steps must be taken to insure
that liabilities are adequately covered before balance sheets can be
prepared. Special problems connected with the valuation of certain
claims of the Federal Government on foreign countries are treated in
the summary on net foreign claims later in this chapter.

DETAIL

The data on tangible wealth, at current-day values, should be pre-
sented in adequate detail by controlling agency, function, type, and
geographical location. Detail by controlling agencies or unit is avail-
able since reporting is by unit. Functional-use detail, along the lines
presently used by the Bureau of the Budget for classifying appropria-
tions, is currently provided in the report of the House committee.
Asset-type detail has been discussed above in connection with revalu-
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ation. It is currently available for land, buildings, and structures
and facilities, but not for machinery and equipment, except for that
of the Department of Defense. Geographical detail exists, in most
cases at the county level, for land, buildings, structures, and facili-
ties located in the 50 States, and by country, for assets outside of the
United States (except where security considerations prevent its pub-
lication). Such detail is not available for machiner and equipment.
It should be obtained for all items in this class which are not fre-
quently moved from location to location. In order to present wealth
data on a sector-of-use, as well as a sector-of-ownership basis, the GSA
should collect data on rental payments by major types of asset for land,
buildings, and structures and facilities. GSA currently collects data,
reported annually in "Inventory Report on Real Property Leased to
the United States Throughout the World," on acreage and square feet
leased by the United States by major asset-type classification. The
data are not collected primarily by asset type. However, since the
basic reporting unit is a lease (calling for an annual rental payment
of at least $2,000), rental payments and asset-type detail could be
obtained at least for those leases involving only one asset type. An
analysis should be made to determine what portion of rental-payment
data, if collected, could actually be allocated among asset types, based
on information currently available in these reports. This analysis
would shed light on the further steps needed to obtain these data.
Sampling techniques should be used wherever possible in obtaining
the additional information required.

The existing data-collection system, modified as indicated above,
is capable of providing the information needed to prepare wealth
estimates and balance sheets for the Federal sector, valued in terms
of current prices. In connection with the proposed balance sheet
estimates, however, efforts should be made to discourage their use in
decisions regarding the size of the Federal debt, since their analytical
role for that purpose is quite limited.

STATE AND LOCAL GOVERNMENTS

Very few data useful for tangible wealth estimates for State and
local governments have been collected. The main obstacle to the col-
lection of such data is the apparent lack of adequate property records
on the part of many units in the sector. While the working group
has gone on to make recommendations concerning the desirable data
objectives of the sector, it recognizes that the attainment of these goals
rests on the results of a pilot study of property records. While these
results may cause certain goals to be abandoned, every effort should
be made to encourage State and local governments with deficient rec-
ords to adopt accounting and recordkeeping standards which would
provide data required for wealth estimates.

The State and local government sector is an extremely important
holder of tangible wealth. According to Goldsmith's estimates, the
sector owned net tangible assets valued at $173 billion at the end of
1958. This amount represented 10 percent of the total for all sectors.
State and local government tangibles were three times as large as
those of the nonmilitary segment of the Federal Government. Ktate
and local government holdings of nonresidential structures were 32
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percent of the 1958 total and were second in amount only to those of
nonfinancial corporations. These data serve to indicate the importance
of information on the State and local sector to the wealth study as a
whole.

Goldsmith's estimates rest mainly on capital expenditures series
accumulated to stock totals through the perpetual inventory method.
The capital expenditures series are virtually the only data relevant
to tangible wealth which exist for the sector. These series have been

collected on a consistent basis by the Census Bureau in its census

of governments, taken every fifth year, beginning in 1952. Interven-
ing annual estimates have been prepared based on sample data. These

data are broken down by expenditure class into new construction,
equipment, and existing structures and land, cross-classified by func-

tion and level of government.
Aside from Goldsmith's perpetual inventory estimates and the

Census series underlying them, there are scattered data for particular
types of tangibles. The Office of Education compiles data on the

value of public' elementary and secondary school property broken
down into sites, buildings, and equipment. Only 37 States' and the
District of Columbia reported these data; some of the respondents did

not give separate totals for each of the three asset classes. A census

taken in the spring of 1962 provides data on the number of instruc-
tional rooms in school plants by State, completion data (before or

after 1920), combustibility, and location-in permanent buildings,
nonpermanent, or offsite facilities. For public institutions of higher
education, the Office of Education collects biennially comprehensive
dollar totals for land, buildings, improvements other than buildings,
and equipment. In addition, the Office has just completed a detailed
study of higher education slated for publication under the title, "In-
ventory of College and University Physical Facilities, December 1957"
which will be part three of a five-part study, "College and University
Facilities Survey." The study provides detail by State, asset type,
age, condition, and type of construction for buildings, and contains
data on the historical cost and estimated present-day value of facilities.

The Bureau of Public Roads compiles data on the mileage of roads
and streets by State, classified by the level of government responsible
for it. Selected data on the cost of highway construction are avail-
able also.

Data in physical units but not in dollar values, exist- for water and
sewage facilities in communities with a population of 25,000 or more.
The Public Health Service collects these data every few years. Data
on expenditures for those facilities built under contract are published
annually in Engineering News-Record. The book value, age, and de-
preciation, of water supply and treatment facilities are collected every
5 years (last done in 1960) on a sample basis by the American Water

Works Association. The Federal Power Commission collects data
annually on a census basis on the book value of plant (net arid gross),
equipment, other tangibles, and financial reserves of public electric

companies with invested capital of $100,000 or more.
The book value of plant and total assets of public hospitals, by type

of hospital, level of government, and location are collected annually
by the American Hospital Association and published in its journal.
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The U.S. Outdoor Recreation Resource Review Committee has pre-
pared an inventory of the net acreage of public nonurban outdoor
recreation facilities. The data were classified by level of government
for each State.

The census of governments contains the most comprehensive data
on the financial claims of State and local governments. National
totals for financial assets, classified by type of assets and fund are pub-
lished by level of government. State totals contain less detail. There
are fourasset-type breaks: (1) Cash on hand and on deposit; (2) Fed-
eral Government securities; (3) State and local government securi-
ties; (4) nongovernmental securities.

As stated earlier, the degree to which any data objectives can be
reached is dependent on the findings of pilot studies to determine ex-
n' tly wbat data are available. The desirable objectives for weath data
for the State and local sector closely follow those for the Federal
Government. Data objectives for the government sector as a whole
are influenced by the type of detail on financial claims recommended
by the Working Group on Nonfarm Business Financial Claims. The
findings of the Public Lands Subgroup of the Natural Resources
Working Group obviously relate to the government sector as well.

NET FOREIGN CLAIMS

DEFINITIONS

Before discussing the requirements for an inventory of net foreign
claims, some definitional problems must be resolved. Net foreign
claims comprise the claims of U.S. residents on the rest of the world,
offset by the claims of the rest of the world on the United States.
They represent the difference between domestic and national wealth.
Domestic wealth is that which is located within the boundaries of a
nation; national wealth is that throughout the world which is owned
by the residents of a nation. These definitions raise three important
issues:

(1) What are the territorial boundaries of the United States?
(2) What is the meaning of resident?
(3) Are tangible assets to be treated as representing claims?

The boundary problem currently arises mainly in connection with
the treatment of Puerto Rico. The Commonwealth is excluded from
the national income accounts, but included as domestic territory in
the balance of payments statistics. Since both treatments have merit,
it would be preferable to cover the claims between the United States
and Puerto Rico in a separate survey. This would permit the adjust-
ment of the two major bodies of data to a consistent basis, whenever
necessary.

The second problem is to determine which natural persons are resi-
dents. For balance of payments purposes a resident of a country is
defined as a person who "ordinarily" lives there. For national wealth
purposes a broader definition is preferred by some; namely, all per-
sons subject to the jurisdiction of the country-its residents plus its
citizens living abroad. Of the two, the former is preferable since it
avoids political issues, is currently used and does not result in double
counting. A statistical problem in the use of the former is that wealth
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located in the United States, but owned by U.S. citizens who are for-
eign residents, is probably not picked up as foreign investment in the
United States. But the foreign wealth of U.S. citizens residing
abroad is subject to U.S. jurisdiction for tax and other purposes, and
could be shown in a footnote as a contingent item. Another problem
is that it can be difficult to delineate "persons ordinarily resident."

The treatment of assets of the Federal Government and its em-
ployees are special cases of both the territorial boundaries and the
resident problems. The principle of extraterritoriality could be ap-
plied to the treatment of the tangible assets of national governments.
If imposed, this principle would dictate that foreign tangible property
located in the United States would be excluded from U.S. domestic
wealth and U.S. governmental holdings of tangibles abroad would be
included in both U.S. domestic and national wealth. It seems de-
sirable, on balance, to reject extraterritoriality for statistical purposes.
Federal employees serving abroad are considered as residents of the
United States for balance of payments purposes and, therefore, repre-
sent an exception to the "ordinarily resident" rule.

The third problem is whether or not to create international claims
corresponding to tangible assets located in one country and owned in
another. The advantage of assuming that residents of one country
own claims on their tangible assets located in foreign countries, rather
than owning these assets directly, is that the assets can then be in-
cluded as part of the domestic wealth of the host country. Otherwise,
these tangibles would have to be made part of the domestic wealth
of the owning country, which seems unrealistic since they contribute
to output in the host country. For only one type of tangible asset-
movable military equipment-does the latter type of treatment seem
appropriate.

Somewhat related to the establishment of claims representing hold-
ings of tangible wealth is the treatment of the monetary gold stock.
To reflect its role as a particular type of generalized claim on foreign
goods and services, and to achieve consistency with the balance of pay-
ments treatment, gold should be considered as an international asset
of the United States. While to treat foreign gold holdings as a claim
on the United States would be consistent with flow of funds statistics,
this procedure should not be followed, since in many respects it is
unrealistic.

THE COVERAGE OF EXISTING DATA

The international investment position of the United States at the
end of 1962 is found in table 6. This table was prepared by Samuel
Pizer of the Balance of Payments Division of OBE for inclusion in
the report of the Net Foreign Claims Working Group (app. II, pt. D)
and is also found, in somewhat lesser detail, in the Survey of Current
Business, August 1963.
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TABLE 6.-International investment position of the United States, 1962

[Millions of dollars]

1. U.S. assets and investments abroad, total- -________ SO, 126

2. Private investments----------------------------------------- 59, 810

3. Long-term total-------------------------------____ 52, 576

4. Direct I _ -- _____________--_--_______ 145

5. Foreign dollar bonds 2 ------------------------------ 6, 373

Other foreign securities:
6. Stocks- - .____________--______________ 4, 715

7 Bonds------------------------------------------ 714

Other long-term:
8. Reported by banks (form B-3)------------------ 2, 151

9. Reported by commercial concerns (C-2) --______ 769

10. Other -3 -------------------- 
709

11. Short-term assets and claims, total'- 4 -7, 234

12. Reported by banks (B-2) ---------------------------- 5,038

13. Reported by commercial concerns (C-2)_------------ 2, 111

14. Brokerage balance (S-4) --------------------------- 86

15. U.S. Government credits and claims-------------------------- 20,316

16. Long-term-16, 040

17. Foreign currencies and short-term claims---------------- 3, 113

Monetary assets:
18. IMF position ------ -------------------------------- 1, 064

19. Convertible currencies----------------------------- '99

20. Foreign assets and investments in the United States, total --_______ 47, 368

21. Long term---------------------- 20, 201

22. Direct 7. ._ ..
7,597

23. Corporate stocks8 ------------------------------------- 10, 336

24. Corporate, State, and municipal bonds ------------------ 657

25. Other long-term----------------------- ---------------- 1, 611

26. Reported by banks (B-3)--------------------------- 4

27. Reported by commercial concerns (C-1)_------------- 161

28. Other ' - ------------------------ 1, 446

29. Short-term assets and U.S. Government obligations----------- 27, 167

30. Private obligations-------------------------------------- 13,340

31. Reported by banks (B-i) ---------------------------- 12, 588

32. Reported by commercial concerns (C-1)_______- ------ 645

33. Reported by brokers (S-4)-------------------------- 112

34. U.S. Government obligations .----------------------- 13, 827

35. Long-term marketable issues 12---------------------- 2, 061

36. Special nonmarketable nonconvertible issues_--------- 251

37. Short term----------------------------------------- 11, 515

38. Bills and certificates -------------------------- 9, 331

39. Foreign currency certificates…--------------------- 48

40. Currency ---------------_-------------------- 906

41. Miscellaneous -________________________________ 1,230

'Country and industry detail In August 1963, Survey of Current Business.
2Detail by country and class of borrower being developed.
9 Represents values carried forward (with adjustments) from the Treasury census

(TFR-500) for certain types of assets, including real estate, estates and trusts, insurance,

and miscellaneous claims. The major adjustment was to eliminate part of the value of real

property abroad reported by individuals who at the time were noncitizen residents of Euro-

pean origin.
4 Stabilization fund credits ($62,000,000), are subtracted from the B-2 reports and

included in Government assets.
6 Detail as in "Foreign Grants and Credits" except that the latter excludes (1) contribu-

tions to international organizations (other than IMF) of $1,117,000,000, (2) nonmilitary in-

stallations abroad, $71,000,000, and (3) miscellaneous claims and settlements, $101,000,000.
9 Detail by program and country in "Foreign Grants and Credits."
7 Area data in August 1963 Survey of Current Business; industry breakdowns can be

derived from that article and "Foreign Business Investments in the United States."

I Certain country detail are available, but are not accurate. Industry data are available
only for earlier years.
9 Transactions data do not segregate by type; corporate bonds predominated in Treasury

census (TFR-300).
Additional footnotes on page 114.

3S-135--64--10
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The sources for most of the data contained in the table are the
following:

1. Foreign exchange forms filed on a compulsory basis with the
U.S. Treasury Department. (Items based on the data filed in these
reports are identified in the table by a parenthetical entry indicating
the specific report, viz B-i, found on the appropriate lines.)

2.Surveys of direct investment conducted by the Balance of Pay-
mTents Division OBE.

3. "Foreign drants and Credits by the United States Government,"
assembled and published by the Balance of Payments Division, OBE.

4. "Census of American-Owned Assets in Foreign Countries," pre-
pared and published by the Treasury Department for 1943, is the
source of benchmarks for some series which have been updated, pri-
marily through the transactions data collected by the Treasury
Department (see 1 above).

GAPS IN EXISTING DATA

There are several major gaps in the coverage of these data. These
gaps either have been filled by rather shaky estimates or have been
ignored, of necessity.

The liabilities and portfolio holdings of foreign securities of U.S.
households are inadequately covered. The liabilities are presumed
to be quite small and can be ignored. On the other hand, it is impor-
tant to obtain data on portfolio holdings. A stratified sampling, giv-
ing relatively great weight to high-income and foreign-born house-
holds, and sampling drawn from persons filing income tax forms
reporting foreign interest- and dividends-received data are two ap-
proaches which should be evaluated.

In the government sector, foreign holdings of long-term bonds of
State and local governments require the most attention. Since interest
on these securities is tax exempt, a special ownership certificate pro-
cedure might be used.

While many data gaps can be found in other sectors, most of these
can be closed through the balance sheet inventory recommended for
nonfarm business financial claims. The inventory will provide detail
on a wide variety of instruments by important maturity classes, dis-
tinguishing among those transacted with domestic entities, with for-
eign branches, subsidiaries, and affiliates, and with other, foreigners.

The balance sheet inventory would not solve the problem of identify-
ing bearer bonds owned by foreigners and stocks held by domestic
nominees for foreigners. For bearer bonds, certificates of ownership
filed when interest coupons are cashed could provide the needed in-
formation. For stocks, domestic nominees acting for foreigners could
be asked to file separate reports during the wealth inventory year.

'0 Represents value carried forward from the Treasury census (TFR-300) for real prop-
erty, estates and trusts, insurance, and miscellaneous debts and claims.ee Derived as follows:

Total reported on B-i… _______________________________ 25, 023Less : II ;
U.S. bills and certificates…------------------------------------___ 12, 343
U.S. foreign currency certificates…----------------------- ---___---- 48' 2 s IMF deposit-------------------------- 49

2 As published in Federal Reserve Bulletin, with minor adjustments.
13 Excludes IMP holdings ($3,012).
14 Includes special issues to international organizations, military procurement accounts,

and other liabilities of U.S. Government agencies.
NOTE.-The designations in parentheses refer to Treasury Department forms.
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In connection with this inventory it is recommended that data on
income paid and received, during the year for which beginning and
yearend balance sheets are to be obtained, be collected. These data
would aid in the preparation of the balance of payments.

DETAIL

The three types of detail in which it would be desirable to present
national wealth statements-sector, type of asset or claim, and geo-
graphical area-are, of course, appropriate for foreign claims. Geo-
graphic detail by foreign country, while useful for many analytical
purposes, is not needed to draw up a national wealth statement. How-
ever, greater detail probably will be available as a result of the data-
collection efforts proposed in areas primarily concerned with wealth
other than net foreign claims. The following are suggested sector
and type-of -claim breakdowns for foreign claims:

Sectors:
1. Households.'
2. Agriculture.
3. Nonfinancial business, including sole proprietorships and inon-

profit institutions.L
4. Financial corporations:

(a) Commercial banks.
(b) Other.

5. Government:
(a) Federal Government.
(b) Federal Reserve System.
(c) Other.

Type of claim:
1. Gold (asset only).
2. Currency.
3. Deposits at banks.

(a) Demand.
(b) Time.

4. Other short-term claims:
(a) Money market instruments.
(b) Other.

5. Long-term debt:
(a) Marketable bonds.
(b) Other.

6. Direct investments:
(a) Subsidiaries and affiliates.
(b) Branches.

7. Other equities:
(a) Marketable stocks.
(b) Other.

8. Real assets:
.(a) Consumer durables.
(b) Real estate.

'This sectoring presumes that foreign claims can be readily Identified as to whether thue
relate to households or sole proprietorships. If not, the foreign claims of these two sectors
would have to be combined.
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VALUATION

Three types of valuation appear in the statement of the U.S. inter-
national investment position found in table 6. Book value is used
for direct investments. Market values are used for portfolio holdings
of stocks and bonds for which organized markets exist. Face value
is used for short-term and most long-term debt, including U.S. loans
abroad.

In principle, all claims payable in money, and portfolio holdings
of equities, should be valued at market. However, since markets do
not exist for many categories of claims, this cannot be achieved, in
fact. But market values should be obtained wherever possible. For
equities, other than direct investments, the same argument holds.

Certain claims of the Federal Government, primarily loans at special
interest rates, loans payable in foreign currencies, and unpaid World
War I loans deserve special mention. Primarily for the sake of con-
sistency, loans at special interest rates should be recorded at face value,
although it is recognized that it is also appropriate to capitalize the
loans at the going interest rate. U.S. Government loans payable
in "soft" foreign currencies should be mentioned in a footnote rather
than being included as part of national wealth. Differences in the
terms of these loans add to the existing complexities of valuing them.
Unpaid, but not formally repudiated, World War I loans should re-
ceive similar treatment.

Real assets should be valued at depreciated replacement cost because
such estimates are highly useful per se, and because such treatment
results in the consistent valuation of domestic and national wealth.
For foreign tan 'bles in the United States, this presents no unusual
problem. For US. holdings of tangibles abroad, the complex of
price and investment data required for each country makes such val-
uation difficult. However, along with the collection of book-value
data, it might prove possible to obtain the additional data on a sample
basis. This possibility should be explored further. The use of de-
preciated replacement cost as the valuation basis for foreign direct
investment in the United States and, to the extent possible, for U.S.
direct investment abroad, requires that the book-value data collected
for equity in direct investment establishments be adjusted to reflect
this revaluation of underlying assets. Because direct investment es-
tablishments are usually closely held, it would be virtually impossible
to value the equity in such investment at market prices.

HOUSEHOLDS

There exist fairly reliable survey-based estimates of the value of
housing and automobiles, two of the major components of household
wealth. Counts of certain major household durables also exist, but
there is a serious lack of survey data on household semidurables and
soft goods.

A comprehensive survey of household tangible wealth has never
been taken in this country. There have been attempts to reconstruct
wealth estimates on the basis of accumulated depreciated expenditure
data. The most comprehensive effort in the household field, that by
Professor Goldsmith, is based on durable goods expenditures in the
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national income accounts. Thus, the estimates do not include stocks of
clothing, do-it-yourself home improvements, semidurable homefur-
nishings, and food and fuel inventories. The depreciation rates ap-
plied to expenditure data are subject to an unknown amount of error.
Finally, the resulting estimate is an aggregate for the entire house-
hold sector. No distributions of data by income-size classes are pro-
duced by the perpetual inventory method of stock estimation.

TANGIBLE WEALTH DATA

The 1960 Census of Housing collected information about the struc-
tural characteristics, age, condition, and plumbing and heating facili-
ties of each housing unit. An estimated market value also was ob-
tained from those homeowners occupying nonfarm and nonbusiness
single-unit residences. In addition, the Census collected information
on the ownership of automobiles, washing machines, dryers, television
and radio sets, air conditioners, and homefreezers. However, no data
were collected regarding the value or age of the equipment. Previous
Census Bureau experience indicates that respondentshave considerable
difficulty in answering questions about cost and year of purchase.

Estimates of the value of the stock of passenger cars are prepared
by the Office of Business Economics on the basis of numbers and sur-
vival rates derived from R. L. Polk data, and detailed market price
information. OBE is planning to make estimates of the stock of other
categories of durables, and selected individual items within the cate-
gories.

The Department of Agriculture has taken surveys of clothing and
furniture stocks in local areas, obtaining detailed data on ownership
but nothing on prices paid and limited information on age of item.
It also provides an annual estimate of the value of housefurnishings
and household equipment on farms as a component of the Balance
Sheet of Agriculture. The component is constructed by adjusting
the inventory in the 1940 base year (derived from expenditure data
and other sources) for subsequent acquisitions and depreciation. The
acquisition data have been benchmarked on two occasions since the
series was begun through the use of expenditure surveys. The most
recent of these was the Labor Department's 1961 study of 9,500 urban
consumer units and, in cooperation with the Agriculture Department,
4,500 rural families.

A nonrandom sample of subscribers to Consumers' Union was sur-
veyed in 1958-60 with respect to ownership of appliances, automobiles,
housing, and furniture. Prices paid, age and condition of stock were
requested. Because of the nonrandom nature of the data, their main
use will be in testing behavior relationships rather than in estimating
aggregates or distributions.

ESTIMATING INTANGIBLE WEALTH

Household financial data cannot be collected as a simple adjunct
to a survey of tangible assets. It is clearly established that in order to
get accurate information on intangibles, the sample must be heavily
weighted by high-income households.
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' Household financial assets and liabilities have been studied nation-
ally in two specially designed survey projects: the FRB-Census high
income project and the Survey Research Center annual consumer
finances'project. The 1963 FRB-Census 'study investigated a detailed
array of- items with a sample heavily 'weighted at high-income' levels;
much of the detail requested has relevance only to' such a sample.
Although. the samples used for the 'Survey Research Center studies
were not equal-probability samples, the high-income classes were not
as heavily represented as in the FRB-Census project, and the question-
ing was not as detailed. The Survey Research Center study yielded
underestimates of aggregate private holdings of assets and debt.
Thorough evaluation of the 19\33 FRB-Census study experience is 'an
important step in planning for an inventory of household financial
wealth. Two areas for especial study include the ability of respond-
ents to provide wealth-related information, and the most efficient tech-
niques for getting extensive information from householders.

During the 1963 study, limited financial data were collected on fam-
ily businesses. Use of the household as the source of data on sole
proprietorships is a collection technique which should be followed in
a wealth inventory since the financial assets and liabilities of sole
proprietorships often are closely related, sometimes inseparably, from
the financial accounts of the household.

RECOMMENDED APPROACH TO DATA COLLECTION

The Working Group on Household Wealth recommends that a
comprehensive survey of household wealth, both financial and tangi-
ble, by type, be undertaken. In view of their survey experience, the
FRB and Census Bureau would appear to be the logical agencies to
design and execute the survey, with sample households to be drawn
from the 1970 census records. Technical aspects of the survey would
have to be worked out by the responsible. agencies, using pilot studies
as required.' The group suggests that the most efficient survey design
would involve use of a number of different samples of households, each
concentrated on a particular category of wealth and large enough to
provide' regional detail.

In general terms, the tangible-wealth surveys would collect data on
ownership, numbers, and ages of items, purchase price and/or cur-
rent market values, and possibly condition and method of acquisition.
Supplementary studies of service-lives'and depreciation rates would
be needed, as well as some additional price data to supplement that
collected by BLS for the Consumer Price Index.
'An alternative approach to estimating household wealth merits

further investigation. This involves estimating the tangible wealth
holdings of individual households from key indicator items for those
same households. These key indicators, such as value of residence,
age of household head, ownership of particular items, etc., would be
developed from regression analysis of comprehensive data from a very
small sample of households.
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CHAPTER 10

REVIEW AND EVALUATION OF WEALTH DATA: THE
COMMOPITY-PRODUCING INDUSTRIES AND BUSINESS
FINANCIAL CLAIMS

AGRicuLTuRE

The status of wealth data and estimates in the agricultural sector,
or industry, is relatively good. Much information relating to tangible
assets is collected in the quinquennial censuses of agriculture. The
benchmark data are extended, and sometimes supplemented, by regular
and occasional sample surveys conducted by the Department of Agri-
culture. Nevertheless, indirect data and estimating methods are re-
quired for some items, particularly in the financial area.

On the basis of the relatively extensive direct, or indirectly relevant,
data, an annual balance sheet of agriculture is prepared by the Eco-
nomic Research Service of the Department of Agriculture. Table 7
shows the balance sheet detail for the first year available, 1940, and the
most recent year, 1963. The subsequent discussion is in terms of the
major categories shown in the table.

It will be noted that by far the largest category of wealth in agri-
culture is real estate, for which the data are relatively good. They
are also generally adequate for the next largest category, inventories
of crops and livestock. Data are less satisfactory for machinery and
equipment, and least adequate for the financial items.

THE AGRICULTURAL SECTOR

Agriculture comprises all "census farms" whose productive activi-
ties are primarily those defined as agricultural operations in the
"Standard Industrial Classification Manual." (See app. II, pt. E.)
Census farms were defined in the 1959 Census of Agriculture as those
selling at least $250 worth of products (or only $50 worth if comprising
10 or more acres).

Farms. are classified as commercial or noncommercial, the latter
referringi to institutional farms and to farms that have a primarily
residentialfunction for persons who have nonfarm jobs or are partially
retired.' The working group felt that for some analytical purposes,
it would also be desirable to provide for several classes of commer-
cial farms according to size as measured by receipts from marketing.

Ownership and use.-The census data, and the balance sheet esti-
mates, relate to wealth used on farms. Alternative estimates on an
ownership basis would be necessary to conform to the general wealth
inventory objectives. This means identifying, estimating, and ex-
cluding the farm capital owned by nonfarm landlords and rented
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to farm operators. No sectoral adjustment need be made for the land-
lord activities of those farm operators who rent land or other items to
other farmers. The adjustment of wealth estimates to an ownership
basis would accord with the treatment of gross farm income and prod-
uct by the Commerce Department, which deducts gross rents paid to
nonf arm landlords and transfers these to the real estate industry. In
general, it was considered a desirable objective to coordinate the bal-
ance sheet of agriculture with the structure of the national economic
accounts.

TABLE 7.-Comparative balance sheet of agriculture, Jan. 1, 1940 and Jan. 1,
1963

[In billions of dollars]

1940 1963

Assets:
Physical assets:

Real estate - - ------------------------------ 33. 6 142.8
Non-real-estate:

Livestock ---------- ---------------------- 5.1 17. 2
Machinery and motor vehicles - - - - - - 3.1 19. 5
Crops stored on and off farms 2_ _________________________________ 2. 7 9.2
Household furnishings and equipment - - - - 4.2 8. 7

Financial assets:
Deposits and currency I - - - -3. 2 9. 2
U.S. savings bonds - - - -2 4. 4
Investments in cooperatives ------------- .8 4.8

T otal '3 ------------------------------------------------------------ _52.9 215.8

Claims:
Liabilities:

Real estate debt -6.6 15.2
Non-real-estate debt:

To principal institutions:
Excluding loans held by and guaranteed by Commodity

Credit Corporation -1.5 8. 5
Loans held by and guaranteed by Commodity Credit

Corporation 4 -. 4 2.1
To others 5 ___-_------------------------------------------------ LI5 6.0

Total liabilities 3 10--------------------------------------------- 31.8
Proprietors' equities ' -------I-- ------------------------ 42.9 184. 0

Total 1 3--2.9 215.8

X Revised.
2 Includesallerops held on farms for whatever purpose and crops held off farms as security for CCC loans.
3 Total of rounded data.
' Although these are nonrecourse loans, they are included as liabilities, because borrowers must either

pay them in cash or deliver the commodities on which they were based. The values of the underlying
commodities are included among the assets; hence the loans must be included as liabilities to avoid over-
stating the amount of proprietors' equity.

5 Includes individuals, merchants, dealers, and others.

Source: U.S. Department of Agriculture.

On the use basis, it should be noted that publicly owned grazing
and range lands are not now included in agricultural wealth, but
should be. On the other hand, some lands and other wealth on farms
are used for nonfarm activities, such as hunting and fishing, or min-
eral extraction. In line with statistical usage, it is not necessary
to try to separate the income and wealth associated with the inciden-
tal or secondary activities on the farm. If part of the wealth owned
by farm operators were actually leased outside the sector, however, ad-
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justments should be made, but in practice these presumably would be
small and possibly negligible.

Farm 7nhouseholds.-The item for farm real estate in the balance
sheet includes farm residences as well as nonresidential structures and
land; household furnishings and equipment are included with other
tangible assets; financial assets and liabilities relate to farmers in
their dual capacity as householders and farm operators. It is signifi-
cant that the Working Group on Agricultural Wealth, which included
several employees of the Department, felt that it was time to explore
the possibilities of altering the traditional treatment of the farm sec-
tor; that it would aid analysis as well as conduce to consistent sector-
ing for the economy as a whole if farm household wealth were treated
as part of the broad household sector and the balance sheet of agricul-
ture were confined to the assets and liabilities of the operating busi-
ness units of the industry.

AGRICULTURAL SERVICES

Data relating to the agricultural service industries are scanty. With
the growing importance of this group of industries as agriculture be-
comes more specialized, better data on their current operations as well
as on their assets are needed. The SIC classifications also need to be
brought up to date.

FARM REAL ESTATE

The basic data on this principal category come from the periodic
censuses of agriculture in which farm operators, by States and regions,
answer the question "About how much would the land and buildings
(on this farm) sell for?" Checks by the Department of Agriculture
indicate that the reported values approximate market values, although
some underenumeration occurs. The estimates are extended annually
by sample, mail questionnaire surveys of (1) the regular crop reporters
of the Department, and (2) a group of farm real estate dealers and
others in contact with the local farm real estate markets.

Estimates of the separate value of farm buildings were last obtained
in the 1940 census by State and extrapolated forward by crop reporter
estimates of the average value per acre of improved as compared with
unimproved land. In addition, estimates of farm buildings, separated
between residence and service buildings, are obtained by a perpetual
inventory technique. The residential component is deducted from
total real estate in a series the Department presents on farm asssets
used in production.

Like all perpetual inventory estimates, the series for farm buildings
occasionally must be tied into benchmark data. The 1969 Census of
Agriculture would seem to provide a good opportunity to obtain a
new benchmark for the allocation of the total value of farm real estate
between land and structures, and the latter among dwellings, service
buildings, and other improvements. The feasibility of obtaining
farmers' estimates for several major classes of land could be explored,
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possibly prior to the census. A few additional questions, together with
appropriate tabulations, would permit allocation of farm real estate
by sector of ownership. Valuation of the publicly owned farm lands
would probably have to be determined by the administering agency.

FARM MACHINERY AND EQUIPMENT

There has been no benchmark survey of the total value of all farm
equipment since 1945. Estimates by major categories have been made
by cumulating net capital outlays in constant prices, and then reflating
to current values by price indexes compiled by the Statistical Report-
ing Service, Department of Agriculture. The estimates are adjusted
by the periodic census data collected for automobiles and trucks on
farms, tractors and major types of farm machinery. The National
Survey of Farm Machinery, conducted in 1956 by the Agricultural
Research Service, furnished a national benchmark for the minor types
of farm machinery on farms. The vehicle but not the farm machinery
data are available on a State basis.

It was evident to the working group that a new benchmark survey
is necessary for the purposes of the wealth inventory, to provide
State data as follows: (1) Counts and original cost (and if feasible,
farmers' estimates of market value) of equipment, by type; (2) age of
equipment; and (3) ownership and use of equipment if other than
by the farm operator. Recurring surveys on a sample basis by region
would help provide more accurate current estimates. The age esti-
mates would assist in evaluating present USDA procedures for esti-
mating depreciation and the related values of the stock of farm
machinery and equipment. A pilot survey would be required to de-
termine if farmers can provide reasonable estimates of the market
value of used equipment, as compared with the "blue book" prices.

The stock of automobiles is now split between farm business and
household use on a 60-40 basis. New data are needed with respect to
this allocation.

INVENTORIES

Livestock.-Data from the censuses provide benchmark data on the
number of each class of livestock. These numbers are extrapolated
to January 1 of each year from USDA surveys of livestock and poul-
try producers. The numbers are multiplied by the average value per
head on January 1 as reported by crop reporters. In general, State,
and regional data are available.

There are a few gaps in the inventory position as reported. These
omitted items could be covered on a one-time survey or estimated
roughly by applying stock-to-receipt ratios for similar classes of ani-
mals to cash receipts for the uncovered items. The total error from
an indirect estimating procedure for the several minor items would
be very small.

Crops.-Values of crops stored on farms are gotten in essentially the
same way as livestock values, except that farm prices as of the
previous December 15 are applied. Crops under Commodity Credit
Corporation loans are included in the Balance Sheet of Agriculture.
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Both the crops and the offsetting liability entry should be excluded
from the Balance Sheet.

Several items are not included in the periodic Statistical Reporting
Service reports-notably forest, nursery, and greenhouse products
on farms. Again, ratios to cash receipts could be applied. Also,
growing crops on January 1 are not included in inventory values.
Here, estimates could be made comparably with industrial in-process
inventories based on the per acre outlays for major cost items times
the acreage planted in crops on January 1.

FINANCIAL ASSETS AND LIABILITIES

Most of the USDA estimates of financial assets owned by farmers
are based on indirect rmeasures-such as the per capita deposits in
cities under 15,000 population or purchases and estimated redemptions
of savings bonds per capita in 600 agricultural counties. Estimated
investments in farm cooperatives are of better quality, but exclusion
of the net worth owned by nonfarmers is a problem. Some important
types of financial assets are not included at all: corporation securities,
savings in financial institutions other than commercial banks, and
the cash value of life insurance.

Liability estimates are better based, particularly mortgage debt
which is reported by the censuses and by lending agencies for inter-
censal years. Non-real-estate debt is also reported by banks and
federally sponsored lenders. That held by nonreporting lenders
has been extrapolated from data based on a 1946 sample survey of
nearly 2,500 farmers; these estimates are subject to a wide margin of
error in recent years, but results of the 1960 Sample Census of Agri-
culture will improve the estimates.

Clearly, a comprehensive survey of financial assets and liabilities
of farmers is needed. A preliminary pilot survey would be desirable,
particularly to determine if there is a feasible way to allocate finan-
cial assets and liabilities between business and household purposes,
and between farm operators and nonfarm landlords, if the sectoring
recommendations are to be implemented.

The survey should be large enough to permit and improve regional
balance sheet estimates, such as are now made by the Federal Reserve
Bank of Atlanta.

NONFARM BUSINESS FINANCIAL CLAIMS

Financial claims were studied for this sector as a whole, and will be
treated prior to the sections on tangible wealth by the major nonfarm
industry groups.

Despite the seemingly large volume of data on financial claims, there
are several important areas in which benchmark or current data either
are lacking or are of inadequate quality. Other gaps relate to certain
sectors or to new types of wealth in sectors presently covered. These
areas will become apparent in the following review of the data sources,
which will include those for nonprofit organizations.
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REVIEW OF EXISTING DATA

The most comprehensive data on business financial claims are found
in the tabulations prepared annually by IRS from income tax forms.
For the corporate sector, these are found in "Statistics of Income-
Corporation Income Tax Returns," at the two-digit industry level,
and in the IRS Source Book, at the three-digit level. These data are
tabulated from the balance sheets which corporations must file. The
balance sheet form contains the familiar asset, liability, and net worth
accounts. These classes reflect, primarily, type of instrument, and
do not give sufficient indication of the liquidity or the sector with
which the transaction was made. Similar data to those of the IRS
are found in Quarterly Financial Report for Manufacturing Cor-
porations, prepared jointly and published quarterly by the FTC and
SEC. These data are broken down by two-digit industry, with several
further breakdowns into important subindustries.

While partnerships are not taxed as entities, they are required to
file an information return which includes a balance sheet, calling for
information similar to that for corporations. Less than half of the
partnerships, usually the larger ones, file balance sheets. Sole pro-
prietorships are not required to file balance sheets. IRS balance
sheet tabulations for partnerships are published in "U.S. Business
Tax Returns," along with similar data for corporations and income
statement totals only for proprietorships.

In addition to the data tabulated for the business sector by IRS,
the following special tabulations for particular industries are also
available.

1. Comrmercial banks.-Various supervisory agencies collect de-
tailed statistics on loans, investments, reserves. and other balance sheet
accounts for all banks for call dates; less detailed data are collected
for weekly reporting Federal Reserve member banks and are esti-
mated by the Federal Reserve for all commercial banks.

2. Jfutual savings banks.-Monthly estimates of broad balance sheet
totals are published by the National Association of Mutual Savings
Banks.

3. Insurance companies.-Individual companies file statements
with State insurance commissions which are tabulated, together with
other data for the country as a whole, by the Institute of Life Insur-
ance (life companies) and Best & Co. (fire and casualty).

4. Savings and loan associations.-Estimates of major categories of
wealth are prepared and published by the Federal Savings and Loan
Insurance Corporation for both insured and noninsured institutions.

5. Investment comrpanies.-Data for open-end companies are com-
piled by the Investment Company Institute from reports of members.

6. Finance companies.-The Federal Reserve collects annual balance
sheet data for about 100 sales- and consumer-finance companies.

7. Credit union.-Data for major balance sheet categories are
available from the Department of Health, Education, and Welfare.

8. Pension funds.-The Department of Labor collects, but does not
tabulate, data on every pension plan covering more than 25 employees;
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the SEC publishes aggregate data based on its survey of noninsured
corporate pension plans.

9. Labor organizatioism.-The Department of Labor publishes
highly aggregated data on the wealth of labor unions and their pen-
sion and welfare funds.

10. Hospitals.-The American Hospital Association publishes an-
nual data on the total assets and plant of nonprofit and proprietary
hospitals.

11. Charitable foundations.-The Foundation Library Center com-
piles data periodically on the assets of charitable foundations; these
data contain gaps in coverage and inconsistencies in valuation.

12. Colleges.-Data on the finances of colleges and their endow-
ment funds are collected in a biennial survey conducted by the U.S.
Office of Education.

GAPS IN EXISTING DATA

There are three major gaps in the coverage of the financial wealth
of the business and nonprofit sectors. There are no balance sheet
data for sole proprietorships. These data should be collected as part
of the survey of household wealth. In many cases the assets and
liabilities of proprietorships will be indistinguishable from those used
in connection with the operations of the households. It is difficult
to establish a conceptual basis for separating the two which can be
readily implemented. When clearly identifiable, assets used in con-
nection with the proprietorship operations should be shown separately.
Some attempt should also be made to allocate commingled bank ac-
counts between household and business uses. An alternative approach
is to ask sole proprietorships to file balance sheets with their tax re-
turns in the inventory year. In the absence of very explicit instruc-
lions as to how to distinguish between business and household items,
this approach would not produce reliable and consistent data.

The second major gap is the lack of adequate data for many types
of nonprofit organizations. Since data on tangibles are also inade-
quate for the nonprofit area (see ch. 11 for a summary of service
industries), it is recommended that the entire area be surveyed for
both types of wealth data, with major emphasis on tangibles. The
survey should be tailored to suit each particular nonprofit area, since
the quality and availability of data varies for each of them.

The third major gap has been created because less than half of
the partnerships do not file balance sheets. This could be remedied
if IRS made a special effort, in the year for which wealth estimates
are to be prepared, to enforce the regulation requiring the filing of
balance sheets by all partnerships.

THE COLLECTION OF NEEDED DATA

In each of the three areas in which there are gaps, as well as in the
rest of the business sector, the existing data collection vehicles should
be used to the greatest possible extent. Within this data collection
framework, some standardization should be sought, although detail
which is important in one sector may be unimportant or irrelevant in
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another. Data should be collected in the form of complete balance
sheets, with appropriate detail, discussed below, on assets, liabilities,
and equity, and separate totals for land, depreciable and depletable
assets and their associated valuation reserves, and inventories. The
broad totals for tangibles should be collected to insure completeness
of the balance sheet and could be useful as controls.

The appropriate reporting unit for financial data is the company.
Hopefully, company totals for tangible assets collected in these bal-
ance sheets can be linked to the breakdowns of tangibles which can
be distributed by industry on an establishment basis.

In the survey year, both beginning- and end-of-year balance sheet
data would permit the establishment of benchmarks for flows as well
as stocks.

REQUIRED DETAIL ON INTANGIBLES

Like that for tangible assets, detail on intangibles should provide for
breakdowns by industry and by asset type-type of instrument for in-
tangibles. Geographical detail, however, is inappropriate for the fi-
nancial assets of the business sector because of the importance attached
to the holdings of nationwide companies. Two additional types of
detail are relevant for financial wealth data. The first relates to the
liquidity of the claim. The second would permit the classification of
holdings of assets and debts by broad sectors of the economy.

Industry classification of holders should be constructed with respect
to major holders of intangibles, while still relating to the more detailed
industry breaks recommended for tangibles. In general, the detail
required for financial claims can be cast along the broader industry
classes provided for in the SIC. In some cases, however, new classes
need to be established by recombining certain low-order SIC subclasses.
A specific class should be established for all companies engaged in
leasing to more than one industry and made part of the services indus-
tries major group. Classification should begin at the highest level of
aggregation and finer detail should be obtained by breaking out only
the companies which clearly can be included in the narrower classes.
This is a preferable alternative to attempting first to classify each
company in fine detail, which may be inappropriate for multiindustry
firms, and then aggregating. Specific recommendations for sectoring
appear in exhibit C of appendix II, part 0, "Report of the Working
Group on Nonfarm Business Financial Claims." The working group

recognizes that these classifications may require some modification
when the wealth inventory is conducted.

Detail by type of instrument should be tailored to reflect adequately
the type of financial claims important to each major industry. To
achieve this, different balance sheet stubs have been developed for non-
financial corporations and partnerships, nonbank financial institu-
tions, commercial and mutual savings banks, life insurance carriers,
and fire and casualty insurance companies. These stubs are presented
in exhibits D through H of appendix II, part 0, together with a coding
to distinguish new data recommended for collection from those cur-
rently available.

These stubs also indicate the desired detail on liquidity and the
sectors party to the claim. The detail on liquidity is designed to pro-
vide totals for each of three asset maturity classes-original maturity
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of 1 year or less, long-term debt or installments due in 1 year or less,
and long-term debt due in more than 1 year.

The suggested stubs for financial claims provide for cross-classifica-
tion of claims by sector. The main sectors for which this detail is
suggested are banks, nonbank financial institutions, nonfinancial cor-
porations, unincorporated business, individuals, central governments
and agencies, and State, Provincial and local governments and agen-
cies. The detail by type of claim varies by sector.

VALUATION

Book-value data, gross of valuation reserves, should be collected for
all balance sheet items. The valuation method should be clearly indi-
cated in a footnote. The collection of book data, consistently valued
and gross of valuation reserves, is necessary. It would permit a com-
parison of assets and liabilities from which an estimate of float could
be obtained.

Valuation reserves should be collected in an additional column for
those assets which are publicly traded. While the working group
was of mixed sentiment on whether equity should be valued at market,
it would seem useful to obtain such estimates for those firms with
publicly traded securities.

BASIS OF CONSOLIDATION-DOMESTIC AND FOREIGN SUBSIDIARIES

Since the company is to be the basic reporting unit for financial data,
the varying degrees of balance sheet consolidation currently employed
create a problem. While a standardized basis of consolidation is
desirable, it probably is not a feasible goal.

However, since data on net foreign claims are to be obtained sepa-
rately, double counting could result if foreign claims and debts were
not deleted from the balance sheets. Accordingly, each balance sheet
should have six columns in addition to the three already discussed.
The nine columns for which both beginning- and end-of-year totals
should be obtained are:

(1) Value carried on books.
2) Current market value (publicly traded securities only).

(3) Valuation reserves.
Foreign claims included (in dollars):

Of foreign subsidiaries and affiliates.
4 Book value.
5 Current market value.
6 Valuation reserves.

With other foreigners.
(7) Book value.
(8) Current market value.
(9) Valuation reserves.

CONSTRucoION

Available tangible wealth data for the contract construction industry
are inadequate. Review of the Internal Revenue Service program,
which is the only program collecting data on the tangible assets of the
construction industry, shows that it cannot meet all the data require-
ments. Aside from the drawback inherent in any company data, which
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often refer to more than one industrial activity, the information re-
ported to IRS does not provide geographic detail-except that inferred
from the address of the taxpayer-nor detail on equipment.

Contract construction is only one phase of construction activity.
Two important groups engaged primarily in construction are classified
within the real estate industry. They are the operative builders,
who build and merchandise their product, and the investment builders
who build for their own account. Construction is also a secondary ac-
tivity of most other economic sectors. The data-collection programs
for many of these sectors will have to be modified to get measures of
wealth relating to their construction activities-for example, in con-
nection with the installation of building materials by manufacturers
or by retail sales firm; or the force-account construction of business,
government, and even, households. Measures of the wealth of these
industries should not be grouped with other aggregates, since the
construction analyst may wish to combine them with the contract con-
struction sector. Among these construction-related industries are the
following (identified by SIC title and code):

Prefabricated wooden buildings and structural members (2433).
Subdividers and developers (6551).
Operative builders (6561).
Engineering and architectural services (8911).

The collection of data from the contract construction industry could
best be done through a census of construction. Such a census, of course,
would serve also to collect needed nonwealth statistics. The turnover
of construction firms is quite high, and the identification of business
units is difficult. Not only are business failures more frequent in this
sector than in any other, but its firms typically have periods of dor-
mancy and revival.

In collecting data, considerable attention must be given to the rental
of equipment by the construction industry since an unknown but prob-
ably significant proportion of its assets are in this category. Two re-
lated problems arise in the use of certain rental payments (reported
by contractors) and rental receipts (reported by lessors) as the basis
for allocating the value of equipment from the owning to the using
economic sector. In the first place, since "leasing" can be a tax-saving
technique by which equipment is purchased, the reporting of associated
payments and receipts as rentals complicates the allocation procedure.
Secondly, contractors may tend to report such equipment as owned
when, in fact, title has not passed.

The sorts of data needed as a basis for tangible wealth estimates are
much the same as reviewed in the other sector summaries, and detailed
in appendix 11, part G.

MANUFACTURING

The availability of general economic data on the manufacturing
sector has grown commensurately with the importance of the sector
to the national economy. Responsibility and credit for the improve-
ment and expansion of output and consumption data on manufactures
is due in large measure to the Census Bureau, which has established
the framework necessary for the collection of data required to prepare
wealth estimates. Collection of data on tangible assets of manufac-
turing establishments was resumed by the Census Bureau on a limited
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basis in 1957 and continued in the 1963 census, during which large
company aggregates were also obtained after a hiatus of almost 40
years.

In the interim, the IRS and, since 1947, the FTC-SEC have been
the source of balance sheet data for the sector. Summary informa-
tion on land, depreciable and depletable assets, and depreciation and
depletion reserves and yearly additions to them, are available an-
nually in "Statistics of Income" on a two-digit industry basis, and in
the IRS Source Book, on a three-digit basis. The "Quarterly
Financial Report for Manufacturing Corporations" prepared jointly
by the FTC and SEC, contains data on roughly the same asset-type
aggregates in two-digit detail, supplemented by several further in-
dustry breakdowns. The data sources for both FTC-SEC and IRS
are samples drawn from the universe of manufacturing firms filing
income tax returns (the IRS sample is much larger). FTC-SEC send
their own questionnaire to the firms in their sample. Industry classi-
fication is by company, based on primary activity.

In 1957 the Census Bureau added supplemental inquiries on assets
and rental payments to the annual survey of manufactures. Fifty
thousand of the three hundred thousand manufacturing establishments,
including all large ones, were asked to report the gross book value of
their depreciable and depletable assets as of the end of 1957, accumu-
lated depreciation as of the end of 1956, depreciation and depletion
expense during 1957, and total rents paid for buildings and equipment
in 1957. These data were tabulated and universe estimates were pub-
lished at the four-digit SIC level for the United States and at the two-
digit level for the individual States.

The impact of the resistance of respondents to the collection of
wealth information at the establishment level following adoption of
group-depreciation guidelines by IRS in 1962 was somewhat miti-
gated by an earlier decision of the Census Bureau to collect such asset
and rental information for all large companies in connection with
its enterprise statistics program. Only the gross book value of de-
preciable and depletable assets and rents for buildings and machines
will be obtained from the 1963 annual survey of establishments.
However, through its company summary form, Census will collect
from all large manufacturing, minerals, and business firms, data on
gross and net book value at the beginning and end of 1963, together
with the elements of change in these company totals between the two
dates-capital expenditures for plant and equipment, other acquisi-
tions (due to mergers, etc.), depreciation and depletion charges, and
other deductions such as scrappage. An aggregate figure for the book
value of all other domestic assets and of foreign assets will also be
obtained. These large companies also will report rental payments for
buildings and structures, and for machinery and equipment. These
company data will be collected from less than 3 percent of all enter-
prises (but they account for over two-thirds of the employment of
manufacturing firms) and will be published as part of "Enterprise
Statistics."
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WEALTH ESTIMATES

Various estimates of manufacturing wealth have been made. The
characteristics of these estimates are summarized in table I of ap-
pendix II, part H, the report of the Working Group on Manufactur-
ing Wealth. The estimates are based either on enumerations of book-
value data primarily from the sources just described, or on the per-
petual inventory method using plant and equipment investment series.
For purposes of comparison, both the Census and IRS wealth data
and perpetual inventory estimates of Patrick Huntley of BDSA are
found in table S. The data, in two-digit detail, are presented gross
and net of depreciation for 1957 in historical-cost dollars. These
three series were selected since they are fairly comparable in many
respects except for the method of estimation-enumeration versus
perpetual inventory and the basis of classification-company versus
establishment. These differences are important to wealth estimates.

TABnL 8.-Fired asset data and estimates for the U.S. manufacturing sector, SIC
major groups, 19571

[Millions of historical-cost dollars]

Gross stocks Net stocks
SIC major group _

Census IRS Huntley Census IRS Huntley
(1) (2) (3) (4) (5) (6)

20 ----------------------------- $11, 731 $9, 783 $12,430 $5, 723 $5, 428 $6, 804
21 - -400 456 415 217 257 236
22--------------- - 4,084 4,760 5,030 2,605 2,622 2,673
23 - - 1,006 643 976 444 313 526
24 - - 2,917 2,519 2,956 1,332 1,636 1,653
25----------------- 1,041 717 930 535 '602 563
26 - -7,165 6,798 6,915 4,113 4,185 4, 312
27 - -3,698 3,098 3,569 1,914 1,778 2,164
28 -- ------------------- 13, 105 14,528 11,818 6,475 7,872 7,436
29 --------------- 7.936 28,567 7,673 3,808 14,721 5,273
30 - - 1,782 2,066 2, 167 781 988 1,320
31 ---------------- 467 412 471 203 206 242
32 -- - - 5,153 5,329 5,294 2,706 3,077 3,416
33 - -17,329 20,578 18,110 8,069 10,249 12,044
34----------------- 5,713 4,859 5,663 2,946 2,810 3,372
35 ---------------------- 9,421 8,732 7,781 4,446 4,733 5,072
36 -4,089 4,051 4,864 2,098 2,459 3.072
37 -9.303 12,133 9, 562 4,716 6,862 6,388
38---------------- 1,263 1,661 1,250 744 963 809

39 1, 987 1 1, 732 1,649 1,026 908 1,017

Total -110,489 133,452 2 109,359 54,899 72,409 68,236

I Census and IRS totals include both depreciable and depletable assets while those of Patrick Huntley
are for depreciable assets only; based on IRS data for 1957, depletable assets were 4.7 percent of the gross
book value and 5.2 percent of the net book value. The estimates vary as to exact date in 1957.

2A totaj of $115,481,000 (historical cost) was obtained by Jaszi, Wasson, and Grose in connection with
their tabulations using the perpetual inventory method. Some of these tabulations appear in the Survey
of Current Business, November 1962.

Source: Shown below In connection with the explanation of each stock estimate.

EXPLANATION OF DATA

Column 1: "Supplementary Employee Costs, Cost of Maintenance and Repair,
Insurance, Rent, Taxes, and Depreciation and Book Value of Depreciable As-
sets: 1957," 1958 Census of Manufactures. These data are on an establishment
basis. SIC 39 includes SIC 19, ordnance.

Column 2: "Statistics of Income, 1957-58." These data are the sum of the
depreciable and depletable asset totals shown for corporations filing returns
with net income. The SIC classes comprise industries of companies filing such
returns.
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Column 3: "Capital Assets: The Wellspring for Economic Growth" by Patrick
R. Huntley, BDSA, Department of Commerce. The data are perpetual inventory
estimates of depreciable stocks only, based on Census plant and equipment
expenditures series on an establishment basis.

Column 4: Source same as column 1. Derived by subtracting depreciation and
depletion reserves at the end of 1956 and depreciation and depletion expenses
during 1957 from gross book value of depreciable and depletable assets at the
end of 1957.

Column 5: Source same as column 2. Derived by subtracting depreciation and
depletion reserves from gross book value of depreciable and depletable assets.
The total, derived from the returns of corporations with positive net income,
is 14 percent less than the total shown for all active manufacturing corporations
at that time.

Column 6: Same as column 3.
The differences between Census and IRS data arises in large part because

the establishment, the Census reporting unit, is not always coterminous with
the company.

Major group 29, petroleum and coal products, is an extreme example of this
divergence; many of the tangibles of petroleum companies are at nonmanufactur-
ing establishments. For manufacturing as a whole, both IRS gross and net
stocks exceed those of Census. Huntley's perpetual inventory calculations of
gross stock, on an establishment basis, correspond closely to those of Census;
the two aggregates are within 1 percent of each other. However, his net stock
totals exceed those of Census by 24 percent; also, they are greater for each
two-digit industry. The excess indicates a difference between the depreciation
rates actually used by the firm and those assumed by Huntley. That deprecia-
tion rate assumptions are crucial can be seen from the perpetual inventory
net stock estimates of Jaszi, Wasson and Grose (Survey of Current Business,
November 1962). For 1957 these range from $55 billion constant 1954 dollars
based on assumed lives 20 percent shorter than those prescribed in Bulletin F
lives and using declining balance depreciation, to $83 billion constant 1954
dollars, based on Bulletin F lives and straight line depreciation.

GROSS BOOK VALUE DATA

The census of manufacturers and the sample annual survey of
manufacturers are well suited to the collection of gross book value
data on an establishment basis. The design of the census and the an-
nual survey both permit the tabulation of data by four-digit industry
with appropriate geographical detail down through standard met-
ropolitan statistical areas. These gross book-value data should be
broken down by asset type for the broad categories of land, structures,
improvements other than structures, and producers durable goods.
Further breakdowns, at least equivalent to those asset-type classes
established in the new IRS guidelines, should be obtained. Beyond
this, conferences with industry representatives and feasibility tests
should be undertaken to determine what specific asset-type detail is re-
portable for purposes of revaluation as well as intrinsic interest. The
more detailed breaks should be based on subsamples. For each of the
breakdowns finally decided upon, the sample should be designed to
provide gross book-value data arrayed by groups of years of
acquisition.

Procedures patterned after those outlined above would provide
coverage of the manufacturing establishments in appropriate industry,
geographical, and asset-type detail on an ownership basis. Two gaps
would still remain-leased assets and the tangibles of central offices
and auxiliaries. Estimates of leased assets would require that the data
currently collected on rental payments be expanded on a sample basis,
to obtain detail on asset-type classes, similar to that obtained for owned
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assets. Additional questions on rents received and the value of assets
outleased in the same detail would have to be added to the survey in
selected industries. These data would enable the estimation of the
value of leased assets, by industry and by type. Geographical detail
may prove impossible to obtain for producers durable goods, but
should be collected for structures if possible.

For central offices and auxiliaries, gross book-value data should be
obtained on a basis consistent in asset-type and geographical detail
with those of establishments. Industry detail should provide a maxi-
mum breakdown although it is recognized that four-digit industry
breaks are often inappropriate for the central offices and auxiliaries
,of multi-industry firms. Nevertheless, it is possible, by means of the
available "Enterprise Statistics" company-establishment, four-digit
cross-tabulation to allocate these overhead tangibles among the in-
dustries-of-use in which the establishments they serve are classified.

REVALUATION

The revaluation of reproducible fixed assets to a gross replacement
cost basis calls for an age distribution of gross book values by asset
type, and for appropriate price indexes. The collection of the former
has been discussed above. A discussion of price indexes appears in
chapter 7. Estimates of depreciation are needed to arrive at net stock
totals. A detailed study to determine the useful lives of structure and
equipment classes is important and overdue. This might be done in
conjunction with the sample surveys on fixed assets by type, by age.
The findings of the studies conducted by the Treasury and IRS should
not be overlooked in the initial phases of such a depreciation study. It
might be necessary to use their results, if the larger study recommended
here is not completed at the time of the first wealth inventory.

While these procedures will yield depreciated replacement cost
estimates for fixed reproducible assets, they should be checked against
market value estimates made by the owners of the tangibles. These
estimates, collected on a sample basis for various types of assets, could
prove to be a useful check on the depreciated replacement cost esti-
mates which, under certain assumptions, are their proxies.

LAND

IRS is the most comprehensive source of gross book-value data on
land. However, these data must be augmented by a considerable
amount of supplementary information to be useful. As currently
reported, the gross book-value data are not broken down by type; sub-
totals for site, productive and vacant land would be useful.

To value land through the same approach as that described above
for use in connection with fixed reproducible assets might require
the collection of more land price data than can reasonably be obtained.
An alternative which should be explored is to collect acreages broken
down by major type, and value these at estimated current market
prices.

INVENTORIES

Inventories are fairly well covered in the census of manufacturers.
Perhaps some additional detail, especially for raw materials inven-
tories, would be desirable.
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The major problem presented by current inventory data is the lack
of uniformity in valuation. The census of manufacturers' totals
are a mixture of current market and FIFO- or LIFO-based cost.
The departure of cost from market value is particularly acute when
the LIFO method is used.

The data requirements for the revaluation of all inventories to cur-
rent market need further study. Previous attempts to obtain estab-
lishment inventory data by type of valuation have been discouraging.
Whatever needs emerge may best be filled, therefore, by the collec-
tion of data on a small-sample basis.

NONAGRICULTURAL NATURAL RESOURCES

The scope of the working group's report extends to all natural
resources except agricultural and site land. Agricultural land is in-
cluded in the scope of the Agricultural Working Group; site land, in
the various other sector working groups on an ownership basis. The
various natural resources were divided into five major types, each
of which was considered by a subgroup of the overall working group.
The five major types were minerals, timber, water, fish and wildlife,
and public lands.

REVIEW OF EXISTING DATA

For each of the major classes of natural resources, there usually is a
separate source of data. There are three sources of data on the min-
eral industries. IRS collects balance sheets from companies in the
industry. Depletable assets and depletion reserves, and depreciable
assets and depreciation reserves are shown separately at book value.
The depreciable assets account does not provide a basis for the nec-
essary distinction between tangibles used in mining and those used
further to refine and manufacture mineral products. In addition,
IRS classification on a company basis, by primary activity, often
results in the inclusion of mining assets of primarily manufacturing
companies in the manufacturing sector. The various censuses of min-
eral industries do not present this latter problem, since they are con-
ducted on an establishment basis. However, no direct data on wealth
are collected in these censuses. Only capital expenditures data are ob-
tained, broken down into development and exploration, preparation
plants constructed, other construction, new machinery and equipment,
and used plant and equipment. A separate classification gives the
value of purchased machinery installed. The Federal Government
estimates the present-day values of its mineral holdings, based on a
discounting of future returns.

Physical data on the reserves of mineral resources are available
from several sources. The most comprehensive of these are the
"Minerals Yearbook" and periodic editions of "Mineral Facts and
Problems" published by the Bureau of Mines, based largely on data
collected by the Geological Survey. Trade associations, such as the
American Petroleum Institute, publish data relating to areas of their
concern.

Data on timber resources in 1952 were published in "Timber Re-
sources for America's Future," prepared by the Forest Service, De-
partment of Agriculture. These are physical-unit data, broken down
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by State, type and size of tree, rates of growth, etc., and by owner-
ship-public or private-and use-commercial or noncommercial.

No adequate data, physical quantities or dollar value, are available
for fish and wildlife. Data on the cost of boats used by commercial
fisheries will be available for 1964 from a special Census Bureau
survey. Fragmentary data exist on the fees paid for access to game
fishing and wildlife preserves.

"The Federal Real and Personal Property Inventory Report" pro-
vides data on the acreage, State in which located, major use, and
present-day value, for public domain and donated land, and cost for
purchased land. Data on the number and acreage of State parks
and municipal parks (for cities of 100,000 population and over) were
compiled by Marion Clawson in 1958 in "Statistics on Outdoor Recrea-
tion" published by Resources for the Future, Inc.; annual data are
published by the U.S. Bureau of Outdoor Recreation and the National
Recreation Association. No comprehensive data on other State and
local government lands are centrally available, although the various
governments probably have some records which contain such infor-
mation.

Physical data on water, and cost figures for capital expenditures
related to water resources, are available for some, but not all locations,
and in varying detail.

DATA OBJECTIVES AND METHODS FOR VALUING NATURAL RESOURCE WEALTH

The bulk of the data on natural resources are physical measures
of supply. Filling the gaps in such data identified above should be
the first step in the wealth inventory. Book-value data, where avail-
able, are totally unrelated to current market, and a suitable basis
for adjusting them to reflect current value does not exist. Book-value
data on the tangible assets employed to transform the resources to
usable form can be revalued to depreciated replacement cost using
the same methods as those recommended for other tangibles. The
value of some tangibles, however, which are inseparably bound to the
resource they are used to exploit, such as mine shafts, cannot be valued
separately. In these cases, the best approach is to ask respondents for
their estimates of the value of the whole property or to estimate this
value using sales prices of similar properties as a guide. These
values could be updated through series on capital outlays and depre-
ciation and depletion allowances. This approach is recommended
mainly for mineral resources and forest acres containing growing
timber, the value of which is not separable from that of the land.
The data required from respondents could be obtained through the
mineral industries censuses and the Forest Service survey.

In the case of mature timber, the Forest Service's inventory mul-
tiplied by current market prices would produce current-day value
estimates.

For public lands, regional appraisal boards could establish current-
day values. To do this they would need a full physical inventory of
the land, currently lacking for much land owned by State and local
governments. These appraisal boards should make every effort to
value land only, apart from its other aspects, such as mineral content
or timber. Sales of comparable tracts and revenues charged for the
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use of these lands would enter into the valuation procedure, guidelines
for which should be determined centrally to achieve consistency.

The method recommended for valuing fish, other than game fish,
is to capitalize the excess of actual capital investment in the industry
over the minimum amount of capital needed to obtain the same
catch if all capital were fully utilized. This implies the existence
of excess capacity in the industry due to the free nature of the re-
source. Data on both the actual and minimum-needed investment will
have to be estimated. An inventory of game fish and wildlife, to-
gether with value estimates based on access charges, would provide
a picture of this sector.

Further study and research are required and suggested to develop
an approach to valuing water. Water values would be omitted from
any near-term inventory. Capital investment data on water-related
tangibles need to be moire compreliensive than they currently are, but
the cost of filling the gaps is not deemed to be high. The same is true
of data measuing the physical attributes of water. A complete listing
of data requirements is found in the report of the Water Resources
Subgroup.



CHAPTER 11

REVIEW AND EVALUATION OF WEALTH DATA: THE
NONCOMMODITY-PRODUCING INDUSTRIES

TRANSPORTATION

Available data related to transportation wealth are good. No other
major industrial group reports information in richer detail. The
comparability of this detail is high since the use of uniform systems of
account, which govern the classification of transactions, is common in
the transportation sector.

The major sources of data on the transportation sector are the an-
nual reports filed with Federal regulatory agencies. However, this
pattern of reporting is responsible for the major defect in transpor-
tation data: when an agency has no regulatory interest in a segment
of an industry, it cannot require that segment to file reports. While
the lapse in coverage is most pronounced in connection with intra-
state commerce, it also is observable with some kinds of interstate
transportation. This checkerboard pattern of coverage contrasts
with that found in those sectors subject to economic censuses, e.g.,
manufacturing or agriculture, where the collection of global data is
a major objective.

The transportation sector consists of seven major industrial groups
within the "Standard Industrial Classification Manual":

GrOUp
Title N.o.

Railroad transportation…------------------------------------------------ 40
Local and suburban transit and interurban passenger transportation------- 41
Motor freight transportation and warehousing--------------------------- 42
W ater transportation…-------------------------------------------------- 44
Transportation by air-------------------------------------------------- 45
Pipeline transportation------------------------------------------------ 46
Transportation services…------------------------------------------------ 47

Available data about each will be reviewed briefly. Attention first
will focus on the completeness of statistical coverage and the identity
of the data collection agency. Later, the asset data contained in the
regulatory reports will be discussed.

STATISTICAL COVERAGE OF THE TRANSPORTATION INDUSTRIES

Railroad transportation now accounts for two-thirds of the gross
investment in transportation. Each company within the industry
is required to file an annual report with the Interstate Commerce
Commission.

Until recently, the only Federal reporting program operating in
the area of interurban passenger transportation was that of the ICC
which required reports from highway passenger carriers engaging
in interstate commerce. The bus and truck carrier survey, one element
of the 1963 Census of Transportation, reaches for-hire operators not
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regulated by the ICC. The 1963 questionnaire, however, does not
request any data on the value of tangible assets. Several industries
within the major group remain uncovered by any Federal statistical
program. They include local transit companies (other than bus com-
panies), taxicabs, schoolbuses, and certain service facilities operated
in connection with motor vehicle passenger transportation.

Most elements of motor freight transport and public warehousing
are within the scope of one of three Federal reporting programs.
The ICC, of course, receives annual reports from most motor carriers
in interstate commerce. The bus and truck carrier survey has sampled
the remainder of the motor carrier universe. No value data on tangible
assets were collected. Public warehousing is within scope of the
quinquennial census of business, but no value data on assets are now
being collected.

Water carriage is the most poorly covered of the major transporta-
tion industries. Only about one-third of the deep-sea carriers report
to one of the three regulatory agencies with responsibilities in this
area. The agencies include the Federal Maritime Commission, the
Interstate Commerce Commission, and the Maritime Administration.
Inland water carriers also are inadequately reported. While the ICC
does receive reports from some interstate carriers, others are exempt
from regulation. There is no coverage of local carriage or shore
facilities by any statistical agency.

The interstate character of air travel insures that the bulk of this
industry's assets are owned by carriers subject to regulation by the
Civil Aeronautics Board. That still leaves a number of contract
carriers and intrastate common carriers which do not report financial
data to any agency. A similar problem exists with regard to operators
of airports and related terminal services.

Interstate common carriers by oil pipeline are regulated by the ICC.
Nearly all pipeline companies operate in interstate commerce.

Of the service industries related to transportation, only one-private
carlines--owns a significant amount of tangible assets. All lines
except those with fewer than 10 cars report to the Interstate Commerce
Commission. Coverage of the remaining transportation service indus-
tries is uneven. It ranges from good, in the case of stockyards, which
are regulated by the Department of Agriculture, to nonexistent in the
case of certain other minor industries which are not subject to any
Federal reporting programs.

CONTENTS OF THE TYPICAL REGULATORY REPORT

Regulatory reports are similar in structure and content. The reports
required from the various modes are of one family. The reports filed
by water carriers whether to the ICC or one of the maritime agencies
share a high number of common schedules. This feature of transpor-
tation reporting makes it possible to review data availabilities in terms
of a hypothetical general regulatory report. The report discussed will
be that used by the larger economic units within a particular industry.
Junior reports, which provide less detail than the senior report, are
prescribed for smaller economic units in some industries. The effects
of differential reporting requirements vary insofar as wealth estimates
are concerned. In the case of railroads, they are unimportant since 90
percent of the assets are owned by roads filing the senior report. In
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addition, the junior report for railroads is unusually detailed. On
the other hand, most truckers file one of two versions of a junior report,
the least detailed of which provides no value data on tangible assets.

Three classes of data which relate to wealth estimates are found in
the general regulatory report. The first category comes from the
balance sheet; the second comes from the income statement: the third
class of data describes the physical characteristics of certain properties.

The typical balance sheet has three entries relating to tangibles:
Material and supplies.
Carrier property
Miscellaneous physical properties.

This early distinction between tangibles used in transportation and
those used in other activities is fortunate. A common drawback of
company reports from other economic sectors is their failure to relate
assets to specific economic activities.

The typical report contains schedules supporting the latter two en-
tries above. Carrier property is spread among a half dozen to four
dozen primary accounts. Vehicles are separated from other equip-
ment types. These primary accounts generally provide sufficient
asset-type detail for making wealth estimates. There will be minor
problems, of course, in translating some primary-account categories
into asset-type classes.

With regard to carrier properties, the major deficiencies in the
typical report include the lack of value data distributed by the States
in which the properties are located; also the lack of value data dis-
tributed by the age of the properties. Some basis for the former is
needed if there are to be regional wealth estimates; the age distribu-
tion of book values is required if book figures are to be converted into
present-day dollars.

The schedule supporting the balance sheet account "Miscellaneous
physical properties" does not distribute the value by primary accounts.
Rather, each property considered as an entity is identified along with
the associated book cost. The location of the property is often shown.
In preparing wealth estimates it will be necessary to distribute the
value of individual properties by their constituent asset classes and
to collect values by age.

Information from the income statement and related schedules is
necessary since they are the data source for rental payments and re-
ceipts. ental payments in the typical report are classified in three
ways. Some payments will be associated with the lease of particular
asset types. This is preferable for wealth purposes. Unfortunately,
the typical report throws some rental payments into accounts also
containing other types of expenses, while other payments are grouped
in an all-purpose rent account.

The third category of needed data is the value of assets leased to
other sectors, by asset type. The bulk of these assets is recorded in
the balance sheet account "Miscellaneous physical properties." As in-
dicated earlier, miscellaneous properties considered to be operating en-
tities usually are identified in a supporting schedule. Typically, the
associated revenues (rents) also are shown. Some problem can be an-
ticipated in using these data when they relate to operating entities
consisting of more than one asset type, e.g., a business enterprise.
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Data relating to the physical characteristics of tangible assets are
useful as supplementary measures of wealth. The typical regulatory
report contains such data. The focus of these data is on vehicles.
At a minimum, simple counts by type are available. Sometimes they
are distributed by other characteristics. The reports of some indus-
tries (water carriers, for example) require that each vehicle (vessel)
and its physical characteristics be enumerated separately.

COMMUNICATIONS AND PUBLIC UTILITIES 1

Available data on the utilities sector rank with those for the best
reported segments of transportation. The comparability of these
data among like companies is unexcelled by any other economic sector.
Detailed financial reporting on prescribed forms and according to
uniform accounting procedures is characteristic of the utilities sector.

The major sources of data on the sector are the annual reports filed
with Federal and, to a much lesser extent, State regulatory agencies.
State reports represent a data source for industries not well covered
by Federal reporting programs. Fortunately, since many utilities are
subject to regulation by both levels of government, there has been a
strong tendency to standardize report forms and accounting proced-
ures. Even in the water utility industry, where there is no Federal
regulatory interest, many States have adopted uniform accounting
systems.

REPORTING VEHICLES FOR THE SECTOR

In the paragraphs immediately following, each major industrial
component of the utilities sector is discussed with a view to determin-
ing whether existing data-collection vehicles provide adequate cover-
age. Attention is then focused on the adequacy of collected data in
terms of the requirements for making wealth estimates.

Ninety-five percent of the tangible assets of the telephone industry
are owned by the 75 companies filing reports with the Federal Com-
munications Commission. Several hundred additional companies file
less detailed but nevertheless compatible reports with the United
States Independent Telephone Association. Over 2,000 other tele-
phone firms with aggregate assets of $0.5 billion do not report data
to either organization. Practically all States regulate telephone serv-
ice, and most of these require annual reports. Copies of these might
be required in the benchmark year. These reports are believed to be
compatible with the FCC report.

The telegraph industry is composed of fewer than 12 companies.
Each reports to the Federal Communication Commission. Radio and
television broadcast service is regulated by the FCC. Each station
and network is required to file an annual report. Excluded from the
annual report requirement are certain television relay operations.
The data provided by broadcasters are not detailed nor are they com-
piled under uniform systems of account. In these respects, broadcast
data compare unfavorably with statistics from most other industries
in the utilities sector.

1 Throughout this summary, the phrase "utilities sector" will refer to the communica-
tions and electric, gas, and sanitary services industries belonging to major groups 48 and
49 Of the Standard Industrial Classifieation. Companies within a few of these industries,
of course, are not commonly categorized as public utilities, e.g., broadcasting.

140



STAFF REPORT 141

Data on the assets of practically all investor-owned electric com-
panies are reported to the Federal Power Commission. Nearly all
cooperatively owned electric utilities report to the Rural Electrifica-
tion Administration. Both agencies have prescribed similar systems
of account, and their reports are compatible.

Information on slightly more than one-half the assets of the gas
industry are contained in annual reports filed with the Federal Power
Commission. Gas companies owning the remainder of the industry's
tangibles are exempt from Federal reporting requirements. How-
ever, most of them voluntarily file data with the American Gas As-
sociation; in addition, most of these companies are required to file
reports with State commissions. The general compatibility of sys-
tems of account and annual report forms among the States has been
pointed out.

Privately owned water companies are regulated in about 40 States.
At least one-half of them follow the same system of accounts (de-
veloped by the National Association of Railroad and Utilities Com-
missioners) and report comparable data. The significance of the
diversities in the data reported by companies in the other States
which require reports is not known.

Two of the minor industries in the utilities sector are covered by
Federal statistical program. The Public Health Service in cooperation
with the States periodically collects data on sewerage systems, includ-
ing those which are privately owned. Irrigation companies are the
subject of a decennial census as part of every second census of agri-
culture. No value data are collected through either the PHS or Census
Bureau programs. The remaining minor industries within the utilities
sector (as defined in the Standard Industrial Classification) are not
covered by a Federal statistical program. They include communica-
tion services, not elsewhere classified (4899); combination companies
and systems, not elsewhere classified (4939); refuse systems (4953);
sanitary services, not elsewhere classified (4959) ; and steam supply
(4961).

ADEQUACY OF REGULATORY REPORTS

Considerable structural similarity exists among the reports of tele-
phone, telegraph, electric, gas, and some water companies, due to the
tendency to standardize accounting procedures. Given this similarity,
it is possible to consider the general adequacy of these reports for
purposes of wealth estimates by reviewing a constructed composite
regulatory report.

The genera balance sheet of the composite regulatory report con-
tains three major accounts relating to tangible assets: "Utility plant";
"Nonutility property"; and "Materials and supplies."

The major component of "Utility plant" is "plant in service." The
balance in this account is in turn spread among several dozen primary
accounts. Each of these refers to specific types of assets; e.g., land,
structures, equipment, etc. These asset types are repeated under each
of a half-dozen functional groupings. These bring together the land,
structures, and equipment (usually spread in turn among specific
classes) used by the utility in performing specific major functions;
e.g., storage, transmission, distribution, etc. The primary accounts for
"plant in service" are in sufficient detail for wealth estimating pur-
poses.
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At any point in time, it is possible that some utility plant is not
in service. Accounts have been established for these various contin-
gencies. Among them are "completed construction not classified,"
"plant under construction," and plant held for future use." Sup-
porting schedules exist for many of these accounts.

Supporting schedules also are to be found in the composite regula-
tory report for the other two general balance sheet accounts. Each
nonutility property of consequence is identified, and its cost is shown.
Another schedule distributes the balance in "Materials and supplies"
among its various subcategories.

Data available from the composite regulatory report on rental
receipts and payments are not satisfactory since it is not usually pos-
sible to associate them with particular kinds of rented properties.
In the case of certain assets used in utility operation (rented vehicles,
business machines, etc.), the composite report groups the rental ex-
penses with nonrental expenses. The major drawback of the data
found in the composite regulatory report is that they do not afford
a basis for a geographical distribution of tangible assets. (This
statement is correct with regard to the report filed with FCC by
telephone carriers; however, Bell companies, which account for 85
percent of the industry, furnish FCC a State-by-State property sepa-
ration in connection with other regulatory requirements.) Of course,
this statement applies only to multi-State communication and public
utility firms. It will be necessary for multi-State firms to provide
data needed for this distribution. The utilities sector will be able
to provide these data more efficiently than other industrial sectors.
Firms subject to FCC regulation are required to account for substantial
portions of their tangibles on a plant-by-plant basis. In addition,
the interest of State taxing authorities in utility properties as well
as the prevailing pattern of State regulation of intrastate utility ac-
tivities suggest that State-by-State distributions of tangibles can be
prepared readily.

The generally high quality of utility accounting records again will
be apparent in the collection (probably on a sample basis) of the age
distribution of gross book-value data required in the revaluation effort.
The annual regulatory reports, of course, do not provide such data.
The special reports filed by Bell companies with the FCC (referred
to above) provide the required information for that segment of the
telephone industry.

TRAD1E

A review of existing data shows there is more complete information
on inventories than for fixed tangible assets owned by the wholesale
and retail trades. Major gaps or deficiencies on existing data may
be listed as follows:

1. Inadequate information on an establishment basis. Even
the available inventory data are, in many cases, on a company
basis.

2. Inadequate breakdowns of depreciable assets by asset type.
IRS and Census data refer to total depreciable assets.

3. Variations and inconsistencies in valuation methods. While
these can never be overcome completely, a wealth inventory can
impose more order on the figures than now exists.
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4. Little or no information about physical-asset units, except
for data on square footage of wholesale trade establishments.

5. Little or no information about wealth owned by other sec-
tors but used in trade. The relatively high ratio of leased-to-
owned capital in trade makes data on a use basis particularly
valuable.

The major dat a collection programs in the trade sector are con-
ducted by the Census Buerau and the Internal Revenue Service.
Their chief similarity is their scale: each program has periodic con-
tact with every economic unit within the sector. Major dissimilarities
arise with respect to the kind of information collected, the frequency
of collection, and the definition of the reporting economic unit.

The IRS statistical program compiles information from annual tax
returns filed by corporations, partnerships, and sole proprietorships.
These economic units may engage in more than one activity (sole
proprietors are supposed to file a separate schedule for each activity)
and operate in more than one location. Each unit, regardless of form
of organization, reports total inventories. Corporations and some
partnerships, but not sole proprietorships, file balance sheets showing
values for land and depreciable assets, the latter on both gross and
net bases.

The shortcomings of the IRS data are clear after the foregoing
recitation of their characteristics. The depreciable assets are not
distributed by asset type nor, in the case of multi-industry companies,
related to each industrial activity, although most trade companies are
highly specialized industrially. The location of tangible assets is
not shown, although it can be inferred from the address of the tax-
payer. While the inferred area of location would be correct for most
trade firms operating only one establishment, it clearly would be
incorrect in situations involving the larger multi-establishment com-
panies.

The major relevant program of the Census Bureau is the quinquen-
nial census of business which collects data from every trade estab-
lishment. At present, however, only the questionnaires for wholesale
establishments are being used to collect data material to wealth esti-
mates, and those data relate only to inventories. Some supplementary
physical detail on spatial facilities also is collected from wholesalers
through the quinquennial censuses. The advantages of utilizing an
establishment-level program for the collection of required wealth data
include the provision of more homogeneous data for kind-of-business
analysis and of data by geographic location, although the latter detail
considerably increases costs.

Two other Census programs provide some wealth-related data. The
annual retail trade report shows the cost value of year-end inventories
for two- and some three- and four-digit industries. Data are ob-
tained from a probability sample of establishments, with total coverage
of those belonging to large multi-unit companies. The latter report
inventories on a company basis.

The 1963 census company summary form (described in ch. 10 in
connection with the manufacturing sector) is also being sent to about
1,500 large multi-unit wholesale and retail companies. The company
form will collect inventory figures, as well as data on gross and net
depreciable assets. The assets of multi-unit trade companies engaging
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in only one industrial activity might be allocated by establishment,
using sales or some other weighting factor.

There also are a number of minor statistical programs which provide
information on trade. The Harvard Business School has collected
average inventory turnover-rate data for some classes of retailers.
(The maintenance of these series is being transferred to other in-
stitutions.) Annual ratios published by Dun's Review relate inven-
tories to various balance sheet and income statement items. The
"Statement Studies" of Robert Morris Associates present data on
inventories and the net fixed assets of a nonrandom sample of 9,000
retail and wholesale firms distributed among several dozen lines of
trade. The usefulness of these programs is limited. At best, the data
collected might serve as rough consistency checks.

FINANCE, INSUPRANCE, AND REAL ESTATE

Existing wealth-related data on the finance, insurance, and real
estate (FIRE) sector are unsatisfactory in many respects. There
are limited possibilities for improvement of these data through the
single reporting program which covers the sector in its entirety.

SCOPE OF THE SECTOR AND MAJOR ASSET

The FIRE sector is composed of the following eight SIC major
groups.

Major
Title group No.

Banking-------------------------------------- ---------------------- 60
Credit agencies other than banks----------------------- - -------------- 61
Security and commodity brokers, dealers, exchanges, and services…_____- 62
Insurance carriers……--------------- ----------- - --- ---------------- 63
Insurance agents, brokers, and service-------------------------------- 64
Real estate…--------------------------------------------------------- 65
Combinations of real estate, insurance loans, law offices…---------------- 66
Holding and other investment companies------------------------------ 67

The major component of the sector's tangible assets is the rental
property reported by individual taxpayers on IRS form 1040. The
next largest component is reported by corporations, partnerships, and
sole proprietorships classified within real estate, major group 65. Less
than 10 percent of the sector's tangible wealth is owned by the re-
maining SIC: major groups. Even within these, real estate is the
most important type of tangible asset.

STATISTICAL COVIEMAGE

The Internal Revenue Service is the only current source of wealth-
related data for the FIRE sector as a whole. A few alternative data-
collection vehicles exist for various parts of the sector through the
statistical programs of other Federal agencies and the State insurance
commissions. However, these alternatives cover industries owning
only a small part of the sector's tangible assets. These statistical pro-
grams are operated by Federal and State supervisory agencies. These
agencies and the SIC major groups (or industries) which are super-
vised include the following:
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Banking is covered in large part through reports filed with the
Federal Reserve banks, Federal Deposit Insurance Corporation, and
Treasury Department. Some of the other credit agencies are super-
vised by the Federal Home Loan Bank Board (savings and loan
associations), Farm Credit Administration (agricultural credit in-
stitutions). and the Bureau of Federal Credit Unions. The Securities
and Exchange Commission and Commodity Exchange Authority re-
ceive statements from brokers. Insurance carriers are required to file
reports with the States in which they operate. These firms also file
a copy of their report with the IRS along with the tax return. Lessors
of railroad property (classified within major group 65, real estate)
are regulated by the Interstate Commerce Commission.

The reports of banks, other credit agencies, and insurance carriers
are similar in some respects. The balance sheets which they file sepa-
rate the value of occupied premises from that of other real estate.
Furniture, fixtures, and equipment are grouped into a third account.
Emphasis in the balance sheet is on book or current values. Original
or acquisition costs (before depreciation and other adjustments) either
are not reported or are shown in supplementary schedules. The pub-
licly reported information from banking and other credit agencies will
have to be supplemented by additional data, some of which could be
obtained from supervisory-agency examination reports. The location
of tangible assets must be determined. Acquisition or original costs
must be linked with acquisition dates or periods in order to prepare
estimates of gross reproduction cost. Physical detail on real estate
is desirable as an adjunct to the value estimates.

The insurance carrier reports to State commissions appear to provide
data needed for revaluation but none on the physical characteristics
of the real estate holdings.

The nonstandardized statements presently filed by securities and
commodity brokers do not focus on tangible assets. These business
units could complete a special schedule on tangibles in the benchmark
year as part of their annual report to the supervisory agency.

The reports of railroad lessors to the ICC are in considerable detail
and parallel those of operating railroads. The adequacy of these
reports is considered in a section of the transportation sector review.

The Internal Revenue Service, the only data source for the bulk of
the FIRE sector's tangibles, currently receives balance sheets from
corporations and many partnerships. Gross values are reported on the
tax form for land, depreciables, and depletable assets. Claimed de-
preciation is supported by a schedule calling for information on the
kind of property, date of acquisition, and cost. However, experience
with this schedule shows that there is wide variation in the way in
which it is completed and that because of this, it will not provide data
needed for revaluation.

The tax form falls short in other vital aspects. It does not relate
assets to activities, a necessary distinction in the case of multi-industry
companies; but fortunately the multi-industry enterprise is less preva-
lent in the FIRE sector than in most others. The location of the assets
of multistate business units is not shown. Finally, the tax form pro-
vides no supplementary physical detail on tangible assets. It is possi-
ble that some of the information required from corporations and, per-
haps, partnerships could be collected appropriately by the tax agency

88-185-64-12
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through a special program using a sample of reporting firms. On the
other hand, since other required information is clearly irrelevant to
the tax-collection function, it may be necessary to institute a census
(or survey) designed to serve wealth needs.

The tangible assets of sole proprietorships classified in the FIRE
sector and the rental properties of individuals (these last being the
largest component of FIRE wealth) create much less problem than
the wealth of FIRE corporations and partnerships. Data from indi-
viduals concerning their holdings of business property would be col-
lected through the survey of household wealth discussed earlier in
chapter 9.

SERVICES

The scope of concern of the working group on wealth in the service
industries is broad and encompasses heterogeneous subsectors. In
terms of the SIC numerical coding system, it includes all major
groups beginning with 7 or 8 except SIC 88, households. Among the
major groups are all private nonprofit and many profitmaking
industries.

Because of the absence of data, it is difficult to assess the importance
of the services sector as a whole and of its various parts. The data
which are available are summarized in table 9. The footnotes to the
table serve to point up limitations of the data.

TABLE 9.-Wealth estimates for the various service sub sectors

[Billions of dollars]

1. Profitmaking service industry firms-book value of fixed assets and
land for firms with fiscal years ending July 1, 1959, to June 30, 1960__ '31. 9

2. Hospitals-book value of plant for voluntary and proprietary hospitals
at the end of 1962 (excludes equipment) -------------------------- '7.7

3. Institutions of higher education-book value of plant and equipment of
private institutions for fiscal years ending during 1960_------------- 5. 7

4. Labor unions-totals assets, including intangibles at the end of 1960__ 4'.7
5. Labor union pension funds-total assets including intangibles at the

end of 1960_---------------------------------------------------- '33.0
6. Religious organizations-book value of religious edifices and parson-

ages compiled by the 1936 Census of Religious Bodies, plus the sum
of construction expenditures from 1937 through 1962 ($10,
500,000,000) -- …-------------------------------- ------- _ -__ 14. 2

7. Charitable foundations-value (mixed market and book) of the tan-
gible and intangible assets based on records available in 1963______ -14. 5

lFor derivation of this total see table I of app. II, pt. N, Report of the Working Group on
Wealth in the Service Industries.

"Journal of the American Hospital Association," Aug. 1, 1963.
"Financial Statistics of Institutions of Higher Education," U.S. Office of Education.

An estimate of book value of plant for public institutions, based on the ratio of the number
of public to private school buildings of higher educational institutions as of Dec. 31, 1957,
Is $7,700,000,000.

4"Office of Labor-Management Reports," Department of Labor.
6 The total assets of religious and charitable institutions are currently estimated at

$54,800,000,000 by the National Conference of Christians and Jews. This figure is up
170 percent from 20 years earlier.

Foundation Library Center, "The Foundation Directory," 1964.

REVIEW OF EXISTING DATA

Industries within this sector have been regrouped in a limited way
in order to improve the significance of data aggregates. The review
of data follows the recommended sectoring.

The private profitmaking services subsector includes all organiza-
tions existing primarily to make a profit except proprietary hospitals
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which are included as a subcategory of all hospitals-profit and non-
profit. Data on the profitmaking services industries are available
primarily from two sources-the IRS and the census of business.
The former source is more comprehensive than the latter. It covers
both division 7 and division 8 industries in three-digit details on a
company basis, and provides the only direct data on wealth on a wide-
scale basis-gross and net book value. The Census Bureau data cover
division 7 establishments only and are limited to physical counts of
selected tangible assets, such as the number of vehicles owned and
leased by laundry and cleaning establishments. Also, capital expen-
ditures data have been collected on a sample basis for census years.

Data for the hospital subsector are collected by the American Hos-
pital Association. These data include plant plus reserves for future
buildings minus depreciation at book value, physical inventories for
beds and certain other facilities, and the book value of financial assets,
broken down for proprietary, private nonprofit, and government hos-
pitals. Private nonprofit and, of course, proprietary hospitals are
required to file tax returns with IRS.

For the private nonprofit education subsector (including libraries
and nonprofit educational and scientific research organizations), the
only comprehensive data available are those for higher educational
institutions. These data were collected by the U.S. Office of Educa-
tion in connection with a study to be published under the title "In-
ventory of College and University Physical Facilities, December 31,
1957," part 3 of the five-part "College and University Facilities Sur-
vey." The data, coded and edited for transfer to IBM cards, include
information on plant-fund investment at historical cost, geographical
detail by State, date of original occupancy and rehabilitation (if any),
type of construction, number, condition, and size of buildings, and the
estimated current value of the facilities. Data on the book value of
plant and changes therein are collected biennially for another Office
of Education report, "Financial Statistics of Institutions of Higher
Education." Apart from these data on higher educational institu-
tions, some limited information, useful primarily as a register, is
found in the American Council on Education's "American Junior Col-
leges" and the "Porter Sargeant Handbook" which covers private
elementary and secondary schools. The only comprehensive data for
these schools were collected as part of a 1962 Office of Emergency
Planning inventory of instructional rooms in school plants. It is
understood that religious bodies have summary data on the schools
which they operate.

Only fragmentary data exist for museums, art galleries, and botan-
ical and zoological gardens. The data consist of responses to about
3,000 of over 6,000 questionnaires sent out by the American Museum
Association. The survey included questions relating to square feet of
floor space, the cost per cubic foot, and type of construction of new
additions. Museums are required to file balance sheets with IRS.

Since 1960, labor unions and labor union pension funds have been
required to file asset reports with the Office of Labor-Management Re-
ports of the Department of Labor. Labor unions with annual receipts
of $30,000 or more report book values for land by specific location,
buildings by specific location, automotive equipment, office furniture
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and equipment, other fixed assets and depreciation. Pension funds
report the book value of operated real estate, and other fixed assets.
Totals for each of the subcategories of fixed assets have not yet been
tabulated but will be shortly. Both labor unions and their pension
f unds are required to file balance sheets with IRS.

Data on religious bodies have been lacking since the last census
of religious bodies was taken by the Census Bureau in 1936. The Na-
tional Council of Churches of Christ in the U.S.A., publishes "The
Yearbook of American Churches," which contains a presumably ex-
haustive list of religious bodies.

Charitable organizations fall into two major classes-foundations
usually established by one or a group of persons, and charities sup-
ported by some level of government or by the general public. The
only basic data source on the former is "The Foundation Directory."
It iS compiled by the Foundation Library Center from IRS figures
and those provided directly by the foundations. No data are sys-
tematically reported for charities supported by government or the
general public. Fragmentary data may be available from annual
reports of the various charities and from financial data they are re-
quired to file to achieve participation in local community fundraising
drives.

No data are available for miscellaneous nonprofit organizations.
The sector is composed mainly of business, professional, social, fra-
ternal, political and civic membership organizations. Each of these
except fraternal organizations is supposed to file balance sheets with
IRS.

DATA OBJECTIVES AND PRIORITIES

Because of the many different components of the services sector
and the lack of data for many of them, priorities have been recom-
mended for achieving the overall goals of the wealth inventory.
These priorities follow in order of their importance:

(a) Total wealth broken down into the private and nonprofit
sector on both ownership and use basis, the latter being of par-
ticular interest since asset leasing is extremely important in many
service industries;

(b) A breakdown of both of these two totals into land, struc-
tures, equipment and inventories;

(c) Industry detail to the greatest extent possible;
d) Regional detail on a four- or nine-region basis;
e) Asset-size detail for selected industries.

To obtain these goals, much more comprehensive coverage of cer-
tain industries is required. IRS data should be used to the greatest
extent possible. Special attention should be given to determining
exactly what IRS data are available for nonprofit institutions and
tabulations should be made wherever appropriate. The assistance
of the Library Foundation Center and the United Community Funds
and Councils of America should be sought in order to fill gaps and
supplement IRS totals on charitable foundations, and charities sup-
ported by the general public, respectively. If IRS data are not
available for museums, art galleries, and botanical and zoological
gardens, the American Association of Museums should be encouraged
to collect such data. The Office of Education should obtain gross
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book-value data for private elementary and secondary schools and
junior colleges, thus extending the scope of its wealth data coverage,
currently limited to institutions of higher education. The Census
Bureau should be authorized to resume the census of religious bodies,
but past breakdowns by religious sect are not necessary for wealth
estimates. All nonprofit organizations not classified elsewhere, such
as fraternal organizations and athletic clubs, should be the responsi-
bility of the Census Bureau, if they are not required to report to IRS.

The data-collection efforts in the service sectors, as described above,
require coordination which should be provided by the Census Bureau.



CHAPTER 12

SUMMARY GUIDELINES

In its "Foreword" to this report, the Advisory Committee to the
Wealth Inventory Planning Study has called attention to the existence
of serious gaps in the basic data on both tangible wealth and financial
claims, as documented in chapters 8 through 11. It has underscored
the general advances in economic understanding and various specific
uses that would flow from more comprehensive and detailed data and
estimates of wealth, drawing from the discussion in chapter 1 and
appendix I, part A.

The Committee has gone on to call for improvement and expansion
in the collection of wealth data by the appropriate Federal statistical
agencies as a basis for more adequate estimates of tangible wealth, by
industry, and of national balance sheets, by sector. Recognizing that
this report could not, and was not designed to, blueprint asset sched-
ules to add to existing statistical programs, the Advisory Committee
has suggested certain further procedural and substantive steps within
the Federal statistical establishment to make this possible, if the
necessary congressional support is obtained. In particular, leadership
by the Office of Statistical Standards in the Budget Bureau will be
needed to mobilize and coordinate planning efforts of the various
Federal statistical agencies concerned.

Although not definitive, we believe that the staff report does provide
a consistent and integrated framework for approaching most of the
main conceptual and statistical problems posed by the processes of
wealth data collection and estimation. When suggested solutions are
not sufficiently specified, they will at least serve as a point of departure
for further discussion and exploration within the various data-collect-
ing and estimating agencies.

As an aid to further work, in this concluding chapter we provide an
outline summary of: (A) general guidelines with respect to (1) tan-
gible wealth data and estimates, (2) balance sheet data and estimates,
and (3) the valuation of both tangible and financial assets; and (B) a
summary of the agencies and reporting programs which appear to be
logical vehicles for the wealth inventories in the various sector and
industry groups of the economy. This is in line with the Advisory
Committee recommendation that the wealth data be collected as far as
possible by utilization of existing programs. Insofar as the general
guidelines may not apply to particular sectors, the reader must go to
the sector working group reports for specific recommendations, which
we have not attempted to summarize other than by implication in
chapters 9 through 11.
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GENERAL GUIDEI.NES

This section summarizes the discussion in the report in terms of
general guidelines for treatment of the major conceptual and statistical
problems met in collecting wealth data and preparing wealth and
balance sheet estimates. These may, of course, be modified in the
course of the further planning work in the Federal statistical estab-
lishment.

1. Tangible wealth data and estirnmates.-To be complete, tangible
wealth estimates should include both reproducibles and nonrepro-
ducibles. Because of special difficulties in estimating values of the
latter category which comprises land, depletable natural resources, and
collections of manmade nonreproducibles (such as art), top priority
should be given to completing plans for collection of data on the re-
producibles while advancing study of the special problems posed by
nonreproducibles.

(a) Wealth data should be collected for each industry on an
establishment basis wherever feasible, in general conformity with
the "Standard Industrial Classification Manual" and thus with the
OBE industry groupings. While not ideal, this is the best prac-
ticable approach for most purposes of tangible wealth analysis.

i. If the SIC manual of 1957 as amended is to be reviewed
and revised, this should be done, if possible, prior to the begin-
ning of the wealth inventory cycle. This in line with the rec-
ommendation of the Technical Committee on Standard In-
dustrial Classification to the Bureau of the Budget for a
revision approximately every 10 years. Changes appear nec-
essary, for example, in the agricultural services industries, and
in the classification of leasing companies. Because of the
overriding value of temporal continuity in economic data,
however, changes should be made only when essential, and
so as to preserve continuity at the highest possible level of
detail.

ii. Across-the-board wealth data, when collected on an
establishment basis should be coded and tabulated in four-
digit industry detail. OBE estimates are generally published
in no more than 2 digit industry detail, but consideration
should be given by OBE to three-digit detail for the bench-
mark year, since the efficiency of users in handling large
bodies of statistics has increased greatly in recent years.
Wealth data and estimates for governments should be clas-
sified in terms of the functional classes developed by the Bu-
reau of the Budget, as well as by agency.

(b) In the basic data collections or surveys, data should be
obtained for the broad classes of wealth: land and other natural
resources; buildings and other structures; machinery and equip-
ment; and inventories; and within each of these by such major
categories as tests indicate can be obtained across the board. These
categories should be consistent with the categories of new invest-
ment contained in the national product.

;(C) For small samples in each industry, data on structures and
equipment stocks should be gotten in extensive detail, and by year
or period of acquisition, for use in developing estimates of de-
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preciated replacement cost, as well as for analytical interest in the
age-structure of capital stocks, by type. Pilot studies will be
needed to determine the sorts of basic equipment records and prop-
erty accounts maintained for establishments. Seven-digit census
commodity-classification detail in important and clearly defined
types of equipment may serve as a point of departure for discus-
sion between agency and industry representatives in developing
classification lists and codes for use by respondents in reporting
stocks, if the pilot studies prove this feasible.

(d) We note the recommendations of certain working groups
who, in order to study specific functions across the economy as well
as in given industries, wish to have all industries report on their
holdings of the following types of equipment: transportation,
communications, construction, water processing, sewage treat-
ment, and power generating.

(e) Geographical detail for the establishment data should be
published for States and major SMSA's. In addition, when data
are identified on a county basis, they should be preserved in such
geographic detail on tapes or in basic records for those who wish
to use them for analysis, or as a basis for allocating broader data
to narrower regional groupings. When sample surveys are used,
they should be designed where possible to provide estimates for
States and the larger SMSA's.

(f) Data on assets must be collected from owners, but we rec-
ommend that such data also be published on an industry of use
basis by reallocating the estimated value of leased assets to the
user industry, for purposes of capital-output analysis. To ac-
complish this, data on rentals paid, by at least broad types of
assets, should be obtained from users, while rentals recieved and
the corresponding value of assets by the same types, should be
reported by owners.

2. Structure of the national balance sheets.-The OBE and the
Division of Research and Statistics of the FRB should jointly review
the structure of an integrated set of national and sector appropriation
and saving-investment accounts, and the related balance sheets. These
agencies should then recommend to the Office of Statistical Standards
the sector and item specification for basic data collections. In the
meantime, the following guidelines emerged from Wealth Study
discussion.

(a) Sectoring of financial data.-A number of changes and
elaborations of the sectoring used in the Federal Reserve Board's
flow of funds accounts and partial balance sheets appear desir-
able, as the availability of the required data permit, during the
estimation phase of the wealth inventory.

i. In the household sector (consumers and nonprofit or-
ganizations), personal trust funds and private nonprofit
organizations should be shifted out, and separate estimates
provided for the farm household subsector. Consideration
should also be given to distinguishing other subsectors, as
by asset-size class, at least on an occasional basis.

ii. In the nonfinancial business sector, subsectors for broad
industry groups (of companies) should be established to
permit analysis of differences in financial patterns. For the
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most part, breaks by two-digit SIC industries or combina-
tions thereof would be sufficient. (See exhibit C in app. II,
pt. 0.)

iii. In the financial business sector, some additional sub-
sectoring would be desirable, in view of the concentration of
financial assets in this area. The suggested breaks come
largely in the finance company subsector. The subsector for
personal trusts would be added.

iv. A sector for nonprofit institutions should be added, and
consideration given to providing subsectors for hospitals;
educational institutions; museums, art galleries, and gardens;
nonprofit membership organizations; charitable foundations;
and charities supported by the public.

v. In both the Federal, and State and local governments
sectors, corporations, and other government enterprises
should be shown separately by major industry groupings.
State and local governments should be split into separate
sectors.

(b) Asset types.-Further detail on the various types of finan-
cial claims is desirable, above that which is currently available in
the FRB flow of funds. The objectives of such detail are to pro-
vide data on all important types of claims and to minimize the
size of the "all other" category. While some detail is generally
applicable to the economy as a whole, claims categories must be
tailored to suit particular sectors whenever necessary.

i. Cash should be separated from demand deposits to pro-
vide a clean total for the latter.

ii. Other noncurrent assets, deferred charges, and pre-
payments should be shown separately.

iii. Greater detail on short-term liabilities is required.
iv. Claims between parent companies and their noncon-

solidated domestic subsidiaries, foreign branches, subsid-
iaries and affiliates, and other foreigners should be shown
separately.

v. All claims should be broken down into the following
maturity classes to permit analysis of liquidity: original ma-
turity or due dates of 1 year or less, and claims with maturi-
ties of more than 1 year.

(c) Company versus establishment detail.-For purposes of re-
valuing the tangible assets of industries of companies, the Census-
IRS "link project" should be continued on a recurring basis. By
tabulating Census data for matched corporations, classified by
IRS industries, but distributed by four-digit Census industries,
the link tables make possible more detailed and accurate revalua-
tion of company-industry aggregates by appropriate weighting
of the reflators developed for the more detailed industry-of-
establishments data.

3. Valbuation.-Asset data should be collected in terms of actual or
estimated market values where feasible, in addition to the usually
available book values, plus related data which will make it possible
for the estimating agency to develop approximations to market values.
The market value approach is consistent with valuations used in the
natior al income and product accounts. It is necessary as a basis for
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meaningful comparisons among sectors, regions, and nations (when
adjusted for differences in the purchasing power of currencies), and
for historical comparisons of tangible wealth (when current values
are deflated to common base-period prices). The problems in apply-
ing the general principle differ among the major asset categories.

(a) Depreciable assets.-Estimates of both gross replacement
value and net replacement or market value should be prepared,
if feasible. Gross values are believed to be more closely asso-
ciated with output; net values, with capital compensation. For
some assets with active secondhand markets, such as houses, auto-
mobiles, and selected consumer durables, agricultural equipment,
and a few other producers durables, respondents should be asked
for estimated market value and/or the estimating agency can
apply average prices to physical units by age classes. For the
other assets, gross book values by sector and industry should
be broken down into asset types, by year or period of acquisition,
based on small-sample distributions, unless broader data are
available. Each period's surviving acquisitions should then be
revalued by appropriate composite length-of-life data and de-
preciation curves. These indirect procedures call for improve-
ment in the associated data required for such estimation.

i. Capital goods price indexes need to be improved and
broadened in coverage for purposes of revaluation and defla-
tion. The machinery and equipment prices in the BLS
wholesale price index need to supplemented in the areas
showing low coverage such as special industry machinery
(see app. I, pt. J, table 1), where these are not available from
other sources (as in the case of much transportation equip-
ment). Further thought and effort needs to be devoted
to improving the construction cost indexes now used by
OBE for deflating the various types of new construction ac-
tivity, with particular regard to modifying those that do
not now reflect changes in productivity in the construction
industry. Where new capital goods prices indexes are de-
veloped, attempts should be made to extend these back in
time for at least several years.

ii. Additional data should be collected on lengths of life
of depreciable assets. This could be accomplished in con-
nection with the sample industry surveys of period of ac-
quisition of surviving assets if data on previous periods'
capital outlays by the same classes were also collected. Or
special surveys of discards, by type of asset, by age, in the
prior year could be conducted. For some types of equip-
ment, such as automobiles, trucks, tractors, and selected
equipment in the regulated industries, existing physical unit
data by age classes in conjunction with prior year's acquisi-
tions permit computation of survival curves.

iii. Further studies of the type made by the Machinery and
Allied Products Institute are needed of the patterns of de-
preciation as durable goods age. Collection and assembly
of data on used equipment prices by type, by age, where
organized markets exist are the basis for such studies. Due
to the lack of organized markets for many types of durables,
imputation of depreciation curves is inevitable.
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iv. If collection of gross book-value data by period of ac-
quisition proves not to be feasible in some industries, past
capital outlay data can be used to construct rough age dis-
tributions of current book value for purposes of revaluation.
This suggests the desirability of improving capital expendi-
ture data with particular regard to obtaining more detail
by industry and type for certain sectors.

(b) ThInuntories.-In order to revalue more precisely the re-
ported book values of inventories, the Census and other agency
sources of basic data should obtain additional information from a
small sa-mple of respondents on type of accounting method used,
particularly with respect to the use of LIFO-type methods; and
additional detail on the product composition of inventories, where
significant, Particularly at the purchased materials stage.

(c) l anfa'nd natural resources.-In general, private owners of
land and other natural resources should be asked to estimate their
current market values. For public lands not now estimated at
market value, regional appraisal boards should be set up to
establish "shadow prices" using general guidelines formulated to
insure comparability of method. Procedures would be similar
to those now used to estimate the current values of over four-fifths
of the Federal public lands (public domain and donated lands)-
reference to sales prices of similar private lands, capitalization
of projected net income, and appraisals. It would be very useful
in extending estimates, and for revaluations, to have official price
indexes for major types of nonagricultural land by regions.
Nothing exists in this area now except price indexes for major
types of agricultural land, by region, which are used widely.

(d) Financial assets.-In general, financial assets for which
there are markets should be revalued. This is particularly im-
portant for long-term assets, while little distortion would be
introduced by carrying short-term assets at book. Alternative
total asset valuations for private firms should be estimated by
adding to the financial liabilities (at book) the market value of
equity. The difference between the going-concern value of
firms and the sum of the values of component assets would be
shown separately on national and sector balance sheets. The
comparative levels and fluctuations in these differences may have
considerable significance in economic analysis. (See app. I, pt.
H.)

(e) Revaluations.-Estimates of changes in valuation (includ-
ing depreciation) of sector and national balance sheet items
should be calculated from one date to another, since new invest-
ment and revaluation together account for the total change in
assets. Between benchmark wealth inventories, the cumulation
of new investment plus revaluations would be the chief approach
to estimating yearend balance sheets. This underscores the need
for improving the price indexes of both capital goods and other
assets, and the gross capital outlay and the depreciation estimates,
mentioned above.
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SECTOR RECOMMIENDATIONS

The following agencies and reporting programs appear to be logical
vehicles for the wealth inventories in the various sectors and industry
groups of the economy. Brief notes are given to indicate major fea-
tures of the reporting programs required to obtain the necessary data,
and new reporting programs or extensions of the existing ones which
seem to be required for areas presently uncovered.

One general point, which does not stand out in the summaries, should
be made here. Internal Revenue Service records will serve two im-
portant purposes. One is as the source of "universe" mailing lists for
industries not now covered by reporting programs. Second, the IRS
tax returns will provide the benchmark or control totals for a large
part of the small-establishment universe. These are the totals which
would serve as the bases to be adjusted by the results of the sample
surveys obtaining the more detailed distributions referred to above.

The following notes are brief since the general guidelines of section
(A) will apply. The reader may consult the sector working group
reports for detailed discussions and recommendations.
1. Federal Government

The General Services Administration should inventory all tangible
assets of the Federal Government, at least on a one-time basis for some
major types, thus augmenting its current program for real property.
The Treasury should continue its collection of data on the financial
claims of the Federal Government, domestic and foreign, and broaden
its coverage of short-term liabilities. The Departments of Agriculture
and Interior should continue to have primary responsibility for de-
veloping data on federally owned natural resources.

2. State ard local government
In those areas not currently covered by the Census Bureau or other

agencies, such as the Office of Education and the Bureau of Public
Roads, the Census Bureau's census of governments should be ex-
panded to cover tangibles as well as financial items. The direction of
the expansion rests heavily on badly needed pilot studies to determine
the data on reproducible tangibles and natural resources available from
State and local government records.
3. Houselolds

Samples of households drawn from the 1970 Census of Housing,
conducted by the Census Bureau should be used to obtain data on the
major classes of household assets. Data on farm households could be
collected along with those on farms generally in the census of agri-
culture. The survey should include financial assets of sole proprietors
(to be broken out later where business assets can be clearly identified)
and householders' foreign claims, to the extent that data on foreign
income reported to the Internal Revenue Service cannot be used.

4. Agriculture
The Census Bureau's quinquennial census of agriculture is the

appropriate vehicle for tangible asset data, with current extensions
provided by the Department of Agriculture's crop reporter estimates
and other sample surveys. It is recommended that in the 1969 census
the inventory of farm machinery and equipment be expanded (with
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possible farmer estimates of value), acreage and value-per-acre data
to be gotten by type of land, all data by size-class of farm, and the cen-
sus extended to cover agricultural services. The Agriculture Depart-
ment's "Balance Sheet of Agriculture" should be coordinated with the
national income and product framework.
6. Financial claims, domestic and foreign, of nonfarm corporations

and partnerships
Either through a special balance sheet for the year selected for the

financial claims census or through additions to existing forms, the
IRS should conduct a balance sheet inventory, obtaining beginning-
and end-of-year totals. Data on the flows associated with foreign
claims for the inventory year should also be obtained to provide data
for the balance of payments. The direct investment surveys of the
Balance of Payments Division of the Office of Business Economics
should be continued. A special survey is needed to cover claims of
foreigners which are in the form of unregistered securities or securi-
ties held in the names of domestic nominees.
6. Forestry

The basic data needed to estimate the value of timber resources
can be obtained by expanding the data collected in the periodic survey
conducted by the U.S. Forest Service of the Department of Agricul-
ture.
7. Fisheries

For commercial fisheries, data on assets are being obtained by the
Census Bureau for the Bureau of Commercial Fisheries for the first
time in 1964; this program should be continued. The Department
of Interior's Bureau of Sports Fisheries and Wildlife, in cooperation
with State fish and game agencies, should conduct studies of hunting
and fishing to determine a basis for valuing fish and wildlife and the
data needed to accomplish the valuation.
8. Mining

The various censuses of mineral industries conducted by the Bureau
should be used to obtain required data on privately owned mineral
resources and the tangible reproducibles separably and inseparably
associated with them.
9. Construction

Collection of needed information on contract construction should
be accomplished as part of a census of construction which should be
resumed. This proposed Census Bureau program should provide
data related to both wealth and flows. Together with similar infor-
mation on noncontract construction and construction-related activi-
ties, collected with data from the various industries in which these
activities occur, a census would provide an urgently needed, com-
prehensive picture of construction in the U.S. economy.
10. Manufacturing

The data collection framework used by the Census Bureau in the
census of manufactures, the annual survey of manufactures, and enter-
prise statistics is appropriate for the collection of data on manufactur-
ing wealth, on an establishment basis for manufacturing facilities,
and on a company basis for manufacturers' central offices, auxiliaries,
and other nonmanufacturing establishments.
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11. Transportation
The major sources of wealth data on the transportation sector

should continue to be the annual reports filed with Federal regulatory
agencies. However, where there is no regulatory responsibility there
often is no statistical coverage. Each major element of transporta-
tion is revieved below and statistical gaps are pointed out. In general,
extension of coverage should be provided through new Census Bureau
programs.

(a) Each business unit within railroad transportation reports
to the Interstate Commerce Commission.

(b) Highway passenger carriers are covered in part by the
ICC and the census of transportation surveys. Taxicabs, school-
buses, and service facilities related to highway passenger trans-
portation are not covered. The same holds true for local transit
companies, other than bus companies.

(e) Most elements of motor freight transport and public ware-
housing report to the ICC or the Census Bureau's business or
transportation censuses. Missing segments to be covered include
service facilities relating to highway freight carriage.

(d) Water transportation and related services are covered only
in part by ICC, Federal Maritime Commission, and Maritime
Administration programs. Major gaps that must be filled exist
in connection with deep-sea and inland carriers; also local water
transportation and services ashore.

(e) Most of the air carriers are covered through Civil Aero-
nautics Board reporting.

(f) The ICC receives reports from most oil pipeline com-
panies. No reports are filed by the comparatively few intrastate
pipelines, which should be required to do so for 1 year.

(g) Private carlines report to the ICC as do some freight for-
warders. Other forwarders report to CAB. Some forwarders
are not regulated by either agency and must be covered. Stock-
yard operators file data with the Department of Agriculture.
No statistical program exists for the five remaining transpor-
tation services industries. Each is relatively unimportant, but
thought should be given to possible coverage, possibly by the
census of business.

12. Comnnunications and public utilities
The great bulk of the communications and public utilities indus-

tries should continue to report on the forms filed with regulatory
agencies, and in some cases, trade associations. These are reviewed
below. To achieve total coverage of an industry may require the
use of reports filed with more than one organization; however, reports
are generally compatible. Provision will have to be made for indus-
tries not covered by any reporting vehicle. In general, the wealth
data reported to regulatory agencies are relatively good.

(a) Communications industries will continue to be covered by
the Federal Communications Commission, State regulatory agen-
cies, and the United States Independent Telephone Association.
Not reporting to any of these are "relay" broadcasters who might
be required to report to the FCC in the inventory year. Cover-
age must also be provided for a few not-elsewhere-classified com-
munications firms.
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(b) Electric utilities are substantially covered by the Federal
Power Commission and the Rural Electrification Administration.

(c) Nearly total coverage of the gas industry is achieved by
the American Gas Association statistical program. More de-
tailed information on gas companies is found in reports to the
FPC and the various State regulatory agencies.

(d) Four-fifths of the States require reports from water utili-
ties and provision should be made to assemble these in the inven-
tory years. The Public Health Service receives periodic reports
from water and sewerage companies; no wealth-related data are
now collected but could be required for the key year. Irrigation
systems are covered by every other census of agriculture.

(e) No reporting vehicle exists for refuse companies, certain
not-elsewhere-classified sanitary service firms, and steam supply
companies. Thought must be given to their possible coverage.

13. Trade
The quinquennial census of business is the logical data collection

vehicle for the retail and wholesale trade sectors. The scope of the
current questionnaire will need to be broadened considerably at least
on a sample basis to cover all large firms and a representative selec-
tion of smaller ones, since very limited data on wealth are now col-
lected through this Census Bureau program.
14. Finance, insurance, and real estate

An early evaluation of the usefulness of Internal Revenue Service
data derived from tax returns is required in connection with estimating
wealth in this sector. Other statistical programs cover most of the
banking and insurance industries, but these account for the minor
part of the sector's tangible wealth. The present IRS program could
be supplemented to cover the real estate industries. The other indus-
tries are covered by the programs of the Federal Reserve Board, Fed-
eral Deposit Insurance Corporation, the Treasury Department (for
banking); Federal Home Loan Bank Board, Farm Credit Adminis-
tration, Bureau of Federal Credit Unions (HEW) (for other credit
institutions) ; and the Commodity Exchange Authority (USDA) and
Securities and Exchange Commission (for most brokers). The scope
of information on tangibles will have to be extended somewhat for the
inventory year. Coverage of the insurance industries is provided
through the reports required by State insurance commissions, which
could be supplemented and assembled (possibly through the insurance
associations) for the inventory year.
15. Services

The many gaps in existing data for the service industries should be
covered by the IRS to the extent possible. The Office of Education and
American Hospital Association should expand and/or initiate data-
collection efforts in their areas. The Census Bureau should resume
its census of religious bodies and assume responsibility for overall
coordination of the entire sector. The Foundation Library Center,
United Community Funds and Councils of America, and the American
Museum Association should be looked to if IRS data prove inade-
quate in these areas.
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This partial summary of the sector working group recommenda-
tions from appendix section II again underscores two basic points
made earlier: (1) the need for further work in developing and testing
wealth-data collection plans by the various statistical agencies named
here; and (2) the need for leadership and coordination in this en-
deavor by the Office of Statistical Standards, with advice from those
agencies charged with responsibility for preparation of comprehensive
wealth estimates for the United States.

38-185-6113



APPENDIX I

TEN BACKGROUND PAPERS

A. Uses of Wealth Estimates
B. Historical Censuses and Estimates of Wealth in the

United States
C. National Wealth Measurement in Canada
D. The Soviet Capital Stock Inventory and Revaluation
E. Wealth Surveys in Japan
F. Relationship of Balance Sheets and Wealth Esti-

mates to National Income Accounts
G. Notes on Measuring Capacity by Census Enumeration
H. The Measurement of Capital
J. Capital Goods Pricing
K. Some Problems in the Estimation of Service Lives

of Fixed Capital Assets

163



APPENDIX I: PART A

USES OF WEALTH ESTIMATES

105
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As background for the general discussion on uses of wealth esti-
mates in chapter 2, the Wealth Study staff requested several economists
connected with organizations which are among the major current or
prospective users of wealth estimates to indicate their interest in this
type of economic statistics. Specifically, the economists were asked
to comment either briefly or in some detail on the following points:

(1) specific uses your organization makes of existing wealth
estimates;

(2) potential uses you would have if the wealth estimates were
improved and elaborated;

3) other uses you consider to be of importance; and
4) the directions in which you think the improvements and

elaborations should go-as toward greater accuracy of aggregates;
more detail on type of asset, industry, or region, etc.

The replies are reproduced in this appendix as a supplement to the
more abstract treatment in chapter 2. It should be understood that
the views expressed are those of the individuals and do not necessarily
reflect the views of the organizations with which they are connected.
Further, their response to this inquiry should in no way be construed
as constituting an endorsement of the proposals contained in the report
of the Wealth Inventory Planning Study. Nonetheless, they will be
of considerable interest and value to those who are working toward
better wealth data.

It will be noted that replies have been obtained from persons con-
nected with one or more organizations in each of the major sectors
of the economy: business, labor, government, and private nonprofit
research organizations. They are presented in that order.

1. STATEMENT BY EMERSON P. Scamnyr, ECONOMIC CONSULTANT,
CHAMBER OF COMMERCE OF THE UNITED STATES OF AMERICA

Only actual experience with periodic wealth inventories would re-
veal the inevitable numerous uses of such data.

The Chamber of Commerce of the United States issues materials
from time to time including estimates of investment per job. It
has made several such surveys. It receives many requests for such
information. While fairly precise information is available for some
industries, overall figures are inadequate and it would be useful to
have accurate information, say on a quinquennial basis.

Producers or users of such data generally fail to indicate whether
original cost, depreciated original cost, or current replacement cost, is
being quoted and used. Since business planning is by definition for-
ward looking, it would be particularly helpful to have detailed data
on investment per job in terms of current costs. Industry (or possi-
bly product) breakdowns as well as regional data would be of interest
to the national chamber and its members.
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Because of the enormous changes in technology and the nature of
capital equipment, dollar inventory data should be supplemented by
data on performance or capacity. The run-up in BLS reported prices
has in numerous cases been fully offset by the rise in capacity. If a
time series of wealth estimates were to be issued this problem would
have to be engaged.

The Chamber of Commerce of the United States also receives many
requests for information on the relative importance of small business,
usually without precise definition as to what is small. More up-to-
date wealth estimates of investment from time to time in small business
assets would be useful.

In the study of debt and in the making of loans, information on
wealth holdings is quite important. Here again mere historical costs
or depreciated costs would be of less value than current replacement
costs.

In the field of property taxation there are enormous variations from
State to State and within States as to the methods of tax assessments.
Part of the variation proceeds from variations in laws but much of
the variation is due to the human factor. It would be hard, perhaps
impossible, to find an area in which hunch, politics, and incompetence
is as rampant as in this area. This could be greatly illuminated by
a periodic wealth inventory based on objective methodology. A com-
prehensive estimate of wealth inventories across the country, but
broken down by States, counties, etc., could be highly useful to students
in the social sciences, legislators and tax administrators.

In the study of concentration in the antitrust sense, better informa-
tion on wealth inventories might be useful. The problem of avoiding
disclosure would have to faced. Data on concentration have been sub-
jected to great abuse, however, and it might be that more data would
add to the volume of published material without adding to human in-
sight or understanding !

For domestic reasons as well as international, it would be helpful
to have better information on the age composition of productive assets.
For example, what proportion of equipment is over 40 years old?
Over 30 years old? Over 20 years old? A quinquennial census of
this type would be most helpful for analysis and possibly for public
policy purposes.

If the task of making a total wealth inventory estimate seems too
formidable, possibly a beginning could be made by starting with key
sections of the economy. Sample approaches should not be over-
looked.

Based on previous experience with other statistical materials and
series it is a fair assumption that such statistics as might be developed
by an objective and scientific periodic wealth inventory would find
innumerable uses, many of which are not now foreseen but would
emerge as the data became more widely available, more refined, more
reliable and available in greater breakdown by industry, by region,
State and perhaps even county, etc. That is, even if the possible uses
of wealth inventory data now foreseen may seem limited, this is an
inadequate measure of their probably future value and usefulness.
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2. STATEMENT BY GEORGE TERBORGH, RESEARCH DIRECTOR,
MACHINERY & ALLIED PRODUCTS INSTrIUTES

Let me say first of all that our field is primarily business capital
goods, and that our interest lies particularly in this area. Let me
suggest a few possibilities here:

1. We should very much like to have reliable figures, preferably
for several periods or points in time, on the size of the gross stock of
business plant and equipment, broken down at least into these two
categories, and further, if possible, by major industrial divisions.

2. These capital stock series should be available after depreciation
as well as gross.

3. We should appreciate anything that can be developed on the
original-service-life composition of the gross stocks or, lacking this,
at least average service lives by categories.

4. Similarly, we should appreciate also data on the attained-age
composition, again with averages as a minimum.

3. STATEMENT BY FRANx L. FERNBACH, AMERICAN FEDERATION OF

LABOR AND CONGRESS OF INDUSTRIAL ORGANIZATIONS

I have discussed your letter and its enclosure with several of my
colleagues, and we find ourselves very much interested in what this
kind of study might turn up. We can anticipate several areas in
which more effective data would be helpful to use in our work.

In the first place, we hope that better information about real capital
stock would tell us more about the productivity of capital and the
degree to which it is increasing over time. This type of information
is highly significant for those who are concerned with the interrela-
tionships of wages, profits, prices, depreciation set-asides and require-
ments for capital formation generally.

Furthermore, a study of wealth which includes real capital stock
estimates would give us more precise information about the amount of
capital required per worker in various industries and significant
changes over time. Perhaps it would also give us more precise infor-
mation about the age of our capital stock. Moreover, the study might
also provide useful information about the amount of automated equip-
ment in relation to total capital stock. We realize the difficulty of
distinguishing between automated and nonautomated equipment in
general. However, this difficulty could be overcome, perhaps,by focus-
ing on easily distinguishable types of automated equipment such as
computers, numerically controlled machines and transfer lines. We
note that some companies are beginning to treat their computer pro-
grams as capital expenditures. Such programs, embodied in tapes,
should certainly be regarded as a form of tangible wealth, and the
possibility of counting them as such should also be explored.

In addition, if the proposed study would increase our knowledge
about the productive tangible asset holdings of government at various
levels, this too would be of great value to those concerned with budg-
etary and fiscal problems.

Finally, further information which might be obtained from the
study about the wealth holdings of individuals would add significantly
to our knowledge in an important area in which Lampman and
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others are now pioneering. We are tremendously interested in know-
ing much more about the magnitude of personal wealth holding, its
distribution and changes over time.

All of the areas indicated above involve matters of specific interest
to the AFLCIO. In addition, there doubtless would be many other
uses of importance to us to which the findings of the proposed Wealth
Inventory Study might be put by us.

4. STATEMEN T BY JOHN P. LEwis, COUNCIL OF ECONoMIc ADVISERS

The development of a comprehensive, reasonably detailed, set of
national wealth or national balance sheet estimates is long overdue
in the evolution of American social accounting.

Just as a matter of completeness or symmetry, it is strange in a
country with as sophisticated and elaborate economic statistics as
the United States not to have a set of stock data that are comparable
to our highly developed national income accounting system.

But the main case for comprehensive, adequately detailed asset
data, of course, lies in the concrete uses that can be made of them.
Such uses are many and at least as plentiful for private analysts as
public. But from the viewpoint of policy-oriented Government eco-
nomic analysis I would cite by way of illustration uses of compre-
hensive national wealth data in the following important areas of
economic policy and analysis:
1. Promoting economic growth

The study of gross and net capital-output relationships by indus-
tries and sectors for such purposes as-

Judging the investment share of gross national product that
would be consistent with sustained full employment growth.

Analyzing longer run trends in capital productivity and labor
productivity.

Improving our estimates of potential gross national product at
full utilization of our productive capacity.

2. Business conditions forecasting
The forecasting of expenditures in all of those GNP sectors-

including consumer durables, housing, and business fixed investment as
well as inventory investment-where there are important stock-flow
relationships.

Broadening and improving our measures of capacity utilization by
industries and sectors not only to aid in analyzing the current level and
trend of economic activity, but in measuring the cyclical impact of
variations in utilization on labor productivity and hence labor re-
quirements.
3. Price-wage policies

Balance sheet data on fixed assets and total assets by industries
together with flow data can be used to-

Estimate the capital requirements and the capital financing
requirements of different industries.

Evaluate implications of industry trends in returns to capital
for wage-price norms (such as the Johnson administration's wage-
price guideposts).
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Measures of capacity utilization in different industries are also
needed to-

Anticipate potential bottleneck areas where price pressure might
develop.

Develop more meaningful estimates of industry cost-profit
trends by stripping away the effects of fluctuations in capacity
utilization on unit labor costs and rates of return.

4. Public sector needs
Detailed knowledge of Federal, State, and local capital stocks used

in the multitude of public services these governments perform is neces-
sary in order to-

Measure the efficiency with which services are being provided.
Develop projections of future capital requirements in the public

sector.
5. Problems of equity

Improved estimates of the asset holdings of individual and family
units are a much needed adjunct to income-size classification in evalu-
ating the impact of overall fiscal and monetary policies, and in de-
signing policies to eradicate poverty.

In order to further these and a good many other kinds of analysis I
hope that the statistical development this study suggests will be
vigorously pursued.

5. STATEMENT BY JACK ALTERMAN, CUIIEF, OFFICE OF EcoNomIc
GROWTH, BUREAU OF LABOR STATISTICS

The needs of the Interagency Growth Project for wealth estimates
may be summarized as follows:

1. Stock of fixed plant and equipment, by industry, are to be used
in deriving capital-output ratios.

2. The stock estimates need to be developed on both a gross and net
basis, and also on a historical, constant, and current valuation basis.
The constant dollar figures can be used in deriving alternative capital
output ratios while the current dollar stock estimates would be used
in the projections and analyses of distributive shares and returns to
property. The net and gross figures are needed to assure consistency
with the depreciation estimates.

3. The net capital stock and related depreciation figures should be
shown with separate adjustments to exclude the effect of changes in
depreciation methods.

4. The capital stock estimates should be further distributed between
plant and equipment. The equipment estimates should then be dis-
tributed by type of equipment, i.e., by producing industry in order to
develop a capital stock matrix (by producing and consuming in-
dustry) .

5. The detailed plant and equipment estimates should also be dis-
tributed by age in order to provide the basis for developing deprecia-
tion estimates, and estimates of discards as part of a perpetual in-
ventory approach. This would also be used in evaluating the status
of technology in terms of the approach used by Dr. Ann Carter
(Harvard Economic Research Project), which associates age distribu-
tion of capital stock with differential inputs of labor and materials and
differential capital-output ratios.
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6. Inventory data should be distributed by holding and producing
industry for inventory of materials, and by holding industry for goods
in process and finished inventories.

6. STATEMENT BY HERBERT STEIN, RESEARCH DIRECTOR, COMMrTTEE
FOR ECONOMIC DEVELOPMENT

The research staff of the Committee for Economic Development
(CED) has followed with great interest your exploratory work of
the wealth study toward the development of wealth estimates for
the U.S. economy.

Since its formation over 20 years ago, the CED has been devoting
its energies to economic research, with a view to developing under-
standing of major national economic policy issues, so that informed
timely programs of action can be initiated and carried through to the
benefit of the people and the Nation. It is in this context that we
consider the basic research effort in the field of wealth statistics as
promising a new dimension for better understanding the working
of our economic system. In combination with the national income
statistics, the estimates of wealth will hopefully provide an integrated
set of balance sheet and income accounts, which should make possible
a new major breakthrough in establishing vital relationships govern-
ing the efficient development of our economy.

While we are, of course, vitally interested in information which
helps us understand and explain past and present events, the orienta-
tion of the work of CED is toward statements on national policy
aimed at improving future performance. When I say this, what I
have in mind is to stress the need for up-to-date statistics on the
performance of the national economy. Hence, we are primarily inter-
ested in the global data rather than in the very detailed statistics,
and we would urge attention to techniques which will provide such
information on a relatively current basis. We recognize that this
is still a dream and that before it becomes a reality much spadework,
such as is being done by the Wealth Inventory Planning Study
Group, must be carried through.

From what I have said, I think it is clear what our major interest
is and what our major use of wealth estimates are and will be. I
might just call to mind two of our recent statements, "Fiscal and
Monetary Policy for High Employment" and "Reducing Taxes for
Production and Growth.' There is universal agreement among ex-
perts on fiscal, monetary, and tax policies that understanding of the
relationship of such policies to the performance and growth of the
economy would be vastly improved if we had at hand reasonably
reliable information on stocks of wealth integrated with the well-
established national income and expenditure information presently
available to us.

7. STATEMENT BY JOEL DARMSTADTER, RESEARCH STAFF MEMBER,
NATIONAL PLANNING ASSOCIATION

1. The immediate, practical, high-priority need, with respect to
the National Planning Association long-range economic projections,
is the development of a systematic series of private capital stocks-
nonresidential structures and producer durables.
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2. Such data are indispensable to the making of economic projec-
tions.

(a) They are necessary to the development of capital-output ratios
which are crucial to the analysis and statistical measurement of eco-
nomic growth.

(b) They are necessary to estimating prospective level of invest-
ment expenditures (both for expansion of capital stock and for with-
drawal of obsolescent facilities), and thus have important implica-
tions for resource allocational questions, the adequacy of savings, and
the role of financial intermediaries.

(c) They provide important clues as to the economy's rate of ca-
pacity utilization-hence, its actual operation relative to its potential,
which in turn has a strong bearing on economic policy formulation.

(d) They are necessary to make estimates of nationwide deprecia-
tion of capital, hence to make estimates of net national product.

3. NPA's National Economic Projections Series has, since its in-
ception in 1959, relied upon whatever estimates of capital stocks were
available in order to furnish answers to the points raised above. But
there is no question that these estimates are far from satisfactory.
If in no other way, this is revealed by the fact that we have been com-
pelled to shift from one capital stock series to another at least three
or four times in each of the last 5 years. We have, at various times,
used capital stock estimates prepared by the Machinery and Allied
Products Institute (which, itself, illustrated its own uncertainty by
a fundamental shift in its price-deflation practices a few years ago),
the Council of Economic Advisers (Robert Solow), and most recently,
the Office of Business Economics. A dramatic example of our un-
certainty in this area can be gained by comparing the projected rate
of expansion in capital stocks in the 1962 edition of NEPS with that
in the 1963 edition. In the earlier case, the 10-year projection was
3.6 percent; in the more recent projection, 3.2 percent. This change
was not one of judgment, but rather one arising from the more recent
OBE series. Our notation on this change-no doubt unconvincing-
ran as follows: the "analysis suggests that, in both historical and
projected periods, we may have overstated capital expenditures to
expand stocks, and understated capital expenditures serving to replace
and modernize stocks. The somewhat additional weight, assigned in
this year's report to the latter two factors, is reflected in the fact that,
accompanying a somewhat slower rate of increase in capital stocks,
the projected level of capital expenditures is essentially unchanged."

4. The unsettled state of capital stock measurement is further il-
lustrated by the fact that in the Jaszi (et al.) article in the Survey
of Current Business (November 1962), no less than five alternative
estimates of gross stocks are given, depending on alternative assump-
tions about deflation and service lives- and there are eight alterna-
tive estimates of net (depreciated) stocs-the additional alternatives
being the consequence of alternative depreciation procedures.

5. From these observations, and other considerations, we can sum
up what we regard as needed improvements in capital stock measure-
ment, as an aid to long-range economic projections:

(a) Better approximations of "economic" life than estimates of
retirement based largely upon accounting for tax purposes. If pos-
sible, this should be a continuing rather than a "one point in time"
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analysis. The fixed-life assumption, coupled with the cumulated
expenditure procedure of the "perpetual inventory" method, has un-
doubtedly greatly distorted the long-term measurement of capital
stocks.

(b) Some improvement, if possible, in price indexes-particularly
in the construction-cost indexes used to measure growth of business
plant. The adequacy of the producer-goods deflator, from the stand-
point of understanding quality improvement (even when real cost
increases are involved) has also been questioned, and might require
a wholesale program to refine price index numbers. Of course, im-
provements are always possible everywhere. But in the case of
capital stock measurement, the matter of deflation has critical
importance.

(c) Of perhaps a lesser order of priority-but exceedingly im-
portant-further disaggregation of capital stock estimates by indus-
try. This would be tremendously useful to our projections of industry
outputs, employment, and productivity.

(d) Consideration to supplementing, or at least corroborating,
the perpetual inventory method of capital measurement by census-
type wealth inventories, which would also provide insight into busi-
nessmen's views of capacity conditions and preferences.

6. From the standpoint of NPA's PARM project, two comments
may be added:

(a) The collection of wealth statistics on a company basis should
be avoided insofar as possible. This basis effectively precludes dis-
aggregation by region and area or resource point as required for
emergency damage assessment purposes. The data should be col-
lected on an establishment basis by permanent plant number.

(b) Assuming that wealth data are to be collected by a variety
of statistical agencies, exploration is needed of the feasibility and
methods of obtaining periodic statements of national wealth by means
of a permanent roster, or data bank, in which all agencies would
participate.

7. The significance of national wealth inventory statistics for the
National Resource Evaluation Center (NREC), Office of Emergency
Planning has been developed in a memorandum for Messrs. Green
and Coker of OEP, excerpts from which follow. [See Statement 8.]

8. STATEMENT OF JOHN DEWITT NORTON, DEPUTY DIRECTOR, Eco-
NOMIC PROGRAM CENTER, NATIONAL PLANNING ASSOCIATION

The wealth inventory can be expected to contribute much useful
data for damage assessment purposes. The commuter routines in use
at NREC might also contribute a good deal to the data processing
work on the inventory. For these reasons an exploration of mutual
interests at first hand is suggested.

(a) Wealth statistics.-A census of wealth -was one of our oldest
economics statistics programs. The last census was conducted in 1923.
However, the results were so unsatisfactory that no effort has since
been made to repeat it. In the meantime, a national balance sheet has
come to be recognized as an essential part of the national accounts.
The pioneer estimates of Raymond Goldsmith in "The National
Wealth of the United States" have contributed further to an appre-
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ciation of the usefulness of balance sheet data in general economic
analysis. Consequently, a movement has slowly been gathering sup-
port for reinstatement of the census of wealth as a regular, recurring
statistical program of the Federal Government. The approach taken
by Professor Kendrick's group, however, is that it may be more
practical as well as politically more expedient to obtain the same data
by developing a systematic set of supplementary questions to be added
to existing economic surveys.

(b) Value of real assets as input to damage assessment.-It is pro-
posed that the National Wealth Inventory collect data on the value
of fixed assets and of inventories of finished goods, goods in process,
and materials and supplies. For the most part such value informa-
tion is now lacking in the NREC resource point file. The incor-
Doration of values as a separate data field would obviouslv make the,
file a more effective planning instrument. Original costs or current
reproduction cost valuations of resources would facilitate monetary es-
timates of the extent of damage, aggregation of damage over broader
classes of resources, as -well as assisting in the estimation of the costs of
repair, restoration, or replacement.

(c) Company or establishment data.-The contribution of the
wealth inventory to NREC will depend on whether the data are col-
lected on an establishment or a company basis. Only establishment
data can be identified with a specific resource point. If the company
basis is adopted, only information from single establishment com-
panies could be incorporated in the file. The advocates of company
statistics can make a strong case for reporting convenience and this
seems highly persuasive when the burden on the respondents is con-
sidered alone. But the advocates of better regional and area statistics
can point out that the collection of data on a company basis effectively
precludes the kind of differentiation they are seeking. This phase of
the current discussion of the development of the Federal statistical
system, incidentally, is one in which NREC has a large stake and in
which its needs should be clearly heard.

(d) Permanent roster statistics.-One way of reducing the burden
on the respondent is never to ask for the same information twice. The
major part of an inventory of wealth is concerned with fixed assets.
The desired information consists of original costs and additions, re-
tirements, and also depreciation and depletion, as they occur. This
information can be maintained in a permanent roster consisting of
original entries and changes. The maintenance of such a roster on
such a large scale was not really practical when data processing was
exclusively a matter of punched cards. Contemporary electronic
equipment, however, opens up new possibilities for reporting and
accounting for the national wealth. An interesting recent develop-
ment is the permanent plant file of the Bureau of the Census, but this
so far is used primarily for time series data on current operations.

(e) Coordination of wealth survey data.-The decision to use, in the
main, existing statistical programs to collect wealth data imposes a
major problem of coordination. The surveys in which the data
originates will be conducted at different dates, for different purposes,
and often with different classifications of respondents and items of
information. A substantial amount of analysis and of special data
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processing would be required to create a consistent statement of the
national wealth as of a given date.

(j) The PARM resource data routines.-The problem of coordina-
tion involved in the wealth inventory is very similar to the one faced
in the implementation of the PARM system. Information incor-
porated in the NREC resource point file is collected by many agencies,
at different dates, originally for different purposes, using various
classification schemes, and is maintained in many separate categories.
In order to provide resource data inputs to the PARM system on a
consistent and uniformly updated basis, procedures have been de-
veloped for resource file changes, consolidation into a single file, and
an edit of national summaries. Resource adjustment factors may be
applied to effect changes in a given data field (corrections for price
level, underenumeration, etc.) or to impute one data field from an-
other. Although some supplementary routines would be needed, es-
sentially all of the software needed for processing wealth data from
diverse sources into consistent national summaries already exists at
NREC.

(g) NREC as a statistical center.-The computing facilities, in-
cluding the software, necessary for the consolidation of a national
wealth inventory are largely available at NREC. The existing re-
source point file provides the basis for the establishment of a perma-
nent roster of wealth data. Furthermore, the delegate agency par-
ticipation in the work of NREC furnishes the basis for the adminis-
trative coordination of the wealth surveys and their incorporation into
a single data bank. Note, too, that "national wealth inventory" and
"national resource evaluation" are virtually synonymous.

(h) Recommendations-wealth study project.-The advisability of
creating a study panel on the problems of administrative, statistical,
and computational coordination of wealth data to be collected by vari-
ous agencies has been suggested to Professor Kendrick.
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FOREWORD)

Mr. Stephen A. Hoenack has prepared a master's Thesis under my
direction at The George Washington University summarizing and
evaluating the historical censuses of wealth in the United States.
His summary and evaluation of the censuses will be helpful in plan-
ning more useful collections of wealth data in the future.

The early U.S. wealth censuses covered the 9 years 1850, 1860, 1870,
1880, 1890, 1900, 1904, 1912, and 1922. As Mr. Hoenack points out in
his introductory chapter, each of the first six was specifically author-
ized by law; the remaining three were authorized generally by the
1902 permanent census law. The work of the Census Bureau con-
sisted chiefly in adapting the data it collected on property assessments
by State and local governments, and supplementing these by data col-
lected by other agencies, or by its own estimates where gaps remained.

The preparation of wealth estimates was dropped by the Census
Bureau after 1922 because of serious questions as to their utility for
reasons discussed in some detail by Mr. Hoenack.

Despite the shortcomings of the early censuses of wealth, and in
part because of them, this experience should be examined carefully
as part of the job of preparing for more meaningful and useful wealth
data collections and estimates in the future. The members of the
Wealth Inventory Planning Study are grateful to Mr. Hoenack for
undertaking this summary and review, and we are pleased to make
available the bulk of his thesis. His introductory chapter is not repro-
duced since the conceptual problems he treats there will be handled at
greater length in other background papers for the Wealth Study.

JOHN W. ICENDRICK,
Staff Director, TVealth Inventory Planning Study.
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HISTORICAL CENSUSES AND ESTIMATES OF WEALTH
IN THE UNITED STATES

I. SURVEY OF THE CENSUSES OF WEALTH

The extent and types of analysis made possible by a given wealth
study depend on its particular framework and types of valuation. In
this light, the categories given for wealth, their coverage, and the
geographical breakdowns of their valuations will be discussed for
each census of wealth. Then the types of valuations and their mean-
ings will be outlined. In order to permit easy determination of the
comparability of the frameworks and valuation types of the censuses
of wealth, liberal use will be made of tables.

CATEGORIES GIVEN FOR TLE ASSETS, AND THEIR COVERAGE

The categories of assets given in the censuses of wealth appear in
the tables. The first three censuses give no breakdown at all, lumping
all taxable real and personal property (with some exempt personal
property in 1870). In all censuses of wealth starting with 1880 there
are separate categories for taxable real property, exempt real prop-
erty, and several types of personal property, the breakdowns becom-
ing finer with time.

The assets of most of the large public utility type businesses were
given separate treatment, 1880 and after, by the type of business own-
ing them, but there was no functional breakdown of their assets by
type. All manufacturing establishments are lumped; their machin-
ery, tools, and equipment were included as a separate category, and
their lands and buildings included with taxed real property. Sim-
ilarly, the tools and machinery of farms were treated as a category,
their lands and buildings being included as taxed real property.
Farm and nonfarm livestock were included as a category. Remaining
categories included stocks of agricultural, mining, manufactured and
imported products, household equipment, and the coinage and bullion
of the country, and others.

Table 1 explains the coverage of the categories of the earlier cen-
suses of wealth as much as possible in terms of the coverage of the later
censuses. The categories used in the 1900, 1904, 1912, and 1922
censuses are given reference numbers which are then used in the
discussion of the coverage of the early censuses.
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TABLE 1.-Probable intended coverage of the categories of the censuaes of wealth

Category 1850 and 1860 coverage 1870 coverage

Real and personal property - Dependent primarily on the Same as in 1850 and 1860 except an
county and State tax laws as undeterminedamountwasadded
enforced, which included certain by the marshals for exempt
financial instruments. personal property, mostly house-

old goods.

Category 1880 coverage (using later
numbering)

Real property and improvements, taxed:
Farms --------------------------------------------- - Category I (except for
Residence and business real estate including waterpower-f mines).

Real property and improvements, exempt -Category 2.
Livestock, on and off farms and farming tools and machinery-Categories 3 and 4.
Mines (including petroleum wells) and quarries with one-half of annual Category 20 and parts of

product. category 1.
Specie --------------------------------------- Category 22.
Railroads and equipment -Category 6.
Telegraphs, shipping, and canals ------------------ Categories 9 and 13.
Three-fourths of the annual product of agriculture and manufactures and Categories 17, 18, and 19.

imports.
Household furniture, paintings, books, clothing, jewelry, and household Category 21.

supplies of food, fuel, etc.
Miscellaneous items, including tools of mechanics -Not known, probably cate-

gorees 5 and others.

Category 1890 coverage

Real property and improvements, taxed-Category I (except for
mines).

Real property and improvements, exempt -Category 2
Livestock on farms, and farm implements and machinery -Categories 3 and 4.
Machinery of mills and product on hand, raw and manufactured-Categories 5 and 18.
Mines and quarries, including product on hand -Category 20, parts of cate-

gory 1.
Gold and silver coin and bullion -Category 22.
Railroads and equipment -Category 6.
Street railways -Category 8.
Telegraphs, telephones, shipping, canals and equipment -Categories 9, 10, and 13.
Miscellaneous -Category 21.
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TABLE 1.-Probable intended coverage of the categories of the censuses of
wealth-Continued

Refer-
ence Category Coverage, 1900 and 1904 Coverage, 1912 Coverage, 1922
No. I

Real property and
improvements
exempt.

Live~tuek--- ----

Farm implements
and machinery.

Manufacturing ma-
chinery, tools, and
Implements.

Railroads and their
equipment.

7 Motor vehicles .

8 Street railways

Telegraph systems. --.

Telephone systems----
Pullman and other

cars not owned by
railroads.

Pipe lines
Shipping and canals.---

Irrigation enterprises..

Privately owned
waterworks.

Privately owned cen-
tral electric light
and power stations.

Agricultural products.

18 Manufactured prod-
ucts.

19 j Imported merchan-
dise.

Mining products.

Clothing, personal
adornments, furni-
ture, horsedrawn
vehicles and kin-
dred property.

Gold and silver coin
and bullion.

Census Bureau definition I
excluding railroads, street
railways, telephone and
telegraph systems, privately
owned waterworks, privately
owned electric stations.

Exempt property of all
government church edu-
cational charitable, and
fraternal organizations plus
small amounts of real prop-
erty of clergymen, soldiers,
and others.

All iivestock or. anrd off farms
including poultry and bees.

All such property enumerated
by the census of manufac-
tures.

Those enumerated by the
census of manufactures.

All railroads with their ter-
minal and switching prop-
erty except for land where
assessed as real property and
included separately.

Not estimated .

Companies reporting to the
Census Bureau (nearly all
companies in United States).

-do

- do
Pullman express company

and other privately owned

Not estimated
Merchant marine, naval ves-

sels, canals and canalized
rivers.

Not estimated

Rough estimate intended to
cover all such property in
the United States.

Companies reporting to the
Census Bureau (nearly all
companies in the United
States).

All animal and vegetable prod-
ucts held by farmers and
traders (computed as pro-
portion of production).

A manufactured products
held by manufacturers and
traders (computed as pro-
portion of production).

AU imports held by producers
and traders (computed asproportion of production).

Al 1coal and other minerals
held by mines and traders.

Rough estimate intended to
cover all such property as
stated in the United States.

All gold and silver coin and
bullion in continental
United States.

Same- Same.

do

do

do

Same except for
exclusion of
street pavements
and sewer
systems.

Same.

Same except for
motor vehicles.

Same.

Do.

Not a separate Relevant part of
category. categories 4, 21.

Same - - Same.

Wireless telegraph
systems added.

.do
.do --------

Same as 1912.

Do.
Do.

Not estimated.---. All in country.
Same - Same.

Not estimated - Only those in
Western States.

Same -Same.

Same- Sare.

Same - Same.

Same - I Same.

Same - I Same.

Same

Same

Same.

Same except for
category 7.

Same- I Same.

I This definition comprises all land and fixed improvements on it.

Real property
improvements
taxed.

and

2

3

4

6

9

10
11

20

21

I

1
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The first three censuses of wealth, for the years 1850, 1860, and 1870,
relied on county assessments for purposes of taxation of all property,
real and personal, and estimated percentages of the true value that the
assessments represented. After 1870, the valuation of personal prop-
erty was determined through use of other methods; however, the valua-
tion of real property was still obtained through use of the assessments
and estimated percentages. In all cases, the use of assessments gave
rise to two problems: first, it was not always known what assets the
assessments covered, especially after the assessment for several counties
or States were aggregated; second, breakdown into desired categories
for the country was possible only where all counties made the same
breakdowns in assessing the property, and reported them separately
(which rarely happened).

The difficulty of knowing the coverage of the assessments resulted
from the fact that the assessing counties did not always follow uniform
rulings as to what property was taxable and what was not., Where
these rulings were uniform, enforcements were often not. In all cases
where it was possible to determine the coverage of the assessments and
in what respects it differed from the Census Bureau definitions, at-
tempts were made to allow for the differences. Where the breakdown
reported by the counties was sufficient, making this allowance was
simple. However, often the breakdown was not sufficient, especially
in regard to personal property, and it was necessary for the Census
Bureau to estimate overlaps. The Census Bureau did comparatively
little of this estimation, having little detailed knowledge of the assess-
ments; it had not made the estimates of the proportion of true value
that the assessments represented (this was done by the U.S. marshals
in the 1850-70 censuses).

The problem of lack of knowledge of the coverage of valuation esti-
mates obtained through use of the assessments is particularly acute
in regard to personal property values for 1850, 1860, and 1870. In
order to determine precisely what was included in the estimates, it
would be necessary not only to study the existent tax laws but to search
county records to determine which tax laws were enforced. It is
known that most counties taxed mortgages and other credit instru-
ments as personal property, and thus they were included as wealth,
completely inappropriately. The census reports rationalized this by
noting that the wealth of some States consisted largely of real prop-
erty which was heavily mortgaged to persons living in other States.
It seems apparent that many of the items included in the later censuses
of wealth, such as household goods, personal effects, and related items,
have been typically exempted from taxation or overlooked by the
assessors, of course, depending on the State and locality. However,
machinery and equipment of manufacturing establishments were
usually included, at least in the tax laws. in any event, it is im-

I In pt. III of the "Report on Wealth, Debt, and Taxation" for 1900 and 1904 Is a very
comprehensive digest of State and local tax laws by Prof. Carl C. Plehn of the University of
California. From the summary It can be seen that the coverage of the tax laws for real
property Is relatively uniform; with the exception of differences In exemptions of real prop-
erty, the primary variations among State laws were the treatments of rights to possessionof lands (these were significant in only a few Western States). Some of the variations
in the treatment of exempt property were fairly great, but of such a nature that
evening up of the coverage of valuations would not be too difficult. As for personal prop-
erty, there are possibly enormous differences In coverage by the laws, Involving whole
categories of property. Entire separate valuation for these categories and parts of others
would be necessary for evening up coverages of the valuations for States.
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possible to know exactly what the coverage of the valuations of
personal property included.

A further complexity affecting the comparability of the first three
censuses of wealth was the change in coverage of tax laws, probably in
net effect to include less personal property for taxation in later years.
The indications of this were the attempts by localities to encourage
capital expansion and the growing feeling that taxations of mortgages
was in effect double taxation of real estate. This change was probably
significant, but it is difficult to determine just how significant.

Finally, the assessments allowed no categorization of the estimates
of value of personal property, and so the value has to be used in its
entirety. Also, there is no knowledge of changes in the relative values
of different types of personal property.

Over the 1850 70 period the tax laws and their enforcement cover-
ing real property tended to be more uniform than the laws and their
enforcement covering the taxability of personal property. Thus the
valuation of real property and improvements tended to be more mean-
ingful than those for personal property. Unfortunately the real
property valuations were not included separately from the personal
property valuations; thus use of the former requires dealing with the
problems associated with both.

The 1880 Census of Wealth inaugurated two new approaches.
First, personal property was valued independently of its taxation,
generally through use of enumerated information, and second, the per-
centages of real value that the assessments represented were estimated
by the Census Bureau itself instead of by the local marshals. It was
necessary for the Census Bureau to carry out considerable research in
order to estimate the percentages of true value that the assessments
represented; this research also yielded information which was helpful
in determining what the assessments included. The result is that after
1880 the coverage of the estimated valuation of real property much
more nearly conforms to the definitions except where explicitly indi-
cated to be otherwise.

The Census Bureau definition of taxed real property and improve-
ments in all the censuses of wealth included all taxed land and the
fixed improvements on it with specified exceptions after 1880. The
exceptions were included with the valuations for personal property.
Whatever exceptions there were before that time were not specified,
but since valuations of real and personal property were not totaled
separately, it did not matter whether an asset was included as personal
or real property unless it was included as both in the same locality.2

Valuation of property exempt from taxation occurred first in the
1870 estimate, which included an undetermined amount for exempt
personal property, probably consisting largely of household and other
items of a personal nature, and no public holdings. This valuation
was taken into account by the marshals in their estimation of the per-
centages. After 1870 both taxed and exempt personal property were
valued without distinction. Thus after 1870 the only exempt prop-
erty treated as such was real property.

2 In the 1870 Census of Wealth the total valuation for real and personal property con-
tained an addition for exempt real property. Thus it did matter whether or not exempt
property was included as real property or as personal property, since exempt real property
was not included. However, the quality of the estimates is such that they are not amenable
to refined analysis.
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The 1880 Census of Wealth included a separate value for exempt
real property, but it was given only nationally. It was distributed in
an undetermined way to the States, since it was impossible to separate
the State values for taxable real property and exempt real property.
This value was probably intended to include the same assets as the
later assets included: all exempt real property of all levels of govern-
ment and of religious, educational, charitable, and fraternal organi-
zations and of clergymen and soldiers. However, it is probable that
the estimate is extremely rough. The values for exempt real property
for all the later censuses were distributed separately to the States.
They are probably all better than the 1880 estimate, though they
vary in quality; it is suspected that the 1900, 1904, and 1922 valuation
estimates were much more thorough than the 1890 and 1912 estimates.

The notes accompanying all the censuses of wealth including esti-
mated valuations of exempt property commented that many critics be-
lieved that values of public assets should not be included because their
values were implicit in the values of benefiting private assets. The
census reports, instead of arguing that such complementarity could
occur among assets regardless of whether they are publicly or pri-
vately owned, argued that certain public assets such as sewage dis-
posal plants could detract from property values, and stated that the
argument of the critics was to this extent weakened. Thus, for the
wrong reason, public assets were included. The only exception ex-
plicitly mentioned was one pointed out in the 1922 Census of Wealth:

The values of such public improvements as street pave-
ments and sewer systems are omitted from the tables for the
reason that such properties, as a rule, have value in use only
and not in exchange, and because of the fact that in most
cities a part or all of the cost of such improvements is as-
sessed against property presumably benefited by the im-
provement, such presumption doubtless being taken into
account by officials in determining assessed valuations for
purposes of taxation.'

It is difficult to determine to what extent exclusions of this sort were
made in the earlier censuses of wealth; there is no statement in any of
them regarding this matter. In the tables it will be assumed that no
other exclusions have been made.

The values of personal property in the 1880 census and after pri-
marily were enumerated or were estimated on the basis of enumerated
information. The coverage of the valuations for the large public
utility type businesses is fairly clear; they were meant to cover the
assets belonging to reporting companies in the businesses for which
the categories were given. This included all such companies except
in some cases where only companies over a certain small size were in-
cluded. There is no information concerning the relative proportions
of types of assets owned by the companies, as, for example, the relative
proportions of land, buildings, and equipment represented in the val-
uations, for a given type of business.

The coverage of the valuations for manufacturing machinery and
equipment included those assets belonging to practically all manu-
facturing businesses over a certain minimal size in the United States.

8 "Wealth, Debt, and Taxation," 1922, p. 6.
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Likewise the coverage of the valuations for farming machinery and
equipment is all such assets belonging to enumerated farms. These
values can be compared with the values for land and buildings of those
businesses and farms through reference to the censuses of manufac-
tures and agriculture. (In the censuses of wealth, the values for the
lands and buildings of business and farming establishments are in-
cluded in the values for real property.) There are no breakdowns of
types of machinery and equipment for farming or manufacturing es-
tablishments, or of the machinery and equipment of different types of
establishments although this latter information could be obtained
from the censuses of agriculture and the censuses of manufactures in
years when values of machinery and equipment were enumerated sep-
arately from lands and buildings of manufacturing establishments.

Thie coverage of the valuations for livestock consists of all l ivestock,
of and on farms, which were enumerated.

The valuations for agricultural, mining, imported, and manufac-
turing stock were obtained through use of production and import
figures which came from enumerated producers and importers. The
coverage of these stock figures is interpreted as stocks produced by
and imported by those companies; stocks of goods which were not
produced or imported by those companies are not interpreted as hav-
ing been included in wealth estimates. Thus, for example, stocks of
smuggled imports and illegal domestically produced goods are not
included.

Values for household goods were independently estimated by the
Census Bureau because of lack of existing data. The estimates were
so rough that it is difficult to ascertain even their intended coverage.
It appears that the Census Bureau officials intended to give principal
focus of coverage to reproducible items in fairly general use, such as
utensils, tools, furniture, and clothing. Specialized, rare and princi-
pally decorative items, especially those having substantial value, were
probably given much less than proportionate weight, although this
weight undoubtedly varies from census to census.

The coverage of the estimated values of coin and bullion includes
all coin and bullion in continental United States.

GEOGRAPHICAL BREAKDOWN OF THE VALUATIONS FOR EACH CATEGORY

Table 2 outlines the geographical breakdown of the censuses of
wealth, giving for the categories of each census the smallest geograph-
ical unit for which valuations exist for all such units in the reports.
For example, when for a category "State" is indicated, it would be
possible to add all the State figures and obtain the national figures.
There could be figures for some or many of the counties. But it would
not be possible to obtain all the State figures from the county figures,
for if it were, "county" would have been indicated instead.

Often smaller breakdowns were available on a partial basis; how-
ever, these were not usually included in the reports, and it would be
difficult to obtain them from other sources. It is possible that there
might be smaller breakdowns on a full basis for a few categories which
were not included in the reports; again, it would be difficult to obtain
them from other sources. It is likely that access to the records of
the Census Bureau would produce such breakdowns or would facili-
tate the making of them.
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TABLE 2.-Geographical units, by censu8, by type of asset

SmallestCategory which
all such

Assessed real property- State.Assessed personal property -Do.
Total assessed property -Do.
Estimated true valuation of real and personal property Do.Assessed real property -Do.
Assessed personal property -Do.
Total assessed property -Do.
Estimated true valuation of real and personal property Do.Values of real and personal property obtained by enumera- County.tors directly from owners.
Assessed real property -Do.
Assessed personal property -Do.
Total assessed property Do.Estimated true valuation of real and personal property DoAssessed real property -Do
Assessed personal property -Do
Total assessed property- Do.Estimated true valuation of real property, taxed -National.
Farm s -- - - - - - - - - - - - - - - - - - - - - - - - - - - D o.Residence and business real estate, including waterpower Do.Real property, exempt -Do.
All real property, taxed and exempt -State.
Livestock, on and off farms, and ma National.

chinery.
Mines, petroleum wells and quarries with 4 annual product Do.Specie Do.Railroads and equipment Do.Telegraphs, shipping, canals Do.Three-quarters of product of agriculture, manufacturing,

and Imports - - ---------------------------- Do.andimports-~~~~~~~~~~~an su - Do.Household furniture, paintings, clothing, Jewlery, and sup- Do.
Miscellaneous, including tools of mechanles -Do.
All personal property -State.
Assessed real property -County.
Real property, taxed -State.
Real property, exempt -Do.
Livestock on farms, and farm implements and machinery- Do.Machinery of mills, and product on hand, raw and manu- Do.factured.
Mines and quarries, including product on hand -Do.
Gold and silver coin and bullion -Do.
Railroads and equipment -Do.
Street railways-Do.
Telegraphs, telephones, shipping, canals, and equipment.- Do.Miscellaneous - ------ -------------- Do.Real property and improvements, taxed -County.
Real property and improvements, exempt -State.
Livestock -Do.
Farm Implements and machinery -Do.
Manufacturing machinery, tools, and implements -Do.Railroads and their equipment -Do.
Street railways, shipping, waterworks, etc-Do.
Street railways -National.
Telegraph systems ---------- -------------------- Do.Telephone systems ------------- Do.Pullman and other ears not owned by railroads -Do.
Pipelines--------------------------- Do.Shipping and canals- ~~~~Do.-Irrigation enterprises Do.Privately owned waterworks-. Do.Privately owned central electric light and power stations Do.All other-- ------------------------------------------ State.Agricultural products . National.Manufactured products -Do.
Imported merchandise - Do.Mining products -- Do.Clothing, personal adornments, furniture, horsedrawn ve Do.hidles, and kindred property.
Gold and silver coin and bullion -Do.

geographical unit forthere are valuations for
hunits.
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Year

1850

1870 -

1880

1890

1900 and
1904.
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TABLE 2.-Geographical units, by census, by type of assets-Continued

Snallest geographical unit forYear Category which there are valuations for
all such units.

1912 -- Real property and improvements, taxed.-- -- State.
Real property and improvements, exempt Do.
Livestock - - Do.
Farm Implements and machinery - - - Do.
Manufacturing machinery, tools, and implements -- Do.
Railroads and their equipment - - -Do.
Motor vehicles - - -Do.
Street railways, shipping, waterworks, etc --- Do.
Street railways - - -National.
Telegraph systems - - -Do.
Telephone systems- - -- Do.
Pullman and other cars not owned by railroads --- Do.
Pipelines - - -Do.
Shipping and canals - - -Do.
Irrigation enterprises - - -Do.
Privately owned waterworks - - -Do.
Privately owned central electric light and power stations- Do.
All other ---- State.
Agricultural products -National.
Manufactured products -Do.
Imported merchandise- Do.
Mining products - -Do.
Clothing, personal adornments, furniture, horsedrawn Do.

vehicles, and kindred property.
Gold and silver coin and bullion Do.

1922 - Real property and improvements, taxed -State.
Real property and improvements, exempt -Do.
Livestock - --------------------------------------------- -- Do.
Farm implements and machinery - -- - Do.
Manufacturing machinery, tools, and implements.. Do.
Railroads and their equipment - -Do.
Motor vehicles. Do.
Street railways, shipping, waterworks, etc- - Do.
Street railways - -Do.
Telegraph systems - -Do.
Telephone systems - -Do.
Pullman and other cars not owned by railroads - - Do.
Pipelines - -Do.
Shipping and canals - -Do.
Irrigation enterprises Do.
Privately owned waterworks - -Do.
Privately owned central electric light and power stations. -_ Do.
All other -Do.
Agricultural products -Do.
Manufactured products Do.
Imported merchandise Do.
Mining products -Do.

Clothing, personal adornments, furniture, horsedrawn Do.
vehicles, and kindred property.

Gold and silver coin and bullion -Do.

The total valuations for real and personal property for 1850 and
1860 were given by States, either the individual values for the coun-
ties obtained through use of percentages estimated by marshals, or
State values directly obtained through use of weighted averages of
reported percentages.4 In 1870, the total valuations were given by
counties. The percentages given by marshals were used directly for
the valuation of the real and personal property of the counties.

In 1880, the valuations for all real property and for all personal
property were presented by States. Breakdowns separating taxed
and exempt real property and various classes of personal property
were given nationally. In 1890, all valuations were given by States
except for taxed real propery which was given by counties.

' In 1860 values of real and personal property obtained directly from owners by census
enumerators were tabulated by counties. This Information had been obtained from owners
by enumerations In 1850, but the forms were not processed.
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In 1900, 1904, 1912, and 1922 two classes of personal property were
further categorized. Totals for the classes, titled "street railroads,
shipping, waterworks, etc." and "all other," were valued by States,
but the separate values for their breakdowns were given only na-
tionally, except for 1922, when they were given by States. All other
values for categories of personal property and real property for those
years were given by States.

Geographical breakdowns of values were obtained in one of two
ways: they were directly derived by States or counties, or they were
derived nationally and then distributed by States. Examples of
values directly derived for States and counties are those based on
assessments, and the enumerated values of farm and manufacturing
businesses. Enumerated values of large public utility type businesses,
usually dealing in several States, were given nationally. Other na-
tionally derived valuations included those for gold and silver coin
and bullion, the equipment belonging to average households, and
stocks of manufactured, agricultural, and imported goods. These
values were usually distributed to the States in accordance with
related enumerated information such as their number of households,
population, production values, and other data reported by the utilities,
e.g., miles operated in the States by railroads. When such available
enumerated information was not pertinent, values were distributed
to the States in proportion to other forms of wealth reported for
them.

VALUATION

Table 3 gives the types of valuations of categories of the censuses
of wealth. It will be noted that the valuations for many categories
were sums of different types of values. This resulted from the fact
that a large proportion of the categories of the censuses of wealth
contained wide diversity of assets, for which obtainable data gave
mixed types of valuation. For many categories there is not even
detailed knowledge of the extent and composition of this mixture of
valuation types. The result is that many of the valuations given
in the censuses of. wealth are not very meaningful.
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TABLE 3.-Valuation types

Categories

Real and personal property, taxed
.. do
.do

Personal property not taxed
Real property ant improvements, taxed:

Farm
Residence and buslncss real estate including water-

power.
Real property and improvements, exempt

Livestock, whether on or off farms, and farming tools and
machinery.

Mines (including petroleum wells) and quarries with A of
annual production.

Specie -----------------------------

Railroads and cquipmcn t -

Telegraphs, shipping and canals.

Three-quarters of annual product of agriculture and manu-
factures and of importation of foreign goods.

Household contents --
Miscellaneous items, including tools of mechanics .

Real property and improvements, taxed .
Real property and improvements, exempt .

Livestock on farms, and farm implements and machinery.

Machinery of mills, and product on hand, raw and manu-
factured.

Mines and quarries, including product on hand .
Gold and silver coin and bullion..

Railroads and equipment.
Street railways
Telegraphs, telephones, shipping, canals, and equipment. --

Miscellaneous - ----.-----------------------

Real property and improvements, taxed .
Real property and improvements, exempt

Livestock -------
Farm implements and machinery

Manufacturing machinery, tools, and implements.
Railroads and their equipment --
Street railways, shipping, waterworks, etc., street railways -
Telegraph systems
Telephone systems
Pullman and other cars not owned by railroads
Pipelines-- - - - - - - - - - - - - - - - - - - - - - - - -
Shipping and canals -

Irrigation enterprises.
Privately owned waterworks
Privately owned central electric light and power stations ----

All other:
Agricultural products
Manufactured products
Imported merchandise
Mining products
Clothing personal adornments, furniture, etc
Gold ant silver coin and bullion .

See footnote at end of table.

Primarily market value.'
Do.
Do.
Do.

Do.

Mixture of market value and
cost.

Market value.

Mixture of market value and
cost.

Face value of gold and other
coins. Market value of bullion.

Primarily cost, some market
value.

Market value for shipping, cost
and some market value for tele-
graphs and canals.

Market value.

Mostly cost.
Mixture of market value and

cost.
Primarily market value.
Mixture of market value and

cost.
Market value for livestock, cost

minus depreciation, and some
market value for other.

Cost with some market value.

Do.
Face value of gold and silver

coins, market value of bullion.
Cost with some market value.

Do.
Annual earnings capitalized at 6

percent.
Mixture of insured value, market

value, assessed value, and
indeterminable value.

Primarily market value.
Mixture of original cost and

market value.
Market value.
Cost minus depreciation and

some market value.
Do.

Capitalization of net earnings.
Do.
Do.
Do.
Do.

Not estimated.
Cost only for Navy vessels, cost

minus depreciation for other
shipping, capitalized net
annual earnings for canals.

Not estimated.
Mostly market value.
Mixture of cost and market

value.

Market value.
Do.
Do.
Do.

Cost.
Face value of gold and silver

coins, market value of bullion.

1890-I

1900 and
1904.
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TABLE 3.-Valuation types-Continued

Year I Categories I

Real property and improvements, taxed-
Real property and improvements, exempt -
Livestock -
Farm implements and machinery.

Manufacturing machinery, tools, and implements .
Railroads and their equipment - -----
Street railways, shipping, waterworks, etc., street railways

Telegraph systems ----------------------
Telephone systems --- -------------------
Pullman and other cars not owned by railroads
Pipelines --------------------------------
Shipping and canals-

Irrigation enterprises-
Privately owned waterworks.
Privately owned central electric light and power stations --
All other:

Agricultural products.
Manufactured products-
Imported merchandise-
Mining products --
Clothing, personal adornments, furniture, etc
Gold and silver coin and bullion .

Real property and improvements, taxed .
Real property and improvements, exempt

Livestock --
Farm implements and machinery .

Manufacturing machinery, tools, and implements .
Railroads and their equipment
Street railways, shipping, waterworks, etc., street railways
Telegraph systems-
Telephone systems-
Pullman and other cars not owned by railroads .
Pipelines-
Shipping and canals.

Irrigation enterprises.
Privately owned waterworks --
Privately owned central electric light and power stations -

All other:
Agricultural products-
Manufactured products.
Imported merchandise.
Mining products -- -
Clothing, personal adornments, furniture, etc .
Gold and silver coin and bullion-

Primarily market value.
One-eighth of real property taxed.
Market value.
Cost minus depreciation and

some market value.
Do.
Do.

Cost of construction and some
market value.

Cost of some market value.
Do.
Do.

Not estimated.
Cost only for Navy vessels, cost

minus depreciation for mer-
chant marine, mixture for
canals.

Unknown.
Mostly market value.
Mixture of cost and market

value.
Market value.

Do.
Do.
Do.

Cost.
Face value of gold and silver

coins, market value of bullion.
Primarily market value.
Mixture of cost and market

value.
Market value.
Cost minus depreciation and

some market value.
Do.
Do.
Do.
Do.
Do.
Do.

Unknown.
Cost minus depreciation and

cost.
Unknown.
Mostly market value.
Mixture of cost and market

value.

Market value.
Do.
Do.
Do.

Cost.
Face value of gold and silver

coins, market value of bullion.

I All valuations based on assessments had been influenced by cost valuations to some extent. All costs
are original except where indicated to be otherwise.

The valuations obtained through estimated percentages of market
values represented by assessments for purposes of taxation correspond
more or less to market value. However, the meaning of these valua-
tions is not crystal clear: No knowledge exists of the extent to which
the estimates are based on spotty sales figures or on estimated trends
of movements of market values. Also there is no knowledge of the
extent to which assessors used original cost information in assessing
property, especially that with which they were not especially familiar,
for example, buildings which were newly constructed or types of real
property which were not usually found in their localities, such as
mines. The problem of combinations of valuation types is especially
acute in regard to the valuations given for exempt real property, which

192

1912.

1922.
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were estimates made by the Census Bureau largely through use of
information ascertained in connection with its estimation of the per-
centages of true value that assessments of taxed property represented.
Exempt buildings are not often sold, and consequently market valua-
tions would have been unrealistic for these. Thus original cost values
were probably generally used. However, these values were not given
separately from exempt land, which had to be given market values.

Enumerated values were often obtained by requesting businesses
to give single estimates for combinations of types of goods. For the
values of the lands, buildings, and equipment of public utilities the
owners generally gave what was to them original cost, depreciated or
undepreciated. The values given for land were sales value in the
social accounting sense, generally at some undetermined date in the
past. The values given for buildings and equipment were generally
book cost, differing from current reproduction cost to the extent of
price changes and the inadequacy of depreciation charges, if any were
deducted from the reported values. There are no data concerning
purchase dates of equipment by the companies; in order to update
the values it would be necessary to make arbitrary assumptions on
the age composition of the assets. The enumerated values for farm
machinery and equipment and manufacturing machinery and equip-
ment were also original cost reported by owners. However, to the
extent that used machinery was reported, the valuations correspond
to sales values at undetermined dates. Reported values for newly pur-
chased equipment represent book costs: again, there is no information
on purchase dates.

The types of valuations of some of the estimates made on the basis
of related enumerated values were clear in meaning. Those values
for stocks which were based on production figures correspond clearly
to reproduction cost. Valuations for categories for other years up-
dated to census years had the meaning (or lack of meaning) of the
original valuations. Others, such as valuations of companies on the
basis of capitalization of net earnings were not meaningful.

SU-MMARIES OF INFORMATION GIVEN IN THE CENSUS REPORTS ON THE
METHODS OF OBTAINING THE ESTIMATES

Table 4 gives for each valuation symbols corresponding to four basic
methods of obtaining valuations. Table 5 gives the sources on which
the valuations were based.

The amount of information given in the census of wealth reports
was variable. The 1850, 1860, and 1870 censuses gave very little infor-
mation of any kind. The 1880 report failed to give any explanation
of its methods of obtaining valuation estimates of some of its cate-
gories, but explanation of the valuation of those categories was given
in the other volumes of the decennial census. The 1890 report was
more complete, except that it failed to explain how it valued exempt
real property. The report for the 1900 and 1904 estimates (they
were presented and explained together) gave the most complete infor-
mation; not only were the methods of obtaining the estimates thor-
oughly explained but there was valuable discussion of what had been
done in earlier censuses of wealth (some of this sort of discussion had
been done in the 1880 and 1890 reports), and explanation was given
of elaborate tests of those estimates and of earlier ones. The 1912

38-135-64--15
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report gave general coverage of its methods but lacked desirable detail
in many respects. The 1922 report was much better, giving perhaps
as much detail in its explanation of methods as the report for 1900 and
1904.

TABLE 4.-Methods of valuation for the censuses of wealth (1900 and after)

Categories 1900 1904 1912 1022

Real property and improvements, taxed - A and E- A- A - A.
Real property and improvements, exempt - Est (c) and Est (c) and Est (c) -- Est (c) and

Ext (o). Ext (c). Ext Co).
Livestock -E/Est- Est (c) and Est (o) and Est (o) and

F/Ext. F/Ext. F/Ext.
Farm implements and machinery - -E EEst - EEst - E/Est.
Manufacturing machinery, tools, and implementsx. E- E/Est - E/Est--- E/Est.
Railroads and their equipment -/Est - E/Est - Est (o) and E/Est and

Est (c). Est (c).
Motor vehicles ------------ -E/Est- E/Est.
Street railways -/Est - E/Est -- E.
Telegraph systems- E/Est E/Est F-E.
Telephone systems- E/Est - E/Est -- E.
Pullman and other cars not owned by railroadsx-- E-----E------- F - F ---- E.
Pipelines - - - - Est ).
Shipping and canals -- E/Est - E/Est and Est (o).

F/Ext.
Privately owned waterworks- Est (o) - Est (o) - Est (o) and A.

Ext (c).
Privately owned central electric light and power E/Est - E/Est -- -E. c E

stations.
Agricultural stocks --- E/Est -- /Est and E/Est and E/Est.

Ext (o). Ext (o).
Manufacturing stocks-/ Ext F/Exst - /Est and E/Est.

Ext (c).
Imported stocks- E/Est - E/Est - E/Est E/Est.
Mining products- E/Est E/Est - E/Est and Est (o) and

Ext (o). Ext (c).
Clothing and personal adornments, etc-E/Est - E/Est- /Ext and Ext (c).

Ext (c).
Gold and silver coin and bullion- Est (o)-----Est (o)- Est (o) Est (c) and

Est (o).

A. Assessments and estimates of percentages of true value made by Census Bureau.
E. Values obtained directly from owners by census enumerators.
E/Est. Values estimated by Census Bureau from information obtained directly from owners.
Est(c). Value independently estimated by Census Bureau.
Est(o). Values independently estimated by other.

TABLE 5.-Data sources by categories

Year Categories Source

Real and personal property, taxed
.- do
- do

Personal property, not taxed
Real property and Improvements, taxed:

Farm
Residence and business real estate including water-

power.
Real property and improvements, exempt
Livestock, whether on or off farms, and farming tools

and machinery.
Mines (including petroleum wells) and quarries with j.

of annual production.
Specie ---------- -------------------
Railroads and equipment
Telegraphs, shipping, and canals
Three-quarters of annual product of agriculture and man-

ufactures and of importation of foreign goods.
Household contents -
Miscellaneous items, including tools of mechanics

U.S. marshals.
Do.
Do.
Do.

Census of Agriculture.
Local taxing autboritiesxand Census

Bureau investigation.
No source indicated in report.
Census of Agriculture.

Census of Mines.

Director of the Mint.
Census of Railroads.
Relevant censuses.

Do.

Census Bureau investigation.
Relevant censuses and Census Bureau

investigation.
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TABLE 5.-Data sources by categories-Continued

Year C ategories Source
I I

Real property and improvements, taxed-

Real property and Improvements, exempt-

Livestock on farms, and farm Implements and ma-
chinery.

Machinery of mills, and product on hand, raw and man-
ufactured.

Mines and quarries, including product on hand-
Gold and silver coin and bullion-
Railroads and equipment --- ---
Street railways -- -----------------------------
Telegraphs, telephones, shipping, canals, and equipment
Miscellaneous -- …------- -------------------
Real property and improvements, taxed .

Real property and inwprovpesnts, exempt
Livestock ------------
Farm implements and machinery
Manufacturing machinery tools and implements
Railroads and their equipment

Street railways, shipping waterworks, etc

Street railways - ----------------------------
Telegraph systems -----------------------------------
Telephone systems-
Pullman and other cars not owned by railroads
Canals --------

Privately owned waterworks.
Privately owned central electric light and power stations.
All other:

Agricultural products-

Manufactured products
Imported merchandise
Mining products - --- ------------------------

Clothing, personal adornments, furniture, etc

Gold and silver coin and bullion
Real property and improvements, taxed

Real property and improvements, exempt
Livestock.

Farm implements and machinery
Manufacturing machinery tools and Implements
Railroads and their equipment --

Street railways, shipping, waterworks, etc

Street railways-
Telegraph systems -.---------------------------
Telephone systems -------------------------------
Pullman and other cars not owned by railroads
Canals-

Privately owned waterwork-s
Privately owned central electric light and power stations
All other:

Agricultural products

Manufactured products
Imported merchandise
Mining products

Clothing, personal adornments, furniture, etc

Gold and silver coin and bullion .

Local taxing authorities and Census
Bureau investigation.

For public lands, the Commissioner of
the Public Land Office.

Census of agriculture.

Census of Mines.

Do.
Director of the Minc.
Census of Railroads.

Do.
Relevant censuses.
Census Bureau investigation.
Local taxing authorities and Census

Bureau investigations.
Census Bureau investigation.
Census of Agriculture (lass).

Do.
Census of Manufacturers (1899).
Census of Railroads and Census Bur-

eau investigation (1904).
Census of Manufactures, U.S. Navy,

other Census Bureau information.
Census of Railroads (1904).
Census Bureau investigation.

Do.
Census of Railroads (1904).
Same as 1890 Census of Wealth Valua-

tion.
Bureau of Labor.
Relevant censuses (1902).

Census of Agriculture (1899) and
USDA.

Census of Manufactures (1899).
U.S. Treasury Department.
Census of Mines (1902) and Geological

Survey.
Census of Manufacturers (1900) pro.

duction data.
Director of Mint.
Local taxing authorities and Census

Bureau investigations.
Census Bureau investigation.
Census of Agriculture (1899) and

USDA.
Censuses of Manufactures (1899, 1904).
Census of Manufactures (1904).
Census of Railroads and Census Bu-

reau investigation (1904).
Censuses of Manufactures, U.S. Navy,

other Census Bureau information.
Census of Railroads (1904).
Census Bureau investigation.

Do.
Census of Railroads (1904).
Same as 1890 Census of Wealth Valua,.

tion.
Bureau of Labor.
Relevant censuses !1902).

Census of Agriculture (1899) and
USDA.

Census of Manufactures (1904).
U.S. Treasury Department.
Census of Mines (1902) and Geological

Survey.
Census of Manufaciures (1905) produo.

tion data.
Director of Mint.

1890

1900

1904



MEASURING THE NATION'S WEALTH

TABLE 5.-Data sources by categories-Continued

I Year}| Categories I Source

1912 i Real property and improvements, taxed .

Real property and improvements, exempt --------
Livestock.

Farm implements and machinery .

Manufacturing machines, tools, and implements ---
Railroads and their equipment -
Street railways, shipping, waterworks, etc

Street railways -
Telegraph systems --------------
Telephone systems ---- - ---------
Pullman and other cars not owned by railroads .
Canals-
Privately owned waterworks.

Provately owned centralelectriclight and power stations.
All other:

Agricultural products.
Manufactures products.
Imported merchandise
Mining products --- -
Clothing, personal adornments, furniture, etc

Gold and silver coin and bullion .
Real property and improvements, taxed .

Real property and improvements, exempt .
Livestock -
Farm implements and machinery

Manufacturing machines, tools, and implements.

Railroads and their equipment

Street railways, shipping, waterworks, etc

Street railways
Telegraph systems
Telephone systems.
Pullman and other cars not owned by railroads
Pipelines----
Canals ---
Privately owned central electric light and power stations.

AU other:
Agricultural products.
Manufactures products

Imported merchandise
Mining products
Clothing, personal adornments, furniture, etc
Gold and silver coin and bullion .

Local taxing authorities and Census
Bureau investigation.

State reports (samples).
Census of Agriculture (1909) and

USDA.'
Censuses of Manufactures (1899, 1904,

1909).
Census of Manufactures (1909).
Interstate Commerce Commission.
Relevant censuses and Census Bureau

investigation.
Relevant censuses (1912).

Do.
Do.

Interstate Commerce Commission.
Census Bureau investigation.
Bureau of Labor and Census Bureau

investigation.
Relevant census (1912).

USDA.
Census of Manufactures (1909).
U.S. Treasury Department.
Geological Survey.
Census of Manufactures and U.S.

Treasury Department.
Director of Mint.
Local taxing authorities and Census

Bureau investigation.
Census Bureau investigation.
USDA.
Census of Agriculture (1920) and

USDA.
Censuses of Manufactures and Poor's

& Moody's Manuals.
Interstate Commerce Commission,

State Tax Commission, Moody's
Manual.

Department of Commerce and Navy
Department.

Relevant censuses (1922).
Do.
Do.

Interstate Commerce Commission.
Bureau of Mines.
Relevant census (1916).
Internal Revenue Service, Census of

Gas Works (1919).

USDA.
Census of Manufactures (1919) and

Commerce Department.
U.S. Treasury Department.
Census Bureau and Geological Survey.
Census Bureau investigation.
Treasury Department.

II. CRITIQUE OF THE CENSUSES OF WEALTH

The potential usefulness of the wealth censuses lies in the analysis
fof physical wealth through use of valuations of tangible assets.
Vagueness of coverage and inaccuracies of the valuations will be dis-
cussed. Then the previous findings concerning the combinations of
valuation types and inadequacies of categorization will be recalled.
.On a positive note, possible alterations of the estimates will be indi-
cated. The summary will give an explanation for the inadequacies
of the censuses of wealth and make a few suggestions for future
wealth measurement by the Government. [Aggregate data from the
nine censuses are presented in table 6.]
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1922



HISTORICAL CENSUSES AND ESTIMATES OF WEALTH 197

TABLE 6.-Censu Bureau estimated tangible national wealth of the United States,
by classes of property

[In millions of dollars]

Census classifications 1922 1912 1904 1900 1890 1880 1870 1 1860 1 18501
I I I I I- -

Total national tangible
wealth

Real property and improve-
ments, taxed

Farms
Residential and busi-

ness real estate -

Real property and improve-
ments, exempt

Livestock and farm imple-
ments and machinery 5 --

Livestock
Farm implements and

machinery

Manufacturing machinery,
tools and implements--

Railroads and their equip-
ment

Motor vehicles -

Street railways, shipping,
waterworks, etc

Street railways
Telegraph systems
Telephone systems
Shipping and canals ---
Pullman and other cars

not owned by rail-
roads -------------

Pipelines --------
Irrigation enterprises.--
Privately owned water-

works
Privately owned cen-

tral electric stations..

All other

Agricultural products --
Masufacturcd products

Imported merchendise.
Mining products
Clothing, personal

adornments, furni-
ture, horsedrawn ve-
hicles, and kindred
property .

Gold and silver coin ---
Machinery of mills and

product on hand 15----
Mines and quarries

with product on hand.
All other products in

hands of producers
and dealers

Miscellaneous -- -

$320, 8041$186, 3001$107, 1041 $88, 5171 $65, 0371 $43, 642 2830,069 1$16, 160 ' $7, 136

155,909 96, 923 55,510 46,325 35,711 20,078 ,

- 10,197 _

- 9,881

20,506 12,314 6,831 6,313 4 3,833 2,000

8,412 7,606 4,919 4,0516 2,703 &2,406

5,807 6,238 4,074 3,306

2,605 1,368 245 750 -------- -------- -------- --------

15,783 6,001 3,297 2,541

19, 951 16,149 11,245 9,036 8,295 5,536 -------- -------- --------
4,567 -------- -------- -------- -------- -------- -- -- -- -- -- -- -- -- -

15,414 10,2651 4,841 3,495 1,091 419 - -------- --------

4,878 4,597 2,220 1,876 389204 223 227 212 -- - - - - - - - -- - - - - - - - - - ---
1,746 1,081 586 400 ' 702 ' 419 ---- --------

'2,951 01,491 846 538

545 123 123 99
500 ------- ----- -------- -------- -------- -------- -------- -------- ~~~~
361 290 275 268

4,229 2,0991 563 403

80,262 36,951 20,461 16,851 13,403 13,203

5,466
28, 423

1,594
730

39,816
4,278

.,,--

5,240
14,694

827
816

12, 752
2, 617

1,891
7,40i

49(
401

8,251
1, 998

1,45
6,087

425
327

6,880 1 I i I
1,6771 --- 1191~ 6---- IJ-:---

3.0591 -I-I-I-

1,291 781

I Taxable wealth only.
Currency basis.3
Includes the value of slaves in Southern States.

4 Including water power.
* Including livestock not on farms.
'Includes telegraphs, telephones, shipping, and canals and equipment.
7 Includes telegraphs, telephones, shipping, and canals.
8 Includes $t,446,000,000 value of ships belonging to U.S. Navy.
' Includes $402,000,000 in ships of the U.S. Navy.
"0 Including raw and manufactured products.
'I Including clothing, personal articles, furniture, etc.
is Includes tools of mechanics, supplies of food, fuel, etc.
Source of table: Robert R. Doane, "The Anatomy of American Wealth," pp. 260-261.

_ .

6, 160
Y1_i 7,9425 650
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QUALITY OF THE VALUATIONS

All valuations used in the censuses of wealth were obtained through
the use of assessments and estimates of the percentages of true value
that they represent, information obtained directly from owners by
enumerators, estimates making use of values so obtained by enumera-
tors, or the independent estimates by the Census Bureau or outside
agencies. Each of these methods will be discussed in relation to clarity
of coverage and accuracy of the estimates. "Accuracy" of an asset's
valuation means its current sales value or the current cost of reproduc-
ing an asset performing the same function and having equal market
value, based on the individual quantities owned by the relevant eco-
nomic units,' under existing conditions of market structure.

It was found in chapter I that there is very inadequate knowledge
of the coverage of the aggregate valuations for 1850, 1860, and 1870,
which were derived by the U.S. marshals through combining assess-
ments for real and personal property and adding to those totals an
estimate of the proportion of market value that they represented. The
tax laws varied, and the extent to which they were enforced or enforce-
ments varied is unknown. Although there is reason to believe that the
assessments for real property were more uniform in coverage than
those for personal property from locality to locality, this factor is not
helpful since the corresponding market values were not given sep-
arately and could not be separated unless the assumption was made
that each represented the same percentage of true value or some other
arbitrary proportion of total true values.

As for the accuracy of the estimates, there is no knowledge of the
quality or the degree of uniformity of methods used in making them.
Because there is no assurance either of what is included in the esti-
mates or their degree of accuracy, and because the especially dubious
personal property valuations were inextricably lumped with those
for real property, the 1850, 1860, and 1870 Censuses of Wealth should
be treated most circumspectly.

It was also found that there is better clarity and uniformity of the
coverage of the real property valuations for 1880 and after because
real property assessments tended to be more uniform than personal
property assessments and because the Census Bureau was in a better
position to even up coverage through its activity of estimating the
percentages itself. The methods of the Census Bureau were probably
considerably more accurate than those of the individual marshals.

The only probably gross inaccuracy associated with use of assess-
ments for taxation and estimated percentages of the proportion of
market value that they represented after 1880 involved first, property
with which the assessors were unfamiliar (usually property not ordi-
narily found in their areas), and second, unusually large swings in the
price levels of real property such as those during the late teens and
early twenties when it was difficult to obtain enough of an idea of
current price levels to ascertain whether or not assessed values kept
up. Probably these difficulties along with those associated with using
assessments in connection with categorization could have been over-

H Reproduction costs of an asset can vary depending on the amounts of it reproduced,
Hence the consideration of a quantity on which reproduction costs are based.
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come through uniform procedures in assessing. This possibility will
be discussed briefly in the summary.

Relative to values obtained from assessments, the coverage of enu-
merated values is reasonably clear and uniform. However, the
enumerated values are subject to possibly enormous inaccuracies.

NWhenever it -was possible, values obtained directly from owners by
census enumerators were used by the Census Bureau for the valua-
tion of personal property. Where enumerated values were available
but not directly applicable, they were, where possible, used indirectly
as bases for estimates. These indirectly used enumerated values in-
cluded valuations for other dates which were updated, production
figures which were used for the updating and also for estimates of
stocks on hand, and earnings figures which were used for capitaliza-
1lion.

The values of the machinery and equipment of manufacturing es-
tablishments and the land, buildings, and equipment of large public
utility type businesses were obtained directly by census enumerators.
In regard to the values given for manufacturing establishments, it has
been observed that prior to 1916 when the corporate income tax was
introduced and especially prior to 1918 when wartime excess profits
taxes were substantial, there was little incentive for companies to keep
up an accurate accounting system giving full coverage of their invest-
ments and the depreciation charges on them.2 The result is that the
values of manufacturing capital were grossly understated, perhaps so
much that the values given in the censuses of wealth are only a small
percentage of the actual values. This is also undoubtedly true of the
values of farm capital; however, the understatement here is probably
not so great because a larger proportion of farm capital was owned by
small establishments which tended to have better offhand knowledge
of the costs of capital invested. Because of their size the public utili-
ties would probably have had the least accurate knowledge of the costs
of their capital invested if most of them were not required to report
these costs to the regulatory bodies or to the States in which they were
located, for purposes of taxation. However, it has been contended that
before regulation became sufficiently strict, public utilities often sub-
stantially exaggerated values of their assets.3

A further problem, complicating any attempt to express the cost of
assets of manufacturing, farming, and large public utility establish-
ments in the relative prices of any one year, is the fact that these values
are all book cost; there is no accompanying information concerning the
dates of purchase of the equipment.

All indirect uses of enumerated values were especially crude and
as a result probably inaccurate. The capitalization of earnings of
companies as valuations of them, in using only the earnings of 1 year
and a single interest rate, failed to make use of the weighted average
of the expected future streams of earnings by the owners and expected
future rates of discount corresponding to the market value of com-
pany securities. Production figures were used as the basis of an esti-

2 Paul S. Anderson, "The Apparent Decline In Capltal-Output Ratios," Quarterly Journal
of Economics, vol. 75, No. 4, especially pp. 618-634.

a Daniel Creamer, "An Appraisal of tng-Term Capital Estimates, Some Reference Notes,"
"Output, Input, and Productivity Measurement," "Studies In Income and Wealth," vol. 25,
National Bureau of Economic Research, 1961, p. 433.
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mate of stocks on hand for broad heterogenous aggregates of goods;
as a result, they provided only the roughest estimates. The error
resulting from using values for dates other than those of the censuses
of wealth, provided that the values were accurate and the dates reason-
ably close, is not too great because any changes in value are small rela-
tive to the used value. Values for dates between the dates of two
enumerations were obtained by taking linear proportions of changes.
Sometimes, available information indicated that curvilinear growth
had taken place between the figures used, and such information was
noted in the text, but not used.

Generally, when related enumerated values were unavailable, the
censuses of wealth employed independent estimates made by other
agencies or by itself. This form of estimation was seldom used (see
table 4). It is difficult to generalize about the estimates made by other
agencies; those made by the Bureau of the Mint and by the Depart-
ment of Agriculture are probably highly accurate; most of the others
are probably not.

The estimates made by the Bureau of the Census were often clever
and made good use of existing information. However, this informa-
tion was usually so inadequate as to cast doubt on the accuracy of the
estimates. For example, one important category estimated independ-
ently by the Census Bureau was real property exempt from taxation.
For most States there was scarcely any information at all relating to
this category. Consequently the estimates are extremely rough and
probably highly inaccurate.

In sum it is believed that on the whole the censuses of wealth rate
reasonably well after 1880 on clarity of coverage but rather poorly on
accuracy. The estimates of real and personal property before 1880
are probably enormously inaccurate. Thereafter taxed real property
estimates are probably much more accurate; it is difficult to determine
how much so. The exempt real property estimates are all among the
roughest of their respective censuses of wealth. The values for per-
sonal property after 1880 have to be treated by categories: those for
which enumerated values were used are inaccurate to the extent that
owners did not keep accurate records of purchase and depreciation cost
and that prices changed in the interval between purchase date and
census date. These categories for which enumerated values were used
in an indirect way were further inaccurate to the extent the techniques
used were inadequate. Some of the independent estimates were prob-
ably f airly accurate; most were not.

COMBINATIONS OF VALUATION TYPES

It was found in chapter I that the valuations of most of the asset
categories of the censuses of wealth fall short of current market values,
or for reproducible assets, current reproduction costs, because of com-
binations of valuation types, and because valuation types were used
which were only vague approximations to current reproduction cost
or current sales value. The result is that many of the vaulations of
the censuses of wealth lack clear meaning as they stand.

Some of the combinations consist of values primarily of one type,
only partly of another. The values of taxed real property are com-
posed primarily of sales value, cost value contributing relatively a
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small amount. The values for manufacturing equipment, farming
equipment, shipping, and others are primarily cost, sales values enter-
ing only where used equipment purchases were reported by owners
(these sales values were roughly comparable to depreciated cost).

Others of the combinations were more complex. The values for
public utility type businesses include their lands, buildings, and ma-
chinery, the latter two generally at book cost, and the land at market
value at some indeterminate time in the past. The values for exempt
real property were similarly of mixed type. These more substantial
combinations are relatively difficult to characterize as one type. The
degree of mixture will be important for determination of the usefulness
of the valuation.

INADEQUACIES OP CATEGORIZATION

The inadequacies of categorization are similarly variable. Prob-
ably the most unfortunate aspect of the continued use of assessments
for the valuation of real property in 1880 and after was that the
Census Bureau was dependent on the assessing counties for breakdown
of the valuations. Examples of desirable breakdowns are separate
coverages of: real property and improvements, city and acreage prop-
erty, residential and business property, the various types of business
property, and classes of residential property. All counties in several
of the States gave some of the breakdowns, and in those cases and only
for those cases are the values so classed. For national figures, how-
ever, it would have been necessary for all States to make the desired
separations in their reports.

There is no breakdown by types of exempt real property because all
estimates of its components were so crude that in each census the
Bureau officials felt it was advisable to include them together. As for
personal property, the values of equipment of all manufacturing estab-
lishments were lumped in the reports, but they could be categorized
through reference to the reports of the census of manufactures for
years when values of manufacturing equipment were enumerated
separately from those for manufacturing buildings and land. For all
census years, total value of manufacturing capital including equip-
ment, buildings, and land can be broken down by type of manufactur-
ing establishment. There is a disproportionate categorization of types
of public utilities. However, the values for each public utility are not
categorized by type of asset with the result that their lands, buildings,
and machinery could not be added to those categories for manufactur-
ing, where they are obtainable.

ALTERATIONS OF VALUATIONS

An important potential use of the censuses of wealth is based on the
comparisons of relative sizes of categories of wealth. This includes
comparisons of categories relative to each other at individual censuses
with similar proportions for other censuses as well as intertemporal
comparisons of sizes of categories of wealth. However, meaningful
comparison of categories at individual censuses is limited significantly
by the inaccuracies, valuation type confusion, and inadequate cate-
gorization. Intertemporal comparisons are further limited through
the lack of accompanying data concerning price and quality changes.
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Comparisons of valuations which lack clear meaning, because of in-
accuracies concerning dates of sale or purchase and mixtures of valu-
ation types, with valuations not lacking clear meaning require an
estimate of the extent to which the former valuation deviates from the
meaning it most nearly has. However, comparison of valuations, both
lacking clear meaning, requires estimates for both; in some cases it may
happen that the deviations of both are in the same proportion, perhaps
for several censuses. In any case, considerable analysis leading to
these estimates would be required before the individual censuses of
wealth could permit meaningful comparative analysis of the asset
structure of the country.

These remarks apply to the comparison of individual categories of
wealth with each other at different censuses. However, the usual prob-
lems of price and quality differences must also be attended to for these
comparisons to be realized.

As for the inadequate categorization of the censuses of wealth, some
additional breakdowns are available in the supporting sources. Those
to be found in the censuses of manufactures have already been men-
tioned. Similar breakdowns are available in the censuses of agricul-
ture. Census data on the public utilities can provide some breakdowns
or provide information leading to them. Other desired breakdowns
must be estimated. Estimated breakdowns for taxed real property
could be facilitated by assessments given by the few States making
desired breakdowns. As for exempt property, some States compiled
information on values of exempt property by type, which could be used
for other States. Several categories of personal property can be fur-
ther broken down through reference to the sources. One important
breakdown which is available in the sources is of the category for
manufacturing equipment by types of manufacturing establishment in
years when manufacturing equipment was presented separately from
total manufacturing capital in the censuses of manufactures (for other
years, the estimates could be obtained through taking average propor-
tions of total capital in other years). Breakdown of types of property
of the public utility type businesses could be obtained through reports
by the companies, State assessments, and available information on
specific companies used as samples. Breakdown of categories for
household equipment would be too rough. However, breakdowns (and
also alterations) of values for gold and silver coin and bullion are
readily available from reports of the Director of the Mint for appro-
priate years.

In general, it is believed that with sufficient adjustment of the values
significant use can be made of the relative sizes of asset categories given
in the censuses of wealth for the structure of assets of the country at
points of time. However, the work outlined would have to be pursued
to determine just how true this is.

In order for the aggregate totals of the censuses of wealth to be
meaningful, they must be purged of their mixtures of valuation types
and aggregations of errors. Furthermore, they must be presented
in context with more estimates which can be viewed as meaningful
alternatives to the aggregate totals that are currently available. These
might include income accounts and sufficient information on price and
quality changes to permit comparisons of the totals over time. Cur-
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rently the geographical breakdown of totals by States and wealth
measurements for other countries 4 serve this purpose.

SUM3MARY

The potential usefulness of the censuses of wealth for analysis has
been shown to be limited because of the inaccuracies and unclear mean-
ings of the estimates and the lack of an adequate categorization for
meaningful comparisons of the components of wealth.

It is believed that a large proportion of the individual estimates
could be studied, and on the basis of available information estimates
could be made of their deviations from meanings desired for them.
Furthermore, there is considerable information available which would
make possible desirable breakdowns of the census valuations. if
these estimates and breakdowns were made on the basis of a care-
fully thought-out concept of wealth, the censuses of wealth could be
used to assist in the analysis of the asset structure of the country in
1880 and subsequent years.

This work could be applied to comparisons of valuations for cate-
gories over time. However, the necessary additional analysis of price
and quality changes of measured assets would probably be much mon
difficult to carry out. Because of this it is felt that where it is desirable
to use the censuses of wealth for analysis of the growth of and changes
in the composition of wealth, attention should be focused on relative
sizes of components of wealth at single points of time rather than
at different points of time.

The censuses of wealth were not made on the basis of a clearly
thought-out concept of wealth based on a consistent objective of what
would be measured and for what purpose. This lack is a fundamental
fault, and it should provide a lesson for future wealth estimations.
It accounts for most of the inaccuracies found in the valuations and for
the lack of meaning and suitable classifications.

It will be noted in chapter III that after 1922 most of the data on
which the censuses of wealth were based continued to be collected, and
new data sources have been opened. Since that time social accounting
concepts have developed considerably. The result is that it is cur-
rently possible for all enumerated values to be obtained with social
accounting objectives in mind. Enumerators can be instructed to ask
specified questions concerning desired meanings of valuations and
their breakdowns. This is not so easily done with assessments (if they
are desired as bases for valuation rather than enumerations). How-.
ever, legislation, encouragement, and help by the Census Bureau could
probably provide uniformity of assessing techniques by localities giv.-
ing desired breakdowns of values for real property, consistency of their
coverage, and clarity of meaning, if this approach were to be used.

In any event, where available data concerning values of assets do not
fit into a clearly thought out and uniform concept of wealth, it is felt
that they should either be modified on the basis of independent research
to conform with the concept, or not be used. No estimate lacking clear
meaning in a social accounting sense belongs in a wealth study.

4 An example of such wealth measurement Is cited In the "Report for the 1900 and 1904Censuses of Wealth." In a work called "Industries and Wealth of Nations," Michael G.Mulhall, fellow of the Royal Statistical Society, and publisher of Mulhall's Dictionary ofStatistics, estimated the wealth of Great Britain and all of the Commonwealth nations,
and other countries, presumably for the year 1900.
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III. NOTES ON WEALTH ESTIMATES AFTER 1922

The general characteristics and methods of several important post-
1822 wealth studies will be briefly outlined in this chapter. The order
in which they are treated will indicate the extent to which they differ
from the censuses of wealth in approach; this difference is not neces-
sarily related to the date of the study.

Although the Census Bureau did not publish an integrated measure-
ment of the wealth of the United States after 1922, it and other Fed-
eral agencies have continued their collections of relevant data which
have improved in scope and method.

The wealth studies discussed here have drawn heavily on these data
and to a significant extent their quality depends on them. The Fed-
eral Trade Commission (hereafter FTC) and Doane measurements
used much the same data as the 1922 Census of Wealth although
differences arose where it was possible to correct inconsistencies of
the framework of the 1922 Census of Wealth. The National Bureau
of Economic Research (hereafter NBER) wealth studies used pri-
marily data collected by the Federal Government although for some
of the categories the types of data used differed substantially from
those of the censuses of wealth. This is true of all of the work done
by Raymond W. Goldsmith, and recently by the Office of Business
Economics of the U.S. Department of Commerce.

The treatment of wealth measurements since 1922 given here is very
brief, and generally it is only for the purpose of indicating what work
has been done and one of the chief sources of its limitations: the lack
of consideration given to social accounting objectives in the collection
of data.

FEDERAL TRADE COMMISSION

Immediate source
FTC, "National Wealth and Income" (see bibliography for date and

ublisher of sources cited in this chapter without them). Also, in-
formation on the FTC wealth study is available in Doane, "The Anat-
omy of American Wealth."
Years covered

Only 1922.1 The intent of the FTC work was to improve the frame-
work and consistency of valuation types of the censuses of wealth as
far as existing data permitted.
Categories given

The principal differences from the categorization of the 1922 Census
of Wealth is the addition of a category for public roads, streets, sew-
ers, etc. (excluded by the Census Bureau), and separate categorization
of land and improvements for farm real property, industrial, commer-
cial, and residential real property, tax exempt real property, the real
property of railroads, and the real property of other public utilities.
None of the valuations were distributed by States.

l The National Industrial Conference Board made annual estimates of national wealth
for the period 1922-37 using the same categorization as the 1922 Census of Wealth. The
estimates were presented in National Industrial Conference Board, "Studies In Enterprise
and Social Progress." Explanation of methods and sources was given In "The Conference
Board Economic Record," Oct. 5, 1939, vol. I, No. 11, pp. 117-131.
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Valuation types
The FTC desired to convert all book costs of the 1922 Census of

Wealth to current reproduction cost or market values. However,
because of problems of data availability, only the valuations for the
categories of railroads and their equipment, street railways, telegraphsystems, telephone systems, pullman and other cars not owned by rail-
roads, and privately owned central electric light and power stations
were altered in this regard.
Methods and sources

The separation of values for real property into categories for land
and improvements was done through data from the nearly half of all
State commissions which assessed them separately; the breakdowns
for other States were determined through analogy of conditions in
separately assessing States.

An Interstate Commerce Commission (hereafter ICC) study of the
reproduction cost of railroads less depreciation was used as a basis for
the modification of values of railroads and their equipment and pull-
man and other cars not owned by railroads. The similar modification
of the values for street railroads, telegraph systems, and telephone
systems was done primarily on the basis of decisions by State public
utility commissions in valuation cases, giving relationships between
original costs and current costs.

DOANE
Immediate source 2

Robert R. Doane, "The Anatomy of American Wealth."
Years covered

1922, 1930, and 1938.
Categories given

The categorizations are essentially the same as that of the FTC esti-
mates. However, residential, commercial, and industrial real property
are treated as separate categories. Also, stocks are treated separately
as goods for comfort and goods for further production. There are
other small differences which vary among the 3 years.
Valuation types

The valuations for 1922 were those of the FTC with minor excep-
tions. The valuation types for 1930 and 1938 vary more than do those
of the FTC data especially by the inclusion of more book cost data in
the valuations for public utilities.
Methods and sources

The 1922 and 1930 estimates were distributed by States; the 1938
values were derived only nationally. The methods of deriving the
1930 and 1938 estimates will first be briefly outlined and then the
methods of distribution of the 1922 and 1930 values will be indicated,

I Aside from his later work In "Anatomy of American Wealth," Doane developed wealthestimates for census of wealth years through 1904 and for 1909-32 annually In "TheMeasurement of National Wealth." These were not broken down by States and theircategorization and valuation types were much like those of the 1922 Census of Wealth.Their primary interest lies In the data lying behind some of the annual valuations. TheseInclude the U.S. Department of Agriculture annual estimates of agricultural wealth from1909 on, the use of Income statistics reported to the Bureau of Internal Revenue for annualestimates of manufacturing wealth, and the availability of ICC and trade association datagiving annual valuations of the public utilities.
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The sources and methods lying behind Doane's estimates for 1930
wvere nearly the same as those of the 1922 Census of Wealth. Spe-
cifically, Doane made no separate estimates of the values of the public
utilities in 1930 as did the FTC in 1922 but used 1932 census data.
However, relationships ascertained from the 1922 FTC report were
used for the separation of real property valuations into categories
for land and improvements on it, and also for the categorization of
manufacturing assets.

Different sources and methods were required for Doane's 1938
Wealth Study because of large changes in relative prices over the
8-year period and the lack of census information for the valuation
of public utilities and the assets of farms and manufacturing estab-
lishments. Assessment ratios had changed rather considerably from
1930 and use was made of studies by the New York Tax Commission,
the Brookings Institution, and the University of Iowa for the determi-
nation of 1938 ratios. Studies by the NBER and F. W. Dodge Corp.
information was used concerning the valuation of tax exempt real
property. For the valuation of public utilities, information of the
Bureau of Railway Economics, the Bureau of Internal Revenue
("Statistics of Income"), and relationships existing in the previous
wealth estimates were used. Manufacturing assets with breakdowns
were valued through use of information in "Statistics of Income"
and relationships among categories existing in previous wealth esti-
mates. U.S. Department of Agriculture information was used for
agricultural estimates. All of the valuations for the assets of public
utilities, manufacturing, and agricultural establishments were very
rough.

The methods of distributing the values for 1922 and 1930 to the
States were generally the same as those of the 1922 Census of Wealth,
except where Doane's estimates gave finer breakdowns. These finer
breakdowns occurred primarily with the real property valuations and
for their distribution "Statistics of Income" and Census Bureau in-
formation was used.

NATIONAL BUREAU OF ECONNOMIC RESEARCH

WVealth estimates sponsored by the NBER discussed here consist
in the following studies: Alvin S. Tostlebe, "Capital in Agriculture:
Its Formation and Financing since 1870" (1957) ; Leo Grebler, David
Al'. Blank, and Louis Winnick, "Capital Formation in Residential Real
Estate: Trends and Prospects" (1956) ; Melville J. Ulmer, "Capital in
Transportation, Communications, and Public Utilities: Its Formation
awid Financing" (1960); Daniel Creamer, Sergei Dobrovolsky, and
Israel Borenstein, "Capital in Manufacturing and Mining: Its Forma-
tion and Financing" (1960); and Simon Kuznets, "Capital in the
American Economy: Its Formation and Financing" (1961). Except
for Kuznets' work the notes given here have been taken from the fol-
Il owing source: Daniel Creamer, "An Appraisal of Long-Term Capital
Estimates: Some Reference Notes," in "Output, Input, and Produc-
tivity Measurement," vol. 25, "Studies in Income and Wealth." No
m tention will be made of values for financial assets given in the studies
:atd mentioned in Creamer's notes, except where unavoidable. In gen-
cral Creamer's notes give much important detail which is glossed over
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here; the reader is referred to his notes where such detail is desired.
There will be brief mention of the summary work done by Simon
Kuznets on the basis of the other NBER capital estimates in "Capital
in the American Economy: Its Formation and Financing."

AGRICULTURAL CAPITAL
Years covered

The year 1870 and decennially until 1920 and then quinquennially
to 1950.

Categories given
Separate categories were given for land, buildings, implements,

machinery, and livestock with a separate category for horses and
mules.

The estimates for the categories were distributed to 10 regions of
agricultural significance.

Valuation types
Separate valuations were given representing current prices and

constant (1910-14) prices (also 1929 prices for national totals).
Methods and sources

All of the current price values except those for agricultural stocks
and livestock were census of agriculture enumerated values. U.S.
Department of Agriculture estimates were used for livestock. The
valuations for stocks on hand were made by Tostlebe on the basis of
census of agriculture production figures.

With the exception of those for implements and machinery, the
values in constant prices were obtained chiefly through use of enu-
merated physical unit data, and values existent in base years. The
current values reported for implements and machinery were deflated
through use of an index of prices paid by farmers going back to 1910,
extended backward by linking with an index measuring wholesale
prices of goods entering into capital equipment.

NONFARM RESIDENTIAL REAL ESTATE
Years covered

The annual estimates 1889-1953 (figures for 1921-53 are those of
BLS-Commerce to be found in Department of Commerce, "Construc-
tion and Construction Materials," statistical supplement, May 1950).

Categories given
Separate estimates are given for structures net of depreciation, in-

cluding demolished structures, and for land.
Valuation types

Structures. Reproduction cost in current and in constant (1929)
prices, less depreciation.

Land. Current prices. (See below.)

Methods and sources
The general method of estimation consisted in cumulating expendi-

tures for new private nonfarm housekeeping and nonhousekeeping
dwelling units and for additions and alterations to housekeeping
dwelling units from which deductions were made for capital consump-
tion.
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The values for expenditures for the construction of nonfarm dwell-
ing units were derived primarily from building permit data developed
from work done by the BLS, NBER, and David L. Wickens. Rural
values were obtained through Census Bureau population data and the
urban values. The Commerce estimates for expenditures on additions
and alterations 1889-1920 were extrapolated backward on the basis of
relationships with expenditures on construction. Depreciation and
demolition rates were derived by the authors of the study. Land
values were obtained as proportions of total values of residential real
estate through use of FHA appraisal data and tax assessment data
from a number of cities which assessed residential real property
separately from other real estate.

The cumulated values were added to an estimate of the value of
stock existing in 1889. This estimate was based on the Mortgage
Census of 1890 and an assumed percentage that mortgages repre-
sented of true value.

Price adjustments for 1915-50 were achieved through use of the
Boeckh residential construction cost index given in Department of
Commerce, "Construction and Building Materials," statistical sup-
plement, May 1951. For prior years this index was extrapolated
backward through use of indexes of wage rates in building trades and
of building materials prices.

REGULATED INDUSTRIES

STEAM RAILROADS

Years covered
Annually 1870-1951.

Categories given
Road and equipment (sufficient data were presented for derivation

of a separate category for land).
Valuation types

Reproduction cost in current and constant dollars.
Sources and methods

The method of estimation, as for all regulated industries, consisted
in cumulating capital expenditures from which deductions were made
for depreciation. The expenditures for 1912-51 were obtained from
the ICC expenditure data for class 1 and 2 railroads, raised to the
level of all roads through use of book value data. The expenditures
for prior years were obtained through sampling of reports of State
railroad commissioners, raised to all railroads on the basis of book
values. Depreciation rates were obtained through use of ICC data.

The cumulated values were added to an ICC 1937 reproduction cost
value for class 1 railroads expressed in 1999 prices. The price adjust-
ments of the depreciation expenditures were achieved through use of
an ICC railroad construction cost index 1915-51 extrapolated back-
ward through use of a composite of W. H. Shaw's cost indexes.
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ELECTRIC LIGHT AND POWER UTILITIES

Years covered
Annually 1881-1951.

Categories given
Plant and equipment, excluding land.

VaZuation types
Reproduction cost in current and constant (1929) prices.

Methods and sources
Capital expenditures minus expenditures on land, 1937-51, were

obtained from unpublished data of the Federal Power Commission.
The 1921-37 similar capital expenditures were obtained from the
statistical bulletins of the Edison Electrical Institute. The values
for prior capital expenditures minus depreciation were derived from
benchmark values provided by the censuses of electrical industries.
No sources were given by the estimators for the assumptions under-
lying the estimated lengths of life implicit in the capital consumption
data.

Price adjustments giving values in 1929 prices for 1911-51 were
achieved through use of the Handy Index of Public Utility Con-
struction Costs of Whitman, Requart and Associates, Baltimore, Mid.
Price adjustments for prior years made use of a composite of several
indexes covering electrical equipment, construction materials, and
wages in building trades.

TELEPHONE INDUSTRY

Years covered
Annually 1880-1951.

Categories given
Plant and equipment, excluding land.

Valuation types
Reproduction cost in current and constant dollars.

Methods and sources
Gross capital expenditures 1913-51 -were obtained from the Ameri-

can Telephone & Telegraph Co., covering all telephone companies.
For prior years use was made of changes in annual book values pro-
vided by the FCC for the Bell System and of relationships among
book values and retirements existing in the A.T. & T. information.
The 1880 value to -which the cumulated capital expenditures were
added was derived from asset figures reported in the 1880 census,
adjusted on the basis of FCC data.

Adjustments for expression of the values in 1929 prices were made
on the basis of a composite weighted construction cost index, derived
from several sources for 1915-51 and extrapolated backwards on the
basis of a composite deflator for capital expenditures in the electric
light and power industry for those years.

38-135-64-16
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STREET AND ELECTRIC RAILWAYS AND LOCAL BUS LINES

Creamer did not discuss the estimates for these industries; he felt
that they were of especially poor quality because of the paucity of
available data on which to base them.

ALL OTHER REGULATED INDUSTRIES

Years covered
Annually 1912-48.

Categories given
Separate categories were given for gas, pipelines, and telegraph;

motor transportation other than local bus systems; and pullman and
express, water transportation, air transportation, water supply com-
panies, irrigation, and radio broadcasting.
Valuation types

Reproduction cost in current and constant (1929) dollars.
Methods and sources

The capital expenditures 1919 on were obtained from George Ter-
borgh, "Estimated Expenditures for New Durable Goods, 1919-38";
Federal Reserve Bulletin, September 1939, February 1949, and Feb-
ruary 1942; Kuznets, "Commodity Flow and Capital Formation,"
NBER, 1938, and official Commerce-SEC series on capital expendi-
tures. For years before 1919 values of capital expenditures were
obtained through interpolation of available benchmarks of industries
studied in detail. The capital consumption rates and the deflators
for 1929 prices were also derived through detailed study of selected
individual industries.

MINING

Years covered
In 1870, 1880, 1890, 1909, 1919, 1929, 1940, 1948, and 1953.

Categories given
Total capital (capital and land), capital (plant and working capi-

tal), plant (depreciated net value of structures and equipment), and
working capital (inventories, cash, and receivables) for all mining
and individually for metals, anthracite coal, bituminous coal, petro-
leum and natural gas, and other nonmetals.
Valuation types

Either undepreciated value in current prices as in earlier census
reports or book cost net of depreciation.
Methods and sources

Values for the period 1870-1919 were obtained from census reports
with adjustments where necessary to exclude land values. For the
other years the valuations were obtained through use of "Statistics
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of Income" and relationships between income and asset valuations
existing in earlier census reports. Adjustments for expression of
the values in 1929 prices were made separately for equipment, im-
provements, and working capital. The adjustments for equipment
and improvements were derived from Goldsmith and Kuznets data.
For working capital, the BLS wholesale price index was used.

MANUFACTURES
Years covered

In 1880, 1890, 1900, 1904, 1909, 1914, 1919, 1927, 1937, 1948, and
1953.
Categories given

Total capital (land, buildings, machinery and equipment, and work-
ing capital (cash, inventories, and accounts receivable)) for all years
and fixed capital (total capital minus working capital) for 1890, 1904,
1929, 1937, 1948, and 1953. "These estimates are available for all
manufactures, 41 subbranches for the period 1880-1948, and for 18
major groupings for 1948-53."
Valuation types

Book values, net of depreciation.
Methods and sources

For the period 1880-1919 the values were taken from the "Census
of Manufactures." Thereafter values were derived from the "Source
Book" of "Statistics of Income" of the Internal Revenue Service.
The balance sheet data from the "Source Book" were adjusted for
deconsolidation, unincorporated firms (the IRS data were only for
reporting corporations), accelerated depreciation during World War
II and the Korean war and the exclusion of intangibles.

All values were given in 1929 prices as well as current prices.
Composite indexes were developed for each of 15 major industry
groups for the price of machinery and equipment, building costs, and
wholesale prices for working capital (in the total capital values).
The weights of the three varied by the industry. For prices of
machinery and equipment Shaw's price index, Chawner's price index,
and Department of Commerce implicit price index for producer's
durable equipment were used. For structures, Kuznets and Gold-
smith data were used along with a construction cost index of the
Turner Construction Co. For wholesale prices, Shaw and BLS series
were used.

EIUZNETS

Professor Kuznets' work provides a set of continuous and com-
parable estimates of national product and national capital formation
over the period 1870-1955. For capital formation, the following
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categories are given: Nonfarm residential construction; Government
construction; and all other construction; producer's durable equip-
ment; net changes in inventories; and net changes in claims against
foreign countries. The national product figures distinguish between
capital formation and flows to consumers; the flows to consumers are
broken down for services and commodities of varying durability.

The capital formation estimates are presented on a net and a gross
basis, in current and in 1929 prices. The post-1919 estimates are on
the basis of expenditures given in the censuses of manufactures and
other censuses, given each 5 years or less frequently. The sources
of these expenditures will not be discussed; they are available readily
in the notes to tables R-(408) and (14-16). In general, the data
underlying pre-1919 figures are independent of the sectoral estimates;
they are considerably less independent for 1919 and subsequent years.

Kuznets' commodity flow estimates provide a broader coverage than
the NBER sectoral monographs (including one monograph not here
discussed covering public assets: Morris A. Copeland, "Trends in
Government Financing" (NBER, 1961)). The overlap consists in
nonhousekeeping residential construction, the construction and equip-
ment of trade, construction, finance and service industries, durable
capital accumulation of certain nonprofit institutions including trade
unions, and benevolent societies, and producer's durable equipment
flowing to governments. Kuznets used three flow figures from his
"National Product Since 1869" to approximate the overlap: Real estate
improvements, other industrial; equipment, other industrial; and
equipment, tax exempt.

Comparison of the magnitudes of the sectoral and the commodity
flow estimates indicates substantial agreement; however, relatively
large differences arise in the patterns of movements of the estimates
from period to period. Professor Kuznets prefers the patterns indi-
cated by his commodity flow data for two general reasons. First, like
relative errors of stock and flow figures are larger for stocks because
the stock figures themselves are larger. Second, stock figures are prob-
ably subject to larger relative errors. For example, price adjustments
of stocks are different for each of the several years' compounded flows.

GOLDSMrrH
Immnediate sources

Raymond W. Goldsmith, "A Perpetual Inventory of National
Wealth" in "Studies in Income and Wealth," volume 14; "A Study of
Saving in the United States," volume III; "The National Wealth of
the United States in the Postwar Period."
Years covered

Volume III of "A Study of Saving" gives annual wealth estimates
1896-1949. In "Postwar Wealth," annual estimates are presented for
1900-58 where the estimates for 1945-49 differ somewhat from those
in the previous source.
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Categories given
In "A Study of Saving," tables W-1, W4, and W-5, the following

categorization is given: :
Reproducible tangible assets:

Structures:
Residential nonfarm.
Nonresidential nonfarm.
Mining.
Farm.
Institutional.
Government.

Equipment:
Producer durables.
Consumer durables.

Inventories:
Private:

Livestock.
Crops.
Nonfarm.

Public.
Monetary gold and silver.
Land:

Private:
Residential nonfarm.
Nonresidential nonfarm.
Forests.
Agricultural.

Public.
Net foreign assets.

Tables A-5, A-6, and A-7 in "Postwar Wealth" do not give quite
as great a breakdown, but further breakdowns are obtainable from
appendix B.
Valuation types

For reproducible tangible assets except inventories, original pro-
duction cost, and reproduction cost in current and constant dollars
(1929 prices are used in vol. III of "A Study of Saving" and 1947-49
prices in "Postwar Wealth"). For inventories and land, market
values, current and constant dollars are used.
Methods and sources

For the valuation of reproducible assets, depreciated expenditures
on their construction expressed in current and constant prices were
cumulated. Resulting wealth so measured was termed "perpetual
inventory" by the author. For each category, expenditure, deprecia-

a Specifically excluded from wealth were consumers' holdings of semidurable and perish-
able commodities, works of art and other collectors' Items, military assets (not excluded in
"Postwar Wealth" estimates 1945-58); land improvements costs, soil depletion, and subsoil
assets.
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tion and length of service, and price data were needed. The sources
cited here are those given in Goldsmith's article "A Perpetual Inven-
tory of National Wealth," and they do not comprehend specifically
the valuations given for 1945-58 in "Postwar Wealth."
Capital expenditures

The source for capital expenditure data on structures before 1915
was Kuznets' "National Product Since 1869." After 1915, Depart-
ment of Commerce expenditure series were used. Additions were
made to the series from both sources for builders' profits and real
estate dealers' commissions. For expenditures on producer and con-
sumer durables before 1929, use was made of W. H. Shaw, "Value of
Commodity Output Since 1869," (NBER, 1947). After 1929, Depart-
ment of Commerce data were used. The Kuznets and Shaw estimates
were based primarily on the censuses of manufactures.

Capital expenditures on mining were separately obtained because
they were not included in the sources mentioned. Department of
Commerce expenditure series were used where available; where they
were not available, Commerce output data were used where relation-
ships between output and capital expenditures were assumed; some
of these relationships were obtained from the early censuses.
Length of life and depreciation rates

For goods used by businesses for which depreciation data were
available, business accounting methods were used. The length of life
data used for these goods were primarily those given by the Bureau
of Internal Revenue (Bulletin F, 1942). For one- to four-family
houses, consumer durables, public structures, and buildings of type
not owned by private business, rough estimates made by the author
or other investigators were used. The straight line method of deprecia-
tion was employed.
Price level adjustments

The alternative meanings imparted by price level adjustments are
replacement costs or market prices if the assumption holds that con-
struction costs equal market prices when assets are produced. Gen-
erally, deflators were used which correspond to the first alternative,
although actual construction cost series were used only for structures;
market prices were used for producer and consumer durables, semi-
durables and perishables but they were at the factory or wholesale
level, thus corresponding to costs where redistributive margins were
allowed for.
Valuation of inventories

For the valuation of inventories, book values were used which cor-
respond fairly well to current market price as long as first-in, first-out
methods of accounting were used. In later years last-in, first-out
methods were becoming important, giving rise to divergencies from
current market price; these were not adjusted for by Goldsmith. The
book values since 1929 were Commerce data. From 1918 to 1928, they
were from Kuznets"'National Income and Its Composition." Before
1918 they were estimated by Goldsmith on the basis of sample values
for a few large corporations with adjustments for differences for
small corporations and unincorporated businesses. The price level
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adjustments were from the same sources except before 1918 when the
BLS wholesale price index was used.

Valuation of land
Values for land were obtained through substracting accumulated

expenditures for structures on it from appraisals of real property by
lending institutions.

Urban vacant land was valued on the basis of build-upon land.
Farmland values were taken from the censuses of agriculture.

Valuation of net foreign assets
Cumulated expenditures were on the basis of transfer of ownership

of assets to U.S. nationals rather than on their production. Com-
merce data were used which were not depreciated but adjusted to
conform to available bendhrmarks. Price level adjustments included
the 1934 change in the value of dollars relative to gold.

KENDRICK
Immediate source

John W. Kendrick, "Productivity Trends in the United States."
Professor Kendrick's capital estimates provide a sectorization corre-
sponding to that used for his national product estimates with the
exception that there was no breakdown by industry segment within
the non-farm sector.

Years covered
Annual averages for decades, 1869-78 and 1879-88; and 1889-1953

annually for all categories; and 1889-1957 annually for aggregate.

Categories given
Table A-XV in appendix A gives categories for the national econ-

omy (total domestic capital plus net foreign assets) ; domestic economy
(total domestic capital; general government; total private domestic
economy; farm assets; private nonfarm residential; and private non-
farm nonresidential). Table A-XVI gives breakdowns for the domes-
tic economy and private domestic economy. For the domestic economy,
the following categories are given: farm, forest, and park land; struc-
tures (including site land); equipment; inventories; and monetary
gold and silver. For the private domestic economy: farm and forest
land; total structures; nonresidential structures; equipment; and in-
ventories.
Valuation types

Professor Kendrick's wealth estimates are based largely on pre-
viously discussed estimates; the valuation types (current and constant
prices) are unchanged.

Methods and sources
For the net foreign assets the Goldsmith estimates were used. For

the general government sector, the Goldsmith estimates were used but
were somewhat modified. Also for consistency with national product
sectoring, capital stocks held by Government enterprises were roughly
estimated for inclusion in the business sector.

(These estimates were subtracted from Goldsmith totals for public
capital held by civilian general government.) The Tostlebe capital
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stock estimates, supplemented by Goldsmith data were used for the
farm sector. The Grebler-Blank-Winnick estimates were used for
nonf arm residential property.

OFFICE OF BUSINESS ECONOMICS

The work presented in an article titled "Expansion of Fixed Busi-
ness Capital in the United States" of the November 1962 "Survey of
Current Business" will be discussed. This article highlights some of
the completed work on capital measurement undertaken by the Office
of Business Economics. It presents alternative perpetual inventory
estimates on the basis of several different assumptions of economic
service life of structures and equipment, depreciation formulas, and
bases of valuation for the followiing: gross stocks, average increases of
stocks, net stocks, ratios of net to gross stocks, age composition of gross
and net stocks, and service lives of assets. A future work will give
considerably more detail and wider choice of the alternative assump-
tions.

Years covered
Annual figures for the period 1928 or 1929 (depending on the cate-

gory) to 1961 were computed. Figures are presented in the article
for 1929, 1945,1949, 1953, 1957, and 1961.
Categories given

Separate categories are given for structures and for equipment of
the following sectors: farm, manufacturing, and other (nonfarm
nonmanufacturing). There are subtotals which are not published.
Valuation types

For each category there are values corresponding to: original cost
and current and constant (1954 dollars) reproduction cost. The cost
valuations are all depreciated and undepreciated according to varying
assumptions.
Methods and sources

Expenditures series.-The following OBE expenditure series were
used:

Residences, farm.
Residences, nonfarm.
Nonresidential structures, farm.
Nonresidential structures, manufacturing.
Nonresidential structures, all other private business.
Equipment, farm.
Equipment, manufacturing.
Equipment, all other private business.

Price adjustments.-Two variants were used: (1) the implicit price
deflators for producer's durable equipment and construction prepared
for the income and product accounts, and (2) the implicit price de-
flators for producer's durable equipment and the implicit deflator for
nonfarm business GNP in place of the construction deflator. This
substitution was used because it was felt that nonfarm business de-
flators would better represent the output prices of construction. Also
a 1-percent addition was made to the first variant for equipment and
to the second variant for structures, for quality improvement.
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Lifetime data.-Seven computations were made: for ages given in
Bulletin F (1942 edition) and U.S. Department of Agriculture data
for farm components, and 10, 20, and 40 percent longer and shorter.
The Bulletin F (and USDA) ages and the 20 percent shorter ages
were presented in the article.

Depreciation.-The net figures presented were depreciated by
straight-line and double declining balance methods. Calculations were
also done but not presented for one and one-half and triple declining
balance and the sum of the years-digit method.

SUMMrARY

The wealth estimates covered in these notes indicate that the various
agencies of the U.S. Government provide sufficient information for the
rough estimation of the value of most assets in the country. However,
data obtained by the Federal statistical agencies are not collected with
social accounting objectives in mind. The results are that not all forms
of wealth are covered, leaving gaps in the wealth estimates; produc-
tion dates are not given for costs of reproducible assets to provide the
basis for revaluation in current prices; and there is often a lack of
desirable sectorization and classification of the data.

The obtaining of data suited to national wealth measurement is not
so much a matter of expense as it is a matter of the interests and
objectives of the data colecting agencies. A Federal involvement in
wealth measurement in a well conceived social accounting framework,
combined with its already existing data gathering system, would
insure the provision of adequate and meaningful data and estimates.
Furthermore, wealth estimates in a social accounting framework would
be consistent, meaningful, and highly complementary with the national
income accounts as a means of deepening macroeconomic analysis.
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NATIONAL WEALTH MEASUREMENT IN CANADA

A program for which the ultimate goal is the development of aggre-
gate national and sectoral balance sheets which would be consistent
with the remainder of the social accounting framework is in its early
stages at the Dominion Bureau of Statistics. Many of the major cate-
gories for such balance sheets are becoming available through the de-
velopment of directly or closely related projects or have been available
for some time from work already well established within DBS. This
report will indicate the data which are in progress of development or
which are already available.

For purposes of outlining just what categories of national balance
sheets are being, or have been, measured, it is useful to set out the
standard framework for reference purposes. On a consolidated basis
at any one time, national net worth, after adjustment for valuation
differences on paper claims, equals the sum of-

(i) the net value of domestic stock of reproducible tangible
commodities;

(ii) the net value of the domestic stock of nonreproducible
tangible commodities in which individual or communal property
rights can be held; and

(iii) the value of net claims on nonnationals.
On a disaggregated or deconsolidated basis, for each sector and for
subsectors (e.g., industries within the enterprise sector), there will
also have to be recorded the value of paper assets and liabilities (i.e.,
the value of paper claims on sectors held by a sector and on a sector
held by other sectors) with well-known and difficult problems involved
in getting consistent valuations for these intra- or inter-sectoral paper
claims.

CONSOLIDATED NATIONAL WEALTH STATEMENTS

The DBS fixed capital stocks project is attempting to prepare esti-
mates of the domestic stock of fixed reproducible capital by industry,
following the initial lead of Profs. Wm. C. Hood and A. D. Scott," by
means of the familiar "perpetual inventory method."

The level of industrial detail at which estimates are being prepared
is illustrated in table 1.

I Wm. C. Hood and A. D. Scott, "Output, Labour and Capital In the Canadian Economy"
(Hull: Queen's Printer, 1957), especially ch. 6 and accompanying appendix.
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TABLE 1.-Preliminary estimates, fixed capital stocks project by DBS-1948
standard industrial classification-Industrial division and major groups

Net fixed Capital con.
Gross stock Net stock capital sumption

formation allowances

Current dollars - X - X - X X
Constant 1949 dollars - X- X X xx
Constant 1957 dollars - X - X - X _ X
Original dollars -X - X x - X

DBS 1948standard industrial classification industrial divisions Machinery
and major groups Construction and Total

equipment

I. Agriculture- - - X
IL Forestry -X -- X - X

III. Fishing and trapping--- X --- -
IV. Mining, quarrying, and oil wells--X -- 2X-- -
V. Manufacturing-- ---- X X

Foods and beverages--- X_ -- X
Tobacco and tobacco products -1-
Rubber products {----X -X
Leather products -
Textile products--- X - -X
Clothing-1---- X X
Wood products -- X -- X X
Paper products-- X -- X X
Printing, publishing, and allied industries X -- X X
Iron and steel products-- X -- X X
Transportation equipment---- X -- X
Nonferrous metal products-- X -- X X
Electrical apparatus and supplies -X-X-
Nonmetallic mineral products - X -- 21- 21
Products of petroleum and coal -
Chemical products ------ X X
Miscellaneous manufacturing industries- X-- X - X

VI. Construction ------------------------------------- -- X X
VII. Transportation, storage, and communication---- X X

Transportation--- X --- X
Air transport-- -- 2- X X
Motor transport -- X -- X X
Railway transport-- X -- X X
Urban and suburban transportation systems -X ---- -X X
Water transport -- X -- X X
Other transport--X - X - X

Storage ---- X -X
Grain elevators -- X -- X X
Storage and warehousing-- X -- X X

Communication---- X l X
Radio and TV broadcasting-- X -- X X
Telephones ------------ X - X - X

VIII. Public Utility operation-- X -- X X
Electric light and power and gas distribution--- X - -X
Water and sanitary services-- - X - X l-21

IX. Trade --- 1-- X -- X X
21. Finance, insurance and real estate (includes housing)-----------------

XI. Service ----------------------------------------------- ------------- --------------
Total all industries ------------- l l
Total business fixed capital as per national accounts - l
Total public fixed capital as per national accounts ..

NOTES TO TABLE I

l. X denotes preliminary estimates for the years 1926-59 now completed.
2. The level of detail at which the estimates are being prepared is not necessarily the level of detail at

which the estimates may be published.

The estimates are designed to be conceptually consistent with other
parts of the standard Canadian social accounts-in particular, the
estimates by industry are designed to relate, on the one hand, to esti-
mates of constant dollar gross domestic product at factor cost by in-
dustry while, on the other hand, reassembled to match some conceptual
differences in the handling of certain industries, they will be related to
constant dollar estimates of business gross fixed capital formation in
gross national expenditure data.
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The fixed capital stocks project is now concentrated on completing
the estimates of fixed reproducible capital by industry, bringing them
up to date and experimenting with different assumptions as to average
economic lives, methods of depreciation and hypothetical survival
curves to see what effect these different assumptions have upon the
"perpetual inventory" results. With respect to inventories, by indus-
try, of raw materials, goods-in-process and final goods, such data have
became available in a form more useful than book value inventories
since the DBS began publishing estimates of the value of physical
change in inventories for national product accounts purposes. The
fixed capital stocks project should attempt, in the future, to assemble
such inventory data by industry and constant and current dollar basis
to round out estimates of reproducible tangible capital by industry.

For certain industries, benchmark data are available as a check on
the estimates derived from the "perpetual inventory" study. For ex-
ample, the DBS farm income and expenditure survey gives estimates
of the 1958 current dollar value of the net stock of fixed reproducible
capital (as well as livestock and poultry) in the agriculture industry 2
with similar data being available from the decennial censuses. With
respect to a part of the real estate industry (i.e., that part dealing
with the stock of residential reproducible tangible capital), a great
deal of information, which is used in preparing the basic estimates of
residential capital formation, is available from decennial censuses,
and also from the 1958 Farm Income and Expenditure Survey and
surveys of consumer finances.

With respect to stocks of commodities held by certain subsectors of
the Canadian National Accounts Personal Sector 3 (e.g., farm and non-
farm households), there are a number of sources from which partial
data are available. The 1960 Survey of Consumer finances 4 obtained
information from nonfarm households of the number of automobiles
owned for private use as of December 31,1959, along with other related
information. The DBS annual household facilities survey, from a
sample survey of selected types of households (farm and nonfarm),
provides data on the aggregate number of households having different
types of cooking equipment, refrigerators, homefreezers, and a variety
of other consumer durables. No systematic attempt within DBS has
yet been made to place constant or current dollar valuations on these
stock estimates derived from the household facilities survey. In addi-
tion, selected city families drawn from DBS surveys of urban family
expenditure in 1957, 1959, and 1962, taken in connection with weight-
ing the Consumer Price Index, were asked to report ownership of se-
lected consumer durables and other related information 5 but, again,
no systematic attempt within DBS has been made to incorporate these
data into a national wealth measurement framework. A number of
private researchers have worked with the available data on stocks of
consumer goods-with the primary purpose of constructing demand
functions for particular types of consumer durables. Prof. A. D. Scott,

2 DBS, "1958 Farm Survey Report No. 1: Expenditures, Receipts, and Farm Capital."
aCertain subsectors of the personal sector (private noncommercial organizations such as

churches, universities, etc.), which are treated as associations of Individuals, have their
capital expenditures included in business gross fixed capital formation and stocks of such
capital goods are estimated by the fixed capital stocks project.

4 See DBS. "Distribution of Nonfarm Incomes In Canada by Size, 1959."
5This information has been published for year 1957 only. See DBS, "City Family Ex-

penditure, 1957."
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using the "perpetual inventory" method, has attempted tentative esti-
mates of the stock of selected consumer goods for the year 1955 in con-
stant and current dollars.,

With respect to the net value of the domestic stock of nonreproduci-
ble tangible commodities in which individual or communal property
rights can be held, very little work has been done by DBS. Indeed, if
one examines the estimates of the net value of natural resources which
Prof. A. D. Scott prepared for the Income and Wealth Conference,
"The Measurement of National Wealth",7 one can appreciate just how
much more work has to be done in this area in Canada.

With respect to the value of net paper claims on nonnationals, in-
cluding data on the monetary stock of gold, a great deal of information
is available. 8 Although a number of substantial problems remain to
be solved (e.g., valuation problems), our data on the value of net claims
on nonnationals can be regarded as one of the strongest (in the sense
of conceptual consistency, statistical accuracy, and completeness) cate-
gories in Canada's consolidated national balance sheet.

DISAGGREGATED NATIONAL WEALTH ESTIMATES

Upon deconsolidation of the national balance sheet, the availability
of the sectoral or industrial distributions of reproducible and nonre-
producible tangible commodities discussed above must be supplemented
with data on the value of paper assets and liabilities (i.e., the value of
paper claims on sectors held by a sector and on a sector held by sectors).

In terms of sectors rather than industries, annual balance sheets are
available for most sectors, excepting the consumer and unincorporated
business sectors, from a variety of sources. The Department of Na-
tional Revenue's "Taxation Statistics" gives annual unconsolidated
corporation balance sheets (with certain exceptions such as for char-
tered banks, Crown corporations, etc.) for the taxation years 1944 to
the present. For Crown corporations, life insurance companies, char-
tered banks, and other financial intermediaries balance sheet data are
available from a number of sources, such as supervisory bodies. In
1962, Parliament passed the Corporations and Labour Unions Returns
Act, to be administered by the Dominion Statistician, which will re-
quire corporations with total net assets over $250,000 (with the excep-
tion of some corporations, such as chartered banks, Crown corporations,
etc., now reporting to various administrative boards) to report annual
balance sheet and income and expenditure data including a replica of
their income tax returns with accompanying assets and depreciation
schedules. The act was passed specifically to provide more informa-
tion on nonresident investment in Canada but authorized DBS per-
sonnel will be permitted to have access to detailed corporation state-

"A. D. Scott. "Canada's Reproducible Wealth," "The Measurement of National Wealth,"
editors. R. Goldsmith and C. Saunders, "Income and Wealth, Series VIII" (London: Bowes
& Bowes, Ltd., 1959), pp. 198-216.

7 Ibid. 214. Scott arrived at the following incomplete and extremely tentative estimates
for the year 1951:

Billions
of dollars

Municipal land, average of high and low estimates-------------------------- 4.5
Forest land… -2. 0
Forests… _____-- ____________________________________________________-7. 0
M inerals, waterpower sites, etc…-------------------- -------------------- (?)

See, for example, DBS, "The Canadian Balance of International Payments, 1960, and
International Investment Position."
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ments. Such authorization will greatly facilitate the implementation
of a program of industry statistics on the legal entity reporting unit
basis of classification and should be of considerable assistance to
(amongst other DBS programs) the fixed capital stocks project.

Data emanating from "Taxation Statistics" and the Corporations
and Labour Unions Returns Act suffer from a number of drawbacks
in that the data are only available annually with corporations report-
ing on the basis of their different fiscal years and, more importantly,
there is a lack of consistent reporting with respect to the detailed
categories of balance sheets.

In 1959, the DBS, following the development of a set of annual
national transactions accounts for 1946-54 by the Royal Commission
on Canada's Economic Prospects," inaugurated a long-term program
which has as its objective the collection of quarterly balance sheet
information (from which annual data could be derived) for all parts
of the economy except the personal and unincorporated business enter-
prise sectors. This program is now underway for a number of
industries in the incorporated business sector and the consistently
related detailed categories of balance sheets for which respondents are
asked to report is indicated in table 2. In terms of constructing an-
nual sectoral balance sheets, one of the biggest problems will be the
handling of the unrealized capital gains and losses which result when
the estimates of current dollar stock of fixed capital, derived from the
fixed capital stocks project, are used in place of the fixed assets cate-
gories derived from balance sheet statements.' 0 In June 1963, publica-
tion was begun of quarterly balance sheets for selected financial insti-
tutions (trust companies, mortgage loan companies, sales finance and
consumer loan companies) and similar data for other financial in-
stitutions and nonfinancial corporations will be published when they
become available.

TABLE 2.-Categories of balance sheets for which respondents are asked to report
on the DBS experimental quarterly assets and liabilities survey

ASSErTS
1. Cash on hand and on deposit:

(a) Canadian dollars:
(i) Cash on hand and in chartered banks, including term

deposits.
(ii) Cash in other institutions, including guaranteed invest-

ment certificates.
(b) Foreign currency.

2. Accounts receivable: Receivables, including current trade receivables from
subsidiary and associated companies; less provision for bad or doubtful
accounts.

3. Inventories: Stocks of finished goods, work in progress, raw materials, fuels,
and supplies. Gold mining companies should include gold bullion held
on the premise and in transit, in inventories.

4. Other current assets: Prepaid expenses, income taxes recoverable, accrued
interest, and other current assets not elsewhere included. All investment
securities should be included in their respective categories in item 5 below.

9 See L. M. Read, S. J. Handfield-Jones, and F. W. Emerson. "A Presentation of National
Transactions Accounts for Canada, 1946-54," in William C. Hood, "Financing of Economic
Activity in Canada" (Ottawa: Queen's Printer; 1959), and also the unpublished paper pre-
pared for the sixth conference of the International Association for Research in Income and
Wealth by J. A. Sawyer and F. W. Emerson, "Estimates of Saving Prepared From Financial
Transactions Accounts in Canada."

1 See DBS 61-606, "Business Financial Statistics, Balance Sheets, Selected Financial
Institutions," third quarter 1963.
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TABLE 2.-Categories of balance sheets for which respondents are asked to report
on the DBS experimental quarterly assets and liabilities survey-Continued

ASSETS

5. Investments and advances: Securities held under buy-back agreements
should be included under their appropriate investment categories and the
total of such securities shown in footnote 1.

(a) Investments in Canadian bonds and other forms of indebtedness,
other than investments in subsidiary and associated companies,
and joint ventures.

(i) Short-term notes of finance companies and other unaffi-
liated Canadian companies.

(ii) Government of Canada treasury bills.
(iii) Other Government of Canada direct and guaranteed debt.
(iv) Provincial and municipal direct and guaranteed debt and

Canadian corporate and institutional issues.
(v) Other Canadian investments-mortgages, notes, long-term

advances, etc.
(b) Investments in Canadian preferred and common stocks.
(c) Investments in foreign bonds, debentures, treasury bills, stocks,

mortgages, notes, long-term advances, etc., other than investments
included in item 5(d).

(d) Investments in and advances to subsidiary and associated companies,
and joint ventures.

6. Property, plant, and equipment: Machinery, equipment, buildings, land,
water rights, mineral resources, timber limits and stumpage rights, etc.;
less accumulated depreciation, depletion and amortization. (See footnote
2.)

7. Other assets: Deferred charges, intangible assets, trust or earmarked funds,
and other noncurrent assets.
Total assets.

LIABILITIES
11. Short-term loans:

(a) Loans and overdrafts from chartered banks in Canadian currency.
(b) Other loans payable.

12. Accounts payable:
(a) Income and other taxes payable.
(b) Other payables, including current trade payables to subsidiary and

associated companies.
13. Other current liabilities: Prepayments for goods and services, and other

current liabilities not elsewhere included. Exclude long-term debt expected
to be paid within 1 year

14. Long-term debt: Bonds, debentures, mortgages and other long-term debt,
including funded debt due within 1 year

(a) Bonds, debentures and notes.
(b) Mortgages and agreements of sale.
(o) Loans from chartered banks in Canadian currency including secured

loans.
(d) Other long-term debt.

15. Other liabilities: Including provision for pensions, guarantees, etc.
16. Accumulated tax reductions applicable to future years: Resulting from capi-

tal cost allowances claimed in excess of recorded depreciation and from
other causes.

17. Interest of minority shareholders in subsidiaries.

NET WORTH

20. Paid-in-capital: Share capital plus all contributed or paid-in surplus, such
as premium or discount on shares, etc. Unincorporated branches of non-
resident corporations should record head office account.

21. Retained income (or deficit), including reserves.
22. Appraisals: Excess of appraised value of fixed assets over costs.

Total liabilities and net worth.

1 Please state total value of securities held under buy-back agreements.
2 Please state amount of accumulated depreciation, depletion, and amortization deducted

in arriving at item 6.
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TABLE 2.-Categories of balance sheets for which respondents are asked to report
on, the DBS experimental quarterly assets and liabilities survey-Continued

NOTES TO TABLE 2

These general categories are changed or reworded depending upon the industry beingsurveyed.
Industries currently being surveyed Include Installment and other finance companies,trust and mortgage loan companies, investment trusts and mutual funds, investment dealers,miscellaneous finance (including insurance agents, real estate finance, and real estate opera-tions) as well as most nonfinancial corporations. It is hoped that within 2 years, workwill be underway In areas not now covered, such as insurance carriers and general gov-ernment.

The Farm Income and Expenditure Survey, discussed above, will
provide data on selected paper assets and liabilities for the year 1958
for the agriculture industry and farm households while the two sur-
veys of consumer finances "Incomes, Liquid Assets and Indebted-
ness of Nonfarmi, Families in Canada 1955" and "Incomnes, Liquid
Assets and Indebtedness of Nonfarm Families in Canada 1958," pro-
vided data on selected assets and liabilities for nonfarm households."
As indicated above in relation to consolidated national wealth measure-
ment, considerable data are available with respect to the net value of
claims on nonnationals. But, though some work has been done on the
problem of including in assets of the rest-of-the-world sector, non-
nationals' share in the retained earnings of domestic corporations, etc.
it is safe to say that the revaluation of paper assets and liabilities for
that sector to take account of the true net worth lying behind the
claims will prove to be a formidable task.

CONCLUSION

This summary statement of work presently being done in Canada
on consolidated and disaggregated national wealth measurement re-
veals that many components of this part of the standard social ac-
counting framework are now available but that much remains to be
done, both in drawing the various pieces of information together and
in furthering developmental work in areas not satisfactorily covered
at present.

11 The last two sources of Information on sectoral balance sheets encounter the customarydifficulty of segregating assets and liabilities between persons as consumers and as pro-prietors of unincorporated business enterprises.
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THE SOVIET CAPITAL STOCK INVENTORY AND
REVALUATlON

GENERAL REVIEW

In the last quarter of 1959 a capital inventory and revaluation was
carried out in the Soviet Union, covering all state and cooperative
enterprises and organizations which were on a self-sustained budget
and which were required to set aside allowances for depreciation, with
the exception of collective farms. At about the same time a separate
housing census was taken providing detailed information on privately
owned housing. Two years later, in the last quarter of 1961, a simi-
lar inventory and revaluation was carried out in the collective farms
and interfarm enterprises operated jointly by two or more collective
farms. Thus, only private capital and some administrative institu-
tions supported directly by the state budget were excluded from the
comprehensive Soviet censuses of wealth taken in 1960-62.

The Soviet inventories and revaluations of capital had two pur-
poses: first, to revaluate all capital stock at its replacement value in
terms of July 1, 1955, prices and cost estimates introduced at the be-
ginning of 1956; second, to measure the degree of physical wear-and-
tear of this stock as a percentage of replacement value and thus de-
rive the replacement value net of wear-and-tear.

Great importance was attached by the Soviet authorities to the re-
sults yielded by the capital revaluation. According to P. Bunich
(Pereotsenka osnovnykh fondov i finansovye organy, Finansy SSSR,
No. 8, 1959, p. 68),

the revaluation of the fixed funds will make it possible:
(a) to determine more accurately the amount and structure of fixed funds

in the total national economy, their distribution according to uses and seg-
ments of social production, as well as by sectors of the national economy,
branches of industry and kinds of production, types of property, geograph-
ical distribution and administrative subordination.

(b) to determine more accurately depreciation allowances, working cost
of the gross and market values of output, the cost per ruble of the market
value of output, the norms (shares) of working capital in goods in proc-
essing and in finished goods production, and also to determine more accur-
ately new wholesale prices, profits, and allocations into the funds of the
enterprises, and to account and plan more accurately the replacement fund
(fond vozmieshcheniia) of the total social product, national income, and the
economic efficiency of investment.

(c) to improve the balance sheet of fixed funds, to express accurately their
turnover (renovation, discard, readiness (godnost), wear and tear, and
their proportions to the working capital, and to determine more accurately
the coefficient of technical equipment of labor (pokazatel' teknicheskoi
voorushennosti truda)).

(d) to attain a uniformity in the evaluation of means of production in
different enterprises, to measure more accurately the utilization of fixed
funds and the financial effect of their discarding, to straighten out the
financing of investment, capital repairs, and modernization of fixed assets and
to strengthen economic accounting.
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Special emphasis was put on a careful preparation of the general
inventory and revaluation, the scope of which had no precedent in the
history of Soviet statistics. Over 3 million people participated in
carrying out the 1960 census, and over 100 million inventory items
were registered by the two inventory revaluations, 1960 and 1962.

In September 1958, a year before the general inventory, a sample
registration of machinery and equipment was taken in the 17 most
important branches of industry. From May 18 to 22, 1959, an instruc-
tion conference was organized by the Central Statistical Adminis-
tration where the purpose, program, and organizational scheme of the
forthcoming census were presented by L. M. Volodarskii, Deputy
Director of the CSA, and A. A. Beliakov, Chief of Section of Statistics
on Material Supplies and Censuses in the CSA, and others. At this
time instructions were also issued in reference to the organization of
control works in individual enterprises, the filling out of reports, and
a program was elaborated for processing of data yielded by the inven-
tory and revaluation. In June 1959 similar instructional meetings
were held for personnel in charge of carrying out the revaluation in
Union Republics, krai, oblasti, and regional economic councils
(sovnarkhozes). At the same time a network of commissions was
organized from Ministries, sovnarkhozes and departments down to
individual enterprises and organizations responsible for carrying out
the final revaluation.

Fixed capital, or "fixed funds" in Soviet nomenclature, is defined
as means of work (in contrast to objects of work which come under the
category of working or circulating funds) participating repeatedly in
the flow of production, or durable goods of lasting use. Although the
definitions of fixed funds differ in different Soviet sources (see P.
Bunich, Pereotsenka osnovnykh fondov, p. 29, and V. Ostroumov and
V. Gorelik, Organizatsia raboty po pereotsenke osnovnykh fondov,
p. 5; and V. Anisimov and V. Ostroumov, 0. metodakh opredeleniia
iznosa osnovnykh fondov, p. 2), all of them emphasize the physical
aspects of fixed funds, which are considered as "an aggregation of
material objects values" participating in their unchanged material
form in many cycles of the productive process, or, in the nonproduc-
tive sphere, they are of lasting usefulness. In accordance with the
general Marxian approach, these means of labor, or durable goods,
have value only when they are themselves products of labor. Land,
therefore, and untapped natural resources as "gifts of nature" have
no value and price and they are excluded from inventory and revalua-
tion. However, land improvements, amelioration works, permanent
plantings, etc., were subjected to the revaluation, insofar as they re-
quired labor expenditures.

In order not to glut the inventory and revaluation, fixed funds with
a value of less than 50 (new) rubles or a service life of less than 1 year
were exempt from inventory and revaluation.

In defining fixed assets the organizers of the census had to draw a
line between the notion of fixed and working (circulating) assets. The
emphasis put on the physical aspects of assets blurred, in certain cases,
the definition of both these types of assets. So, for example, inven-
tories in a machine-building plant are in the category of working and
not fixed assets. The same machinery, however, kept in stock, reserve,
or repair, in a plant operating this machine is included in the fixed
assets inventory. In general, the durability of assets, their repeated
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uses in production, their unchanged material form and the longer
period in which their depreciation takes place-all these elements were
considered essential in defining fixed assets.

With the exception of objects less than 50 rubles in value or a service
life shorter than 1 year,' all other fixed assets were included in the
general inventory, but not all of them were subject to revaluation.
First to be exempted from revaluation were assets acquired or installed
in the years 1955-59, because their original price, set on the basis of
prices introduced July 1, 1955, is identical or close to the replacement
price. In addition, two other groups of assets were excluded from
revaluation: one consisting of tools and implements with relatively
short service lives, whose original and replacement values are not
very different, and a second group consisting of assets whose revalua-
tion is difficult. The most important types of assets in the last group
are perennial plantings, land improvements, and irrigation works.
Also excluded from revaluation were productive and draft livestock,
insofar as a special census of livestock had already taken place on
January 1, 1959. For the three types of assets listed above the replace-
ment value is the same as the original cost.

Determination of the replacement values of assets was the most im-
portant statistical operation in the 1960-62 censuses. In order to
revalue the assets, 138 price handbooks have been compiled directly
quoting the prices of an all-inclusive assortment of machines, equip-
ment, and rolling stock, including imported machines and equipment
no longer produced by the Soviet machine-building industry. For
buildings, structures, and transmissions, the handbooks provided "gen-
eralized indicators," estimates of essential elements, as the cost of m3

of cubature of specific types of buildings, m2 of their area, the cost of
1 meter of length of water lines, oil pipes, etc., on the basis of which
the replacement values were recomputed. In the application of both
methods the replacement value is all inclusive: it consists, for equip-
ment, of the wholesale price of July 1, 1955, plus packaging, tare
charges, warehousing expenses, expenditures of the equipment founda-
tion, design, and overhead expenditures. Similarly, the estimates of
''generalized indicators" in addition to labor and material cost include
all other expenditures, as the cost of blueprints, provisional buildings
erected on the construction site, and overhead expenditures of the
building firms.

The compilers of the 1960 price handbooks adhered strictly to the
principle of price identity; i.e., the same replacement price tag was
attached to identical equipment and price differentials due to varia-
tions of certain types of machinery were in proportion to their measur-
able performance (capacity, output per time unit, economy in input,
etc.). However, in the case of agricultural machines belonging to
collective farms this principle of price identity was abandoned: in
the 1962 census revaluation, prices of tractors and other agricultural
machines and trucks were based not on the 1955 wholesale prices but
on new prices introduced February 1, 1961. (See N. Danilov, Pereots-
enka mashin, oborudovaniia i transportnykh sredstv i kolkhozakh,
Vestnik Statistiki, No. 5 1961, p. 66.)

The prices in the price handbooks were set in such a way that they
took care of the two types of obsolescence, as they are defined in Soviet

1These value and service limits do not apply to agricultural equipment, poultry, and
beehives. I
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literature; i.e., price reductions were introduced, first, due to the lesser
current cost of production of a given asset, and second, due to the
appearance of new similar assets of greater efficiency.

Such an approach simplified and made easier the next step in the
Soviet inventory and revaluation; namely, the measuring of wear and
tear. Only physical wear and tear is determined outside of the basic
revaluation operation.

The general method of determining the degree of physical wear
and tear consists in a direct examination by experts and technicians
of a given asset and an estimate of its physical condition and its degree
of wear and tear expressed as a percentage of its replacement value.
In the case of a complex object, separate judgments were passed on
each of its components, the weights of which in the total replacement
value of the examined asset are furnished by the corresponding hand-
book.

Only when a direct physical inspection of an asset was impossible,
as, for example, underground water pipes, the degree of wear and tear
was determined by comparing elapsed service life, or volume of past
output with the 'norms" of service life as set forth in special hand-
books on rates of depreciation.

The organizers of the censuses were well aware that the method of
experts' examination is of necessity subjective and vague. Therefore,
in order to formalize the opinions of experts, detailed lists of signs
of possible deterioration due to service age of buildings and structures
were compiled, which provided the experts with a relatively objective
frame of reference as a basis for their estimates.

REVALUATIONS OF SOVIET FIXED ASSETS PRECEDING THE 1960 REVALUATION

The first Soviet revaluation of fixed assets on a larger scale was
undertaken on October 1, 1925. It was limited to assets of the state
industry. The objectives of the 1925 revaluation were similar to those
of 1960: to revalue all fixed assets of industry in uniform prices (mar-
ket prices on October 1, 1925) and to measure the degree of wear and
tear. Also similar to the 1960 inventory was the exemption of two
groups of assets from the revaluation: assets installed or acquired in
the 2 years preceding the revaluation, and assets with relatively short
service lives. Equipment kept in stock was also excluded from the
revaluation, unlike the 1960 revaluation.

The 1925 industry inventory and revaluation was often in the follow-
ing years criticized in Soviet literature (see, for example, S. G.
Strumulin, Ocherki Sovietskoi Ekonomiki, 1928, p. 146 Sf.). The
critics considered that the prices applied for the revaluation were set
exceedingly high by the particular trusts which had a "vested interest"
in attaching a high price tag to assets under their supervision, insofar
as the depreciation allowances remained at the trusts' disposition.
The results yielded by the measurement of the degree of wear and tear
were also disappointing. This was determined through a scrutiny of
experts, a method, as said before, necessairly vague and subjective. 2

2The 1925 revaluation yielded an average degree of wear and tear in Soviet industrial
assets amounting to 37 to 40 percent of their replacement value, while in 1913 the cor-
responding figure was considered equal to 34 percent. Thus, in 12 years, including civil
war destructions and few new investment projects, wear and tear increased only by 3 to 6
percent, which was considered an understatement by Soviet economists (see P. Bunich, op.
cit., p. 17).
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In 1927-32 a revaluation of fixed assets was carried out in Soviet
railroad transportation. This revaluation was taken in prewar 1913
prices, which through a special price index were updated to the year
1928. The results of this revaluation were in general considered un-
satisfactory, especially the price coefficient for 1928, which was con-
sidered as being set too high.

In the following years partial revaluations were carried out in some
sectors of the Soviet economy: In 1935, the fixed assets of the state
farms were revalued; in 1937, the capital stock of river transporta-
tion; in 1939-40, housing under the jurisdiction of the local Soviets
of the RSFSR was inventoried and revalued. In 1940, the fixed as-
sets of the Soviet railroad transportation system were again revalued,
and again this time the results were considered inaccurate and not
acceptable as book values on the balances.

A11 prewar revaluations suffered from the lack of a. comprehensively
determined price system. Some revaluations were carried out in
1936 prices, some in current prices. The same lack of a comprehensive
price system had its impact on the postwar, partial inventories and
revaluations as, for example, inventories taken in areas occupied by the
Germans during the war. Those revaluations were taken in terms of
prices in force in the first half of 1941 and did not take account of the
postwar inflationary wave. The same applies also to the revaluation of
fixed assets of enterprises located in South Sakhalin taken in 1946 and
to the revaluation of oil extraction installations of the U.S.S.R. carried
out in 1949.

From the point of view of methods applied in the general inventory
and revaluation of 1960, of great importance was the revaluation car-
ried out on January 1, 1952, in all flour milling enterprises under the
jurisdiction of the former Ministry of the Food Industry of the
IJ.S.S.R. In this particular revaluation special price handbooks were
compiled for all kinds of assets found in the flour milling industry.
The methods and procedures accepted in this one industry revaluation
were so similar to those applied in the 1960 general inventory and re-
valuation that the 1952 flour milling inventory may be considered as
a one-industry sample of the overall revaluation taken 7 years later.
All together, 6,000 flour milling enterprises were subjected to the re-
valuation of their fixed assets and the determination of wear and tear
under the supervision of a special Central Inventory Commission. As
in the 1960 inventory, a straightforward method was applied in de-
termining the replacement values of machinery any equipment. the
values of which were directly quoted in the price handbooks. For
buildings and structures, also as in the 1960 inventory, the concept
of "generalized indicators"-price quotations of measurable con-
struction parts-was applied. For revaluation, prices of January 1,
1952, were accepted. The accurate results yielded by the 1952 re-
valuation in the flour milling industry induced the Soviet authorities
to adapt methods and procedures applied in this one industry revalu-
ation to the general inventory and revaluation carried out at the end
of 1959.
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PREPARATORY MEASURES IN INVENTORY REGISTRATION

From the procedural point of view, the 1960 and 1962 censuses were
overall general registrations of fixed capital, carried out through a
uniform procedure and methodology in the last quarters of 1959 and
1961, with a time focus set on January 1, 1960 and 1962. For the pur-
poses of registration the census takers relied basically on the current
documentation concerning capital stock in all the productive and
nonproductive enterprises and organizations. The Soviet bookkeeping
and accounting system stipulates that each individual machine and
piece of equipment have a technical "passport" which gives a detailed
description of technical characteristics, and an inventory card pro-
viding data on the service life, time and volume of capital repairs,
modernization, etc., of the described item. Less detailed and complete
was the inventory documentation for buildings and structures. It goes
without saying that the success of the revaluation depended to a large
extent on the reliability, accuracy, and completeness of the already
existing primary inventory documents. Therefore, as a preliminary
step special emphasis was placed on bringing the existing evidence up
to date, to fill out omissions, to correct errors in defining fixed funds
(quite often some categories of fixed funds were considered as working
funds and vice versa), and to complete data concerning technical
specifications, original values, and service age of registered items.
However, for the sake of simplification and uniformity some changes
were made in the current inventory documents. In order to reduce
the number of inventory cards (the 1960 census included some 80
million items and the collective farms census another 20 million items),
the census instructions recommended doing away with the usually ac-
cepted fragmentary definition of an inventory item and applying for
the purpose of the general registration a more "integrated" definition.

The regulations on bookkeeping concerning accounts of fixed assets,
issued by the Ministry of Finance, January 12, 1955, defined an inven-
tory item as follows:

Finished constructions (ustroistva), objects, or complexes of objects with all
attached devices and accessories foreordained for the fulfillment of specific func-
tions appropriate to the given objects.

As a result of such analytical definition, complex equipment was
described by many inventory cards, each pertaining to a certain specific
part or device of a given machine. So, for example, a rolling press,
'mark 500,' which in the price handbook is considered as one unit and

to which a direct price taog was attached, was covered in the Magnito-
gorsk metallurgical combine by more than 100 inventory entries.4
In order to reconcile somewhere the fragmentary approach of the book-
keeping system with the integrating tendency suggested by the census
two possibilities were left open: one consisted in revaluating the com-
plex item as an entity, using the price given directly in the correspond-
ing handbook and by applying some adjustment coefficients in cases
where the revaluated machines deviate in some parts from the stereo-
type described in the handbook. Another approach consisted in sum-

S A. I. Andrpev: 0 perpotsenke I opredelentl Imnosa osnovnykh fondov chernot metallurgil.
Stal'. October 1959, p. 950.

' Ibid.. p. 951.
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ming up the prices of basic components of the complex item. Theformer approach was preferred.
A special emphasis in the preparatory stage was put on bringingthe numeration of inventory documents accepted in a given enterpriseinto accordance with the numeration used later in the census reports.This numeration was to be arranged in such a way that a definite num-ber should pertain to a specific item which could not be repeated orchanged until the time of discarding. As an illustration, the follow-ing numeration was recommended for machinery and equipment:Industrial machines, 001-199; energy generating machines, 201-299;transportation equipment, 301-399; measuring devices, 601-699; etc.The code number of the roup is followed by numbers indicating thequantity of items. (V. Ostroumov, V. Gorelik: Organizatsia rabotypo pereotsenke osnovnykh fondov. p. 22).
THE ADMINISTRATION OF THE PREPARATORY STAGES OF THE CENSUS

All the ministries, departments, and regional economic councilswere put under obligations to elaborate a detailed organizational planwhich would regulate the following problems: lists of subordinate(ancillary) enterprises and organizations in which the census wouldbe carried out; dates at which blanks, questionnaires, and other docu-ments were to be delivered to the subordinated units; dates for in-struction conferences and seminars; arrangements for carrying outpartial and sample registration, revaluation and determination ofwear and tear; and, finally, procedures and time limits (deadlines) forreception, examination, and confirmation of reports on the results ofthe census. Similar organizational plans, although on a smaller scale,were to be elaborated by the managements of individual enterprises.As already mentioned, the main administrative bodies in charge ofcarrying out the revaluation were specially assigned revaluation com-missions organized in all the units subject to inventory and revalua-tion. The staff of a commission consists usually of the director ormanager of the enterprise or organization or his deputy (the chair-man of the commission), chief engineer, chief bookkeeper, the head ofthe investment section, chief electrician, the head of the mechanicaldepartment, the head of the planning department, and other special-ists. If necessary, specialists and experts outside of the commission'sstaff might be assigned to work on the census.
It is strongly emphasized by the instructions that in the executionof all three operations of the census (inventory, revaluation, measure-ment of wear and tear) the commissions should rely basically on physi-cal inspection of the fixed assets under scrutiny and not limit them-selves to "paper work," i.e., verification of already existing documents.All the inventory cards (opisi; see section below on reporting blanksand forms) prepared specially for the census should be signed by thechairman of the commission. Differences between the inventoryentries in the bookkeeping system and inventory lists prepared for thecensus should be straightened out by the commission. The commis-sion also bore responsibility for the accuracy and completeness of datayielded by the revaluation and determination of the degree of wear andtear. The activities of revaluation commissions on the level of enter-prises were supervised and checked in all stages of their work by thecorresponding regional economic councils and ministries.



238 MEASURING THE NATION'S WEALTH

CLASSIFICATION OF SOVIET FIXED ASSETS

In classifying fixed assets by types and uses, the census takers basi-
cally applied the scheme accepted by the Central Statistical Adminis-
tration in 1954 in a document titled, "The Typical Classification of
Fixed Funds in the National Economy of the U.S.S.R. (except col-
lective farms)."5 This scheme comprises the following 13 main
groups, classified by type:

1. Buildings.
2. Structures.
3. Transmissions (peredatochrye ustroistva).
4. Power machines and equipment.

Automatic machines.
5. Operating machines and equipment.

Automatic machines.
6. Measurement and control devices and laboratory equipment.
7. Transportation equipment.
S. Tools (instrumenty).
9. Productive and household implements and accessories.

10. Draft and productive livestock, other animals, poultry, and apiaries.
11. Perennial plantings.
12. Land improvements, ameliorations, and waterworks.
13. Other fixed capital.

Bunich (Pereotsenka osnovnykh fondov, Moscow, 1959, pp. 37 ff)
defines each of the above groups as follows:

Buildings.-"Constructive-architectural objects built with the purpose of cre-
ating conditions for work, housing, rendering social and cultural services to the
population, and storing material goods." In accordance with their uses build-
ings are divided into:

(a) Buildings for productive purposes (proizvodstvenno-tekhnicheskogo
naznacheniia).

(b) Buildings serving material production indirectly (storage, construc-
tion, transportation, etc.)

(c) Buildings providing social, cultural, trade, and other services.
(d) Residential dwellings.

From the point of view of their structural characteristics all buildings under
(a), (b), and (c) are divided as follows:

(a) Extra-solid brick houses (osobo kapital'nye kamennye zdania) with
a metal or reinforced concrete frame.

(b) Ordinary brick houses.
(c) Lightly built brick houses.
(d) Wooden structures.

For residential buildings the first three categories remain the same,
but the wooden buildings are divided into three subgroups according
to the material used and type of construction.

Structures.-A very heterogeneous group which, according to Bu-
nich (ibid., p. 87), includes: First, objects serving technical functions
not connected with changes in the object of work (coal pits, oil wells,
roads, dams, etc.); second, all kinds of pipelines (gas, water, oil);
and third, objects providing municipal services.

5 It should be mentioned that this classification devised for the purpose of accounting
differs considerably from a recent classification (Jan. 1, 1963) introduced in connection
with new rules for determining depreciation rates for fixed capital. While the former
classifies assets according to types and uses, the latter groups them in accordance with
their life span and depreciation rate. For the description of the latter classification, see
M. Zavalishin and A. Shor: 0 novom poriadke planirovania I ispolzovanila amortizatsion-
nykh otchislenil, Planovoe Khozaistvo, no. 6, 1962, pp. 68-77, and P. Filippov: 0 klassi-
fikatsii osnovnykh fondov dia ischislentia amortizatsi, Planovoe Khozaistvo, no. 8, 1958.
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P. Filippov (Planovoe Khozaistvo, no. 8, 1958, p. 56) presents a
detailed list of types of structures, dividing them into the following
15 subgroups:
1. Mining installations.
2. Pressure and control oil and gas wells.
3. Hydrotechnical structures.
4. Underground structures.
5. Bridges of long duration, water pipes and waterworks, water pressure

towers, firefighting towers, grain elevators, chimneys.
6. Brick, concrete or reinforced concrete platforms, and storages.
7. Earth surface of railways and highways.
8. Railroad installations, airways, highway installations.
9. Water and sewer systems.

10. Other structures in water and sewer systems.
11. Radio towers and gas holders.
12. Maritime installations.
13. Timber shipping installations.
14. Wooden platforms, bridges, water wells, fences, dirt roads, and other wooden

and earthern structures.
15. River installation, transport, regulations, etc.

Transmission installations include installations for transporting and
transforming of electrical energy. In the reports of the capital stock
census they are given together with structures.

Power equipment includes all machinery for generating thermal and
electrical energy and for transformation of all kinds of energy into
mechanical energy. The main types of equipment included in this
group are: generators (electric, gas, steam boilers, air compressors),
motors (electric, steam engines, steam turbines, mobile steam engines,
internal combustion engines), transformers (power transformers,
motorgenerators, mercurial rectifiers), distributors (switchboards, oil
switches).

Motors attached or built into operating machines, for example, into
machine tools, are not included in the power equipment category but
are revalued together with the working machine to which they are
attached.

Operating machines and equipment: From the point of view of the
census takers, this is the most important group of fixed funds. It is
defined (Bunich, p. 38) as-
machines, apparatus and equipment assigned for mechanical, thermal or chemical
effect (vozdeistvie) on the object of work and for its treatment (peremeshchenie)
in the productive process through a mechanical motor, by effort of man or
animal, and also objects of a containing type (sosudistogo tipa) participating
directly in productive process or rendering services.

Devices and instruments permanently attached to operating ma-
chines are considered as parts of those machines.

Operating machines are divided into four basic categories: produc-
tive machines, auxiliary equipment, lifting, and transporting ma-
chinery, and others.

Productive machinery and equipment is used for changing the form, state,
or properties of raw materials and semiproducts through their mechanical,
thermal, chemical, thermochemical, electrical, electrochemical chemomechanical
or other kind of processing (Bunich, p. 39).

Productive equipment can be again divided in accordance with its
function into basic productive machines and others, the function of
the latter being to serve the basic equipment as hand operated presses,
tanks, etc.
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Auxiliary machinery and equipment does not participate.-directly
in the technological process of production; it serves the basic produc-
tive process. It includes equipment used for repairs, for production
of spare parts, ventilation, sanitary implements, heating units, etc.

The distinction between productive and auxiliary machinery seems
to be based not on the technical properties of the inventoried machines
but on the administrative division of Soviet industrial and transporta-
tion enterprises. The Soviet enterprise is an agglomeration of pro-
ductive shops (tsekhy) where the basic process of production takes
place and auxiliary shops such as repair shops, shops for providing
spare parts, heat, electric power, steam, etc. Repair works and pro-
duction of spare parts is done in the Soviet industry basically by shops
attached to enterprises, and the cost of repair works and spare parts
is relatively high. The regional economic councils have been trying
recently to build specialized repair plants and factories of spare parts
servicing more than one enterprise of a given kind. The distinction
between productive and auxiliary machinery seems to be introduced in
order to find out the amount of machinery concentrated in the auxiliary
shops of industrial enterprises.

Nonstandardized machinery and equipment, i.e., machines con-
structed according to individual specifications of a given enterprise,
are included in a special group. The price handbooks when possible
determined their prices directly, or through an elaborate system of
adjustment coefficients, from the price of a similar machine.

Measurement and control devices and laboratory equipment: This
group includes, first, all kinds of devices for measurement (area, vol-
ume, time, temperature, pressure, capacity, intensity, etc.); secondly
regulating mechanisms telectrical, pneumatic, hydraulic, etc.); and
finally, laboratory equipment in plant and research laboratories used
for quality control and experimentation.

Instruments: This group includes mechanized and nonmechanized
manual tools and objects attached to machines for processing of mate-
rial.

Productive and household implements: These are benches, anvils,
bench clamps, safety devices, packing machines, containers, etc., as
well as watches, typewriters, calculating machines, firefighting equip-
ment, libraries belonging to plants, hospitals, etc.

Transportation equipment: Means of transporting people and
freight by rail, motor, river, sea.

Livestock, productive and draught; poultry, beehives: horses, camels,
mules, cows, mares, chicken, ducks, etc.

Perennial plantings: Manmade (artificial) plantings regardless of
age. Included are plantations of fruits, berries, plants for technical
purposes, decorative plants, plant nurseries, etc.

Land improvements and river regulations (except structures): All
kind of amelioration works including landscapping, bush cleaning,
forest protection measures, etc.

Each of the 12 groups mentioned was divided into subgroups. A
distinction -was made between groups of general purpose assets, which
are found in more than one sector of the economy or branch of indus-
try, and special purpose assets, which are used only in a specific
branch. The Central Statistical Administration prepared lists of
specialized assets for the following branches of industry: ferrous
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metallurgy, nonferrous metallurgy, coal industry-, peat industry, oil
industry, gas extraction, chemical industry, power stations, and all
basic branches of the food and light industries. In accordance with
the character and uses of sepcialized assets they are broken down into
subgroups. So, for example, structures of the coal industry are di-
vided into two groups; surface structures and underground struc-
tures. On the other hand, buildings which are found in all branches
and spheres of economic activity and which as already mentioned, were
divided in accordance with their purpose (buildings for productive
uses, buildings indirectly serving material production, buildngs for
cultural and other nonproductive purposes, and housing), are not re-
classified according to specific sectors and branches.

CLASSIFICATION OF FIXED ASSETS BY SECTORS OF THE ECONOMY AND
BY BRANCHES OF INDUSTRY

Besides the classification of fixed assets by types and uses the
Soviet capital stock censuses redistributed them among basic sectors
and branches of the economy. This classification was made among the
following sectors of the economy:

1. Industry.
2. Construction (including contract and force-account construction and project-

making organizations).
3. Agriculture (including forestry).
4. Transportation.
5. Communication.
6. Procurement.
7. Material-technical supply and sales organizations.
8. Trade and public catering.
9. Housing (including hotels and hostels).

10. Municipal services.
11. Public health, physical education, and social insurance.
12. Education, science, arts.
13. Others.

The sector and branch of industry classification was based on an
establishment principle: the predominant product, activity or function
determines the sector or branch to which the given unit was assigned.
It is the peculiarity of the Soviet industrial structure that large indus-
trial establishements have miscellaneous ancillaries. So, for example,
larger coal mine enterprises built residential settlements, eating places,
farms, etc. A distinction, therefore, is made between the main leading
activity of the registered unit and the function of the attached and
subordinate economies. The enterprise as such is put in the corres-
ponding sector or branch in accordance with the predominant product
or function, but the fixed assets of attached ancillary units are put in
their corresponding sectors and branches (see appendix, form No. 1).

In principle, the classification of fixed assets by sectors of the econ-
omy and branches of industry disregards administrative attachment
and subordination; the decisive criterion is the character, product, or
function of the registered unit. A brickyard belonging to a construc-
tion firm is put in the industrial sector as well as a vegetable oil press
belonging to a state farm. The only exception from this rule seems
to apply to means of transportation. Rolling stock and means of
transportation belonging to industry, agriculture, and other sectors are
classed in the corresponding sectors and not in transportation. The

38-135-64-18
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transportation sector proper includes means of transportation for
public use only (transport obshehevo pol 'zovaniia). The same rule
applies also to means of communication. (See P. Bunich, Pereotsenka
osnovnykh fondov, p. 51.)

METHODS AND PROCEDURES OF REVALUATION

Revaluation of fixed assets according to their replacement values,
accomplished through uniform prices and uniform methods of valua-
tion, was the main purpose of the 1960 and 1962 censuses. Prior to the
1960 census, the values of acquired fixed assets were put in the books
according to their original values. Due to the fact that prices of some
assets, especially that of machinery and equipment, varied considerably
in different periods, this method brought large discrepancies in the
book values of identical fixed assets. In the postwar period wholesale
prices of machinery and equipment were changed five times and the
magnitude of these price movements can be seen from the table below.

TABLE 1.-Wholesale prices of selected machifles in 1949-55

[Thousands of old rubles]

Jan. 1, 1949 Jan. 1, 1950 July 1, 1950 Jan. 1, 1952 July 1, 1955
to Dec. 31, to July 1, to Jan. 1, to July 1, until present

1949 1950 1952 1955

Excavator "E-10003" -400.0 290.0 269.7 195.0 131.0
Crane "K-51 -193.0 164. 5 153.0 108.0 66. 0
Loading device "T-61" 103.0 60.0 55.8 40.0 25.5
Transporter "T-47" -117.0 91.0 84.65 70. 0 60. 5
Bulldozer "D-159" 39.0 28.5 26.5 23.8 20. 7
Hustling device "SM-44 46.8 38.0 35.35 32.0 19.6

Source: P. Bunich, Pereotseuka osnoynykh fondov, p. 11.

Discrepancies due to price changes made it difficult, on one hand,
to determine the amount of depreciation, and hence, the working cost
of industrial products, and hindered, on the other hand, comparisons
of capital efficiency of investment projects according to their tech-
nological levels.

With the exception of machinery sold to the collective farms, the
replacement values of all other fixed assets were expressed in whole-
sale prices of July 1, 1955. Labor cost in construction as well as over-
head expenditures (nakladnye raskhody) were taken on the level of
January 1,1956.

The census applied two different methods in revaluating fixed assets.
For machinery, equipment, instruments, and tools the price handbooks
compiled by the Central Statistical Administration quoted direct
prices. For these groups of assets the census takers endeavored to
reduce to a minimum the necessary computations and adjustments
in order to determine the replacement values. A different, indirect
method was applied for revaluation of buildings, structures, and trans-
missions. Here the use was made of "generalized indicators" (price
per unit of cubature, area, length, etc., varying according to durability,
building material, and accommodations). The series of handbooks
concerning those types of assets was compiled by the State Committee
on Construction Affairs (Gosstroi SSSR) and this method of revalua-
tion required some extensive computations.
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REVALUATION OF MACINERY AND EQUIPMENT

As already mentioned, some assets were excluded from the revalua-
tion and their original prices were given in the reporting documents.
This applied to assets with a relatively short service life, assets whose
revaluation was difficult, to productive and draught livestock because
their value was established by a partial census in 1958, and to equip-
ment installed or acquired after January 1, 1956, because its original
value was already given in price lists of July 1, 1955.

For the purpose of revaluation of machinery and equipment, the
whole Soviet Union is divided into five regions (zony).6 The price
handbook quotes the price of a given type of equipment only for the
first zone, and the prices for other zones are derived by applying ad-
justment coefficients which vary in accordance with the type of ma-
chine. So, for example, for machinery used in the food industry the
adjustment coefficients for location are as follows:

For mna- For ma-
Territorial zone chinery re- chinery not

quiring requiring
assembly assembly

I 1.00 1.00
II 1.05 1.03
III -1.10 1.06
IV - ----- 1.14 1.09
V- 1.20 1.i1

Source: V. Ostroumov, V. Gorelik: Organizatsia raboty po pereotsenke osnovnykh fondov, p. 46.

For machinery items to which the Soviet planners assigned a higher
preference value due to their importance in general economic develop-
ment, the differentials for location were larger. So, for example, for
lifting and transportation equipment the adjustment coefficients were
as follows:

For machin- For machin-
Territorial zone ery requiring cry not

assembly requiring
assembly

I- 1.00 1.00
II 1.10 1.08
III -1.18 1.14
IV - 1.33 1.21
V -1.43 1.25

Source: Same as above.

As noted earlier, price handbooks took into consideration obsoles-
cence; i.e., the price of a given machine was reduced when the actual
cost of its production was lower than it was in the time when the ma-
chine was installed (obsolescence of the first type), or the price reduc-
tion was due to an inferior efficiency or performance of the revalued

6 The first zone comprises the overwhelming part of the Soviet territory. The following
provinces (oblasti) are outside the first zone: zone II: The Kazakh S.S.R., Rrasnoyarskl
krai. Arkhangelsk and Murmansk oblasti; zone III: Kirgiz S.S.R., Tadzhik S.S.R., Turk-
men S.S.R., Uzbek S.S.R, Buryat-Mongol A.S.S.R., Tuva autonomous province, and Irkutsk
oblast; zone IV: Khabarovsk kral, Promorsk kral, Amur and Chita oblasti; zone V: Re-
gions to the north of the Arctic Circle and the Yakutsk A.S.S.R., Kamchatka, Magadansk,
and Sakhalin oblasti. (Bunich, p. 113.)
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machine as compared to the technical characteristics of a similar ma-
chine currently in operation (obsolescence of the second type).

In a case where a given machine was reconstructed or modernized,
its replacement value should be determined in accordance with its new
capacity. However, if on January 1, 1960, the reconstruction works
were still not completed the revaluation should proceed on the basis
of technical characteristics before reconstruction.

The price handbooks for equipment included also prices of imported
machines and of equipment that had been taken off the Soviet produc-
tion lines. The prices of imported machines were determined by com-
parison with similar or analogous machines of domestic production,
adjusted when necessary for differences in capacity, efficiency or econ-
omy of input (raw material, electricity, labor, etc.). Basically, the
same method was applied for prices of machines no longer produced
by Soviet industry.

In a case where the efficiency of an imported or obsolete machine
(this applies also to unique, nonstandardized equipment utilized in
the Soviet economy) is measurable in some natural terms (output in
units, meters, kilograms, etc.) or in time units of input of labor (norm-
ative hours, normo-chasy), the following formula is applied for reval-
uation of such machine:

Fr= Fn, M
Pr

where Vr= replacement value of an imported or obsolete machine;
VFm equals replacement value quoted in the price handbook of a similar
domestic or modern machine; Pr equals productivity of the domestic
or modern machine as expressed in natural or time units; Pm equals
productivity of the imported or obsolete machine expressed in the same
units. Insofar as the domestic or modern machine taken as a stereo-
type has a lower cost price now than in the past, with this price still
reduced for lower efficiency, both types of obsolescence seem to be
taken into consideration by the formula given above.

Example: The grain combine SK-1.2, which is no longer produced by the
Soviet machine building industry, Is compared with the modern combine SK-2.6
which has a price of 17.500 rubles. The productivity of the former combine
is 0.5 ha/h and of the latter 1.5 ha/h. Therefore, the price of SK-1.2 is

17.500 -L°55.833 rubles
1.5

For imported or obsolete freight ships, adjustment is made for dif-
ferences in current (working) cost per 1 kilogram of traction (tiagi).
Here the following formula is used: Fr equals Vm by W by Cm/Cr
where Fr equals replacement value of the imported or obsolete ship;
Vm equals value of 1 ton of weight of a similar type domestic or
modern ship, W equals weight of the evaluated ship; Cr equals run-
ning cost per kilogram of traction in the prototype ship and Cm the
same in the evaluated ship.

For power equipment, adjustments are made for differences in ca-
pacity and for differences in fuel input (in terms of conventional units
of fuel kilograms per kilowatt-hour).

Example: The replacement value of an obsolete tractor with a Diesel motor,
the traction power of which is 50 HP and which uses 220 grams of Diesel oil per
1 HP/h (or 7.7 kopecks), is determined by comparison with a modern tractor,
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capacity 60 HP and input of oil 210 grams per HP/h (7.35 kopecks). In this
case the replacement value of the obsolete tractor equals 27.523 rb. when the price
of the modern tractor equals 34.600 rb.:

34.600.O-.735-7.=27.523

In some specific branches of industry, as for example, in equipment
used in thermal power stations, the census takers were forced to
abandon at least partially the principle of price uniformity; i.e., that
the same prices are applied to identical machines regardless of the
size of the productive unit in which they are installed. This was the
ease in thermoelectrical power stations. For equipment used in such
stations two sets of price lists were compiled: one for stations with a
capacity below 4,000 kilovolts and another for stations with a capac-
ity of 4,000 kilovolts and over. (See A. Stepanov: Kak opredeliat'
vosstanovitePnuiu stoimost' oborudovania teplovikh elektrostantsii,
Vestnik Statistiki, No. 9, 1959, p. 38-49.)

The share of obsolete machines with a relatively lower efficiency
seems to be high in the Soviet economy due to the fact that discard-
ing of wornout machines there takes place on a smaller scale than in
other countries with a similar technological level. Hence, the im-
portance of measuring obsolescence, especially obsolescence "type 2"
as it is called in Soviet nomenclature. The parameters according to
which this obsolescence is measured vary for different types of ma-
-chines. So for example, those parameters for internal combustion
engines are utilization of liquid fuels (in grams) per 1 horsepower;
for electric motors, consumption of electricity (kilowatt-hours); for
steam boilers, use of conventional fuel per 1 ton of steam of a given
temperature and pressure; for steam engines, utilization of fuel per
1 horsepower per hour. For locomotives (steam, diesel, or electrical)
the measure for comparison is traction power in tons; for freight
cars and trucks, loading capacity in tons; for passenger cars, subway
cars, and buses, the number of seats.

It goes without saying that the choice of the "stereotype" plays a
paramount role in measuring obsolescence. Unfortunately, no indi-
cation can be found in Soviet literature as to how this stereotype is
chosen. Is it the most efficient machine of a certain type or use, or the
typical, most often utilized machine in a certain sphere of produc-
tion? The latter seems to be the more probable choice.

For revaluation of complex machines or a system of coordinated
machines the guidelines left open two possibilities: One is a separate
revaluation of component parts according to prices given by the
handbooks and their summation; the other-a more integrated ap-
proach-the revaluation of the complex machine as an entity using
the price handbook's quotation with corresponding adjustments, in
case some components deviate from the components of the stereotype.
When possible, the second, "integrated" method of revaluation is
recommended for complex machines. However, for lines of auto-
matic machines the replacement value has to be obtained by adding
the values of machine tools, electric motors, transmissions, and other
devices, as well as the cost of assembly and adjustment (naladka) of
the line.
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REVALUATION OF BUILDINGS, STRUCTURES, AND TRANSMISSIONS

The heterogeneous character of buildings and structures did not al-
low the application of a direct method of determining their replace-
ment values as it was used for machinery and equipment. As already
mentioned, buildings and structures are revalued on the basis of "con-
solidated indicators" (ukrupnennye izmeriteli) ; i.e., replacement
values of basic, measurable elements of buildings and structures, such
as the value of 1 cubic meter of the volume of a given type of building,
or 1 square meter of its area.

Like handbook prices for equipment, the values of consolidated
indicators are inclusive of all the cost components entering into the
price of the indicator. So, for example, the cost of 1 cubic meter of
cubature of a given type of building includes in addition to the cost of
the construction proper, the cost of sanitary and light installations, etc.,
the cost of technical preparations (blueprints, cost of temporary struc-
tures raised on the construction site), as well as the overhead of the
building companies.

Prices of building materials and transportation tariffs were those of
July 1, 1955, and the cost of labor and overhead expenditures were
determined by estimates (normy) promulgated January 1, 1956.
Changes in prices which took place after January 1, 1956 were dis-

regarded.l

Considering the territorial differentiation of wages of construction
workers and differences in prices of building materials, electricity, etc.,
the whole territory of the Soviet Union wvas divided into 10 territorial
zones and 4 climatic zones. The 10th territorial zone comprises r egions
to the north of the Arctic Circle and in this zone all the factor prices
are raised by 20 percent as compared with an adjoining region."

The four climatic zones were introduced in order to take into con-
sideration differences in construction due to climatic conditions. Con-
sidering that the overwhelming number of buildings and structures are
located in the climatic zone No. 2, the guidebooks usually give estimates
for this zone only and adjustment coefficients for other zones. For some

7 The 10 territorial zones comprise the following oblasti:
Zone I: Belorussian S.S.R., Latvian S.S.R., Lithuanian S.S.R., Moldavian S.S.R., Estonian

S.S.R.; Kalmyk A.S.S.R.. Marl A.S.S.R., Mordvinian A.S.S.R., Tatar A.S.S.R., Udmurt
A.S.S.R., Chuvash A.S.S.R.; Astrakhan, Belgorod, Bryansk. Voronezh, Vladimir, Gorki,
Ivanovo, Kalinin, Kaluga, Kaliningrad, Kirov, Kostroma, Kuibyshev, Kursk, Leningrad,
Llpetsk, Moscow, Novgorod, Orlov, Penza, Pskov, Ryazan, Saratov, Smolensk, Stalingrad,
Tambov, Tula, Ulyanovsk, Yaroslavl oblasti.

Zone II: Azerbaidzhan S.S.R., Armenian S.S.R., Georgian S.S.R., Kazakh S.S.R., Ukrainian
S.S.R.; Bashkir A.S.S.R., Dagestan A.S.S.R., Kabardino-Balkarian A.S.S.R., North Ossetian
A.S.S.R., and Chechen-Ingush A.S.S.R.: Aitai krai Kransnodarsk krai, and Stavropolsk
krai; Vologda, Kemerovsk, Kurgansk, Novosibirsk, Omsk, Orenburg, Perm', Rostov, Sverd-
lovsk, Tomsk Tiumen (south of the 60th parallel), and Cheliabinsk oblasti.

Zone III: huryat-Mongol A.S.S.R., Irkutsk oblast' (south of the 6Oth parallel), Kras-
noyarsk krai (south of the 60th parallel), Tuva autonomous oblast.

Zone IV: Kirgiz S.S.R., Tadzhik S.S.R., Turkmen S.S.R., Uzbek S.S.R., Karelian A.S.S.R.,
Komi A.S.S.R. (to the south of the Arctic Circle), Krasnoyarsk krai (to the north of the
60th parallel), Arkhangelsk (without the Nenetsk national region) and Murmansk oblasti.

Zone V: Amursk oblast', Primorskii krai, Khabarovsk krai (to the south of the 55th
parallel), Tiumensk oblast' (north of the 60th parallel), Chita oblast'.

Zone VI: Khabarovsk krai (to the north of the 55th parallel). Evenkiisk national region
including Turuchansk "rayon," Irkutsk oblast' (to the north of the 60th parallel).

Zone VII: Yakutsk A.S.S.R. (to the south of the Arctic Circle).
Zone VIII: Kamchatka oblast' (to the south of the 55th parallel), Magadanskaia oblast'

(to the south of the Arctic Circle).
Zone IX: Kamchatka oblast' (to the north of the 55th parallel), Sakhalin oblast' (ex-

cluding the Kuril Islands).
Zone X: Yakutsk A.S.S.R. (to the north of the Arctic Circle), the northern parts of

Krasnoyarski krai, Magadansk oblast', Tiumensk oblast'; the Kuril Islands and the Nenetsk
national region.
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regions which are subject to earthquakes and where special arrange-
ments are made to increase stability of buildings, additional "seismic"
coefficients are applied.

The main principiumr. divisionis in classification of buildings is their
"durability" (kapital'nost), a characteristic closely connected with the
basic material used in the construction of the building All buildings
used for productive purposes are divided from the point of view of
their durability into four categories, residential buildings into five
categories. (See annex.) For specific types of buildings as, for
example, residential dwellings, adjustment coefficients are introduced
for the size of the apartments, heights of rooms, interior improvements,
etc.

All together the State Committee on Construction Affairs (Gosstroi)
compiled 36 guidebooks and a general introduction in which the basic
methodological principles are stated. Specific guidebooks pertain to
sectors of the economy or branches of industry. Thus, guidebook No.
1 covers buildings and structures in ferrous metallurgy; No. 2, in non-
ferrous metallurgy; No. 3, in coal industry; No. 4, in oil industry, and
so on. Guidebook No. 18 explains consolidated indicators applicable
to buildings and structures found in different branches and guidebook
No. 28 to residential houses, hotels, and dormitories.

The main task of the appraisers (inventory commissions) is to find
in the corresponding guidebook the stereotype building or structure
which comes as close as possible to the revaluated building and to apply
the given values and adjustment coefficients. To facilitate this task
some general rules were introduced in reference to certain types of
buildings and structures found in specific branches as well to certain
categories of residential houses.

For buildings and structures in the coal industry two guidebooks
were compiled: No. 3-I for underground structures and 3-II for sur-
face buildings and structures. In contrast to other branches, the
underground structures of the coal industry are divided only in six
territorial zones and for coal mines located outside these zones cor-
responding coefficients are given. For surface structures consolidated
indicators are introduced according to the material of which they are
built, value per 1 ton of steel structures, per 1 cubic meter of concrete
or wood, etc.

Guidebook No. 4 presents estimates for buildings and structures in
the oil industry. As a rule estimates are given for total complexes.
However, if some components of complex installations had been
modernized or rebuilt, the guidebook recommended revaluation of
each part separately and for this purpose it quoted their prices.

Guidebook No. 5 gives prices and estimates for buildings and struc-
tures in the electrical power industry. For thermal stations the build-
ing are revalued according to general rules. More complicated are
estimates for hydrostations. Here separate estimates are made for
each part of the complex construction: value per 1 cubic meter of earth-
works, per 1 cubic meter of concrete works in the dam, etc.

To illustrate the methods and procedures used for revaluation of
buildings and structures for productive purposes we quote from a
Soviet source the following examples (Vestnik Statistiki, No. 7, 1959)

Example No. 1: Revalue a cotton-goods factory located in the Ivanovo oblast'.
Building has three stories, an attic, concrete foundation, brick walls, floors of
reinforced concrete, a sprinkling installation. Ivanovo is located in the first
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territorial zone and the second climatic zone. Price handbook No. 14 indicatesthat the building in question belongs to the second group of "kapital'nost"and that the value of one cubic meter of cubature of such a building equals69 rubles plus 3.7 rubles for sprinkling installation, together 72.7 rb. This valueis given for the corresponding territorial and climatic zones. Considering thatthe cubature of the building is 80,000 m3 the replacement value is derived as
72.7- 80,000 equals 5,816 thousand rubles.Example No. 2: Crane stockade in a factory in the city of Norilsk. Liftingcapacity of the crane equals 20 tons. Stockade has 3 spans, 16 meters long, 8
meters high, area equals 3,300 in2 .Norilsk is located in the 10th territorial zone and first climatic zone. Thereplacement value is derived by multiplying 210 rubles (value of 1 square meterof stockade in the adjacent sixth territorial zone and second climatic zone) by1.2 (coefficient for territorial location) by 1.14 (coefficient for transition fromthe second to the first climatic zone) and by 3,300 (area of the stockade). The
replacement value amounts to 948,000 rubles.

Example No. 3: Assembly shop of a machine building plant in Krasnoyarsk.
Foundation and columns of reinforced concrete, brick walls, roofing-plates
of reinforced roof iron, flooring-partly tiles, partly (400 in2 ) metal plates.
Cubature equals 140,000 min. Crane spans comprise 60 percent of the total area.Krasnoyarsk is located in the third territorial zone and first climatic zone.The replacement value is derived by multiplying 55 rubles (value of 1 ma of
volume of such building in the third territorial zone) by 1.08 (adjustment co-efficient for transfer from the second to the first climatic zone) times 140,000
(equals cubature in in3 ) plus 200 rubles (increase in value of floor covered bymetal plates) times 400 (area of metal floor.) Total equals 8,396 thousand
rubles.

Example No. 4: Vertical shaft of coal mine, located in Vorkuta. Komi, A.S.S.R.
Depth equals 120 meters; diameter of cross section equals 5 meters; area of cross
section equals 19.6 in2 . Walls of shaft reinforced by concrete 0.4 m thick. Hard-
ness of rock in which the shaft is sunk is unknown. Coking coal is extracted.

The corresponding values as given for the Donbass coal region are 890 rubles
of 1 in' cut in rock, hardness mark 6-4, and 990 rubles, mark 10-8. Price handbook
No. 3 provides that in case the hardness of rock is unknown, 90 percent of it isassumed to belong to mark 6-4 and 10 percent to 10-8. Adjusting the values
given for the Donbass region, the replacement value of the Vorkuta coal shaft is
*derived by the following computation: (890 0.9+990 0.1) 1.04 1.36*19.6*120
equals 2,994 thousand rubles where 890 rb. equals estimate of 1 ma cut in rock
mark 6-4, 990 rb. the same in mark 10-8; 0.9 and 0.1, the corresponding percentage
shares; 1.04 equals adjustment coefficient for mines extracting coking coal; 1.36
equals coefficient for location; 19.6 equals area of cross section in min; and 120
equals depth of shaft.

THE DETERMINATION OF WEAR AND TEAR

After the replacement value of a given fixed asset had been estab-
lished and compared to its original value, the next step of the capital
stock census consisted in determining the degree of physical wear and
tear. This is measured as the percentage of replacement value repre-
sented by wear and tear, and in money terms as the corresponding
reduction of this value. Here again, as in the case of determining
the replacement value, the census takers did not rely on the book data
as given in the current accounting systems. Norms of lifespans for
fixed assets as set by regulations concerning depreciation rates were
utterly disregarded or used only in exceptional cases. The basic
method applied for determination of the degree of physical wear and
tear consisted in a thorough physical inspection by experts of a given
object and the determination in quantitatively measurable terms the
effect of physical forces (rusting, corrosion, etc.) on the inventoried
object. The census organizers were aware that such emphasis on
expertise leaves too much of a free hand to the experts. In order to
formalize the decisions of the experts, the organizers of the census
compiled detailed lists of objective characteristics the presence or
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absence of which should provide a more objective basis for the decision
of the experts. For the same purpose the organizers of the census
drew a sharp distinction between degrees of wear and tear proper and
obsolescence. The latter was taken care of directly; in the process
of revaluation the former had to be determined through a thorough
physical inspection.

A committee of experts (engineers, builders, technicians) inspected
components or elements of a given asset, estimated in percentages the
degree of wear and tear of each part, and by applying specific, guide-
book weights, computed a weighted average ratio of wear and tear for
the asset as a whole.

In order to avoid arbitrariness in the work of the experts, detailed
instructions were elaborated which, on one hand, indicated what should
be inspected, and on the other, enumerated the typical symptoms, the
absence or presence of which should be considered in order to arrive
at a definite judgment. (See annex VIII.)

The following examples illustrate the method of determining the
degree of physical wear and tear for specific equipment, buildings and
structures:

TABLE 2.-Equipment: Peat harvester, mark UMPF-4

Weights Value of part Percent of
given by according to wear and Reduction

Construction parts guidebooks price book tear de- of value
in percent termined by

inspection

Caterpillar and frame - - 45 13.410 25 3.3562
Transmission 15 4.470 20 .894
Bucket elevator -- - 20 5.960 10 .596
Bunker with mobile bottom - 20 5.960 15 .894

Total --------------------------- 100 29.800 19 5.736

Dividing 5,736 by 29,800 and multiplying by 100 we obtain the
weighted percentage share of wear and tear as equal to 19 percent.

TABLE 3.-Structure: Water tower

Weights Percentage
given by of wear and

Components guidebooks tear as de- Col. (2) times
in percent termined by (1)

inspection

(1) (2) (3)

Foundation- - - 9 5 45
Wails------------------------------ 49 20 989P
Floors ---------------------------------------------- - 2 25 50
Windows (proemy) ------------- 2 25 50
Floor foundations- 4 20 80
Plastering works ------------------ 2 30 60
Sanitary installations - -10 25 250
Water tank - -14 15 210
Others - -8 10 80
Water tower - -100 1,805

It follows that the degree of wear and tear of the water tower equals
1,805 divided by 100, or 18 percent of the replacement value of the
water tower. (The last two examples quoted from V. Ostroumov, and
V. Gorelik, ibid., p. 54 if.)
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For the determination of wear and tear of buildings the instructions
recommend utilization of the tables concerning the inventory taking
of municipal property issued April 27, 1930 (Instructions of the Cen-
tral Administrations of Municipalities of the People's Commissariat
of Internal Affairs of the RSFSR). These instructions provide
ranges (from 0 to 10 percent, 11 to 20 percent, 21 to 30 percent, 31 to
40 percent, 41 to 60 percent, 61 to 80 percent) in accordance with the
detection of some typical defects or deterioration due to physical wear
and tear of basic components (foundations, walls, roofing, etc.) of a
given building. (See annex VIII.)

For assets which cannot be directly inspected, as, for example,
underground piping, degree of wear and tear is determined by com-
paring the elapsed service life with the expected one, or with the
"norms"l of service life. The following general formula was applied:

Years of elapsed service life
Wear and tear in percent= 100

Years of prescribed service
In case the elapsed service life, in years, in close to (or exceeds) the

normative span of service which would result in a very high percentage
(or a negative one) of wear and tear, a different method is provided.
The technical inspection first determines the additional number of
years in which the given asset or some components may still be in
operation, and the following formula is applied:

Years of actual service life
Wear and tear in percent= *100

Years of actual service life
plus estimated additional years
of service

In case the actual service life is unknown (the exact date when the
asset was installed or put in operation) the degree of wear and tear
may be found on the basis of the normative years of service and the
anticipated, remaining life span:

normative years of service
Wear and tear in percent= - 100

normative years of service
plus anticipated additional
years of service

In all the methods applied above the determination of norms of service
life is of crucial importance. In the practice of Soviet accounting such
norms were introduced in order to determine depreciation rates. Two
types of such rates can be discerned: differentiated rates in accordance
with the anticipated life span of certain kinds of fixed assets, and
average rates for specific branches of industry. In the last two dec-
ades, the average rates prevailed and they show little change through-
out the years, as can be seen from the table below:
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TABLE 4.-Average depreciation rates in selected branches of industry
[In percent of the Initial, book value of fixed funds]

1938 1950 1955

Ferrous metallurgy -5.6 4.8 4.7
Coal industry -5.6 4.2 4.2
Oil industry -5.6 6.5 5.6
Electric energy -5.6 5.3 4.5
Chemical industry -- 5.6 4.5
Machine tool industry -5.5 5.6 5.7
Heavy machine building -5.5 5.5 5.5

Source: V. A. Vorotilov, op. cit., p. 76 if.

Compared to the depreciation rates accepted in the American indus-
try the Soviet rates are low. P. Bunich 8 found that the average life-
span of industrial fixed assets in the Soviet Union computed on the
basis of the accepted depreciation rates amounts to 37 years, which
is 27.5 percent higher than that in American industry.

Therefore, for the purpose of the capital stock census the average
rates of depreciation accepted before were of little use.9 For the pur-
pose of the census a new and very detailed list of lifespans for different
kinds and types of fixed assets was compiled and incorporated in the
instruction and guidebooks.

From the point of view of the duration of their service life, Soviet
fixed assets may be reclassified in the following main groups:

(1) Perennial structures with very low rates of wear and tear, which
are submitted to capital repairs (overhaul) at long time intervals
(bridges, channels, dams, river regulations, etc.).

(2) Fixed assets periodically renewed through capital repairs of
components parts except for the main body (buildings, many kinds of
machines, rolling stock, etc.).

(3) Machine and equipment, parts of which, except for the main
body, are periodically replaced (looms, tractors, etc.).

(4) Fixed assets which are periodically renewed (restored) in their
entity (railroad tracks, some transmission facilities).

(5) Assets, the reproduction of which depends on natural condi-
tions such as cattle, orchards, tea plantations, etc.

(6) Land improvements, ameliorations, irrigations, drainage works,
etc.

(Source: V. Ostroumov, V. Gorelik, ibid., p. 52 if.)
For all fixed assets, the lifespan is established on the assumption that

their utilization took place under normal conditions. In cases of more-
than-average exploitation of an asset, or when the assets are subjected
to natural calamities and so on, the degree of wear and tear is deter-
mined by technical inspection, extent of repairs, or other available
technical documentation.

DOCUMENTS PERTAINING TO THE CAPITAL STOCK CENSUS

Detailed instructions prescribed the uniform procedure for filling
out the blanks and forms concerning the capital stock census. These
reporting documents can be divided into three main groups. The

sP. Bunich: Amortizatsia osnovnykh fondov v promyschlennosti, Gosfinizdat, 1957, pp.
115-117.

9 Due to the fact that the relatively high cost of capital repairs is subtracted from the
depreciation of fixed assets, it is admitted by Soviet economists that, in general. the degree
of wear and tear is underestimated (see Finansy S.S.S.R. No. 8, 1959, p. 68).
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first group comprises inventory lists (opisi). These are the primary
sources for processing of obtained data. Inventory lists were pre-
pared for the following types of assets: (1) buildings, (2) structures
and transmissions, (3) machinery, equipment, and rolling stock, (4)
fixed assets excluded from revaluation but included in the determina-
tion of the degree of physical wear and tear (e.g., adult draught ani-
mals), and (5) fixed assets exempt from revaluation and determina-
tion of wear and tear.

The headings in all the inventory lists are identical. They include:
name of the enterprise or organization, names of the chairman and
members of the inventory commission, date when inventory and reval-
uation started and when it was completed.

The inventory list for buildings includes the following rubrics:
A. Ordinal number.
B. Inventory card number.
C. Use of building (for productive purposes, housing, trade, cultural, etc.) and

its location.
D. Year in which the building was built or reconstructed.
E. Short technical description of the building.

1. Cubature of the building (in cubic meters-outside dimensions).
2. Total area (in square meters), of which:

3. Total area of dwellings (in square meters), of which-
4. Area of living quarters (in square meters).

5. Original value of the building (in thousand rubles).
6. Number of the guidebook on the basis of which replacement value-

was computed.
7. Number of the table in the guidebook used for revaluation.
8. Replacement value of 1 cubic meter of cubature according to the

quoted table in the guidebook.
9. Replacement value of the building (in thousand rubles; col. (1) times

col. (8)).
THE RESULTS OF REVALUATION

10. Increase in value (replacement value over original value).
11. Decrease in value (original value over replacement value).

MEASUREMENT Or THE DEGREE OF WEAR AND TEAR

12. Wear and tear as percent of replacement value.
13. Wear and tear in money terms (in thousand rubles; col. (9) times

col. (12) divided by 100).

For structures and transmissions the rubrics are similar to those for
buildings with the exception that a specific rubric indicates the unit
(cubic meter, square meter, linear meter, kilometer, etc.) on the basis
of which the revaluation took place and another rubric indicating the
replacement value of this unit.

The inventory list for machinery, equipment, and rolling stock in-
cludes the following rubrics:
A. Ordinal number.
B. Number of inventory card.
C. Description of inventoried object.
D. Year when produced or acquired.
E. Year when installed and, if modernized, when-
F. Type of mark of equipment.
G. Short technical description of the object.
H. Unit of measurement for determination of the replacement value.

1. Quantity of units of measurement.
2. Original value of object.

252
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3. Number of quoted price book.
4. Page, or number of entry, or number of table in the price book quoted

for the purpose of revaluation.
5. Replacement value on January 1, 1960 (in rubles).

RESULTS OF BEVALUATION

6. Increase in value (replacement value over original value).
7. Decrease in value (original value over replacement value).

DETERMINATION OF WEAR AND TEAR

S. Degree of wear and tear as percent of replacement value.
9. Wear and tear in money terms (in rubles; col. (5) times col. (8)

divided by 100).

Less detailed were the blanks for fixed assets which, although ex-
empt from revaluation, were subjected to the determination of degree
of wear and tear. The corresponding blanks included the following
rubrics:
A. Ordinal number.
B. Number of inventory card (for animals-brand mark).
C. Denomination of inventoried objects.
D. Year of acquisition or planting (for draft animals, year of birth).
E. Short characteristic description of object.
F. Unit of measurement for establishing the revaluation value.

(1) Quantity of units of measurement (size, area, length).
(2) Initial value of objects (in rubles).
(3) Degree of physical wear and tear in percentage of initial value.
(4) Degree of physical wear and tear in money terms (in rubles).

Also short were inventory lists for objects not subjected to revalua-
tion or determination of wear and tear. They consisted of the follow-
ing rubrics:
A. Ordinal number.
B. Inventory number (for animals, brand mark).
C. Denomination of kind of fixed assets.
D. Year of acquisition; for animals, year of birth.
E. Short description of characteristics of object.
F. Unit of measurement on the basis of which the initial value was determined.

(1) Quantity of units of measurement (size, area, length).
(2) Initial value on January 1, 1960 (in rubles).

The above described inventory lists (opisi) remained in the files
of the inventory commissions. On the basis of the data of the inven-
tory lists reports (otchety) were filled out by the census commissions.
All together 56 such report forms were compiled of which form No. 1
included a summary report (svodnyi otchet). Forms No. 2 to 8 re-
ferred to fixed assets which can be found in many branches of industry
or sectors of the economy, and forms 9 to 56 referred to specific types
and kinds of assets found in particular branches and sectors. In order
to throw light on the classification of Soviet fixed assets, the titles of
the 56 report forms are listed below (quoted from V. Gorelik and A.
Monastyrskii: 0 sostavlenii otchetov po pereotsenke i opredelenii
izonsa osnovnykh fondov, Vestnik Statistiki, No. 12, 1959, pp. 50-
51).

Form No. 1: Summary report on results of revaluation and determination of
wear and tear of fixed assets (see annex I).

Form No. 2: Buildings for productive, cultural, trade, and other purposes
except residential (see annex II).

0 0
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Form No. 3: Residential buildings (see annex III).
Form No. 4: Structures, transmissions, and means of transportation for gen-

eral use found in many sectors of the economy (see annex IV).
Form No. 5: Metal-cutting machine tools, forging presses, casting and found-

ing equipment, checking equipment, equipment for covering with paint or
lacquer, metal, timber sawing and wood processing equipment of general use;
automatic lines of machine tools in the machine building industry (see annex

Form No. 6: Energy and electrotechnical equipment; pumps and compressors;
refrigerative installations; units generating hydrogen and oxygen; electroweld-
ing and gas welding equipment; industrial X-ray installations.

Form No. 7: Machinery for construction, roadbuilding, crushing and pulveriz-
ing; equipment for weighting, lifting, and transporting.

Form No. 8: Automobiles, tractors, and structures belonging to the motor
transportation system.

Form No. 9: Agricultural machinery, equipment, and structures.
Form No. 10: Specialized equipment, rolling stock, structures, and transmis-

sions of urban passenger transportation (electric power only) as well as spe-
cialized equipment of municipal enterprises.

Form No. 11: Specialized equipment of the moving picture industry, film pro-
jection, movie studios, film reproduction, theatrical, scenic and photographic
equipment (including equipment for production of movie and photo supplies).

Form No. 12: Electronic computers.
Form No. 13: Specialized equipment, instruments, and apparatus for medical

purposes.
Form No. 14: Specialized equipment, structures, and transmissions utilized in

trade and public catering.
Form No. 15: Specialized equipment, structures, and transmissions for extrac-

tion and enrichment of ferrous and nonferrous metallic ores (including extrac-
tion of mineral raw materials used in metallurgy).

Form No. 16: Specialized equipment, structures, and transmissions in the
ferrous metallurgy industry (including secondary processing, production of
metallurgic coke, and production of fireproof material).

Form No. 17: Specialized equipment, structures, and transmissions in the
nonferrous metallurgy industry (including output of gold, platinum, and dia-
monds) as well as secondary processing of nonferrous metals.

Form No. 18: Specialized equipment, structures, and transmissions in the peat
industry (including the production of peat briquets).

Form No. 19: Specialized equipment, structures, and transmissions in the oil
industry (including main line oil pipes and oil tanks).

Form No. 20: Specialized equipment, structures, transmissions in the gas indus-
try, including extraction of natural gas, production of artificial gas, underground
gasification of coal, gas pipes, and gas networks.

Form No. 21: Specialized equipment, structures, transmissions in the electro-
technical industry (including cable production) and radiotechnical industry (in-
cluding electrovacuum equipment).

Form No. 22: Specialized equipment, structures, transmissions for communi-
cation, radio, and television.

Form No. 23: Specialized equipment, structures, and transmissions of power
stations and electric power net.

Form No. 24: Specialized equipment, structures, transmissions of the chemical
industry (including extraction of chemical raw materials except for salt extrac-
tion and chemical wood processing).

Form No. 25: Specialized equipment, structures, transmissions of the chemical
wood processing and the hydrolysis industry.

Form No. 26: Specialized equipment of the printing industry including the
bookbinding industry.

Form No. 27: Specialized equipment, structures, and transmission of timber
cutting and wood processing industry (including the match industry).

Form No. 28: Specialized equipment, structures, transmissions of the cellulose
paper industry.

Form No. 29: Specialized equipment, structures, and transmissions of the
industry of building materials.

Form No. 30: Specialized equipment of the glass, china, and falence industry
(including output of medical appliances, chemical and medical glass containers,
and of glass fiber).
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Form No. 31: Specialized equipment of the cotton goods industry including
cotton ginning.

Form No. 32: Specialized equipment of the wool industry (including primary
wool processing).

Form No. 33: Specialized equipment of the silk industry (including silk
reeling).

Form No. 34: Specialized equipment of the flax and hemp and jute industry
(including primary processing of fiber).

Form No. 35: Specialized equipment of the knitted goods industry, and of
felt and felt products and artificial furs.

Form No. 36: Specialized equipment of the leather, fur, and shoe industries;
leather products, harnesses, bristle products, and brushes.

Form No. 37: Specialized equipment, structures, and transmission of the fish
industry (excluding fishing ships and the production of fishing nets).

Form No. 38: Specialized equipment, structures, and transmissions of the meat
industry (including meat conserves) and the milk and milk products industry.

Form No. 39: Specialized equipment, structures, and transmissions of the flour
and groats milling industry, factories of pressed forage, elevators, including
grain elevators.

Form No. 40: Specialized equipment of bakeries, factories of confectioners,
macaroni, and yeast.

Form No. 41: Specialized equipment, structures, and transmissions of the
vegetable oil, fat, cosmetic, and perfume industry.

Form No. 42: Specialized equipment of the fruit and vegetable processing
industry, including conserves, concentrates, food acids, coffee, etc.

Form No. 43: Specialized equipment, structures, and transmissions of the
sugar, starch, and molasses industry.

Form No. 44: Specialized equipment, structures, and transmissions of the
alcohol, vodka, liquor, wine, beer and soft drinks industries.

Form No. 45: Specialized equipment, structures, and transmissions of the
tea, tobacco, and makhorka industries.

Form No. 46: Specialized equipment of all other industries not specified in
the forms above.

Form No. 47: Specialized equipment, rolling stock, structures, and trans-
missions of the railroad transportation, including machines for construction as
well as specialized equipment for signals and communication in the railroad
transportation system.

Form No. 48: Specialized equipment, structures, and transmissions of air
transportation (for civilian use only).

Form No. 49: Oceangoing ships, including those for control and technical
purposes and for regulation of navigation.

Form No. 50: Ships belonging to the river transportation system.
Form No. 51: Fish-catching and fish-processing ships.
Form No. 52: Specialized port accommodations and structures; installations

for navigation, including docks, repair shops, and dockyards.
Form No. 53: Stadiums and other sport structures and special sporting

equipment.
Form No. 54: Rolling stock, specialized equipment, structures, and trans-

missions of the subway transportation system.
Form No. 55: Specialized equipment, structures, and transmissions of the

salt extracting industry.
Form No. 56: Specialized equipment, structures. and transmissions of the coal

and shale extracting industries as well as special equipment for geological
prospecting.

As can be seen from the titles of the forms listed above, the census
takers made a special effort to obtain detailed information on the so-
called specialized equipment, i.e., machines used only in specific
branches of industry or sectors of the economy. It seems doubtful
whether the detailed instructions succeeded in preventing some over-
lapping of specialized equipment with equipment for general purposes
registered in the forms 4 to 8.

In the process of filling out the blanks, special attention is drawn to
the coding of specific kinds of fixed assets in order to facilitate the
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mechanical processing of data. Only coding concerning types and
kinds of fixed assets has to be accomplished by the census commissions,
while codes for territorial distribution, administrative jurisdiction,
distribution by sectors and branches are to be filled out by the organi-
zation to which the registered enterprise is subordinated. As already
mentioned, fixed assets of an establishment which produces more than
one product are classified according to the prevailing product.

In all the reporting blanks, with the exception of forms 2 and 3,
the numerated columns are identical and have the same numeration.
The reporting document consists mainly of seven columns with the
following headings:

1. Original book value before revaluation as of January 1, 1960 (in thousand
rubles).

2. Total replacement value after revaluation as of January 1, 1960 (in thou-
sand rubles).

3. New fixed assets (built or acquired in the period from January 1, 1956 to
January 1, 1960) revaluated according to book value.

RESULTS OF THE REVALUATION

4. Markup (+) excess of replacement value over book value.
5. Markdown (-) excess of book value over replacement value.
6. Degree of physical wear and tear, determined in the process of revalua-

tion, in money terms (thousand rubles).
7. Degrees of physical wear and tear in percentage of the replacement value.
Forms 2 and 3 in addition to the above columns required information on

volume and area of the registered buildings.

The instructions advise that all computed data should be rounded
to the whole unit of measurement, as, for example, to thousand rubles,
1 kw, cubic or square meter, ton, etc. No fractions or digits should be
put in the blanks and formulas.

A third distinct group of the general registration documents con-
sists of blanks pertaining to summarized reports which are filled out
by regional economic councils (sovnarkhozy), ministries and depart-
ments. Five forms belong in this category. They are as follows:

1. Form SP: "Summary report on results of revaluation and determination
of wear and tear of fixed funds." It includes all fixed funds under the jurisdiction
of a ministry, department, sovnarkhoz trust, etc. This form is compiled on the
basis of forms No. 1 of subordinated enterprises and, in case of ministries and
sovnarkhozes, on the basis of SP blanks of subordinated trusts and departments
and forms No. 1 of establishments directly attached to the reporting agency.

2. Form SPO-1: "Summary report on results of revaluation and determination
of wear and tear according to sectors of the economy or branches or kinds of
industry." This form regroups the data by sectors of the economy and types of
assets, or by branch and subbranch of industry and type of assets.

3. Form SPO-2: Summary report on results of revaluation and determination
of wear and tear by sectors of the national economy (without the regrouping of
assets by type).

These three summarizing blanks are constructed in such a way that
they correspond to the three basic sections of the reporting form No.
1 (see annex). Data in form SP are taken from reporting form
No. 1-summary part, SPO-1 from form 1, section II, and SPO-2
from form 1, section III.

4. Form SPO-3: "Summary report on results of revaluation and determination
of wear and tear of fixed funds by branches of industry and kind of output."
This form is filled out only by the Statistical Agencies of Union Republics on the
basis of forms SPO-1 of subordinated administrative units and, in case some
establishments are directly subordinated to the Republican administration, from
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form No. 1, section II of the corresponding enterprises. This applies mainly to
enterprises managed by committees of local Soviets (Ispolkomy Sovietov Depu-
tatov Trudiashchichsia).

5. Form SPR: "Summary report on results of revaluation and determination
of wear and tear of fixed funds by geographic distribution (territories)." Here
oblast' is the main administrative unit. Form SPR is filled out by trust and
oblast' departments. In case enterprises attached to a given trust are located in
more than one oblast', the trust compiles forms SPIR separately for each oblast'.

The main task of processing the obtained data and the preparation
of summarized reports on specific aspects (type, branch, territory, ad-
ministrative subordination) is put on the Union Republics Statistical
Agencies. On the basis of the Union Republics summarized results
of the registration, the Central Statistical Administration of the
U.S.S.R. compiles data for, whole territories and the total national
economy.

CAPITAL REVALUATION IN THE COLLECTIVE FARMS

Two years after the general inventory and revaluation of fixed assets
in the Soviet state and cooperative enterprises and organizations, a
similar operation was carried out in the cooperative sector of the Soviet
agriculture, in the collective farms (kolkhozes). In addition to 40,500
of kolkhozes this census covered some 5,000 of "interkolkhozien" enter-
prises, being the joint property and under the joint management of 2
or more kolkhozes.

Due to the poorer state of accounting and to some specific conditions
in the Soviet cooperative agriculture, this census encountered special
difficulties and required a most thorough preparation.

The main administrative body charged with the responsibility of
carrying out the census was the district (rayon) executive committee
(rayispolkom). In each rayon a special commission has to be orga-

nized, consisting of the chairman of the rayispolkom as the chairman
of the commission, a representative of the local (rayon) inspectorate
of the Central Statistical Administration and employees of local state
farms and industrial enterprises who have already acquired some ex-
perience in carrying out the general inventory. (See A. Kochev: Kak
organizovat' v kolkhozakh pereotsenku osnovnykh fondov. Vestnik
Statistiki, No. 4,1961, pp. 64 if.)

The timetable in preparation and execution of the collective farms
census was as follows:

(1) Before May 1, 1961, the primary inventory documentation and technical
description of all fixed assets belonging to collective farms should be put in
order and brought up to date.

(2) During April-May 1961 the rayon commissions should check the prepara-
tion work of the corresponding commissions in each collective farm and in in-
terfarm organizations. During the same time all the farms should be provided
with instructions, price handbooks, and necessary blanks and formularies.

(3) In June-July 1961 a sample revaluation and determination of wear and
tear of different types of fixed assets should be carried out in each of the col-
lective farms.

(4) From August to November 1961 the revaluation proper and the deter-
mination of the degree of wear and tear has to be completed.

(5) During the month of November the obtained data in the collective farms
should be checked and verified by the supervising commission. Reports on re-
valuation and determination of wear and tear of a fixed assets by the collec-
tive farms should be sent to the rayispolkom not later than January 15, 1962.

(6) Checked and approved by the rayispolkom commissions, the reports of
the kolkhozes should be sent to the Central Statistical Administration not later
than January 25, 1962.

38-135-64-19
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The basic methods and procedures applied in the collective farms
census were similar to those applied in the 1960 general revaluation.
But in one aspect the two censuses differ: In contrast to the evalua-
tion of agricultural equipment in the state farms based on wholesale
prices of July 1, 1955, the prices of equipment belonging to collective
farms were higher on the level of February 1, 1961 (see Vestnik Sta-
tistiki, No. 5, 1961, p. 66). Thus, the principle of price indentity, i.e,
the attaching of identical price tags to identical machines, was in
this particular case discarded.

Smaller in scope than the general capital stock census, the collective
farms inventory and revaluation was still a major statistical opera-
tion. All together some 45,000 collective farms and interfarm orga-
nizations were registered and the inventory included over 20 million
inventory items (L. Volodarskii: Itogi pereotsenki osnovnykh fondov
kolkhozov, Planovoe Khozaistvo, No. 11, 1962, p.48).

REVALUATION OF EQUIPMENT AND MEANS OF TRANSPORTATION

The organizers of the census endeavored to simplify as far as pos-
sible the necessary computations in order to determine the replace-
ment values of equipment belonging to collective farms. While in the
1960 census over 100 price handbooks were compiled for equipment
alone, in the collective farm sector only 6 price handbooks were issued.
They were as follows (see Vestnik Statistiki, No. 5, 1961, p. 65):

Price handbook No. 1: Agricultural machinery and equipment, means of
transportation, lifting equipment, and balances.

Price handbook No. 2: Equipment for repairs and general industrial use (in-
cluding machinery for construction, road building equipment, excavators, scrap-
ers, bulldozers, graders, concrete mixers, etc.).

Price handbook No. 3: Energy and electrotechnical equipment.
Price handbook No. 4: Equipment for processing of agricultural products be-

longing to subsidiary enterprises attached to collective farms or interfarm
organizations.

Price handbook No. 5: Equipment of telephone stations, cultural, medical,
and other centers servicing the collective farms.

Price handbook No. 6: Ships in fishermen's collective farms (motorized and
nonmotorized).

The price handbooks were compiled in such a way as to reduce the
additional computation to a minimum in order to determine the re-
placement value. As in the 1960 census, the prices quoted directly in
the price handbooks are all inclusive. So, for example, when a given
machine is installed on a given foundation the replacement value of
the foundation is included in the price of the machine. However,
in case the basic technical characteristics of a given machine diverge
from the parameters of a stereotype (the closest similar machine as
described in price handbook), some price adjustment should be made
in accordance with the "basic technical indicators" (osnovnye teck-
nicheskie pokazateli). These quantitatively determined differences
in capacity performance, etc., vary for different kinds of machines.
So, for example, for tractors the basic indicator is considered to be the
traction power in HP; for plows and combines, the width in meters;
for winnowers, output in tons per hour; for vans, cubature in tons;
for trucks, loading capacity in tons, etc.

258
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REVALUATION OF BUILDINGS AND STRUCTURES

The determination of replacement values for buildings and struc-
tures in the collective farms sector was a simplified version of the
method applied in the 1960 census. The four instruction books com-
piled by the Gosstroi of the. U.S.S.R. were as follows:

Handbook No. 1: Generalized indicators of values for buildings and structures
for productive purposes (including buildings of auxiliary enterprises, watersupply and sewerage works, roads and bridges).

Handbook No. 2: Generalized indicators of values of residential buildings, forcultural and administrative purposes.
Handbook No. 3: Generalized indicators of values of buildings and structures

in the rural electrification and communication system.
Handbook No. 4: Generalized Indicators of values of waterworks.

contrast to e generalized inluicators for buildings and struc-
tures in the 1960 census, where generalized indicators were differen-
tiated according to 10 territorial zones, the values of indicators in the
collective farms census were differentiated for 20 zones. In the 20th
zone, located behind the Arctic Circle, the replacement values of
buildings and structures are 20 percent higher than in the adjacent
zone to the south.

Similar to the 1960 census, the main attribute (characteristic qual-
ity) by which the buildings in the collective farms are classified is
"kapital'nost," i.e., the totality of constructive elements built of
specific material going into the structure of the building. Altogether,
five such groups of buildings are discerned analogously to the 1960
inventory and revaluation. The handbooks do not provide values for
all five groups of buildings. In order to facilitate the derivation of
replacement values of similar buildings belonging to different groups
of "kapital'nost," a table was compiled giving the adjustment coeffi-cients for transfer from one group of "kapital'nost" to another. This
table is reproduced below:

TABLE 5.-Adjustment coefficients

Adjustment coefficients for transfer to another group ofGroup of "kapital'nost" according to "kapital'nost"handbooks

Group 1 Group 2 Group 3 Group 4 Group 5

1- 1.00 0.93 0.86 0.80 0.742- 1.08 1.00 .93 .86 803- 1.16 1.08 1.00 .93 .864- 1.25 1.16 1.08 1.00 .935- 1.35 1.25 1.16 1.08 1.00

Source: M. Freidlin, Opredelenie vosstanovitel'noi stoimosti zdanii i sooruzheniu, vestnik Statistiki,No. 5, 1961, p. 66.

The handbooks furnish also corrections (adjustment coefficients) to
the given values of generalized indicators which should be applied
when some specified facilities or accommodations are lacking. So, for

example, for a residential building belonging to the fifth group of
"kapital'nost," the value of 1 In3 of cubature is reduced by 8 percent
for the lack of central heating, by 1.4 percent for the lack of water
supply, by 2.8 percent for the lack of service facilities, by 0.4 percent
for the lack of a radio, and by 0.5 percent for the lack of a telephone
line.
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THE DETERMINATION OF THE DEGREE OF PHYSICAL WEAR AND TEAR

For measuring of wear and tear in the collective farms census, the
same two methods were applied as in the 1960 census: physical inspec-
tion by experts, on one hand, and by comparing years of actual service
with "normative" years of service life, on the other. The former
method was preferred by the census organizers. "It is recommended,"
writes V. Gorelik (Opredelenie Fizicheskogo iznosa osnovnykh fondov
kolkhozov, Vestnik Statistiki, No. 6, 1961, p. 61), "to determine wear
and tear of machines and equipment by norms of service life only in
cases when the collective farm has no possibility of being measured
through an inspection of the tecimical state of the given equipment in
kind." In the case of complicated machines and, especially, in tech-
nical inspection of buildings and structures, separate measurement of
each component is recommended, and the degree of wear and tear of
the whole object is derived as a weighted average of the sum of com-
ponents. For this purpose the handbooks provide the specific weights
of the inspected object. So, for example, the constructive elements of
a typical residential building have the following weights:

[In percent]
Foundation ----------------------------------------------------------- 7
Walls and partitions--------------------------------------------------- 26
Floors -------------------------------------------- 5
R o o f - -- ---- ---- ------ ----- ----- ----- -- ----- -- ----- ---- ---- ----- ----- --- 7
Floor coverage -------------------------------------------------------- 9
Windows -------------------------------------------------------------- 8
Finish ------------------------------------------------- ------------- 10
Interior technical-sanitary and electrotechnical installations…--------------21
Other works----------------------------------------------------------- 7

Total-------------------------- -------------------------------- 100
Source: Vestnik Statistiki, No. 6, 1961, p. 57.

In order to provide more objective frame of reference for the judg-
ment of experts and teclmicians, it is recommended that use be made of
auxiliary tables compiled for the 1960 census under the title: "Signs for
the determination of percentage of wear and tear in components of
buildings and elements of their accommodations." (See annex VIII.)
This table specifies the typical symptoms of deterioration, corrosive-
ness, and other signs of wear and tear as objective criteria for the
decision of experts.

For objects the direct technical inspection of which is not possible,
a comparison is recommended between the actual and normative years
of service. However, when the years of actual service are close to the
normative ones, the probable additional years of service should be
determined by expert decision, and the percentage share of wear and
tear is derived by dividing actual years of service by actual plus addi-
tional years.

Among categories of livestock only draft animals are subject to the
determination of wear and tear. This is measured by comparing the
working period of a given animal with its predicted working age
minus the price of the animal sold for slaughter at its retirement age.
The following illustration explains the procedure. In order to de-
termine the degree of wear and tear of a horse after 4 years of work
and a 12-year average working age, we have first to find the price of
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this horse when it will be sold for slaughter as a percentage of its
actual, book value. The weight of the horse 300 kg., the procurement
price of horsemeat slaughter weight equals 0.35 rubles per kg., the book
value equals 250 rb. The retirement value of the horse as a percentage
of the book value equals 0.35 * 300

* 100=42percent.
250

From this we derive the percentage of wear and tear:

4
-- (100-42) =19 percent.' 0

12
AN APPRATSAL

Fromn the point of view of scope, thorouglhiness of preparation, ad-
ministration, number of participants, and extent of program, the So-
viet general inventory and revaluation of fixed assets was an outstand-
ing enterprise. The plenitude of data yielded by the censuses allows
investigation of any aspect of the capital stock, such as volume, struc-
ture, age, serviceability, geographic distribution, or administrative
attachment. The census also brought order and consistency, and to
some extent simplification, into the current accounting on the book
data on capital stock, and the results of the census will certainly con-
tribute to more accurate methods of measuring Soviet capital and
investment efficiency. However outstanding from an organizational
point of view, the Soviet censuses of wealth raise some doubts insofar
as the underlying basic methodological ideas are concerned.

The conceptual framework and methods applied-an outgrowth of
a long list of partial and experimental censuses carried out in the
past-show some peculiarities strictly connected with the overall char-
acter of the centrally planned and centrally operated Soviet economy.

The strong emphasis put on "physical," technical problems in con-
trast to economic consideration, common in the bureaucratically ad-
ministered Soviet economy, was reflected in the concepts applied in
the censuses of wealth. This found its expression not only in the prin-
ciple of price identity, equal replacement values for identical assets,
but, what is more striking, the price variations for certain groups of
equipment were strictly in proportion to the corresponding technical
performances of revalued assets. Economically speaking, if a grain
combine is one-third as productive as a combine of a modern type, this
is not sufficient reason to assume that its price is also two-thirds lower.

It seems that the reliance of Soviet economists on physical, mate-
rial, and technical aspects of fixed assets in the revaluation process is
somewhere connected with the deficiencies of the overall system of
Soviet price relatives, especially in the realm of means of production.

Connected with the physico-technical approach is the concept of
"stereotype," i.e., some typical machine or equipment the price and
technical performance of which serves as a basis for measuring obsoles-
cence of a similar but less advanced machine. The technical charac-
teristics of a less advanced machine may be compared to a typical ma-
chine prevailing in the corresponding industry, or to the most modern
and most efficient machine available. (In the latter case it may hap-
pen, that the overwhelming part of equipment installed in a given

0 V. Gorelik: Opredelenle Fizicheskogo bznosa osnovnykh fondov kolkhozov, Vestnik
Statistiki, No. 6, 1961, p. 54.
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industry is "obsolete.") As already mentioned, no definite answer can
be found in Soviet literature as to how the stereotype is chosen. But
whatever comparison scale is applied-the average technological level
or the best available techniques-obsolescence cannot be treated as a
pure byproduct of technological progress, it cannot be devoid of its
economic content, cut off from its interrelations with capital-output
and capital-labor ratios prevailing in specific branches of industry or
sectors of the economy as well as in the economy as a whole.

The same overemphasis put on the physical aspects of inventoried
fixed assets led the census takers to rely strongly on technical inspec-
tion for the determination of wear and tear, discarding basically the
elaborate lists of "normative" service life already used for determina-
tion of depreciation rates. It is debatable whether impressions of ex-
perts and technicians were more substantial, objective, and accurate
than the previously accepted norms of service life.

It is hard to avoid the impression that to some extent the strong reli-
ance on physical and tecinical aspects of registered fixed assets
defeated the objectives of the censuses. By excluding land and natural
resources from the census, the census takers discarded also the problem
of rent and quasi-rent. But in order to assess accurately and compare
the degrees of utilization of available capital stock in, for example,
some State or collective farms, the rent due to location or fertility
cannot be ignored.

In the years 1963 and 1964 the Soviet authorities are planning a far-
reaching comprehensive revision of the entire price system established
July 1, 1955. A considerable increase is foreseen in the prices of basic
materials (coal, ores, electricity, etc.). Such increases will influence
also the prices of machinery and equipment. It is commonly accepted
by Soviet economists that in the overall structure of price relatives,
prices of machinery are "underestimated." Nevertheless, in spite of
the deficiencies of the existing price structure, Soviet authorities de-
cided to carry out the general revaluation of fixed assets in 1955 prices.
The awareness that the price relatives will be revised in the near future
induced the census takers to equate price differentials with differences
in technical characteristics or performances.

It is worth noting that a comparison of replacement values yielded
by the 1960 revaluation with the original values of Soviet fixed assets
shows that while the replacement values for buildings and structures
(including transmissions) are correspondingly 22 and 27 percent
higher than the original values, the opposite is true for machinery and
equipment (the replacement value for power equipment is 9 percent;
that of productive machines, 10 percent; and for means of transporta-
tion, 8 percent, lower than the original values. (See A. Beliakov,
Nekotorye itogi pereotsenki osnovnykh fondov S.S.S.R., Vestnik Sta-
tistiki, No. 10, 1960, p. 6) This is explainable by differences in price
movements of groups of fixed assets in the two decades preceding the
1960 census. The larger part of buildings and structures was built in
the prewar period when prices and wages were considerably lower
than the postwar prices and obsolescence of relatively old machines
apparently did not offset the difference in price level. The pending
Soviet price reform will certainly cause some changes in the structure
of Soviet fixed assets, which will hinder the extrapolation of data
obtained through 1960 and 1962 capital stock censuses.
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ANNEX I

Central Statistical Administration at the Council of Ministers of the U.S.S.R.

SUMMARY REPORT ON THE RESULTS OF REVALUATION AND DETERMINATION OF
WEAR AND TEAR OF FIXED FUNDS As OF JAN. 1, 1960

1. Name of enterprise, organization (economy)------------------------------
2. Ministry, department, Sovnarkhoz, Executive Committee of krai, oblast', city,

or rayon of the Soviet of representatives, or cooperative organization to which
the registered enterprise is attached.------------------------------------

3. Sector of the economy --------------------------------------------------
4. Branch of industry -_________________________________________________
5. Kind of production ------------------------------------------------------
6. Address of the enterprise, organization: Republic …-------------------------

oblast' (krai) ----------- , city - ---------- , rayon --------------

I. All fixed funds of the enterprise (organization)
Types of fixed funds:

Buildings ---------------------------------------- -------------
Structures and transmissions.----------------------______________
Power equipment -------------------------------- --------------

of which automatic--------------------------- --------------
Measurement and control devices and laboratory

equipment ------------------------------------- --------- _
of which automatic--------------------------- -------------

Means of transportation -------------------------- --------------
Tools -------------------------------------------- --------------
Productive and household implements .------------ --------------
Livestock, draft and productive, other animals, poul-

try, apiaries.------------------------------------______________
of which draft animals------------------------ --------------

Perennial plantings .____--.-_-_-_-------------- --------------
Land amelioration and ponds (except structures) .-- --------------
Other fixed funds -------------------------------- --------------

Total of section I_-------------------------------______________

Column headings

Replacement value of fixed Results of revaluation in Actual wear and tear of
funds after revaluation money terms (thousand fixed funds determined

Original, book on Jan. 1, 1960 (thousand rubles) during revaluation
value of fixed rubles)

funds on Jan. 1,
1960, before
revaluation Of which In money In per-

(thousand rubles) Total new funds Markup Markdown terma centage of
(book value) (plus) (minus) (thousand replacement

rubles) value

(1) (2) (3) (4) (6) (6) (7)
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II. Distribution of fixed funds indicated in section I into productive funds of
main activity and funds in other than main activity:

A. Productive funds of main activity:
Buildings---------------------------------------- --------------
Structures and transmissions…----------------------______________
Power equipment_-- - - - -

Of which automatic--------------------------- ------------
Operating equipment------------------------------ --------------

Of which automatic--------------------------- -------------
Measurement and control devices ------------------ -----------
Laboratory equipment---------------------------- --------------

Of which automatic --------------------------- ------------
Means of transportation--------------------------- --------------
Tools-------------------------------------------- __-----__
Implements, productive and household.-------------______________
Livestock, draft and productive, poultry, apiaries ______________

Of which draft animals.-----------------------______________
Perennial plantings_-------------------------------______________
Land amelioration and ponds (except structures) ______________
Other fixed funds--------------------------------- --------------

Total in group A ------------------------------- _ ___-=- __

B. Fixed funds in other than main activity_---------------______________

Total in group B_-----------------------------------______________

Grand total for section II (A plus B)_--------------- ____________

Colunnn headings

Results of revaluation in money Actual wear and tear of fixed
Original, book Replacement val- terms (thousand rubles) funds determined during

value of fixed funds ue of fixed funds revaluation
on Jan. 1, 1960, after revaluation,

before revaluation on Jan. 1, 1960
(thousand rubles) (thousand rubles) Markup Markdown In money terms In percentage

(plus) (minus) (thousand of replacement
rubles) value

(1) (3) (4) () (6)
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III. Distribution of fixed funds indicated in section I according to sectors of
the economy:

Sectors:
Industry_----------------------------------------______________
Construction .______________________ --------------
Agriculture ------------------------------------- _ -______----___
Forestry.----------------------------------------______________
Transportation __.__---- __-- __-- __-- _____-____-______________
Communication_---------------------------------______________
Procurements- -_____________________ --------------
Material-technical supplies and sales____________-______________
Trade and public catering_------------------------______________
Housing.-- - - - - - - - - - - - - - -
Municipal economy and services------------------ --------------
Public health, physical education, social insurance .______________
Education.--------------------------------------______________
Science.------------ ------------- ------------- ----____ --__

A rt -- -- - ------ -- ---- - - -- -- --- --- -- ----- - --- -- -- -- -- --- ----
Other sectors of the economy…---------------------______________

Total --------------------------------------- ___ ------
Reference:

Replacement value of fixed funds disclosed during
revaluation- -_____________________ --------------

Value of funds not available according to the bal-
ance_----------------------------------------- -------------

Value of wear and tear according to the balance on
Jan. 1,1960_---------------------------------- --------------

Actual expenses on capital repairs (complete and
unfinished) for the year 1959_------------------- ------------

(Column headings the same as in part II)

Manager of the enterprise (signature)

Chief bookkeeper (signature)

ANNEX II

Central Statistical Administration attached to the Council of Ministers
of the U.S.S.R.

REPORT ON THE RESULTS OF REVALUATION AND DETERMINATION OF WEAR AND TEAR
OF BILDINGS FOR PRODUCTIVE, CULTURAL, TRADE, AND OTHER USES (EXCEPT
RESIDENTIAL HOUSING)

1. Name of enterprise, organization (economy)_-----------------------------
2. Ministry, department, economic regional council, executive committee of the

krai, oblast', city or rayon of the Soviet of Deputies of working people, or
cooperative organization to which the registered enterprises is attached______

3. Sector of the economy_--- --- ---- --- ---- --- --- ---- --- ---- --- ---
4. B ranch of industry_ -----------------------------------------------------
5. K ind of production_ -----------------------------------------------------
6. Address of enterprise, organization: Republic_-----------------------------

oblast' (krai) ----------- , city ----------- , rayon --------------
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Denomination of types of building:
I. Buildings for productive purposes (plants, shops, work-

shops):
Brick buildings, extra solid (with frame of rein-

forced concrete or metal) .____________________
Brick buildings, ordinary structure without

fram e…-- -- --- -- --- -- --- -- --- -- --- -- --- -- --- --
Brick buildings, lighter construction -___________
Wooden buildings, hewed, log and other light

construction …________________________________

Total of section I …_________________________

II. Service and other directly nonproductive buildings
indirectly serving industry, construction, transporta-
tion, etc., except buildings registered in section I and
III of this form:

Brick buildings, extra solid (with frame of rein-
forced concrete or metal) _____________________

Brick buildings, ordinary structure, without frame_
Brick buildings, lighter construction--------------
Wooden buildings, hewed, log and other light

construction .________________________________

Total of section II-_________________________

III Buildings for cultural, trade, and other nonproductive
purposes except buildings registered in sections I and
II of this form):

Brick buildings, extra solid (with frame of rein-
forced concrete or metal) _____________________

Brick buildings, ordinary structure, without frame_
Brick buildings, lighter construction--------------
Wooden buildings, hewed, log and of other light

construction _________________________________

Total of section III ________________________

Grand total of sections I, II, III _____________

Column headings

Original Replace- Results of revalua- Actual wear and
book value ment value tion in money tear determined

Number of Total cub- Total area of buildings, of buildings, during revaluation
revaluated ature of of buildings before re- after re-
buildings buildings (in square valuation, valuation

(units) in cubic meters) as of Jan. 1, as of Jan. 1,
meters 1960 1960 Markup Mark- In money In per-

(thousand (thousand (plus) down (thousand cent
rubles) rubles) (minus) rubles)

(1) (2) (3) (4) (5) (6) (7) (8) (9)

~~= =1

------------- ----------- ------------ - ---------- --------- -- ---------- -----
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ANNEX III

Form No. 3
Central Statistical Administration attached to the Council of Ministers of

the U.S.S.R.

REPORT ON THE RESULTS OF REVALUATION AND DETERMINATION OF WEAR AND
TEAR OF RESIDENTIAL BTILDINGS

1. Name of enterprise, organization (economy) ------------------------------
2. Ministry, department, economic regional council, executive committee of the

krai, oblast', city or rayon of the Soviet of Deputies of working people, or
cooperative organization to which the registered enterprise is attached ------

3. Sector of the economy --------------------------------------------------
4. B ranch of industry -----------------------------------------------------
5. Kind of production --------------------------------------- ___________
6. Address of enterprise organization: Republic -----------------------------

oblast' (krai) ---------- city ------------- , rayon __________________



Column headings

(1) (2) (3) (4) (5) (6) (7) (9)

Total area of buildings Original book Replacement Results of revaluation Actual wear and tear
Total (square meters) value of value of in money (thousand of buildings determined

Denomination of type of building Number of cubature of buildings before buildings after rubles) during revalnation
revaluated buildings revaluation as revaluation as_______________________
buildings (cubic Living of Jan. 1, 1960 of Jan. 1, 1960

(units) meters) Total floor (thousand (thousand Markup Markdown In money In
space rubles) rubles) (plus) (minus) (thousand percent

rubles)

Brick, extra solid buildings (stone or concrete
foundation, brick or concrete block walls,
reinforced concrete flooring)------- -

Brick, usual construction buildings-
Brick, of lighter construction buildings----
Wooden houses, hewn, panels
Prefabricated andouthouses-
Wooden, reed and other houses of light con-

struction ---------------------------------- … ------------…------------l ------------ ------------ ---------------- ---------------- ----------- ------------1------------1 -----------

Total----------

00

>

(i

>

0

s-3

H
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ANNEX IV
Form No. 4

Central Statistical Administration attached to the Council of Ministers of the
U.S.S.R.

REPORT ON THE RESULTS OF REVALUATION AND DETERMINATION OF WEAR AND
TEAR OF STRUCTURES AND TRANsMIssIoNs

1. Name of enterprise, organization (economy) --------------------------
2. Ministry, department, economic regional council, executive committee of the

krai, oblast', city or rayon of the Soviet of Deputies of working people, or
cooperative organization to which the registered enterprise is attached

3. Sector of the econom y ---------------------------------------------------
4. B ranch of industry ------------------------------------------------------
5. K ind of production -----------------------------------------------------
6. Address of enterprise, organization: Republic ----------------------------

oblast' (krai) ------------ , city ------------ , rayon ---------------

Column headings

Original Results of revalu- Actual wear and
value of Replace- ation in money tear of struc-

structures ment value terms (thousand tures and trans-
and trans- of struc- rubles) missions deter-

Denomi- missions tures and mined during
nation of Unit of before trans- revaluation
types of measure- Quantity revalu- missions

structures ment of units ation after re-
and trans- according valuation Mark- In money
missions tothebook on Jan. 1, Markup down terms

value on 1960 (plus) (minus) (thou- In per.
Jan. 1, 1960 (thousand sand cent
(thousand rubles) rubles)

rubles)

(1) (2) (3) (4) (5) (6) (7) (8) (9)

ANNEX V
Form No. 5

Central Statistical Administration attached to the Council of Ministers of the
U.S.S.R.

REPORT ON THE RESULTS OF REVALUATION AND DETERMINATION OF WEAR AND TEAR
OF EQUIPMENT

1. Name of enterprise, organization (economy) -----------------------
2. Ministry, department, economic regional council, executive committee of the

krai, oblast', city or rayon of the Soviet of Deputies of working people, or
cooperative organization to which the registered enterprise is attached

________________________________________________________________________

3. Sector of the economy ------------------------------------------------ - ---
4. Branch of industry ______________________________________________________
5. K ind of production ------------------------------------------------------
6. Address of the enterprise, organization: Republic ----------------------

oblast' (krai) --------------- , city -------------- , rayon -------------
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Column headings

Original Results of revaluation Actual wear and tear
value of Replacement in money terms of equipment deter-

equipment value of (thousand rubles) mined during revalua-
Denomina- before reval- equipment tion
tion of kind Quantity uation ac- after revalu-

of (units) cording to ation on
equipment the book January 1

value on 1960 (thou- Markup Mark- In money In
Jan. 1, 1960 sand rubles) (plus) down terms percent
(thousand (minus)

rubles)

(1) (2) (3) (4) (5) (6) (7) (8)

ANNEX VI
Form No. 6

Central Statistical Administration attached to the Council of Ministers of the
U.S.S.R.

REPORT ON TEE RESULTS OF REVALUATION AND DETERMINATION OF WEAR AND
TEAR ON MEANS OF TRANSPOBTATION

1. Name of enterprise, organization (economy)-------------
2. Ministry, department, regional economic council, executive committee of the

krai, oblast', city, or rayon of the Soviet of Deputies of working people, or
cooperative organization to which the registered enterprise is attached____

3. Sector of the economy_- -- -- - -- -- -- - -- -- -- - -- -- -- - -- -- -
4. Branch of industry ___________
5. Kind of production ___________
6. Address of the enterprise, organization: Republic …____________________

oblast' (krai) ------------ , city ------------ , rayon ---------------

Column headings

Original Actual wear and
value of Replace- Results of revalu- tear of means of
means of ment value ation In money terms transportation

Denomina- transpor- of means of (thousand rubles) determined during
tion of tation transporta- revaluation

kinds of Unit of Quantity before tion after
means of measure- (units) revaluation revaluation
transpor- ment according on Jan. 1,

tation to the book 1960
value on (thousand Markup Mark- In money In

san. 1, 1960 rubles) (plus) down terms percent
(thousand (minus)

rubles)

(1) (2) (3) (4) (S) (6) (7) (8) (9)

I-- -- - -- - - -- -_-- - - -
.-- -- - - - - - - - - -- - - - - - - - - - - -

270
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ANNEX VII

SOVIET INDUSTRIAL CLASSIFICATION

I. Ferrous metallurgy:
1. Extraction of ferrous ores.
2. Production of pig iron, steel, and rolled products.
3. Production of electric ferroalloys.
4. Secondary processing of ferrous metals.
5. Production of metallurgical coke.
6. Output of fireproof material.
7. Extraction of nonmetallic raw material for the ferrous metallurg-

ical industry.
8. Output of metal products for industrial uses.

II. Nonferrous metallurgy:
1. Extraction of nonferrous ores.
2. Nonferrous metallurgy.

III. Fuel industry and output of products from coal, oil, and shales:
1. Coal Industry:

(a) Coal extraction.
(b) Coal enrichment.
(c) Output of coal briquettes.

2. Crude oil extraction.
3. Oil products.
4. Gas industry:

(a) Extraction of natural gas.
(b) Output of artifical gas.
(c) Underground coal gasification.
(d) Petrol production from gas.

5. Peat industry:
(a) Peat extraction.
(b) Output of peat briquettes.

6. Oil shales industry.
7. Other branches of the fuel industry.

IV. Output of electrical and heat energy:
1. Power stations.
2. Electrical and thermal nets.
3. Detached boilershops.

V. Machine-building and metal products:
A. Machine building:

1. Energy-generating machine building.
2. Electrotechnical machines:

(a) Output of electrotechnical equipment for in-
dustrial use.

(b) Production of cables.
(c) Output of electrical appliances for personal use.

3. Radiotechnical industry:
(a) Output of radio equipment for industrial use.
(b) Output of radio equipment for personal use.

4. Machine tools and instruments:
(a) Metal-cutting and wood-processing machine tools.
(b) Pressing and forging equipment.
(c) Casting and founding equipment.
(d) Output of instruments.

5. Output of implements:
(a) Production of calculating machines.
(b) Production of other implements for industrial use.
(c) Production of implements for personal use.

6. Production of boring equipment and equipment for metal-
lurgy; ore, oil, and gas extraction; oil processing; and
the peat industry.

7. Production of pumps, compressors, refrigeration equip-
ment and equipment for the chemical industry.

8. Output of equipment for timber and paper industry.
9. Output of machinery and equipment for the light industry.

10. Output of equipment for the food industry.
11. Output of equipment for the printing industry.
12. Output of lifting and transporting machinery.
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SOVIET INDUSTRIAL CLASSqICATION-Continued

V. Machine-building and metal products-Continued
A. Machine building-Continued

13. Roadbuilding machinery and output of equipment for the
industry of building materials:

(a) Output of equipment for construction and road-
building.

(b) Output of equipment for the industry of building
materials.

14. Output of means of transportation, except the automobile
industry:

(a) Equipment for railroad transportation.
(b) Shipbuilding.
(c) Production of trolley buses.
(d) Carts and sledge production.

15. The automobile industry.
16. Output of tractors and agricultural machinery:

(a) Output of tractors.
(b) Output of agricultural machines.

17. Production of roll bearings.
18. Production of medical equipment, instruments, and

apparatuses.
19. Other branches of the machine-building industry:

(a) For industrial uses.
(b) For nonindustrial uses.

B. Output of metal products:
1. Output of sanitary-technical equipment.
2. Output of other metal products for industrial uses.
3. Output of metal products for mass consumption.

C. Output of metal constructions.
D. Output of repair shops:

1. Special repair shops for metal-cutting machine tools and
forging and pressing equipment.

2. Special repair shops for industrial and building equipment.
3. Special repair shops for railroad rolling stock and means

of communication.
4. Repair of ships.
5. Repair of trucks.
6. Repair of passenger cars.
7. Repair of tractors and agricultural machines.
8. Repair of tramways, subways cars, and trolley buses.
9. Repair of equipment and metal products of mass con-

sumption.
VI. Output of abrasive products, and products of mica and graphite:

1. Production of abrasive products.
2. Output of mica and graphite products.

VII. Chemical industry:
1. Extraction of chemical raw materials (excluding salt extraction):

(a) Extraction of phosphates, apatites and potassium salts.
(b) Extraction of other chemical raw materials.

2. Heavy chemistry.
3. Production of aniline dyes.
4. Production of plastics.
5. Production of artificial fibers.
6. Production of synthetic rubber.
7. Production of organic synthetic and other chemical products.
8. Photochemical supplies.
9. Production of paints and varnishes.

10. Production of pharmaceutical products.
11. Chemical wood processing and wood hydrolysis:

(a) Chemical wood processing.
(b) Wood hydrolysis.
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SOVIET INDUSTRIAL CLASSWICATION-Continued

VII. Chemical industry-Continued
12. Production of tanning materials.
13. Rubber and asbestos products:

(a) Output of rubber products (except rubber footwear and
other rubber consumer goods).

(b) Output of automobile tires,
(c) Output of rubber footwear.
(d) Output of rubber toys and other products of mass con-

sumption.
(e) Output of asbestos products.

VIII. Timber-cutting, paper- and wood-processing industry:
1. Timber cutting.
2. Wood products (including the match industry):

(a) Wood-sawing industry.
(b) Plywood industry.
(c) Production of prefabricated houses.
(d) Output of wood products for the building industry.
(e) Production of wooden tare.
(f) Output of other wood products for industrial uses.
(g) Production of furniture; production of new furniture.
(h) Furniture repairs and restorations.
(i) Output of wooden kitchen utensils and other products of

mass consumption.
(j) Match industry.

3. Paper industry.
IX. Building materials industry:

1. Cement industry.
2. Output of lime, gypsum, and allied products.
3. Output of materials for walls and tiles:

(a) Output of bricks and tiles.
(b) Output of wall blocks.

4. Output of concrete and reinforced concrete constructions and
details.

5. Output of gypsum products for the building industry.
6. Production of asbestos-cement products and of slate.
7. Production of roofing materials.
8. Output of building ceramics.
9. Output of insulating products.

10. Output of linoleum and allied products.
11. Output of ceramical acidproof products.
12. Output of nonmetallic building materials and of light filling

materials.
13. Other branches of the building material industry, nonspecified

otherwise.
X. Glass, china, and faience industry:

1. Glass industry:
(a) Output of glass for building and technical uses.
(b) Output of glass products for medical and chemicolabora-

tory uses.
(c) Output of electrotechnical and electrovacuum glass

products.
(d) Output of glass tare.
(e) Output of glass fiber.
(f) Output of houseware glass.

2. China and falence industry:
(a) China and faience products for construction and technical

use.
(b) China products for medical uses.
(c) Houseware china.
(d) Houseware ceramic products.

38-135-64--20
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SOVIET INDUSTRIAL CLASSIFICATION-Continued

X 1. Light industry:
1. Textile industry:

(a) Cotton-ginning industry.
(b) Primary processing of flax.
(c) Primary processing of other bast fiber.
(d) Pool-washing industry.
(e) Silk-reeling industry.
(f) Cotton goods industry:

Production of cotton fabrics except specialized
factories of technical goods.

Production of cotton technical goods.
Detached cotton-spinning, spinning and looming, and

looming plants.
(g) Output of linen industry:

Output of linen fabrics except specialized factories of
technical linen goods.

Output of linen technical and packing material.
Detached flax-scratching and flax-.looming factories.

(h) Wool industry:
Output of wool fabrics except specialized factories of

woolen technical goods.
Output of woolen technical fabrics and products.
Detached spinning, spinning and looming, and loom-

ing factories of woolen goods.
(i) Silk industry:

Output of silk fabrics.
Detached silk-reeling, silk-spinning, and silk-looming

factories.
(3) Hemp and jute products.
(k) Production of fishing nets.
(1) Production of textile dry goods.

(m) Output of knitted goods:
Production of knitted goods.
Repairs of knitted goods.

(n) Production of artificial fur.
(o) Felt and felt products.

2. Sewing industry:
Production of garments.
Repairs of garments.

3. Leather, fur, and shoe industry:
(a) Output of leather.
(b) Output of artificial leather.
(c) Harness industry.
(d) Output of travel accessories and other leather products.
(e) Fur industry.
(f) Shoe industry:

New shoe production.
Repairs of shoes.

(g) Bristle products and the brush industry.
4. Other branches of the light industry.
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SOVIET INDUSTRIAL CLASsIFIcATION-Continued

XII. The food industry:
1. Fish industry:

(a) Fish industry except fish conserves.
(b) Fish canned food.

2. Meat industry:
(a) Meat products except meat conserves.
(b) Output of meat conserves.

3. Butter, cheese, and milk products:
(a) Butter, cheese, and milk products except canned milk.
(b) Output of canned milk.

4. Sugar industry.
5. Flour and groats industry:

(a) Flour milling.
(b) Groats production.

6. Output of bakeries.
7. Output of confectioneries.
8. Output of the macaroni industry.
9. Vegetable oil and fat industry.

10. Fruit and vegetable products:
(a) Fruit and vegetable products, except preserves.
(b) Output of fruit and vegetable preserves.

11. Alcohol industry.
12. Liqueur and vodka industry.
13. Wine production.
14. Beer production.
15. Yeast production.
16. Output of soft beverages.
17. Starch and molasses industry.
18. Tea industry:

(a) Primary tea processing.
(b) Tea packing industry.

19. Salt industry.
20. Tobacco and makhorka industry:

(a) Primary processing of tobacco.
(b) Production of tobacco and makhorka products.

21. Products of perfumery and cosmetics.
22. Other branches of the food industry.

XIII. Other branches of industry:
1. Extraction of nonmetallic ores.
2. Output of objects for cultural use:

(a) Printed matters.
(b) Film products.
(c) Output of musical instruments.
(d) Office accessories and visual aids.
(e) Objects d'art and jewelries.
(f) Toy production.

3. Water supplies.
4. Fodder production.
5. Button production.
6. Other branches of industry, not specified otherwise.
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ANNEX VIII

SIGNS (INDICATIONS) FOR THE DETERMINATION OF PERCENTAGE OF WEAR AND TEAR
IN COMPONENTS OF BUILDINGS AND ELEMENTS OF THEIR ACCOMMODATIONS

Foundations, brick walls, roofs, partitions, windows, sidewalks, heating sVstems,
sewage works, etc.

Range of
State of component or element percent oa Signs, symptoms, indications

wear and
tear

Good -0-10 Description of signs (symptoms) corresponding to each
Better than satisfactory-11-20 state of wear and tear.
Satisfactory-21-30
Less than satisfactory-31-40
Unsatisfactory-41-60
Dilapidated- - 61-S0
Unflt for habitation 81-100

NOTE.-Annexes I and VI and VIII were translated from P. Bunich, Pereot-
senka osnovnykh fondov, Gospolitizdat, 1959; annex VII translated from

V. Ostroumov, V. Gorelik, Organizatsia raboty po pereotsenke osnovnykh
fondov, Gosfinizdat, 1959.
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WEALTH SURVEYS IN JAPAN

I. INTRODUCTION

A. BRIEF DESCRIPTION OF JAPANESE NATIONAL WEALTH ESTIMATES
PRECEDING THE 1955 NATIONAL WEALTH SURVEY

In Japan, national wealth estimates have been made by certain
Japanese scholars and foreign economists since 1841.1 Most of these
vere -very rough estimates based upon scattered data.

The first systematic study was the 1905 national wealth survey
which was conducted by the Bank of Japan. Since then, a series
of national wealth surveys has been conducted by the Bank of Japan
(1910 and 1917), the Census Bureau (1913 and 1919), and by the Sta-
tistics Bureau of the Prime Minister's Office (1924, 1930, and 1935).

The main purposes 2 of these national wealth surveys were-
1. To make possible international comparison of national re-

sources.
2. To measure national economic growth by indicating the

difference between a country's accumulated assets at different
periods in time.

3. To measure the capital coefficient, by showing the relation
between national wealth and national income.

4. To show the structure and distribution pattern of national
resources.

Thus, the coverage of assets in the national wealth estimates was
very wide. Assets included in these estimates were land, natural re-
sources of virgin forests, subsoil resources, producers' goods, house-
hold goods, gold, antiques, books kept in libraries, paintings and other
collections held by museums, and net foreign assets and liabilities.
It should be noted that national wealth estimates prior to 1930 had
been based only on existing data, but from 1930 the estimates were
made on the basis of existing data supplemented by inquiries or field
surveys.

One other point which had to be remembered is that, in the case of
the 1930 and 1935 national wealth surveys, a national income survey
was also conducted at the same time 3 by using the production ap-
proach. In these surveys, the concept of national wealth was not
clearly defined, the coverage of wealth was the same as in previous
years, and the techniques and data utilized for the national income
estimates were rather primitives But a highly useful effort was

1 "Modern Statistics Dictionary," compiled by Ichiro Nakayama; the Tokyo Keizai Press,
October 1962.

2 "National Income Accounts 1957 and National Wealth Survey 1955," Economic Plan-
ninq Agency.

a'National Wealth and National Income Survey, 1935," Bureau of Statistics, Prime
Minister's Offce.

'Net income was estimated with the following industrial breakdown: Agriculture, fishing,
mining, manufacturing, commerce, transportation, public and private and domestic services,
and net foreign investment and net foreign transactions. That is, all intermediary ex-
penses were subtracted from the total production values of each industry.
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made to clarify the relationship between national wealth and national
income.

Because of World War II, a national wealth survey was not con-
ducted again until 1955. The only estimate which gives national
wealth figures for 1945 is "A Survey on Losses and Damages During
the War" 5 carried out by the Economic Stabilization Board (now
Economic Planning Agency) in 1947.

B. OUTLINE OF 1955 NATIONAL WEALTH SURVEY

The 1955 national wealth survey was carried out by the Economic
Planning Agency in accordance with a resolution of the Cabinet
Council on June 7, 1955. The preparation of this survey was begun
in 1953 and the results were published in 1957.

The Economic Council Board (now Economic Planning Agency)
established a National Wealth Survey Preparation Unit in 1953.
This unit started at once the collection of necessary data, the analysis
of existing data, and the study of methodology for carrying out
the survey.

An advisory group of the national wealth survey was also estab-
lished by the same board in the same year and the group discussed
the problems presented by the Preparation Unit. In acocrdance with
the establishment of the National Wealth Surveying Committee by
the resolution mentioned above, the advisory group was amalgamated
with the new committee.

The 1955 national wealth survey consisted of 4 designated surveys
based on the statistics law and 10 test and rechecking surveys based
upon the statistics report control law. The area covered was the
whole Japanese territory as of December 31, 1955.

In the case of roads, bridges, canals, and harbor establishments,
for which a field survey would have been very difficult, estimates were
made insofar as the existing data would permit.

Field surveys were made on an ownership rather than on a user
basis. The cities, towns, and villages covered by the survey were
2,654 in total, and the number of supervisors and enumerators were
800 and 7,952, respectively.

Tabulation was made by the Statistics Bureau, Office of the Prime
Minister; the total manpower used for tabulation was almost 140,000
men. The total expense for this survey was 134.4 million yen.

C. OUTLINE OF 1960 NATIONAL WEALTH SURVEY

The main purposes of the 1960 survey were "estimating the value
of national wealth at the end of 1960, to make clear the structural
change of wealth and the level of investment and, at the same time,
to trace the yearly investment amount since 1955." 6

Thus, with the exception of the household sector, the concept,
definition, coverage of assets, and the sectors covered were the same
as those employed in the 1955 survey. In the case of the household

5 This survey was carried out with the cooperation of various Government agencies on
the basis of administrative data collected during the war.

I "The Basic Plan of 1960 National Wealth Survey," Economic Planning Agency, October
1960.
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sector, only the value of buildings was to be estimated on the basis of
existing data.

The Economic Planning Agency again was the responsible agency.
The results were expected to be published during 1963. Another full
survey was planned for 1965.

II. 1955 NATIONAL WEALTH SURVEY

A. PREPARATION OF SURVEY

1. Establishment of National7 Wealth Survey Committee
The National Wealth Survey Committee comprised 24 members un-

der the chairmanship of Ichior Nakayama, professor of Hitotsubashi
University. The members included government officers, professors,
and civilians who had deep knowledge and experience on economic
social accounts, accountancy, and management of assets.

Nine meetings were held in all, with discussions concerning concept,
definition, inclusion of assets, method of valuation, sampling systems,
etc. The various opinions prevailing among the members of the com-
mittee might be summarized as follows:

(a) The main focus of the 1955 national wealth survey should be
placed on obtaining data which would suffice to make clear the rela-
tion between national income and national wealth and to provide a
foundation for the establishment of economic policies or plans. Thus,
very wide but rather vague objectives adopted in the former national
wealth surveys would be amended.

(b) The assets included would be confined to those assets which had
been produced through economic activities and had been stocked by
the residents of Japan. The assets included in national wealth would
be selected on the basis of the definitions employed in "A System of
National Accounts and Supporting Tables." 7

(c) Valuation of assets should be made through an objective method
rather than a subjective method of employing the reported value of
respondents. 8 Adjusted replacement cost prices are preferable to
original cost prices.

(d) The results should be published in such a way as to make clear
the distribution of assets by economic sectors. The economic sectors
would be at least as many as those recommended by the United Nations
in the publication mentioned above.

(e) Industrial classification should be in as much detail as the cost
allocated for the survey would permit.

(f) In the present situation, to carry out surveys on an owners'
basis rather than on a users' basis is necessary.

(g) The "Returns to the Tax Administration Agency," 9 prepared
by corporations on the basis of the assets revaluation law or the assets
substantiality law would be utilized to avoid unnecessary burden of
respondents.

7 "A System of National Accounts and Supporting Tables, Studies in Methods," ST/
STAT/SERF/No. 2, September 1953, United Nations.

5 As in the national wealth survey of 1953; in the former surveys, the values of assets
reported by respondents were summed up.

9 In the returns, kinds or use of assets, time of acquisition, value of assets at the time
of acquisition, lifetime, etc., are shown for each asset.
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(A) Uniformity in the classification of assets as well as in the valua-
tion of assets would be maintained throughout the entire survey.

(i) Consumers' durable goods held by households would also be sur-
veyed for the special purpose of checking rehabilitation of the house-
hold sector. In the statistical tables, consumers' durable goods would
be shown separately, in consideration of the relation between national
wealth and national income.

2. Concept of national wealth
The concept of national wealth employed in this survey is a national

aggregate of stocks of reproducible tangible fixed assets, inventory,
and the net balance of assets and liabilities owned by the residents in
the Japanese territory at December 31,1955.

(a) Assets covered in the surve .- Based upon the recommendation
given by the National Wealth Surveying Committee, the national
wealth was defined to include all goods produced and stocked for use
in future productive process. Assets included were machinery, equip-
ment, plants, buildings, construction and works, and producers' stock
or raw materials, semifinished and finished goods, and the net of
international assets and liabilities.

Because of the confused situation of international assets and liabil-
ities at the surveying date, only the assets and liabilities which had
been confirmed bv the Japanese Government were included.

Certain intangible assets such as patents, concessions, and goodwill
were omitted both because of the difficulty of valuation and because
there was no clear-cut relationship between such values and their con-
tribution to future production of the nation as a whole.

Some other assets excluded because of the difficulty of valuation were
natural resources, land, books, and art objects except those held as
stocks.

Nondurable goods held as other than business inventories were also
excluded under an assumption that these goods had already been
consumed.

(b) Meaning of Japanese territory.-Japanese territory includes
all territories over which the Japanese Government held sovereignty
at the end of 1955. These were Honshu, Shikoku, Kyushu, and Hok-
kaido and the thousands of small islands scattered around these four
major islands.

(c) Definition of residents.-Residents include not only individual
citizens of Japan, but also all institutions such as central government,
government enterprises, local authorities, public corporations, non-
profit institutions, unincorporated enterprises, partnerships, and
households. The concept of normal resident adopted by the Interna-
tional Monetary Fund was utilized in its entirety.
3. Degree of detail as to type and characteristics of capital goods

(a) Two problems concerning the character of capital goods.-The
concept and definition of national wealth and of capital goods included
were mentioned in the former chapter. The types of assets were also
specified in the same place. Capital goods included in the survey
were, as a rule, all durable goods with an expected life time of more
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than 1 year. This rule has been kept as much as possible through
all surveys carried out for the estimation of national wealth.

But, it should be confessed that the treatment of capital goods-
especially small items such as hand tools, tires, office desk equipment,
etc.-was widely different as between private and public corporations
or even as between big private corporations and small private corpora-
tions or unincorporated enterprises.

In most cases, especially in big corporations, small goods which
cost less than 50,000 yen were charged to current expense, irrespective
of their lifetime. In some factories, hand tools, etc., lent out from the
custodian room were considered as "consumed" in the account books,
and only the names of borrowers were registered. Even in these
cases, an effort to list these tools in questionnaires was made through
the efforts of enumerators and the rechecking survey held after the
main national wealth surveys.

Similar problems had arisen regarding the treatment of repair and
maintenance. Excluding very big repairs, most repairs were also
treated usually as current expenses in most enterprises. In principle,
expenditure on repairs and maintenances which prolong the lifetime of
the capital goods was considered just the same as original investment
on the repaired assets themselves. Every respondent was asked to
fill in the questionnaire the same way as in the case of fixed capital
goods. That is, the type and kind of assets for which repair was made,
the date of investment, amount invested, etc. (see form of question-
naire used) were entered in the questionnaire case by case.

According to the date of acquisition, the type and kind of assets for
which repairs were made, the use of the assets, the remaining lifetime,
and a price index were determined to compute adjusted replacement
cost prices. The replacement cost prices thus obtained were added
to the adjusted replacement cost prices of the original (i.e., before
repair) assets.

The omission of these investments was also checked in the recheck-
ing survey. But the fruits obtained from the rechecking survey were
much less than the fruits obtained from the rechecking of small equip-
ment. The main reason for this was the difficulty of catching (by in-
spection) the place repaired, the degree of repairs and the time of
repairs, and the difficulty of finding records about these investments.

(b) Degree of detail as to type of capital goods.-Two publica-
tions were prepared with the collaboration of the Bureau of Statistics
for use in tabulation and as a guide for supervisors. These were
"Classification Rules for Assets" and "Life Time Table for Tangible
Fixed Assets by Type of Assets and by Industrial Use."

(1) Classification Rules for Assets: The publication utilized for the
compilation of this book is the "Life Time Table of Fixed Assets" pre-
pared by the Ministry of Finance Ordinance. In the case of electricity
and local railways and tramways, the classification of assets differs
from that in other industries; the classification rules for these indus-
tries was set forth in "Account Rule for Electricity" and "Account
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Rule for Local Railways and Tramways." All assets were classified
as follows:
A. Buildings

A01 Dwellings
A011 Ferro-concrete
A012 Steel-frame
A013 Brick
A014 Stone
A015 Brick
A016 Wood

A02 Nonresidential buildings
A021 Ferro-concrete
A022 Steel-frame
A023 Brick
A024 Stone
A025 Brick
A026 Wood

A03 Building equipment
B. Construction

B10 Construction for traffic facilities
B100 Railroad and tramways
B101 Road paved
B102 Made of ferro-concrete
B103 Made of concrete
B104 Made of brick
B105 Made of stone
B106 Made of clay
B107 Made of metals
B108 Made of other materials than specified
B109 Made of wood

B11 Construction for water facilities
B111 Made of ferro-concrete
B112 Made of concrete
B113 Made of brick
B114 Made of stone
B115 Made of clay
B116 Made of metals
B117 Made of other materials than specified

B19 Other construction
B191 Made of ferro-concrete
B192 Made of concrete
B193 Made of brick
B194 Made of stone
B195 Made of clay
B196 Made of metals
B197 Made of other materials than specified
B198 Made of wood

C. Machinery and equipment
C20 Power-generating machinery
C21 Boiler
C22 Machine tools
C23 Movable equipment (crane, etc.)
C29 Others

D. Ships
D30 Made of steel
D31 Made of wood
D39 Made of other materials

E. Transportation equipment
E40 Railway vehicles
E41 Aircraft
E42 Motor cars
E43 Other
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F. Tools and implements
G. Land (Land itself was not surveyed)

G50 Residential lots
G51 Agricultural land
G52 Forest and woods
G59 Other lands

H. Suspense account for construction
I. Animals and plants

la Animals
lb Plants

J. Household furniture
J60 Furnitures and fixtures
J61 Clothes
J69 Others

X Other goods not elsewhere classified
Y. Inventory

Y90 Raw materials
Y91 Semimanufactured goods
Y92 Manufactured goods
Y93 Other

The code number fixed to the name of each asset is the same number
which had been utilized for the tabulation. The definition and the
name of assets included in each group mentioned above are given in
detail. The main objective of this book, was to make it easy to
specify where an asset had to be classified. Supervisors of the na-
tional wealth survev and heads of tabulation units in the Statistical
Bureau were fully trained to solve problems which might occur in
the course of execution of surveys and of tabulation.

The sectors consisted of the following groups:

Public Private
Central government Communities

Nonenterprise Corporations
Enterprise Profit
Public assets Nonprofit
Public corporations Noncorporate businesses

Local government Profit
Nonenterprise Nonprofit
Enterprise Households

(2) Lifetime Table for Tangible Fixed Assets, by Type of Assets and
by Industrial Use: Industrial classification employed in this book was
based upon the standard industrial classification for Japan. The life-
time used was physical lifetime rather than the combined lifetime of
assets weighted by both physical and invested value of each asset com-
posing a set. Further comments about the lifetime will be made in
the next chapter.

Almost 12,000 items were listed in this book. The names of assets
were classified and arranged in the order of buildings, construction,
machinery and equipment, ships, transportation equipment, and tools
and implements.

Buildings, construction, and transportation equipment were classi-
fied on the basis of structure of asset and of use. As the lifetime of
machinery and equipment differs by industry, machinery and equip-
ment were listed in the Japanese alphabetical order within each major
group of manufacturing industry.

This book was utilized mainly for editing and tabulating.
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4. Method of valzuation l0

Not only is national wealth composed of assets of various kinds,
but the quantities and time of procurement are different even for
assets of the same kind. Their prices are accordingly different. In
other words, national wealth is a heterogeneous collection of assets
purchased at various times and prices. Thus, a simple addition of
the prices of various assets would be meaningless. To obtain a duly
evaluated figure for national wealth, a uniform and common standard
is necessary.

Although there are various methods of evaluating assets, the present
survey adopted adjusted replacement cost as the most suitable standard
for its purpose.

Assets were valuated at an adjusted cost of replacement price at
the end of 1955. This price is the difference between the outlay nec-
essary for replacement of the assets by a similar asset through manu-
facture or purchase and a figure representing the value of that part of
the asset which was consumed. To calculate adjusted cost of replace-
ment prices, investigations for individual assets were made.

(a) Valuation mnthod for tangible fixed assets.-In general, re-
placement cost prices for tangible assets were estimated by the fol-
lowing method:

(1) Commodity price ratio: The commodity price ratio used in the
calculation of replacement cost prices was especially prepared by the
Economic Planning Agency for use in its 1955 national wealth survey.
This ratio was calculated according to the classification, structure, or
use of the assets, and expenses; the ratio of 1955 prices to prices in each
year during the period from 1871 to 1955.

(2) Depreciation: To determine the amount to be deducted from
assets prices due to use of the assets surveyed, the following methods
were used:

i. Estimation of depreciation by the fixed-ratio method.
For ordinary assets, depreciation was estimated on the basis

of durability. The durability figure used was based on the dura-
bility of individual assets as prescribed in a Ministry of Finance
ordinance. The remaining life of the asset in years was con-
verted to value terms by subtracting the amount of depreciation as
determined by the fixed-ratio method. In the case of assets whose
life had already expired, deduction for depreciation was not ended
at 10 percent of the assets' original cost. To facilitate its cal-
culations, the Economic Planning Agency prepared its own bal-
ance ratio table for durability from 2 to 100 years.

ii. Estimation of depreciation by the proportion-of-production
method.

For assets used in mining such as mineshafts, the amount of past
depreciation allowed (based on the original cost, and using the
proportion-of-production method) was subtracted from the
original cost of the assets. The result was then multiplied by
the price ratio prepared by the agency.

' This section on valuation and the following section B on the actual conduct of the
survey were taken from Economic Bulletin No. 1, February 1959, Economic Research
Institute, Economic Planning Agency, Government of Japan. Mr. Shimizu wrote a much
more extensive account of these matters, which was of great help as a background for ch. 3,
but could not be reproduced here due to space limitations. (J.W.K.)
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iii. Determination of the depreciation ratio for replaceable
assets.

For such assets as rail and electricity transmission facilities,
and roads, which are more properly handled as replaceable assets,
the balance ratio was valued at one-half the total value, irrespec-
tive of durability.

(3) Depreciation due to obsolescence or damage: For assets which
were becoming obsolete due to advances in production technique and
assets damaged by natural disasters, estimation of replacement price
by the methods explained above is inadequate. In such cases, the
nature of the obsolescence or damage was investigated and the amount
of depreciation to be deducted for those reasons was determined for
consideration in estimating replacement price.

(b) Method of valubig inventory assets.-In general, inventory
assets were valued at standard or replacement cost prices as a result
of inventories taken at the time of the survey. However, in the event
that inventory was not taken at the time of the survey, as was the case
for large enterprises, the results of the most recent inventory on the
company's ledger were used. Because most inventory assets, unlike
tangible assets, were produced near the time of the survey, the rotation
rate is apparently high and prices in 1955 were fairly steady. Book
inventory prices were regarded as the equivalent of replacement cost
prices at the time of the survey.

B. EXPLANATORY NOTES ON THE CONDUICT OF THE SURVEY

1. Government and government-affliated organizations' property
survey

The survey of the Government and its affiliated organizations was
conducted by the Ministry of Finance or the organization concerned.

Coverage.-All the property of the Government and the property
possessed by the Government monopoly, the Telegraph Corp., and
the Japan Railway Corp.

Other.-The figures submitted were adjusted for appreciation by the
Economic Planning Agency.
2. Local governments and public organizations' property survey (des-

ignated No. 89)
(a) Purpose.-The purpose of this survey was to clarify the actual

status of domestic corporal properties possessed by general and special
local public entities, including prefectures, municipalities, villages,
and public organization, and to obtain basic data for the national
wealth survey for 1955.

(b) Scope.-Investigation was made of land improvement districts
and their federations, land improvement associations, flood control
associations and their federations, general health insurance associa-
tions and federations within the area of cities, towns, and villages
which were selected from prefectures on a nationwide sample basis.

(c) Data used.-Aggregate, details of fixed property, and inven-
tory assets (or property) forms were used for the investigations.
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3. Corporate assets survey (designated No. 81)
(a) Purpose.-The purpose of this survey was to investigate the

fixed assets and inventories of corporations to determine their condi-
tion and to obtain basic data for estimation of the national wealth
survey for 1955.

(b) Scope.-Approximately 6,300 establishments selected from
among corporations throughout the nation on a sample basis were
investigated.

(c) Data used.-Three types of forms, including establishment,
fixed assets, and inventory forms, were employed in the survey. All
forms were completed by personnel of the corporations sampled.

(d) Survey date.-For both fixed assets and inventories, the survey
date used was December 31, 1955.

(e) System of investigation.-Investigation was made, as a rule,
through statistics sections of villages, towns, cities, and prefectures.
4. Sole proprietorship and partnership assets survey (designated

No. 85)
(a) Purpose.-The purpose of this survey was to investigate the

fixed assets and inventories possessed by sole proprietors and nonlegal
persons' corporations (hereinafter referred to as "sole proprietors")
to determine their conditions and to obtain basic data for estimation
of the national wealth survey for 1955.

(b) Scope.-The survey covered approximately 17,000 proprietors
selected throughout the nation on a sample basis.

(c) Data used.-Three kinds of forms, including establishment,
fixed assets, and inventory forms, were employed for the survey.
Investigation was made by the enumerator (in the case of establish-
ment forms) and by the self -enumerator (in the case of fixed assets
and inventory forms).

(d) Survey date.-In the case of fixed assets, December 31, 1955,
was used as the date of survey; for inventories, dates during the period
from May 15 to June 10, 1955, were used.

(e) System of investigation.-Generally, investigation was made
through statistics sections of villages, towns, cities, and prefectures.
5. Household property survey (designated No. 86)

The survey of household property was made by the Bureau of Sta-
tistics, Prime Minister's Office.

(a)Scope.-Investigation was made of approximately 7,300 house-
holds selected throughout the country on a sample basis. The districts
employed for selection of these sample households were nearly the
same as those used for the October 1955 "Labour Force Survey" made
by Bureau of Statistics, Prime Minister's Office. Consequently, 978
districts in 528 cities, touwns, and villages were selected, from which a
list of households was prepared as of April 10, 1956, on the basis of
an on-the-spot check.

The households to be surveyed were selected on the basis of sys-
tematic sampling. Special consideration was given to the method of
sampling and designation of household members to be investigated in
the case of quasi-households (single person) in making the above selec-
tion. Households within the premises of the national self-defense
forces and reformatories were excluded from the list.
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(b) Household property.-Household property surveyed included
83 items selected among articles used for the purpose of household
economy. The total value of household property was obtained by mul-
tiplying the adjusted (by the ratio of items included in the survey to
total household items) average asset value per household as deter-
mined by the survey, by the total number of households. The ratio used
to adjust the average assets value per household was calculated on the
basis of the results of a supplementary survey.

III. SOME FINDINGS FROM THE 1955 AND 1960 NATIONAL WEALTH

SURVEYS

A. MAIN FEATURES OF THE SURVEYS

The main features of the 1955 national wealth survey are summIa-
rized as follows:

1. The survey was carried out separating the national economy into
general government sector, corporation sector, unincorporated business
sector, and household sector.

2. The surveys were carried out on an ownership basis rather than
on a user basis.

3. Adjusted replacement value of fixed assets was obtained by utiliz-
ing price indexes, and depreciation rates corresponding to the remain-
ing lifetime of assets.

4. The concept and definition of assets were kept close to those em-
ployed in the national income accounts.

As mentioned in the former part of this paper, the 1960 national
wealth survey was regarded as a survey intermediate to the 1955 and
1965 national wealth surveys. The main features mentioned above
were duly followed by the 1960 national wealth survey.

The major differences between the two surveys were:
1. The adjusted replacement value of fixed assets for newly pro-

cured or removed assets since January 1, 1956, only were surveyed in
the corporation sector, the local government, and the public body
sector.

2. Household durable goods were not surveyed in the 1960 survey,
and an estimate made only for buildings for residential use on the
basis of existing data.

B. MAJOR PROBLEMS IN THE SURVEYS

Major problems involved in these surveys are summarized as
follows:

1. The borderline between government enterprise function and ad-
ministrative function was not clear. For instance, should hospitals
other than hospitals for contagious diseases, university hospitals, etc.,
be treated as enterprises?

2. The borderline between semipublic community and private com-
munity was not clear. For instance, public halls, furnitures, and fix-
tures for tutelary god's ceremony owned by the former "Chyo Nai Kai"
(community organized by the residents of towns and villages)-
should this category not be surveyed in the household sector but be
surveyed as a semipublic community survey?
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3. The coverage of nonprofit corporations was not perfect. In the
1955 survey, nonprofit corporations located within the nominated pri-
mary sampling unit were all nominated as the sample items because of
the difficulty of determining the universe of nonprofit corporations.

4. The borderline between households and minor unincorporated
businesses was not specified clearly. In spite of the effort of the
enumerators and the clear-cut definition, separation of these two sec-
tors at this borderline was very difficult.

5. Should the national wealth survey be carried out only on the own-
ership basis ?

6. It is desirable to study further the method of separating assets
for business use from assets for household use in such unincorporated
businesses as are operated along with household activity within the
same house. This type of business is quite common in Japan.

7. Specific problems in the 1960 national wealth survey:
(a) The records about additions and retirements of assets in

the general government sector (both central and local govern-
ment) are not so complete; it has been assumed that there is a
considerable volume of assets excluded from the survey.

(b) In the case of the corporation sector, to make the survey
an easy one, the aggregate book value by commodity group and
by year of acquisition at the latest ledger account closing date to
the survey date was asked. Thus, it has been considered that a
considerable volume of assets unlisted in the ledger of assets were
excluded from the survey and there was no means to make -the
asset classification of ledger strictly consistent with the national
wealth asset classification.

(c) In the case of the unincorporated business sector, the values
of rental residential buildings were excluded. But this was caught
in the household survey and transferred to unincorporated busi-
ness in the real estate industry.
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RELATIONSHIP OF BALANCE SHEETS AND WEALTH
ESTIMATES TO NATIONAL INCOME ACCOUNTS 1

This paper is concerned with the development of a national account-
ing structure which provides systematically for inclusion of stocks as
well as the conventional flows. Substantive issues are approached from
the standpoint of how different proposals affect the design of the
accounts.

The first part of the paper sets forth a statement of transactions
engaged in during a period. These transactions form the basis for the
traditional national income and product production, appropriation
and saving and investment accounts. I then describe a valuation state-
ment, which contains information needed to supplement the saving and
investment account to derive changes in a balance sheet statement.
This latter statement provides the link between the flow data in the
income and product accounts and the stock information shown on
the balance sheet.

This set of accounts is essentially neutral with respect to the broad
issues that most of us are really concerned with. Nevertheless, I have
thought it useful to illustrate how divergent views on sectoring, capi-
talization, and valuation can be accommodated in the context of the
set of accounts derived herein.

It is possible to draw up a simple statement of all the transactions
engaged in by a given economic unit during a certain period. Table A
contains an example of such a statement for all proprietors for the year
196x. Any transaction which tends to increase the cash balance of the
economic unit is entered as a credit. while transactions which tend to
decrease cash are entered as debits. The balance of this account (line
20) thus equals the change in cash holdings over the accounting period.

Note that such a statement contains a lot of information, but that
traditional analytical concepts such as net income, saving, and inven-
tory change do not appear in the account since they are not transac-
tions. This statement serves principally as a checklist from which to
constrluct the national accounts.

PREPARING INCOME AND PRODUCT ACCOUNTS

The information contained in this transaction statement can be
allocated into three analytically useful accounts for each unit: produc-
tion, appropriation, and saving and investment accounts. Table B
shows these accounts for proprietors. The production account portrays
output and income and other costs of production (pt. I of table B).
The appropriation account confronts income earned in production and
transfer receipts with taxes, consumption, and saving (pt. II of table
B). The saving and investment account shows saving and borrowing
offset by investment and lending (pt. III of table B).

"This paper does not necessarily reflect the views of the Office of Business Economics.
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Let us now proceed to construct the three accounts for our nonfarm
proprietors from the transaction statement. The production account
includes the following transactions: sales, rents, the purchase of raw
materials, wages, interest paid, and indirect taxes. But this is not all-
we are measuring production and production need not be sold. In order
to have a complete measure we impute the change in inventory during
the period as a sale by the firm to its own savings and investment ac
count. Further, we recognize depreciation-which is a valuation
change not a transaction-as a charge against output in order to
provide for information on net income. Finally, we impute a rent
receipt of 18 to the production account for the entrepreneurs' rent of
their homes. Entrepreneurial and net rental income becomes the
balancing entry in the production account.

Entrepreneurial and rental income, and imputed rents enter the
appropriation account from the production account while interest,
dividends, and transfers received, and income taxes and consumer
goods purchased are taken directly from the transaction statement.
Saving is then struck as the residential balance in the appropriation
account.

The saving and investment account includes net saving carried down
from the appropriation account and depreciation and inventory pur-
chases carried down from the production account. The purchase of
physical and financial assets and borrowing are taken from the trans-
action account.

The accounts as now set up permit us to take account of economic
realities which are not transactions since they are internal to the
proprietors' account: entrepreneurial and rental income (dr B-I; cr
B-II); depreciation (dr B-I; cr B-III); inventory change (dr
B-III; cr B-I); imputed rent (dr B-II; cr B-I); and saving (dr
B-II; cr B-III). A vertical consolidation of these three accounts
would eliminate all of these items and yield a transaction account like
table A; except that purchases and sales of similar items would be
shown net rather than gross. The preparation of meaningful national
income accounts may thus be viewed as a process of adding useful in-
formation to the bare record of transactions.

PREPARATION OF BALANCE SHEETS

An economic unit's balance sheet records the value of assets held
and liabilities owed at a given moment of time. A balance sheet struck
at the end of a period differs from that at the beginning of a period
because (1) the collection of assets and liabilities has changed-new
items have been added and old ones eliminated, and (2) there has been
a change in the value of assets and liabilities held on both dates or
acquired in the interim. The saving and investment account (B-III)
shows the changes coming from transactions, while changes in value
may be recorded in a valuation statement such as table C.

The valuation statement records changes during the period in the
value of assets held at the end of the period. Increases in value are
debited to this account, while decreases are credited. In the example
given here (table C), changes in market value are recorded for se-
lected assets. Asset and liability items not having entries in table C
were assumed to not have changed in unit value during the period.
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Depreciation is also recorded in this statement since it is essentially a
reduction in the value of fixed capital. It would be possible to record
here also other changes in valuation that are not due to market values
if desired for analytical convenience.

We could prepare from table A a statement of changes in the balance
sheet stemming from current transactions, but we already have such
a statement in the saving and investment account (table B-III).
However, the distinction between net saving and depreciation em-
bedded in table B-III would not be in a statement of balance sheet
changes coming from current transactions. Instead, the change in net
worth from current transactions can be obtained by adding back
depreciation to net saving; i.e., "gross saving" in table B-III.

We now have the two elements-transactions and valuations-of the
change in the balance sheet. We now prepare a change in balance
sheet account in table D. The portion due to transactions comes from
table B-III, and that due to valuation comes from table C, with debits
netted against credits for specific balance sheet items.

Having derived the change in balance sheet account, we now add the
changes to the beginning balances to obtain the closing balance sheet
(table E).

DERIVATION OF COMPLETE SET OF NATIONAL ACCOuNTS

We now move on to consideration of the relation between the na-
tional accounts and balance sheets for all sectors of the economy. The
detailed construction of these tables is the same as for proprietors; in
subsequent discussion we shall concentrate on the derivation of na-
tional accounts.

Following table E, there are eight statements accounting for
six groups of transactors: proprietors, persons other than propri-
etors, nonfinancial corporations, financial intermediaries, government,
and foreigners. Table 1 shows the transaction statement; table 2 the
production account; table 3 the appropriation account; table 4 the
saving and investment account; table 5 the valuation statement; table
6 the change in balance sheet statement; table 7 the beginning balance
sheet, and table 8 the ending balance sheet. In each table, except
table 1, three additional columns are shown: A combined account
including foreigners, which is simply the arithmetic sum of each row;
a combined national account, excluding foreigners; and a consolidated
national account wherein the values of similar items on the debit and
credit sides of the account are netted against each other.

In the production account (table 2) the following items have been
"imputed": interest on consumer debts for persons other than propri-
etors; capital services exported to abroad for nonfinancial corpora-
tions; services performed without charge by financial intermediaries:
and the value of work performed by civil servants for Government.
When we consolidate the production account (column 9) we derive
GNP. This GNP total can be broken down as many ways as is con-
venient: In the Survey of Current Business we break it down by
type of purchaser, by type of product, by industry producing it. by
legal form of the organization producing it, and by incomes and other
charges against output.



MEASURING THE NATION'S WEALTH

The appropriation account (table 3) consolidates (col. 9) to give
us net national product. We currently maintain appropriation ac-
counts for persons (col. 10) Government (col. 5) and foreigners (col.
6), and consolidate the appropriation accounts for nonfinancial cor-
porations and financial intermediaries into the production account.
More analytic interest is focused on sector appropriation accounts than
on the consolidated national appropriation account, partly because un-
der present depreciation practice the net national product is not too
meaningful and partly because the sector accounts confront purchases
with the purchasers' incomes. It should be noted that personal and
governmental purchases of durable goods are presently included in
the appropriation accounts. The alternative of capitalizing such
purchases is discussed below.

The saving and investment account (table 4) consolidates to form
the customary national income saving and investment account (col.
9). I have assumed that we can satisfactorily solve the problem of
float, so that total debits equal total credits for each type of financial
claim in the combined accounts (col. 7). Combining the national ac-
counts (col. 8) leaves imbalances in these financial claims, equal to
foreigners' net transactions in them. These equal net foreign invest-
ment and are "left over" in consolidating the national accounts.

In the valuation statement (table 5) no equivalence between debits
and credits is maintained. In effect unrealized capital gains or losses
are attributed to the asset holder, and no offsetting capital losses or
gains are attributed to the issuer. The contraentry for a valuation
change in an asset is made to the holders' net worth.

Because of the treatment of valuation changes just described, the
chan e in balance sheet account (table 6), and the balance sheet (tables
7 anal8), have balances in the financial claims of the consolidated na-
tional accounts (col. 9 in each table) which equal net foreign holdings,
plus the excess of market value over issue price. This problem is
discussed in the section on valuation of financial claims, below.

APPLICATION OF ACCOUNTING FRAMEWORK

The framework portrayed has been set up in terms of the present
national accounts. We shall now consider modifications required to
handle different sectoring, capitalization or valuation principles.

SECTORING

The full panoply of accounts just set up can only be derived for
amalgamations of decisionmaking economic units. This creates no
problem when the focus of wealth analysis is on the influence of
wealth on the purchase, saving, lending or borrowing decisions of
suitable classes of economic units. Bv the time the wealth inventory
data become available, and provided wve get the necessary funds, the
Office of Business Economics will probably be able to provide the
requisite sector details in the current accounts, at least for recent years.

However, the data provided by a wealth inventory can also provide
the means for production function and capital output ratio analysis.
Here the decisionmaking unit is inappropriate because of the preva-
lence and importance of the multiunit firm. Most workers in these
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fields prefer establishment information. For such studies, infor-
mation from the production account and selected capital items from
the balance sheet are what is needed, and these items can be obtained
on an establishment level. The Office of Business Economics has made
substantial progress in breaking down the production accounts by
establishment, particularly in the preparation of input-output tables
and in gross product originating by industry. Thus, the outlook
is that by the time the establishment-based plant and equipment sta-
tistics are available from the wealth inventory, we should have match-
ing output data available.

Some analysts have expressed interest in placing the business activi-
ties of entrepreneurs in one sector and their personal activities in
another. While I personally see little use in the distinction, a tech-
niaue such as that employed in the present flow of funds accounts
would be a reasonable compromise. In that system the entrepreneur-
ial income is paid into the entrepreneurs' consumer appropriation ac-
count, and the increase in the net worth of the business is treated as a
claim by the consumer on the business.

CAPITAL VERSUS CURRENT ITEMS

The present national accounts treat the following purchases of goods
and services as capital items: business purchases of inventory, durable
goods, and construction, and persons' purchases of housing. Pur-
chases of all consumer durable goods and of government durables
and construction are treated as current purchases in the appropriation
accounts of the respective entities. No attempt is made to capitalize
research and development outlays, advertising, or the acquisition of
goodwill. In preparing the account tables, I have followed present
OBE practice.

The distinction between current and capital items is crucial in set-
ting up a fully integrated set of current and balance sheet accounts.
If different distinctions are used in preparing balance sheets than in
preparing income and product accounts, our set of accounts would be
integrated only in the sense of being derived from a common transac-
tion statement (table 1).

As noted earlier, there are two general types of studies where ana-
lysts might like common stock and flow numbers: production function
studies and studies of the influence of existing stock on purchase de-
cisions. I submit that the present NID capitalization treatment is
most appropriate for the former, while the latter kinds of analyses
might be best served by broader definitions of wealth.

The usefulness of the present NID distinction between capital and
current is that it provides capital input data for the types of output
which are priced in markets. If the definition of capital were widened
to include, say, consumer and Government durables, we should have
to cook up nonmarket priced output measures for the services of
much of such capital. I doubt that we would really add much to
our knowledge of production and income generation by this approach.

However, existing stocks of consumer and Government durables
may play some role in decisions by these groups to purchase such items.
In the absence of reliable data, I am somewhat skeptical about this.
However, we cannot settle the question without formulating and test-
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ing hypotheses. However, we cannot see how artificial measures of
the services provided by consumer and Government durables will help
this analysis of the influence of stocks on purchases.

One possible approach would be to enter such purchases in the
saving and investment accounts, and not impute output to them.
Depreciation of such purchases would enter the valuation statement,
yielding the desired net stocks on the balance sheets. This might be
a possible compromise, but has the drawback of departing from cur-
rently used measures of personal saving and Government surplus.

VALUATION OF FINANCIAL CLAIMS

Total debits do not equal total credits in tables 6, 7, and 8 for the
following financial claims: cash, U.S. securities, other bonds, and
stocks. The consolidated national wealth statement, column 9 of
tables 7 and 8, includes (1) the value of "real" assets, (2) claims on
foreigners, and (3) the excess of the market value of financial claims
over issue value.

If we revalue the issuers' obligations to current market value, the
debits and credits for the particular financial claim will equal. How-
ever, in order to balance within a sector account we must enter a con-
traentry to the revaluation of the obligation.

Such a contraentry could either be to the asset side-perhaps to some
"goodwill" item-or to net worth. If the contraentry is made to the
asset side, our consolidated national wealth would be identical with
that derived from the accounts shown in this paper, except that the
excess of market over issue value would appear as a "goodwill" item
rather than mixed up with specific financial claims.

The other option-contraentry to net worth-keeps the excess of
market over issue value from affecting the consolidated national
wealth: we are left with (1) the value of "real" assets and (2) claims
on foreigners. However, this involves us in a logical difficulty in the
case of common stock. Common stock is a financial claim traded on the
market. However, in the case of stock, what the market values is the
net worth of the firm. Therefore, making the contraentry for stock
to the net worth account would be a species of giving and then taking
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away. The contraentry for common stock would thus appear to be a
prime candidate for the asset side.

In the case of debt, a difference between current market value and
issue price is not a revaluation of the firm, but a reflection of changes
in interest rates. If market value is below issue price, the issuer is
better off, because he issued his bonds at a lower rate of interest. Like-
wise, if market value is above issue price, the issuer is worse off, be-
cause he issued his bonds at a higher rate of interest. Since it is essen-
tially a case of "well offness" the contraentry for debt should be to
net worth.

If we make the contraentry for stock revaluation to "goodwill," and
that for debt revaluation to net worth, our national balance sheet will
consolidate out to (1) the value of "real assets," (2) claims on for-
eiguiers. and (3) the excess of the value of firms as going concerns over
the resale or replacement values of the assets taken separately.

ILLUSTRATIVE PROPRIETORS' ACCOUNTS, 196X

A. Proprietors' transactions statement, 196X

[Billions of dollars]

Debit
*1* I -

1. Sales of goods and services
2. Rawv materials-
3. Consumer goods-
4. Louses -----------------
5. Plant and equipment .
6. Rent-
7. Wages - --
8. Interest -
9. Dividends-

10. Transfers -
11. Indirect taxes-
12. Income taxes-
13. U.S. securities-
14. Accounts receivable -- --
15. Accounts payable-
16. lBaisk loans-
17. Mortgages -
18. Other bonds
19. Corporate stock-
20. Change in cash balance-

50
25
35
5

20
10

2525
10

150
50
15
15

3
10

Credit

150

23
6

15
22

140
140
80

20
6
8

21. Total debits and credits- 104 104

--------------------------------------------------------------
-------------------------------
-------------------------------
-------------------------------
-------------------------------
-------------------------------
-------------------------------
-------------------------------
-------------------------------
-------------------------------
-------------------------------
-------------------------------
-------------------------------
-------------------------------
-------------------------------
-------------------------------

--------
----
----
----
----
----
----
----
----
----
----
----
----
----
----

.504 .504

S .
21. Total debits and credits -----------------------------
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B. Proprietors' income and product account, 196X
[Billions of dollars]

Debit Credit

I. Production account:
1. Sales of goods and services (T)-------------------- - ------- 5
2. Rents (T)- ------------------------------------- 6
3. Imputed sales: to inventory account -- 12
4. Owner occupancy of home - - 18
5. Purchase of raw materials (T)- -65
6. Product originating: (Above credit minus debit) - -(116)
7. Wages (T)---------------------------- 20 -------
8. Interest (T)- -10
9. Entrepreneurial and rental income - -49

10. Depreciation - -- -12
11. Indirect taxes (T) - -25

12. Total debits and credits -186 186

II. Appropriation account:
1. Interest (T)-------------------------------------1
2. Entrepreneurial and rental income --------------- -------- 49
3. Dividends (T)-22
4. Transfers (T) - - 1
5. Income taxes (T) ------------------- -2
6. Personal consumption expenditures:
7. Consumer goods (T)-50
8. Imputed rent on homes-18
9. Personal saving-------------------------- -6 -------

10. Total debits and credits --- 87 87

III. Saving and investment account:
1. Personal saving---6
2. Depreciation -- 12
3. Gross saving -------- ------------- - 6
4. Plant and equipment (T)-12
5. Houses (T) -6 6--------------
6. Inventory 12
7. Physical assets -30
8. C ash (T ) --- --- --- --- --- --- --- --- --- --- --- --- --- --- 10
9. U.S. securities (T)-1

10. Accounts receivable CT)---------------------- 10 - -------
11. Accounts payable (T)--30
12. Bank loans (T)--4
13. Mortgages -------------------------------------
14. Other bonds (T) ------ 1-------515. Stocks (T)- -

16. Total debits and credits- 45 45

1 Equals change in net worth from transactions.
NOTE.-Items marked CT) come from the transaction statement, either directly or after netting debits

against credits. The net debits or credits are entered on the debit side if the item is customarily an asset, oron the credit side if it is customarily a liability or net worth item.

C. Proprietors' valuation statement, 196X
[Billions of dollarsT

Debit Credit

1. Change in net worth from valuation--45
2. Plant and equipment-- - - -- - 13
3. Price change-- 5 34. Depreciation -- 10
5. Houses-8 2
6. Price change -- ----------- ------------------- 8
7. Depreciation - --------------------------------------- 2
8. Inventories--6 2
9. Land - ----------------------------------- 3 6 6

10. U.S. securities -- - -2
11.. Other bonds - --------------------------------------- 3
12. Corporate stock- 20 2

13. Total debits and credits - -- -- ----------------------- 75 75
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D. Proprietors' change in balance sheet account, 196X

[Billions of dollars]

Part A equals credit side:
1. Accounts payable ----- ---- -----------------
2. Bank loans
3. Mortgages

4. Total liabilities
5. Net worth

6. Total liabilities and net worth

Part B equals debit side:
1. Plant and equipment
2. Houses
3. Inventory -----------
4. Land-
5. Cash-
6. U.S. securities-
7. Accounts receivable
8. Other bonds ---------------- --
9. Stocks -----------------

10. Total assets

Change in
balance
sheet

.1 _____________________________________________________

30
4
5

39
51

90

4
12
16
30
10

-1
10

-4
13

90

Due to
transac-

tions

30
4
5

39
6

45

12
6

12

10

10
-s
-5

45

Due to
valuation

45

45

-8
0
4

30

4.5

B. Proprietors' balance sheet, 196X
[Billions of dollars]

Beginning Change in End of year
of year balance sheet

Part A: Credit side:
1. Accounts payable- 100 30 1302. Bankloans-15 4 19
3. Mortgages - - 5 55
4. Total liabilities --- 165 39 204
5. Net worth - - 383 51 434

6. Total liabilities and net worth- 548 90 638

Part B: Debit side:
1. Plant and equipment -- - - -- 100 4 104
2. Houses ------------------------------------ 80 12 923. Inventory -70 16 86
4. Land……-- - - - -- -- - -- - -- - - -- - - - - - - 030 9
5. Cash ------------------------------ 40 10 50
6. UI.S. securities -18-------------------- i -l 17
7. Accounts receivable - ------- --- 120 10 1308. Other bonds -20 -4 16
9. Stocks -40 13 53

10. Total assets -M48 90 638
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ILLUSTRATIVE NATIONAL ACCOUNTS, 196X

TABLE 1.-Transaction statement

[Billions of dollars]

Per- Corn-
sons Non- Finan- bined

Pro- other finan- cial CoV- ac-
prie- than cial inter- ern- For- counts
tors pro- corpo- medi- ment eigners mclud-

prie- rations aries Ing
tons for-

eigners

(1) (2) (3) (4) (5) (6) (7)

Part A: Credit side: total -504 559 1,632 243 390 56 3,384

Sales of goods and services -150-- 650 15 25 840
Sales of used houses -19 10-
Sales of used plant and equipment -23 10 1 --- 34
Sales of land- 8- 8
Rent received -6 34 5 45
Wages received -- i- - 190 ----- 190
Interest received---------------- 15 20 4 50 10 3 102
Dividends received -22 29 10 6 --- 66
Transfers received -1 44- 45
Indirect taxes received - - - - - 100 100
Income taxes received- - - - - 255 255
Borrowing, or sales or redemption of- 25 10 81

U.S. securities-9 19 10 8 2 1 8
Accounts receivable -140 -- 310 ---- 450
Accounts Payable 80-- 500 ---- 580
Bank loans yb-85 10 30 15 --- 60
Consumer credit - -100 30 20 --- 150
M ortgages -------------------------- 20 40 35 95
Other bonds- 6 12 0 2 10 80
Corporate stock -8 45 15 2 8 78

Life insurance premiums or benefits - - 6 10 - - 16
Depositcreation ---------------------------- --------l---- - - 80 - 80

Part B: Debit side: total

Purchase of raw materials
Purchase of consumer goods-
Purchase of houses - ---
Purchase of plant and equipment-
Purchase of land-
Rent paid - -------------------
Wages paid ------------------------------
Interest paid
Dividends paid-
Transfers paid-
Indirect taxes paid-
Income taxes paid -
Lending or purchases or repayment of-

U.S. securities-
Accounts receivable-
Accounts payable-
Bank loans-
Consumer credit-
Mortgages-
Other bonds-
Corporate stock -

Life insurance, premiums or benefits
Increases in cash balances .

504-1 559 1 1,632 243-390-56 3,384

65 -- 200 10 10 285
50 108 --- 200 10 368
25 50 ----- 75
35 75 5 50 10 175

8 8
5 30 10 ---- 45

20 100 30 40 190
10 30 25 12 20 5 102

60 6 --- 66
45 45

25 75 --- 100
25 75 150 5 --- 255

10 11 2 16 27 15 81
150 -- 430 ---- 580

50 -- 400 ---- 450
1 4 10 45 --- 60

50 60 40 --- 150
15 20 60 --- 95
5 52 5 8 10 80
3 55 --- - - -. 20 78

10 - 6 16
10 64 30- -24 80



TABLE 2.-Production accoutnt

Part A: Credit side:
Sales of goods and services
Rents received
imputed sales:

Inventory change -- ------
Rents
Other

Total credits

Part 11: Debit side:
Purchase of new materials
Rents paid.
Product originating:

Wages -------- ---- ----- -----
Net interest - -------------
Entrepreneural and rental income
Profits before taxes
Depreciation
Indirect taxes

Total debits

I_ - _ _ - . - _ _ -_I

Proprietors

(1)

Persons
other than
proprietors

(2)

Financial
intermedi-

aries

(4)

(4) (5) (6) (7) (8)_________________________ ___________________________ ___________________________ _________________________ _________________________ ________________________ - I I

Government

(5)

Foreigners

(6)

Combined
accounts
including
foreigners

(7)

Combined
national
account

(8)

Consoli
natior
accou

(derived I

(9)

Nonfdnancial
corporations

(3)

150
0

12
18

____________ 20

1 20

150
5

60

'2

15
, .--- -- -

_ _ __ _ __ _ __ _

186 90 717 58 40 -------------- 1,091 1i091.j

815
45

72
54

105

81145

72
54

105

65
5

20
10
49

25

186

26

-------------

90

200
10

100
23

266
43
75

717

10

30
5

2

---------------------------

40
--------------
--------------
--------------
--------------

_ _ I I I - I I --
58 40 1------------ I

27545

1tO
68
75277

61

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ I I I I I I

275
45

190
68
75

277
61

100

I nervice charge equivalent to Interest paid on consumer debt.
'Net capital services furnished to foreigners. J Imported services furnished without pEyment.

4 Value of services furnished by clvil servants assumed equal to wages paid.

dated
sal Innt
GPN)

72 W
54

105 VI
771 3

O

tooG8 Z
75 0

277 °
61

100 90
771 PD.

0
- 0

0

-

------------------

'40

1, 091 1, 091



TABLE 3.-Appropriation account

[Billions of dollarsl

Part A: Credit side:
Wages -
Interest-
Entrepreneurial and rental income -
Profits before tax ------------
Imports -------------------
Dividends ---------------------
Transfer payments - ------------------
Indirect taxes - -----------------
Income taxes .----

Total credits --------------------

Part B: Debit side:
Personal consumption expenditures-
Government purchases-
Exports -----------------------
Personal saving-
Undistributed profits-
Government surplus - --------------------
Net foreign saving-
Dividends -----------------
Transfer payments -----------------
Income taxes - ---------------
Interest -----------------

Total debits -- ----------------

Part C: Memorandum:
Derivation of p.c.e-

Transactions -------------------
Imputed rent-
Interest on consumer debt-
Imputed finance service charge -- ----

Derivation of Government purchasers
Transactions - ---------------
Imputed output of civil servants

Govern- Consoli- Personal
Persons Non- Financial ment Foreigners Combined Combined dated account

Proprietors other than financial inter- (NID (NID accounts national national (NID
proprietors corpora- mediaries account account IV) including account account account II)

(1ons III) foreigners (derived (1+2)
NN P)

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

15 ~ ~ ~ ~ ~ ~ ~

--------- i--
49

1

87

190
63
26

44

352

11

100
255

190
78
75

277
25
51
45

100
255

266 11 355 25 1, 096

65]:: 207 -- -- ---

---- 6-- 70 ---- R

- 25 75 150

R7

18

--

290

-- - I 0-- -

-45--- 6
1 0-- - - -

;-
.-- -- - -

275
290

32
64
71
10

-7
51
45

255
10

190
78
75

277

61
45

100
255

1,071

275
290

71
10

45
255
10

190
68
75

277

-------- i---

710

275
290

64
71
10
.-- -- - -

.1. I*I I -s _.A
352

108
36
20
43

266 11 355 251 1, 096
o-- --- I :1 -' -

- 250
40

190
78
75

51
45

439

275

64

439

Co

H

n

z
H
0

itj

X

90

q

1=1
r~
Hd

--::: -----::::::: -------- -------------
------------ I--------- ii.

-----------

------- i�a_
-----------
-----------
-----------
-----------

6

1,071 710

------- ------------ ------------
------- ------------ ------------
------- ------------ ------------
------- ------------ ------------
------- ------------ ------------
------- ------------ ------------
------- ------------ -----------
------- ------------ ------------

------------
I------------
------------
------------

-------------



TABLE 4.-Saving and investment account

[Billions of dollars]

Persons other Financial Combined Combined Consolidated
Proprietors than pro- Nonfinancial intermc di. Goverment Foreigners accounts, national national

prietors corporations aries including account accoun t
foreigners

(1) (2) (3) (4) (5) (6) (7) (8) (9)

Fart A: Credit side:
a et saving or surps- -- 6 70 66 5 10 - 7 138 145 145

Depreciation -12 4 43 2 .. 61 61 61

Subtotal: gross saving or surplus ' 6 74 109 7 10 -7 199 206 206

D eposits 
2 -

----------- 80 0 80 -

U.S. securitiesI
- - 2 -

0
- 2 - 7

Accounts payable I -------------- 30 ---- ------ -------------- ------- 1010-------
Bank loans '-4 6 20 -30 30-

Consumer credit ' --- - 50 -- 50 50-
Mortgages

2
--- S------------ 5 20 --- 25 25-

Other bonds '-- 45 55 45

Stocks
2 -

---------------------- 15 2 - 8 25 17
Insurance liabilities (reserves)

2
---

- -
-

-
-- ------ 4 4 -

Total sources of funds- 45 150 289 93 8 11 596 585 206

Part B: Debit side:
Plant and equipment -12 61 4- -81 81 81

Hlouses - - - - - - - - - - - - - - - - 6 40 - - - - - - - - - - - - - -- - - - - - - - - - - - - - -- 46 46 46
Inventories --------------- 12 60 - - -72 72 72

Land ----------------------------- --- -8 -------------- 8-------------- -------------- -------------- --------------

Subtotal: physical assets -30 40 117 4 8 199 109 199

Cash 
2 - 10 64 30 5-2 80 104 524

U.S. securities 2 _----- - --- 1 -8 -8 813 -2 -7 '-5
Accounts receivable ' -10 ------ 120 .- ----- - 130 110-
Bank loans ---------------------- 3

0 -
. 3

0
30

Consumer credit 2 30 20 50 50

Mortgages 2 
- 25 - 25 25-

Other bonds 2 ------------ -1 40. - - 6 -10 5 41 -

Stocks 2 - . --------------------- -5 10 -------------- -------------- -------------- 3 20 25 5 '-12

Equity in life insurance 2 --- 4 4

Total uses of fund ------- ---- 45 150 289 93 8 11 546 585 206

' Equals change in net worth from current transactions. American securities and Americans purchase foreign securities. I believe it is analytically
2 The net of borrowing and repayments is entered in the credit side of the borrowers interesting to have a record of these transactions.

accounts and in the debit side of the creditors accounts. 4 Financial items left over in consolidation equal net foreign Investment of 7.
3 In the foreign accolnt, bonds and stocks are shown gross, since foreigners purchase

b6
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z
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TABLE 5.-Valuation statement

[Billions of dollars]

Persons Financial Combined Combined Consolidated
Proprietors other than Nonfinancial intermedi- Govern- Foreigners accounts national national

proprietors corporations aries ment including account account
foreigners

(1) (2) (3) (4) (5) (6) (7) (8) (9)

Part A. Credit side:
Change in net worth from valuation 1 45 68 17 -8 6 4 132 128
Plant and equipment, price decline 2_ _ 3 7 1-11 11
Plant and equipment depreciation 2 .... 10 - - 43 2 55 55Houses, price decline 2. .................... 1 - - ------ --------------- ------- - 1 1 -------
Houses, depreciation 2_________________. _______2 4 6 6
Inventories, price decline - - 2 4-----6 6
Land, price decline - -6 2 8-9 28 28----U.S. securities, price decline------ ---- 2 3 - ------- 10 -------- 2 17 15 -------
Other bonds, price decline 3 5 12 -------------- 1 21 20 --------------
Stocks, price decline - -2 4 5 3 14 11

Total credits -75 90 79 22 15 10 291 281 -

Part B. Debit side: l l_ l
Plant and equipment, price rise 2 5 21 2 28 28Houses, price rise 2 ------------- 8 20 ------ - - ---------------- ------- 28 28 -------
Inventories, price rise- 6 18 - - -- 24 24Land, price rise---------------- 36 30 40 2 15 -------- 123 123 -------
U.S. securities, price rise - -- 0 - - - --
Other bonds, price rise- - - -3----3
Stocks, price rise --------------- 20 40 -------- 15 -------- 10 85 75 -------

Total debits -75 90 79 22 15 10 291 281 - -

Part C. Net valuation balances: l_ __
Customary debits on balance sheet:

Plant and equipment -- 8 -29 -1 ---- -38 -38 -38
Houses--6 s---- 21 21 21Inventories ---------------- 4-------- 14--------------------- - - --- 18 18 iLand ------------------- 30 26 32 2 6 -------- 95 95 95U.S. securities--------------- -2 -3 --------- -10 ------- -2 -17 -15 -15
Other bonds--3 -5 -9 -1 -18 -17 -17

Stocks-~~~ ~~~~~~~~18 36 -------- 10 ------- 7 71644

Total net debit adjustment ----- 45 68 17 -8 6 4 i32 128 128Customary credits on balance sheet:
Net worth -45 68 17 -8 6 7 132 128 128

IThis is net balance in tbis account, the "observed' decline. If the residual was positive, itIs entered as adebit;If negative
2 The change in value of a stock of fixed assets equals the fall in the values set by the it is entered as a credit. Such a segregation is not needed to construct a balance sheet,market. For analytic convenience I have disaggregated the "observed" decline into but permits us to analyze. two quite different phenomena: physical wear and tear and(1) that due to depreciation, (2) the residual obtained by deducting depreciation from revaluations of future income.
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TABLE 6.-Change in balance sheet account
[Billions of dollars]

Persons other Combined Combined Consolidated
Proprietors than Nonfinancial Financial Government Foreigners accounts in- national national

proprietors corporations intermediaries eluding account account
foreigners

(1) (2) (3) (4) (6) (6) (7) (8) (9)

Part A: Cr-dit side:163 13434
Current surplus -51 142 126 -t 16 -s 331 334 334
Deposits-8 08
U.S. securities -2 -2 -2
Aecountspayable -30- 100 130 130
13ank loans -- 4 6 20 -30 30
Consumer eredit - -0 ------------- - 60
Mortgages ------------------ 8 20 ------- ---------------- - ------ 25 25 -------
Other bonds --- -45- -1----0 - 5 45 -
Stocks- - - 15 24 8 25 17
Insurance liabilities-------

Total credits ------- 90 218 306 85 14 15 728 713 334

Part B: Debit side:
Plant and equipment------------- 4------- 36 3- -------- 4-------
Houses-12---- - - - - 67 67 67
Inventories -- - - - - - - - - - - - - - - - -1 - - - - -- -- 7 - - - - - - - - - - - - - - - - - - - - -9

Cash-- - .6 30 -- -24 8so 104 '24
U.S. securities- - -11 -8 -2 3 -19 -22 1 -20
Accounts recivable -10 -120 -13 130-

ank loans-1- -- ------------------- 30 30 30-
Consumer eredit -30 20 -i 20-

Mortgages --- -- 2 25 25 - ---
Other bonds -- ------- ----- --- 4 35 --- --- -- 3 --- ----- 9 37 28 I -17
Stocks- - - 46 10 27 96 Ou '52
Equity in life Insurance … -------------- -------------- 1-- 4

Total debits- 90 218 306 85 14 15 728 713 334

i See discussion of the valuation of financial claims.
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TABLE 7.-Beginning balance sheet

[Billions of dollars]

II Ill_

Part A: Credit side:
Net worth

Stocks
Accumulated surplus

Liabilities

Deposits
U.S. securities
Accounts payable
Bank loans
Consumer credit
Mortgages
Other bonds
Insurance liabilities

Total liabilities and net worth

Part B: Debit side:

I-

Persons
Proprietors other than

proprietors

(1) (2)

383
.-- --- - -

1,000

1,- - 0006 6

Nonfinancial
corporations

(3)

550

150
400

Financial
interme-
diaries

Government Foreigners

(4) (5) (6)

75S -184

25
50

165 470 760 550 284 20 2, 249 2, 229 '250

500 - - - 500 500 60
284 284 284 176100 300 400 40015 20 60 -- - - - - - - - - - - - - - - - - - - - -95 95250 ------- ----------------------- 250 250 -------200 - -250 250

400-- 20 420 400 ' 114
50 - - - - - -- 50 50 0

140

50
90

Combined
accounts,
including
foreigners

(7)

Combined
national
account

(8)

1,964 1,824

225
1.739

175
1. fi4

Consolidated
national
account

(9)

2,649

548 1,470 1,310 625 100 160 4, 213 4,053 1,899

ii ZZ q,.-pflUR-- ----- 100 ------ - 430 30 --------------- 160 560 560Hue-------------80 400-------------- - 480 480 480Inventories-0 -28 --- -- 3----0-35
Canh----60 50 50 100 264 264 264U.. se.-4e-------------------0 280 120 -60----- ------- ----- 5o 44 ......Accounts ~~~~~~~~ ~ ~ ~~18 110 50 30 -------- 20 228 208 ----- - --Acoutsrceval ---------------- 120 -------- 280 -- ---------------- -400--400Bank loans 91-950 9--------

Other bonds-20 -- ~~~~~~~~~~~ ~ ~~~~~-- 250 ----- ---- 250 250 -------MOthrtgag ds ------------- 0220 - ----- 46 - -------- 20- 300 286 -------Etuity 40 360nsran20 -60 480 420 ' 245

Total assets---------------- 548 1,470 1,310 625 100 10 4, 213 4,053 ~1, 899

I See discussion of the valuation of financial claims.
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TABLE 8.-Ending balance sheet

[Billions of dollars]

Persons other Financial Combined Combined Consolidated
Proprietors than proprie- Nonfinancial interme- Government Foreigners accounts national national

tors corporations diaries including account account
foreigners

(1) (2) (3) (4) (5) (6) (7) (8)

Part A. Credit side:
Net worth -434 1, 142 691 76 -168 1.11 2,320 2,175 1. 983

Stocks --- -- 10--------------- 165 27 -8 250 192Accumulated surplus -434 1142 526 49 -168 87 2,070 1,983 1,983
Liabilities-204 546 925 634 282 :10 2,621 2, 591 ' 263

Deposits -------------- --- -580 l -- - 580 580 1 36U.S. securities - - - ----- 282 282 282 196Accounts payable -130 400 - - - 530 530
Bank loans -19 26 80 --- 125 125Consumer credit - -- 300 ---- 300 300Mortgages -55 220 ---- 275 275
Other bonds - - -445 475 445 1131Insuranse iabilities- - - - 54 - -54 54

Total liabilities and net worth 638 1, 688 1,616 710 114 175 4,941 4,766 2, 246
Part B. Debit side:

Plant and equipment -104- -466 33 - - -603 603 603Houses ---------------------------------- 92 455 - - - - -547 547 547
Inventories -86 354 ---- 440 440 440
Land -. 90 75 74 6 114 -- 359 359 359Cash -50 344 150 - -:6 580 544
U.S. securities -17 99 42 28 23 209 186Accounts receivable -130 -- 400 - - -530 530Bank loans --- 125 -- 125 125Consumer credit - - -130 70 --- 300 300Mortgages --- --- -------------- 275 - - -275 275
Other bonds -16 255 43 29- 343 314
Stocks -- ---------------------------- 53 406 30 87 576 489 ' 297Equity in life insurance -4 - -54-------------------------- ------------- ------------- 54 54

Total assets ------------------- 638 1, 688 1, 616 710 114 175 4, 941 4, 786 2, 246

See discussion of the valuation of financial claims.
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CO-11ENTS ON MR. GORMIAN'S PAPER

By Stanley J. Sigel

Although the primary focus of the present report on wealth is on
the improvement of the statistical and conceptual basis of estimates of
natural real wealth, it is important at the earliest stage possible to give
serious consideration to how such concepts and measures can be inte-
grated into broader frameworks of national accounting-sector bal-
ance sheets, including financial claims, and an integrated flow struc-
ture of national accounts covering both the traditional income and
product accounts and financial flow accounts. Mr. Gorman's paper in
calling attention to the problem of integrating wealth estimates into
a general framework of social accounting is a welcome supplement to
the report.

The main purpose of his paper is to investigate the nature of the
links between wealth estimates and the national income accounts. The
approach used is to place the wealth estimates within a framework of
a complete structure of sector balance sheets and to place the national
income accounts within a framework of a complete structure of sector
flow accounts (integrating income and product and financial flows).
The balance sheet system and the integrated flow system are given the
same sector structure and the same asset and liability category struc-
ture; one can thus focus on valuation problems as the main conceptual
and statistical difficulties in linking the flow and balance sheet systems.
In approaching the problem in this vway, Mr. Gorman has made his
paper one devoted as much to the problems and characteristics of an
integrated structure of national accounts as to questions of the valua-
tion linkage.

Mr. Gorman's paper is extremely brief and he obviously has not
attempted or intended to present a definitive paper on the subject.
The account tables he presents have dummy numbers in them and thus
do not necessarily represent the way the author would actually set
down an integrated structure for the United States that was intended
to be implemented statistically and to be used analytically. Neverthe-
less, he has set down an integrated structure of flow and balance sheet
accounts which is quite detailed and specific. He has made choices
and decisions; he has gone along with or departed from treatments
that have been suggested elsewhere or are already incorporated else-
where in published systems of accounts. Moreover, whatever his
intentions in the matter, readers, whether justifiably or not, may, be-
cause of Mr. Gorman's official position, conclude that the paper is at
least a reflection of serious comprehensive thinking on the subject
rather than merely representing an offhand generally illustrative
structure done for the sole purpose of dealing with the problem of
valuation linkage at a broad schematic level.

Thus, because the paper may conceivably come to play some role
in future discussions on the subject of integration of accounts, be-
cause it appears in a document making serious recommendations on
the path of some aspects of future national accounting work, be-
cause the system given in it is as detailed as it is, and precisely be-
cause it is so short with verv little discussion on the many considera-
tions that went into the particular system it presents, it is appropriate
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to raise the question of the place of this paper in the discussions and
work on integrated accounts and financial accounts that have been
going on in the past several years in governmental and academic
circles here in the United States, at international meetings on the
subject, and elsewhere abroad. What seems to be called for, what-
ever the exact intentions of the author, is an evaluation of the paper
in terms of its adequacy as a summary reflection of the present state
of the general discussion in this area, its ability to give the interested
reader a clear idea of the problems to be faced, its contribution to
moving us farther along the road to an integrated system, and its
usefulness as a specific basis for further fruitful discussion pointing
to such an integration.

From these points of view, the paper suffers from certain deficiencies,
somer general and some quite specific. Thle remainder of this comment
will attempt to spell out some of the characteristics of the paper that
lead to this judgment, starting with some general points and going
on to more detailed comments.

One set of difficulties arises in the paper in connection with the
relation between the present income and product accounts and the
structure in the paper. There are three different points here. First
of all, the general approach of the paper has been somewhat too nar-
row in one respect. In spelling out the integrated system for the pur-
poses of this paper, the author has apparently set himself the task
of preserving the present national income and product accounts in
all their existing detailed treatments. That is, he is basically asking
the question of how to tack sector structure and financial flows onto
the present income and product accounts rather than the question
of what should be the characteristics of an adequate integrated sys-
tem. These are not necessarily very different questions and it is un-
likely that a large number of major changes would have been sug-
gested by asking the more general question.

Nevertheless, from the point of view of the use of the paper as a
basis for future discussion, it is to be regreted that this occasion of
setting down an integrated structure was not used as a general oppor-
tunity of facing the problem areas that may arise in fitting in (or
perhaps spreading out is the more appropriate phrase) the income
and product accounts. There is reference in the paper to two pos-
sibilities of change-consumer durables as a capital outlay, and a
government capital account. But there are others not mentioned
that should at least be faced. For example, how in an integrated sys-
tem should Government life insurance and Government employee re-
tirement be treated? If claims on private insurance and private pen-
sion plans enter households balance sheets and saving and investment
accounts, why should claims on Government insurance and retirement
be omitted? Would development of an integrated system perhaps
change the weighting of considerations that lead to the present treat-
mnent? The answers to such questions are not necessarily obvious;
the important point is that the general approach should be such as
to encourage the raising up and confrontation of such questions and
problems.

The treatment of property income flows is another area where the
setting up of an integrated system with specific full sector accounts
may create problems or suggest changes in some details of the income
and product accounts.
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Another point in the general area of tying to the present national
accounts is the impression that one seems to get from the paper that

the particular treatments shown in the integrated structure there follow

directly somehow from the specific characteristics of the present na-

tional accounts. This impression, which may not have been intended

by the author, can often be misleading. While many of the specific

treatments are directly dictated by the decision to follow the present

accounts, many of the important sectoring, account, and transaction

decisions are not so closely linked-alternatives exist which would

have been equally consistent with the present income and product

accounts. For example, the sectoring choice made in the paper for

the household-proprietor area is not demanded by anything in the

income and product accounts; the sectoring choice in the flow of funds

accounts, for example, is equally consistent conceptually and is prob-

ably easier to derive statistically from the income and product accounts.

Similarly, the lack of a production account for the foreign sector does

not follow from anything in the structure of the income and product

accounts; once it is decided to separate the national production account

into sector subaccounts, the only restriction imposed by tying to the

present income accounts is that the sector production accounts so set up

consolidate down to the present national production account. Within

the constraint of consistency with the present income accounts, there

is often a surprisingly wide range of choices of treatment in the inte-

grated system; the choices fall back on considerations of analytic

suitability, statistical availability, and presentational siuplicity and

convenience. A proper emphasis on this can put the discussion of the

problems of creating an integrated system in somewhat clearer focus.

The third point concerned with linking to the present income and

product accounts is almost exactly opposite to the first point. There

are several places in the system set down in the paper where the treat-

ments have not fully met the needs of the present income and product

accounts. For example, taxes in the income and product accounts

being on an accrual basis, a financial category for tax liabilities is

needed-there is no provision for such entries in the paper. Similarly,

the concept and method of measurement of Government purchases in

the income and product accounts demand financial entries for Govern-

ment payables and receivables-there are no such entries. These

omissions undoubtedly stem from the schematic and illustrative char-

acter of the paper but the failure to show the complete structure of

entries required by consistency with the present income and product

accounts may create difficulties for use of the paper as a basis for

future discussion. In addition, for the tax liability entry there may

be special valuation adjustment problems that would have been in-

teresting to discuss in connection with the valuation linkage between

balance sheets and flow accounts.
The brief compass of the paper and its lack of complete discussion

both of the general problems in the area and of the considerations go-

ing into each specific decision results in another general feature of the

paper-the reader could scarcely gather from it that there have by

now been years of discussion and work either directly on the specific

subjects of the paper or on topics so closely related that particular

parts of the work are directly relevant. Such work includes the flow

of funds work at the Federal Reserve (which includes sector partial
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balance sheets as well as flow accounts and has been concerned with
many of the problems of tying systems together), the national balance
sheet studies of the National Bureau's Postwar Capital Markets Proj-
ect, and their "Income and Wealth Series" volume 26 on "The Flow-of-
Funds Approach to Social Accounting" (which includes an article
specifically addressed to the problem of integrating flow of funds and
income and product accounts), the sessions and reports of the Con-
ference of European Statisticians on the subject of financial assets and
liabilities and their incorporation into national accounting systems,
as well as work increasingly pursued in several countries.

The problem is not that reference was not made to the body of this
work. (Whatever other difficulties this simple omission might cause,
it would not by itself affect the usefulness of the paper). What is
more serious is that there would appear to be indication that the
paper is substantively weaker because of failure to incorporate or
take into account what has proved useful and valid in the previous
discussions and decisions. This is by no means to say that the previ-
ous work has all been successful, or has entirely focussed on the ques-
tion of an operational integration of accounts, or has or should have
any protected position in subsequent work. But, an illustrative paper
such as this one by not taking maximum advantage of work already
done, by not concentrating more on the problem areas revealed or
not dealt with by previous work, and by not pointing up departures
from or differences with existing work has limited the extent to which
it is suitable to serve as an adequate representation of the present
state of work and thinking in the area and as a basis for productive
discussion.

There are several areas of discussion and treatment in the paper
where more extensive exploitation of the existing bodies of work and
experience might have been advantageous. Among these areas are
the classification of financial claims, netting and grossing, the nature
and incidence of discrepancies, and some sectoring problems. In
addition there are instances of somewhat obscure and confusing termi-
nological and definitional usage that might have been avoided.

The illustrative character of the paper also has a limiting effect.
While the system of accounts is presented in considerable detail, there
are many cells or categories of significance in the real world that are
missing entirely or are left blank. In these cases it is impossible to
know whether a given category is missing, or a cell blank, because the
author is dealing with a simplified scheme where he is not interested
in showing all items, even grouped, because the item is considered
impossible by definitions is netted or grouped elsewhere, is assumed at
zero to avoid complication in a brief paper, is considered so trivial in
the real world that it isn't worthwhile carrying through the example,
or has simply been neglected. Whatever the reason, certain character-
istics both of the real world and presumably also of an adequate
national accounting representation of the real world are entirely
missing.

Some of the omissions relate either to problem areas or to items
whose treatment would be significant in revealing the general tone and
analytic orientation of parts of the system. This characteristic of the
paper, in several instances, results in the reader not being able to see
all the consequences of the general approach and of the specific deci-
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sions used in the paper. The reader, thus, cannot evaluate the structure
and does not really get a feeling for how the author would actually
construct an integrated system. What is needed at this stage in the
discussion and work is not simply a broad general schematic view but
some indication of the full range of the specific characteristics of the
system under discussion, including the less obvious points and the more
awkward consequences of the basic and supporting decisions.

The general characteristics of the paper discussed so far affect many
of the specific features of the system of accounts presented there. The
following paragraphs will discuss some of the specific features of the
structure in light of the general comments.

In the area of sectoring decisions, the only sectoring problem treated
explicitly in the discussion in the paper is the treatment of the com-
bined noncorporate-household complex. There are three obvious
choices (and also some others) -(a) to group all proprietors and their
businesses and all households (of both proprietor and nonproprietor
families) in a single sector; (b) to put all nonproprietor households
and the household activities of proprietors in one sector and the busi-
ness activities of proprietors in another sector (this is the approach
used in the flow of funds accounts); (c) to put proprietors and their
families and their business and household activities in one sector and
all nonproprietor households in another. Gorman has chosen the
last. This is an area where nothing that one does can be really satis-
factory; the choice made will depend on the weighing of the con-
ceptual, statistical, and analytic advantages and disadvantages of the
various alternatives.

I might be inclined to question on various grounds the choice made
in the paper,' but the important point to be made here is that, in the
structure of accounts presented, several of the entries required by the
sectoring choice adopted have not been made. For example, there
are no entries for wage receipts, life insurance, consumer credit bor-
rowving2 or consumer credit lending for members of proprietor-f am-
ilies. These are all, of course, items for which it would be extremely
difficult to arrive at estimates. (The same is true, however, of the
split in consumption expenditures between the two sectors, which is
entered.) The failure to make all the entries required for the sectoring
choice may, thus, confuse the unwary reader in his attempt to evaluate
the structure presented.

Before leaving the household sectors, it might also be noted that the
production account for persons other than proprietors seems to be
lacking in some of the entries needed to take care of the productive
activities of domestic servants, nonprofit organizations, and owner-
occupied-house operations, thus raising the question as to what sector-
ing was intended here.

A number of other questions on sectoring treatment can be raised.
Where, for example, are noncorporate financial enterprises (princi-

IThe stated basis of the choice is that the author sees "little use in the distinction"
drawn in alternative (b) between proprietor-family business and household activities. This
implies that there are no occasions where a system of accounts enabling all business to be
combined together in a simple fashion would be analytically convenient; that the business
activities of all roprietorships, including large industrial and financial partnerships, are

intmatly n~ nexricblylined iththe household activities of the families of the
proprietors or partners along the moddel of the corner grocery store or the small family farm.

2 As will be discussed in connection with netting, their consumer credit borrowing might
conceivably have been omitted because of netting against the sector's consumer credit assets,
but as there is no asset entry either, it is clear that this item has just been omitted.
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pally brokers and dealers) ? There are no nonfinancial entries (par-
ticularly no entrepreneurial income) that would indicate they are in
the financial intermediaries sector; on the other hand, the financial
entries in the proprietors' sector account do not seem to provide for
them either.

The entries shown for the Government sector leave some question
as to the nature of this sector account. The sector location of Govern-
ment enterprise is not really clear. The production account entries
of the Government sector do not seem to make provision for these
enterprises; the absence of entries for Government lending or liability
for deposits raises similar questions. Does the lack of entries for
transfer payments within the Government sector and for debt trans-
actions within the Government sector reflect a desire for illustrative
simplicity or a consoli dati on of Federal and State and local govern-
ments within the account? The sector location of Treasury monetary
functions is also left uncertain since there are neither the currency
or money supply liability entries required if such functions are in the
Government sector nor the Treasury currency entries needed to reflect
the shift of these functions to the banking part of the financial inter-
mediaries sector.

The foreign sector account also raised questions. There are no
entries at all in the production account. Again, is this illustrative
simplicity or an indication that the whole production account of the
foreign sector is shifted to one of the domestic sectors, say to non-
financial corporations? In terms of a system of entries to accomplish
this, there is no real difficulty, but what would that then imply as to
the nature of the sector production accounts? There is indication that
foreign net interest is andled through an imputation with the non-
financial corporations sector but in general the not entirely easy ques-
tion of how to handle net income originating abroad within a system
of explicit sector production accounts may have been avoided by hav-
ing zero entries in the relevant cells. Here again the reader may be
confused in his judgment as to usefulness and manageability of a given
account structure by illustrative entries that avoid the real problem
areas.

The financial area of the accounts is particularly affected by the
general characteristics discussed above. For example, the financial
transactions and claim categories used in the paper are riddled by
omissions. Here, as in other instances, it isn't clear what is illustrative
material not meant to be taken literally or seriously, what is deliberate
departure from existing systems, what is deliberate choice recom-
mended as a feature of future work. In any case, there are some re-
spects in which what is recorded in the paper is inadequate even as
illustration. A simple listing of the kinds of financial claims not cov-
ered even in grouping or in an "all other," category will indicate the
range of the problem. The omitted items include gold, Treasury cur-
rency, currency,3 time deposits,3 savings and loan shares, domestic
sectors' holdings of foreign currencies, claims on pension funds, the
range of Government liabilities not covered by "U.S. securities," Gov-

3 There is a category called "deposits" on the liability side (thereby excluding currency)
and 'cash" on the assets side (thereby excluding time deposits).
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ernment loans, State and local government securities,4 commercial
mortgages,, most aspects of security credit, direct investment from
and to abroad, tax liabilities, and a host of miscellaneous loan, sub-
scription, and deposit claims.

In addition, even for the categories that are listed, there are sig-
nificant blanks in many sector entries. Thus neither the Government
nor financial intermediaries have any cash holdings; State and local
governments hold no U.S. Government securities (as indicated above,
this may be an indication that the Government sector is completely
consolidated) ; the Government has no accounts payable or receivable
(although these are explicitly called for by the definition and calcu-
lation of Government expenditures in the income and product ac-
counts); there is no bank lending to financial institutions or to the
rest of the world; proprietors hold no consumer credit paper nor do
their families have consumer debts; proprietor families also have no
insurance assets; financial intermediaries purchase no stock (which
raises the question of where mutual funds and private pension plans
are treated in the sector structures) ; the Government holds no mort-
gages, nor has it any deposit liabilities.

Transactions in land and other existing assets have always been
one of the most troublesome statistical problem areas in setting up
sector accounts; even at an illustrative level, a single entry for Gov-
ernment purchases from corporations is not an adequate indication of
where in the structure of accounts such entries would be needed even
on a net basis. In particular, the sectoring break between proprietors
and households adopted in the paper makes explicit entries for such
transfers of property more necessary and harder to avoid behind the
rationale of netting.

The apparent nature of the consolidation and netting treatments
utilized in the financial area in the paper raises some questions. Both
in the balance sheets and the saving and investment account, there is
some indication that the kind of netting and consolidation intended
for many of the categories may obscure the financial relationships in-
volved and may hamper many analytic uses of the whole structure of
accounts.

With a few explicit exceptions, no sector account is shown as having
both an asset and a liability entry for a given financial claim category.
This could perhaps be partly explained in terms that there are not
enough kinds of entries in the illustrative structure actually to il-
lustrate the treatment proposed for certain situations. But it can
probably be fairly concluded that there seems to be an underlying
principle that, in general, each sector's asset holdings of a given fi-
nancial claim category and its liabilities under that category be netted
together and only a single figure shown for the net asset or net liability
(depending on the sign) or for net debit or net credit. This can be
inferred from the fact that where it was specifically desired to show
both an asset and liability entry for a given sector for a given type of
claim, either explicit provision is made for it in the structure of entries
of the transactions account (as in the case of accounts payable and

4 There is a category "other bonds," but since there is no liability entry for it in the
Government sector, it apparently doesn't cover State and local issues.

5 There is a "mortgage" category, but, since only the two sectors containing households
are shown as debtors, presumably commercial mortgages are neglected.
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receivable), ,or an explicit footnote is provided to explain the "unusual"
treatment (as in the case of entries for stocks and bonds in the foreign
sectors accounts).

The items affected by this depend on the kind and scope of sector-
ing. In the present illustrative structure, with a single sector for
all financial institutions and a single government sector, practically
every financial category (including those omitted from the tables in
the paper) would appear on both the asset and liability sides of at least
one sector, with claims on life insurance reserves and on pension funds
the only obvious exceptions coming immediately to mind.

General netting of assets against liabilities of the same category in
a given sector account is, for the most part, both unnecessary sta-
tistically and disadvantageous analytically. Related to the general
q~uestion of netting is the issue of (and meaning of) sector consolida-
tion. This is not mentioned in the present paper and because of the
large number of blank cells it is difficult to infer the implicit treatment.
There has been considerable discussion (in connection with financial
accounts), both here and internationally, of the different kinds of
netting, grossing, consolidation and their statistical, structural, and
analytical significance. While the conclusions reached and treat-
ments adopted so far are always subject to further consideration and
evaluation, the discussion up to now in the flow of funds literature
has succeeded sufficiently in separating out, and focusing on, the
various strands of the topic that it should form at least the background
of future discussion.

Another example of an area where there seems to be little reflection
in the paper of the full range of discussions in earlier work and where
the use of dummy entries tends to obscure the problems that must be
faced is the question of the appearance and incidence of discrepancies
in the accounts. The problem of how to handle discrepancies in the
accounts is a much more pressing one in a system that both explicitly
records full sector accounts and records both financial and nonfinan-
cial entries than it is in a structure like the present income and product
accounts. Because of this, in the flow of funds work there has had
to be a considerable amount of attention devoted to the problem of the
origin and incidence of timing, valuation, classification, and sector
allocation inconsistencies and to the problems of the location and sig-
nificance of the resulting discrepancies. There has developed over
the years a comprehensive and systematic view of and approach to
the problem. In an illustrative system, like that in Gorman's paper,
where dummy hypothetical entries are utilized, one should not expect
to find the problem of discrepancies illustrated in the sample accounts
themselves. (In fact, it might be extremely difficult to set up a
realistic dummy set of inconsistencies and discrepancies for illustrative
purposes.) However, what reference there is to the problem in the
paper itself is brief and somewhat confusing. A discrepancy prob-
lem is discussed only in connection with the consolidated saving and
investment account and there the impression is given that the only
serious problem is one of float, i.e., arising from timing incon-
sistencies. The discrepancy problem is more pervasive, popping up
in many sector accounts and many transaction categories.

Moreover, where the discrepancies show up, as opposed to where
inconsistencies occur, is to some extent determined by the design of
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the accounts and of the statistical implementation of the accounts;

they, therefore, should be discussed even in a general paper. The

identification of the discrepancy problem in the consolidated savings

and investment account as one of the float (i.e., timing) is too narrow;

other inconsistencies affect the construction and interpretation of this

account. The author, in any case, mentions this aspect of the discrep-

ancy only in order to assume it away. What is needed, of course, is a

reference to or consideration of what might be the consequences for

the system of accounts of not being able to solve the problem of dis-

crepancies. 6

One of Mr. Gorman's major contributions in the paper is in his

discussion of the valuation linkage between the flow accounts and the

balance sheets and the provision of a valuation account to perform

the bridging. The conceptual problems surrounding the question of

valuation are among the most troublesome and unsettled in national

accounting and his systematic approach permits a valuable focusing

on the various issues that have to be met.
There are several questions in the area of valuation change and its

recording that are raised by his discussion and tabular presentation.

Here again, as in the case of the parts of the paper already discussed,
the schematic and illustrative nature of the paper make it somewhat

difficult to evaluate either the examples that are given or the signifi-

cance of items not illustrated. So that any comment runs the risk

of being off focus in terms of what Mr. Gorman would put down in

a complete discussion and presentation.
Eligibility for inclusion in the valuation statement seems to be based

on a distinction drawn between "changes in market value" and "other

changes in valuation that are not due to market value." The first

would seem to be recorded automatically and the latter only "if de-

sired for analytic convenience." Surely analytic "convenience" is

the primary consideration in both cases. Moreover, it would seem

reasonable that in some sense it is most appropriate to discuss the

coverage of the valuation statement only in formal terms-for ex-

ample, the valuation statement shall include entries for all items where

there is an inconsistent valuation, for whatever reason, between the

basis of recording in the flow accounts and the basis of recording in

the balance sheets. The substantive questions of valuation, and thus

of inclusion and exclusion in the valuation statement are shifted to

the discussion of the nature of the valuation of the items in the balance

sheet. This in turn will depend on the analytic uses envisaged for
the sector balance sheets.

The difference in emphasis here may be related to Gorman's apparent

preference for viewing the valuation statement as somehow more basic

than, or prior to, the closing balance sheet, in the sense that he has

the closing balance sheet derived from the addition of entries from

the flow accounts and the valuation statement rather than treating the

valuation statement as a reconciliation between the two basic bodies

of statistics. It is not clear whether this is an analytic or statistical
preference or both.

6 For a discussion of how the structure of discrepancies throughout the system affects the

consolidated saving and investment account and the relation between "net foreign invest-

ment" and "net lending abroad" see the last two paragraphs of the section on discrepancies

in "A Quarterly Presentation of Flow of Funds, Saving, and Investment," Federal Reserve

Bulletin, August 1959, pp. 828-859, at 857-859.
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The major valuation issue discussed in the paper is the question
of what system of contraentries yields the most meaningful consoli-
dated national wealth statement if issuers' obligations are revalued to
current market value. But there is no discussion, aside from the
implied one on the effect on the consolidated national balance sheet,
of the prior questions of whv one would want liabilities in current
market value, or more generally of what would be the most generally,
analytically useful way to record liabilities in the sector balance sheets.
In such a full discussion, it would not seem to me that the needs of
arriving at the national balance sheet through a mechanical consoli-
dation of sector balance sheets should be given much weight since
the national balance sheet can be derived directly from the physical
wealth estimates and estimates of net foreign claims that would have to
be prepared for the derivation of the sector statements in any case.

There are a few generalizations in the discussion on valuation that
might be questioned. It is, for example, not quite so definite as the
wording of the paper would have it that all changes in stock prices
can be interpreted as the market's evaluations of the net worth of the
firm-the market is sometimes also evaluating itself. Conversely, in
the case of debt, it is not true that all differences in issue price and
market value reflect only interest rate changes-the market is some-
times also evaluating the firm. The valuation adjustment for physical
assets between depreciation and price change is surely not as neatly
separated either statistically or conceptually as is implied. Deprecia-
tion reflects average rates of obsolescence in some sense as well as
physical wear and tear and thus to some extent reflects price declines
of the assets not related to physical deterioration.

As stated in the begining of this note, the basis for most of the com-
ments-that is, the questions of the suitability of the system presented
in the paper to serve as an effective basis for productive discussion of
the problems of creating an integrated system of accounts-may or
may not be at all related to the purposes and intentions of the author
in preparing the paper. In this sense many of the comments may be
completely unfair and irrelevant in the context of the particular
paper. In the larger context of work-toward an integrated system of
accounts, it is hoped that the remarks have some relevance.

Nom.-Actually, we had invited Mr. Gorman merely to present, in
summary fashion, a general framework showing the relationship of
wealth and balance sheet estimates to the national income and product
accounts. Nevertheless, we reproduce Mr. Sigel's full remarks since
they are indeed relevant to the more detailed discussions we hope will
take place at a later stage.

JOHN W. KENDRICK.
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NOTES ON MEASURING CAPACITY BY CENSUS
ENUMERATION

INTRODUCTION

The use of the census of manufactures for measuring industrial
capacity and the degree of capacity utilization has been handicapped
by two factors. First, there has been no generally agreed upon defi-
nition of capacity for this purpose and, second-though not unrelated
to the first-it has proven difficult to frame a set of questions which
would at once be unambiguous and provide indicia of the desired
capacity magnitudes.

These notes attempt to develop an operational concept of capacity
through the use of a linear programing approach to the firm. In
addition to providing a clear definition of capacity, this mode of
presentation has other advantages. The meaning of balanced and
unbalanced facilities is clarified, output restraints imposed by capital
stocks are distinguished from those imposed by other factors, and pos-
sible differences between capacity measured in terms of output and
capacity measured in terms of capital stocks are illustrated.

The paper represents no more than an exploratory venture. The
purpose is to search for pitfalls rather than to propose definitive pro-
cedures. While it seems feasible to obtain capacity estimates from
census surveys, no attempt is made to formulate the questions which
census forms might pose. A list of relevant areas to which questions
might be directed is included in the final section.

CAPACITY OF TME INDIVIDUAL ESTABLISHMIENT

A census establishment can be viewed as a collection of m processes
(or types of capital goods) capable of producing various quantities of
n goods. Output is restrained by the existing stocks of capital goods,
by the more or less technically determined production characteristics
of the capital goods, and by economic, technical, and social considera-
tions affecting the time-intensity of capital usage (i.e., the length of
the workday and workweek, number of shifts, amount of downtime
etc.). From the combination of these, the output restraints imposed
by the capital stocks can be expressed:

AX<Y, (1)

in which A is a matrix of aij coefficients describing the technically
determined production characteristics, X is a row vector (X1 , X2 , . ..n)
of output rates for the products, and Y is a column vector (y, Y2,1. . .
ym) reflecting the combined effects of the sizes of the stocks of capital
and the time-intensity of their use. The inequalities in (1) form an
n-dimensional polyhedron, the outer surface of which is here defined
as the "capacity" of the establishment. Given A, capacity is a func-
tion of only the capital stocks and their time-intensity usage.
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While capacity is defined by the capital stocks, other types of re-
straints are typical. Of particular relevance to capacity measures are
restraints associated with demand. Given prices, demand restrictions
would appear as:

X•X, (2)

where X is a vector indicating the maximum amounts of each of the n
goods that can be sold.

Another typical restraint arises from the limited availability of
input materials and services. These exist because of fixed factor sup-
plies and because of the capacity limitations of supplying firms and
would appear as:

BXZ/Z, (3)

where B is a matrix of bkj coefficients showing the amount of each of
r inputs used per unit of output of the several products and Z is a vec-
tor (Z2, 2. . . zr) giving total input limitations.

A necessary (but not sufficient) condition for the simultaneous full
utilization of all process capacities is that the mn individual surfaces
comprising the entire outer surface of (1) intersect at a unique point in
n-space. Stated alternatively, it is necessary that:

A.X=Y (4)

have a solution. If this condition does not hold, there is no output
mix which will fully utilize the capital stock. "Slack" will exist in at
least one process and may exist in as many as (mi-2) processes by
reason of the capital stock restraints alone.

This provides further definition. An establishment has balanced
capacity when an output mix exists which would simultaneously utilize
all processes fully [i.e., when (4) has a solution]. An establishment
has unbalanced capacity when this condition cannot be met. Unbal-
anced capacity can take two forms. If the surface formed by one of
the individual equations implied by (4) lies outside the limits of the
other equations of the system in all n dimensions, the process to which
this equation refers is redundant. With redundant unbalance, in ad-
dition to the inability to use fully all processes simultaneously, there is
at least one process which individually cannot be fully utilized no mat-
ter what the output mix. In nonredundant unbalance, where all that
is lacking is a unique point of intersection, some output mix will fully
utilize each of the processes even while no single mix will fully utilize
them all simultaneously. The importance of the distinction between
redundant and nonredundant unbalance is that in the former there is
one type of capital that does not enter the meaningful capacity defini-
tion.

A lack of balance in capital stocks causes a lack of correspondence
between excess capacity measured by output and excess capacity
measured by the degree to which capital stocks are utilized. With
balanced capacity, and the assumption of linear production relations,
the ratio of actual output to capacity output would be equal to the
ratio of capital stock being utilized to total capital stock so long as the
relative mix of output is the same as the mix at full balanced capacity
utilization. But, without attempting precisely to define the term, as
the degree of unbalance increases, the correspondence between the ratio
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of actual to capacity output and the ratio of stocks utilized to total
stocks tends to disappear. The latter cannot be unity even when the
former is. One way of measuring unbalance, then, is to compare these
two ratios. Note, however, that the ratios could be different because
the output mix is other than that compatible with simultaneous full
utilization or because of nonlinear production functions.

If excess capacity is measured by the ratio of stock utilized to total
stock, unbalance will make an excess appear even when all the demand
restrictions in (2) are redundant. Similarly, estimating capacity out-
put by dividing this ratio into actual output may give an incorrect re-
sult since, when the restrictions in (2) are redundant (and no other
noncapital restraints are in operation), total output cannot actually be
increased despite the existence of unused facilities. Even when the
demand restrictions in (2) intersect the capacity surface, they do not
cause excess capacity until such intersection precludes the establish-
ment from selecting a point on the capacity surface which yields higher
profit.

When demand restrictions are severe enough to cause actual output
to be below the capacity function in at least one dimensions there is no
obvious way in most circumstances to separate the amount of the
excess associated with the levels of demand from that associated with
unbalance. In the simple case of balanced capacity and demand re-
strictions which yield the same relative mix as that of the capacity
optimum, the ratios of stocks utilized to total stocks in each process will
be equal and, again assuming linearity, equal to the ratio of actual to
capacity output for each and all products. But this is the only simple
case. Even with balanced capacity, demand restrictions which cause
the relative mix of output to be different from the balanced capacity
mix will cause varying ratios of capital stock utilization in the several
processes. The ratio of actual to capacity output will vary depending
on the complex of demand restrictions and the assumptions made with
respect to product mix [i.e., the direction used in moving from actual
output to the capacity function]. When excess capacity-measured
in terms of stocks-is caused jointly by demand restrictions and by an
unbalanced capacity function, a precise separation of the two effects
appears to be impossible.

At the level of the individual establishment, excess capacity which
results from supply constraints parallels completely that caused by
demand limitations. Nonetheless, suppy restrictions do add to the
complex of reasons for the existence of excess capacity and to the com-
plications in segregating its causes.

CAPACITY OF AGGREGATES OF ESTABLIS11MENrTS

For purposes of capacity measurement, the best of possible worlds
would be that in which all establishments were vertically integrated
from the hire of factors of production through to the supplying of
final demand. In such circumstances the restraints on output deriving
from the stocks of capital would be conceptually simple to formulate.
The "capacity" of the economy would be analogous to that of the
establishment in (1), with the Y summed over all establishments with
capital stocks which, actually or potentially, could be used to produce
any good, with the m set increased to include all types of capital and
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the n set increased to include all goods. The result is the same as the
usual production possibility curve of economics, considering capital
as the sole scarce productive factor and limited by linearity assump-
tions. Similarly, any number of establishments could be grouped on
the basis of the types of goods they produce or the nature of their
capital stocks to derive "industry" capacity functions.

Estimates of capacity derived from individual establishments would
not yield the above type of aggregate, however. The principal reason
is that neither capital stocks nor goods in the process of production are
completely mobile among establishments. The excess capacity caused
by unbalanced facilities within establishments would tend to disappear
if stocks could be reallocated or if goods in the production process
could be costlessly moved among establishments. lWhile the market
mechanism does operate to affect such adjustments over time, both
capacity and excess capacity estimates based on ratios of stocks utilized
to total stocks tend to underestimate the theoretical potential of the
economy.

In this hypothetical world of fully integrated plants, it is only
through such things as the possible "dovetailing" of unbalances that
the stocks of one establishment interrelate with those in others. But
as soon as the integration assumption is relaxed and intermediate pro-
duction by separate establishments is permitted, interrelations among
establishments must be considered for other reasons. The problem is
that even if capacity is always balanced within establishments it may
be unbalanced among them. The capacity of buying establishments
may be redundant in terms of the supply restrictions imposed by the
stocks of supplying establishments and vice versa. Aggregation of
capacity measures based on establishment reports are not apt to re-
flect these interrelations and, hence, to overstate the possible total
industrial capacity output.

Conceptually this type of interrelation can be accounted for by a
combination of input-output analysis and linear programing. This
analytic framework is extremely complicated, however, if detailed
input-output coefficients for each product of multiproduct establish-
ments are included and if heterogeneity among establishments pre-
cludes a rather massive grouping into "industries."

Finally, it should be noted that interrelations may exist with respect
to other factors of production which several establishments demand
in common. A factor which appears to exercise no restraint from
the point of view of each establishment may be restrictive from the
point of view of all of them. Again, a form of input-output analysis
iS necessary to handle this problem.

AREAS FOR CENSUS QUESTIONS

While measurement difficulties are indicated, the concept of capacity
is itself operational, both at the establishment and "industry" or econ-
omy levels. The following appear to be relevant areas for census
questions:

1. The tine-intenmity of capital uwage.-In (1), the Y parameters
depend on "normal" work schedules as well as on the size of capital
stocks. At a given time, these schedules may be functions of demand
restrictions or reflective of practices designed to overcome unbalances
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in the facilities of the various processes. Capacity estimates should
be based on the schedules which would be used if demand were re-
dundant for all products, but with whatever degree of unbalance as
actually exists. Capacity questions, then, should stipulate not the
existing work schedules, but those that would be used with no demand
restrictions and the present facilities.

2. Capacity in output terms.-With work schedules defined as
above, and with the assumption that the existing relative output mix
is retained and that there are neither demand nor supply restrictions,
the ratio of current to maximum possible output could be ascertained.
Maximum possible output is that at which the first facilities "bottle-
neck" occurs.

3. Capacity in tenrns of capital stock.-The ratio of plant and equip-
ment in use to total plant and equipment carried on the books could
also be sought, but this poses severe measurement problems. If value
measures are used, it must be decided whether depreciated or unde-
preciated values are the more appropriate, and in addition, methods
will have to be developed to convert the reported values to constant
dollar terms. If physical quantity measures are employed, methods
will have to be developed to aggregate heterogeneous capital items.

It would be presumptive as well as impossible to attempt the resolu-
tion of capital stock measurement difficulties here. Work done in the
last decade on the deflation to constant values of capital stock-il-
lustrated by Daniel Creamer's pioneering work at the National Bureau
and at the Conference Board-suggests that pragmatic methods of
deflation are available, at least for broad industry groups.

Whether depreciated or undepreciated values are preferable for
capacity measures will depend in part on the purpose of the measure-
ment. If the capital stock is to be valued in terms of the least cost
alternative method for producing goods, the depreciated values seem
the better. But while capital stocks depreciate in terms of alternative
cost valuations with age, this is not necessarily because the older stock
items produce physical output at a slower rate. Length of life does not
typically reflect capital being used up-in the sense that it dis-
appears-but rather that continually higher maintenance expenses are
necessary to maintain its ability to produce.

If depreciated values are used, and if it may be assumed that newer
capital which is less costly to operate and maintain tends to be kept
in use and older, more costly capital to be shut down first, the ratio
of depreciated value capital in use to total depreciated value capital
in the establishment will tend to underestimate the relative amount of
unemployed physical capital and to underestimate the amount by
which physical output could be expanded with existing stocks. It may
be argued, then, that the depreciated values are better if one wants the
economic value of capital in use relative to the economic value of total
capital, but that undepreciated values are better if one wishes to esti-
mate via capital stock measures the amount by which gross output
could be increased.

There is another possibility for measuring capital utilization rates
through census reports. If the plant and equipment of an establish-
ment can be subdivided into reasonably homogeneous items of physical
capital corresponding to the major processes of the establishment,
ratios of physical stock in use to total stock might be found for each.
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These would be useful in themselves-particularly for estimating the
extent to which transfers of capital among establishments might re-
duce the amount of unbalance in facilities-and could conceptually be
aggregated into a ratio for the entire establishments with the use of
value (depreciated or undepreciated?) weights.

4. The degree of balance.-With the caveats obvious from the above,
a comparison of the actual to capacity output ratio with the ratio of
stock in use to total stock should provide some indication of the extent
to which unused facilities are due to unbalance. In view of the prob-
lems inherent in the capital ratios and since the two ratios may differ
due to nonlinear production functions, it might also be asked what
ratio would obtain between stocks in use and total stock at the maxi-
mum possible output as defined above. To estimate whether the exist-
ing mix is the cause of unbalance, questions could also be asked to
determine whether some other mix would more fully utilize facilities.
To check for redundant unbalance it could be asked whether some of
the facilities would not be fully used regardless of mix.

5. Supply restrictions.-Questions could be asked to determine
whether the ratio of actual to capacity output is the result of limited
material or factor supplies. If supply restrictions appear, it might
be asked whether these influence the mix as well as the level of output
and what the ratio of actual to capacity output would be in the absence
of supply restrictions.

6. Demand restrictions.-Questions similar to those for supply re-
strictions might be asked, but the answers are implied by previous
answers to the supply and balance questions.

328



APPENDIX I: PART H

THE MEASUREMENT OF CAPITAL

By VERNON L. SMTH

Purdue University

329
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It is so easy to get one's fingers burnt trying to measure something
called "capital," that only the incautious could be expected to accept
the challenge of preparing a paper on this subject. Only a decade ago
it was an article of faith among graduate students that capital theory
was a "mess." But now that growth economics has become of com-
manding interest to the profession this attitude toward capital, its
theory and measurement, seems to be disappearing. No matter how
difficult may be the problems of dealing analytically and empirically
with capital, everyone appears now to be convinced that it is important
to try.

This paper will review the various methods for measuring capital
that have found common acceptance in the literature. Each method
measures a different aspect of capital, and each will be evaluated
critically in terms of its ability to measure that concept of capital to
which it is directed. In addition the paper proposes a supplementary
measure of -zapital-value added on wealth account-based upon the
net market value of establishments.

I. WHAT IS CAPITAL?

To me the outstanding distinguishing characteristic of things to
which the term "capital" applies, is just that their presence is required
by or enhances the economic activities of production and sales, and
this quality of being present is not normally altered to an important
degree by these activities. There is no consumption of such capital
inputs in any senses similar to the consumption of raw materials and
energy. For this reason I have always considered the term "capital
consumption" to be somewhat misleading. It is the feature of not be-
ing consumed that endows capital with its uniqueness. Economic
efficiency may require capital to-be displaced, but not consumed. Thus
knowledge (usually classified as human capital), which cannot be con-
sumed in any sense through use (and which may even have a tendency
to expand with use), is more capital-like than the most durable tan-
gible structures. There is an alternative concept of capital which is
really a corollary to the "presence" concept, viz the idea of capital
being anything that increases the owner's fu~ture stream of income
receipts. But this is implied by the fact of being productive and not
currently consumed.

These elementary considerations point inevitably to a stock as op-
posed to a flow concept of capital. If capital is to be measured mean-
ingfully, it must be measured as a stock or inventory of things present
during the process of production and sale. The term "services" is a
useful word for describing what it is that a capital good supplies when
it is present during production, but I do not believe as a general rule
that the term has very much, if any, practical operational content for
productivity analysis. For many types of capit a, a measure of services
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such as building-hours or pipeline-hours just doesn't seem very interest-
ing. For other types of capital such as machines that rotate and move
and turn out pieces, I can't see that machine-hours provide an inde-
pendent measure of anything that is not fully measured when we list
the quantities of raw materials, energy, and other current inputs con-
sumed in the process of production. Capital is something that is there
when production occurs, and the intensity of its utilization is accounted
for by the rates at which current inputs are consumed in the process
of producing at the resulting rate of output. Machine-hours provide
only the crudest measure of this intensity of utilization since it is ob-
vious that one machine can work "twice as hard" as another, but both
record the same machine-hours. But one machine cannot work harder
than another without consuming more energy and more raw material.
The vector of current input consumption, in cooperation with capital,
seems to me to fully account for any aspect of capital that one is
tempted to measure with "machine-hours." Now it may be that at some
level of aggregation, for some purposes, some students may wish to
use something like "plant operating hours" as a surrogate for the other
current inputs. If so, and if it doesn't cost too much I see no reason
not to include the appropriate questions on the census forms. But I
would not give it high priority.

In what follows, therefore, our attention will be directed to the
measurement of capital as a stock. Specifically, and there appears to
be no practical alternative to this, we will be concerned with the meas-
urement of the value of capital stock. Values can, of course, be put
in physical-like terms by deflating or reflating for price changes.
There are problems here which I hate to see swept under the rug, but
the fact is that I have nothing to say about these index number prob-
lems, so I will remain silent on them.

II. TRADITIONAL MEASURES OF THE VALUE OF CAPITAL STOCK

So far as I have been able to determine, all attempts by economists
to measure the value of a stock of capital fall into one of the following
three categories:

1. The gross (or undepreciated) stock, measured by cumulative
investment expenditure adjusted for retirements and price
changes.

2. The net (depreciated) stock measured by the current market
value of the existing stock.

3. The discounted present value of the future expected net
earnings attributable to the stock.

Our primary concern will be with the gross and net stock measures.
All three of these measures of capital place a valuation on some-

thing of interest to economic analysis. The gross stock is the gross
real cost of capital-the value of the goods and services foregone so
that society might accumulate the wealth to which this measure ap-
plies. This measure is most often applied to tangible reproducible
wealth, but in principle it might be extended to other forms of capital
wealth. From estimated series on public and private spending for
education and training, and expenditures for research and develop-
ment, one could estimate the cost of the stock of knowledge (human
and "organizational" capital).
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The net stock measures the alternative resource value of the existing
stock. Net stock is less than gross stock, because used capital goods
command a smaller market value than new capital items. There are
two reasons normally cited for this: (1) Deterioration-used capital
goods may be less productive than new goods of the same technology,
and, more important, (2) exhaustion of economic life. Used capital
goods have fewer productive years available because of declining
productivity and/or the rising threat of economic displacement due
to technological improvements which cannot be embodied in existing
hardware.

As between gross and net stock, if an either-or choice had to be
made, I would choose the former. A minor reason is that, of the prac-
tical measures available, the data used to measure gross stock are
better than those used to arrive at net stock. A more commanding
reason is that I believe gross stock to be the most nearly relevant for
productivity and production function analysis, and it is this type of
analysis for which capital data are most likely to be employed. Fun-
damentally, if what makes capital capital is the quality of being pres-
ent when the activity of production occurs, then gross stock is the
significant variable for productivity analysis. This view has a rea-
sonably strong empirical foundation in the studies that have been
made of engineering production functions involving capital goods.
Some additional support for this view is provided by Barna from his
sample survey studies:

* * * there are two concepts of replacement cost: replacement cost new, and
written-down replacement cost. The second concept corresponds to the value of
capital in economic theory, but the first may be equally important in a study of
productive relationships * * * value declines faster than efficiency, and indeed
for important classes of assets efficiency does not decline at all. For this reason
the relationship between replacement cost new and output may be more stable
than between written-down replacement cost and output, and the first concept
is more relevant in forecasting incremental requirements of capital [1, p. 80].

* * * after a decision is taken to scrap, the asset is run down through lack
of maintenance though in some industries maintenance has to be kept up to the
end. Buildings are generally kept, through repair and modernization, in a con-
dition which makes them comparable to new buildings of the same type [1, p. 90].

My preference for gross over net stock is the product of interests
biased in the direction of productivity analysis. But if one is inter-
ested in a number which measures the alternative resource value of a
region's, industry's or nation's accumulated capital stock, then net
stock is appropriate.

In at least one respect the productivity argument for gross rather
than net stock should be qualified. There is actually a third reason,
not mentioned above, for gross and net stocks to differ. Investment
expenditures are probably never precisely realized. Especially in the
case of new experimental types of capital goods, the expenditures may
produce forms of capital wealth considerably more, or less, productive
than anticipated. The result may lead to a substantial capital gain
on the initially produced goods, until their production can be ade-
quately expanded. Or, where the assets turn out to be less productive
than expected, capital values may decline sharply. In either case, I
can readily appreciate that for such capital goods, net stock might be
superior to gross stock for productivity studies.
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The most important application of discounted present value meas-
ures has been to the category, human capital [8, 10]. This is not
surprising, since this particular asset does not have a recognized
market, new, used, or scrap. The hazard here is obvious from the
discount formula

X= E(R.),V=
571i (1 +r)'

where r is the discount rate, E(Rt) is the expected earnings of the
capital asset in period t, and V is the asset's present value. To com-
pute V, we have to estimate E(Rt), t=1,2, * * *, and choose an r.
This introduces large potential errors of estimation.

1. GROSS VALUE OF TANGIBLE CAPITAL STOCK

I find in the literature two feasible alternatives for measuring gross
stock. One is the use of fire insurance and similar appraisal valua-
tions; the other is the perpetual inventory method.

How practical it would be to obtain survey information on fire in-
surance valuations on a grand scale, I am not competent to say. R. W.
Goldsmith has noted that this is a time honored method, having been
used in Germany as early as 1913 [7, p. 329]. He has further stated
the opinion that such valuations are not generally enough available
to produce aggregate figures based upon them [7, p. 329]. Barna re-
ports success in obtaining information on such valuations in the
United Kingdom [1, pp. 79, 80], and argues persuasively in their favor
over the use of book values.

In the absence of comprehensive, continuing official estimates of U.S.
wealth by the Federal Government, R. W. Goldsmith and his associ-
ates of the National Bureau of Economic Research have prepared data
on the value of tangible assets from 1896 to 1958 [4, 5]. These im-
portant series have provided measures of the value of tangible capital
using what Goldsmith has called "the perpetual inventory method."
By this method estimates of the stock of each type of reproducible
tangible asset are obtained by cumulating the capital expenditures on
that asset for a period of years equal to the asset's assumed life.

Under the one-horse-shay assumption that the ith type of capital
has a fixed life Li, this is equivalent to cumulating all previous capital
expenditures less retirements. Thus if Es (t) is total investment ex-
penditures on i in year t, and R, (t) represents that part of total ex-
penditure which "replaces" capital assets that are retired in year t,
then the gross stock of i at some point of time T, can be defined

T
(3.1) ~~~~Gt(T) = 5,[ Ei(t)- R, (t)]

t =1

Under the one-horse-shay assumption R,(t)=Ej(t-Lj). Since (ini-
tially) we must have Rj(t)=E,(t-Lj)=0, l<t<Li, the expression
can be written

T T T
(3.2) Gj(T)=Z [E 1(t)-Et(t-L,)]=Z Ei(t)- E E1(t-L,)

t=1 t=1 t=Ld-I
T

= E Et(t)
9-L,+1
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The Goldsmith approach is based upon the simplifying (and perhaps
necessary) assumption that assets behave as if they had zero mor-
tality up to their expected life, and then abruptly died. In fact the
asset lives are obtained from Bulletin F estimates of "useful lives."
A clear distinction should be made between the measure that we
should like to obtain ideally, and that which necessity, or cost, has
driven us to accept.

Ideally, if Ft(t) is the survival rate of assets of age t, and M4 is the
maximum life of assets of type i, then the ith gross capital in year T
can be expressed

Mi-

(3.3) G,(T)= E Ej(T-t)Fj(t).
t=o

Under the assumption that Fj (t)=1, 0-t<MI=L,, this becomes

L,-1

(3.4) Gi(T)= E1 E,(T- t),
t=O

which is equivalent to (3.2).
Barna [1, pp. 85-89, 92] has criticized the assumption, or approxi-

mation, underlying this method, viz that all facilities die at fixed ages.
Barna's direct sample study of asset mortality in British manufac-
turing suggests a linear declining survival curve in contrast to the
rectangular curve that leads to (3.4). If these findings are generally
characteristic of the mortality behavior of capital assets, then one

should assume the linear approximation F (t) = 1 H where Mj=2Lj,

and Li is the average life of asset i. Instead of (3.4), the estimating
equation would be

2L, t 2L, 1 2L,
(3.5) G7,(T)= ETt 1-2l = TTt)2 tEf (T-

t=O I f-=0 f =0

Barna compares his direct estimate of G, (T) for British manufactur-
ing in 1955 with the corresponding perpetual inventory estimates of
P. Redfern. He concludes that about one-half of the 50-percent larger
figure that he obtains is attributable to the mortality assumptions
underlying the perpetual inventory method.

If Barna's findings are generally applicable to all capital assets,
then an estimating equation such as (3.5) would be expected to provide
somewhat improved estimates of Gi (T). In any case, for purposes
of a proposed inventory of national wealth to be undertaken by the
Federal Government, such studies point to the importance of setting
up procedures for gathering comprehensive data on the mortality of
capital assets.

2. NET VALUE OF TANGIBLE CAPITAL STOCK

The obvious way of determining the value of net stock is from the
market prices of new and used structures and equipment. But such
information is likely to be available only for specialized types of
capital goods, such as transport equipment (trucks, trailers, airplanes,
etc.), farm machinery, and perhaps general purpose machine tools
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and prime movers. Wherever possible such data should be collected,
since it is the theoretically relevant measure of net stock. If net stock
values could be compiled from price data, even for only limited types
of hardware, it would make possible comparisons with net stock values,
for the same sample of capital, obtained from book values or gross
value (expenditure) adjusted for "depreciation."

The most common method of estimating net stock is from book
values. A major deficiency in such data is that they tend to reflect
depreciation rates that maximize after tax profits and such rates may
bear little or no relationship to declines in asset market value. It is
likely that many capital assets have economic lives in excess of the
minimum writeoff periods allowed under the tax laws. But even
without the tax law effect, business depreciation policies tend to be
highly variable and arbitrary.

Studies by Stigler [8], Creamer, 'Dobrovolsky, and Borenstein [2],
and others, usually rely upon book values compiled from corporate
tax reports of the Internal Revenue Service and reported in "Statistics
of Income" (or the "Source Book"), or from the census of manufac-
turers. Thus, Creamer, Dobrovolsky, and Borenstein use the census
definition of invested capital, viz., fixed capital, composed of land,
buildings, machinery, and equipment, and working capital, made up of
cash, inventories, and accounts receivable [2, p. 12 . This corresponds
to the definition in "Statistics of Income," except that intangibles
like patents and goodwill are included in the latter [2, p. 12]. I do
not think these definitions are suitable for measuring the real capital
stock either tangible or intangible. If one wants to measure the stock
of tangible reproducible capital wealth, then financial assets such as
cash and accounts receivable should be excluded. If one wants to
measure the stock of capital including intangibles, the use of book
values for intangibles such as patents and goodwill is even more unre-
liable than the book values of depreciated property. For reporting
purposes, corporations tend to be exceedingly conservative in assign-
ing values to intangible assets.

The third method of estimating net stock is by application of de-
preciation rule adjustments to gross expenditures on capital assets.
Thus Goldsmith [5, p. 85] estimates net stock from gross values on
the assumption of constant straight line rates of depreciation for each
type of asset. The resulting estimates provide series which are arrived
at independently of the estimates obtained from Internal Revenue
Service book values. As might be expected, Goldsmith's estimates of
gross stock correspond closely to the IRS estimates, the former being
consistently above the latter. The difference never exceeds 7 percent
in any of the postwar years, 1945-57 [5, p. 84]. On the other hand,
the perpetual inventory estimates of net stock vary from 7.5 percent
below to over 6 percent above the corresponding IRS figures [5, p. 85].

III. CRITIQUE OF TRADITIONAL MEASURES

As we have indicated, each of the above measures of tangible capi-
tal has a distinct value. However, I do not believe that they pro-
vide, by themselves, the most comprehensive set of measures that it is
feasible and desirable to make available. In particular, the net stock
measure contains conceptual deficiencies, which it will be my purpose
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to attempt to correct by proposing a supplementary measure of net
wealth.

Even if we had active markets for all classes of capital equipment
and structures, and complete information on their new and used
transfer prices, I would doubt whether the value of tangible capital
could be adequately measured by a simple summation of component
prices. For one thing, most capital goods are highly indivisible re-
sources, once the planning stage has been passed and individual units
of hardware of fixed sizes and configurations have been constructed and
installed. When such capital goods are initially installed we would
assume, theoretically, that the amount of capital (size of equipment,
etc.) was adjusted until marginal value product and price were equal.
Thus, internal value was identical with external value. However,
conditions change and are almost certain to change over the life of
highly durable capital goods. This does not mean that the firm con-
tinuously adjusts its capital equipment so that equality between inter-
nal and external values are maintained. In theory the firm retains any
sunk investment whose contribution to the present worth of the firm is
not below its going resale price. Consequently, the productive value of
capital goods to a firm may be greater than their market prices. If the
discrepancy is great enough, parallel production units may be in-
stalled, but this tends to occur at infrequent intervals in discrete
lumps as when a new plant is added.

There is another, and, I think, more important reason why the mar-
ket value of components may not sum to the productive value of an
aggregate of capital employed by a firm. In modern productive or-
ganizations, capital assets tend to be installed as parts of man-machine
systems whose agglomeration value may substantially exceed com-
ponent value. Planning and design go into the system and these ele-
ments may add important capital values of their own. Systems must
then be organized effectively for day-to-day operation under dynamic
load conditions, and in environments requiring important decisions
to be made almost continuously under uncertainty. The operating
organization, together with the individual assets, and the planning and
design infused into the system, represent an organic whole and a
capital value jointly determined. The value of organizations, both
in operations and in long-term planning are entirely left out of
any measure confined to component tangible capital. Similarly, no
account is taken of the research and development activities of firms,
whose employment of hardware assets may account for a small frac-
tion of the capital wealth, in terms of expected future earning power,
that is actually represented. The knowledge of technology indus-
tries-electronics, drugs, space exploration systems, etc.-are, I suspect,
drastically undervalued by measures based upon tanglible wealth.
Service organizations such as management, science, and engineering
consulting firms would appear with negligible capital values. Finally,
the contribution of the monetary and credit system to real productive
wealth by facilitating finance and exchange, is undervalued by any
measure looking only at fixed real assets such as bank premises.

For all these reasons the reviewed measures of tangible capital do not
provide a precise wealth account parallel to the measures now available
on income account. What is needed, or so it seems to me, is a measure
of wealth added (at market prices) byiridividual decisionmaking (pro-
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ducers') organizations, that corresponds with the value added on in-
come account by such organizations. The former measure, by appro-
priate summation over establishments, would permit estimates of
aggregate real productive wealth by sector, region, or national cover-
age, to complement present estimates of aggregate income based on
value added by industry. Since value added by industry is due to
capital and labor, the two concepts are not exact parallels. If we were
to subtract from value added, all payments to households for labor, the
resulting "net cash flow" of the industry would be the current account
parallel of my "value added on wealth account."

A measure of value added on wealth account, at market prices that
are determined under rather highly (if not perfectly) competitive
conditions, is in fact available for a broad area of the economy. I re-
fer to the securities markets in which the claims on going corporate
enterprises are bought and sold in divisible units, with the result that
valuations are placed continuously upon organizations as a whole at
the margin. The valuations, so obtained, represent the market's opin-
ion as to the present worth of the future expected earnings stream that
will be derived from an individual organization's productive activity.
It seems to me this is precisely the opinion we want. Such valuations
change continuously, and sometimes drastically, but this is in the na-
ture of the entity we are trying to measure. Expectations change; and
the result is and should be reflected immediately in the valuations gen-
erated by the market for claims on corporations. Furthermore, this
method of estimating present worth does not require direct estimates
of future expected earnings, nor of a suitable discount rate.

It is clear that such a measure departs from the view that capital is
productive means, separable from human beings and knowledge, and
separately marketable. But the fact that human beings and the knowl-
edge and skills embodied in them, are not marketable should not lead
one to suppose that they fail to contribute something to organizations
that is indeed capital-like. If our measure of capital is to account for
a sector's or firm's value added net of payments for labor, then the
productive contribution of all the intangibles that fall under the head-
ing of "organizational capital" must not be arbitrarily excluded.

IV. A SUPPLEMENTARY MEASUuRE OF CAPrTAL-VALuE ADDED ON
WEALTH ACCOUNT

1. DEFINITIONS OF GROSS AND NET WEALTH ADDED

All of the various methods of measuring the gross or net stock of
capital involve entries on the asset side of the balance sheet. Where
book values are used, such entries are used directly for estimating
purposes. Where market values are used, one is concerned with at-
taching market prices to items that appear on the asset side of the
ledger.

My proposed measure of capital is obtained by associating market
prices with all items appearing on the liability side of the ledger and
with the purely financial entries on the asset side. For a given estab-
lishment, I would define its gross value added on wealth account, or
simply gross wealth added, as the market value of all claims on that
establishment-notes outstanding, bonds, preferred stocks, common
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stocks, accounts payable, accrued or deferred liabilities on taxes, divi-
dends and employee benefit plans, and so on. To arrive at a measure
of the total real productive capital contributed by the establishment,
net wealth added, I would subtract from gross wealth added the mar-
ket value of all financial assets held by the firm. Stated in another
way, we subtract all claims by the business on other businesses (in-
cluding the Governmen~t), precisely as we net out all purchases by
businesses from businesses in arriving at the concept of value added
on income account. This means that we must subtract cash (claims
on banks), accrued tax credits and Government bonds (claims on
governments), the securities of other corporations held as an asset,
accounts receivable, and so on. The resulting figure is the market
value of the operating establishment including its tangible fixed assets,
inventories, goodwill, patents, and possibly most important of all, its
organizational capital, i.e., its management and research organiza-
tion, the network of internal communication and procedures whereby
decisions are made (perhaps poorly), problems solved (or not solved),
and ideas developed.'

Since many definitions of "capital" (notably that of the census of
manufacturers) include such items as cash and accounts receivable,
why do I exclude them ? Certainly they are part of the liquidity and
solvency of the individual establishment. But they are not part of real
productive wealth in all its forms. To include the value of such finan-
cial assets in the wealth added by a given corporation would mean
double counting. The real wealth represented by the given corpora-
tion's cash holdings is counted when we apply the measure to banks.
The real wealth content of accounts receivable is counted in the ac-
counts payable of other units. That the monetary and credit system
provides an operating environment that contributes to real produc-
tive wealth is not denied. On the contrary our measure of wealth
added includes this contribution. It is included when we apply the
measure to the banking and financial sector. Theoretically, this sec-
tor cannot generate earnings unless it contributes to the productivity
of the economy, and it is the capitalized value of these future earnings
that our measure represents. It is also included when we apply the
measure to industrial corporations, since the latter share with the
financial sector some of the earnings benefits of the monetary and
credit system.

I It may be of interest to note at this point that our definitions of gross and net wealth added, applied by
industrial sector, suggest an interindustry financial model, which is entirely analogous to the Leontief
model of interindustry input-output flows. Let V. be the gross market value of industry i, Wi be the net
market value of industry i, and vii be the financial claims of industry i on industryJ. Then, we can write
the balance equations,

VI-sII-vls -. . .-5I,,= WYI

-V21+V1-Vfl-. ..- V2.=W 2

1-,25.5. .

If one makes the heroic assumption, that the claims of i onj are proportional to V;, then vij=ajjVi, and
we get

(I-A) V= W

where A=[a;s] is the financial "technology" matrix, V is the column vector of Ve., and W is the column
vector of Wj'.. In our measurement scheme, we observe Vi and siq, and compute W,. But one could also
compute tlb aig., and from "forecasts" of new WI., Eolve for the V?.. The analogy with the Leontief
model is clear and I think worthwhile, though the usefulness of the Leontief model does not strike me as
having a clear parallel in this interindustry financial model. However, the model might be useful in im-
puting Vi values to individual companies in complicated holding company empires, based upon given Wj
values (market or otherwise) for the operating companies.
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2. SOME DIFFICULTIES

All of the traditional measures of capital are confronted by practical
difficulties, and the wealth added measure is no exception. In my
present inadequate state of knowledge on the matter, I would con-
jecture that these difficulties are no more severe for wealth added than
for gross or net stock. Nevertheless they should be faced. The fol-
lowing provides a list which does not pretend to be exhaustive:

(1) Not all the claims on a corporation are traded.
Claims such as accounts payable would seem to present no difficulty.

These represent obligations for goods and services received, which,
we may assume are carried on the books at the market prices of such
individual goods and services. Short-term notes and certificates of
indebtedness would also presumably have market values very close to
their book values. Where the firm has bonds and stocks outstanding
which are closely held, and no quotations are available either on
organized exchanges or over the counter, then wealth added cannot
be determined by our method. In such cases the measure might be
estimated by (i) assuming that the ratio of wealth added to cash
flow for such firms is the same as for firms in the same industries where
securities are traded, or by application of average price-earnings
ratios for the industry; (ii) using an appropriate regression equation
for estimating value as a function of such variables as earnings, cash
flow, dividends, the firm's growth rate, and so on.

(2) Not all establishments are incorporated.
This presents the same estimating problem as (1). The only way

out, it would appear, is to impute wealth to such establishments on the
basis of cash flow, earnings, or regression methods.

(3) What about corporations with foreign operations?
I don't see how to get around this one neatly. The market value of,

for example, American oil companies with large foreign holdings, will
clearly reflect such holdings, but such market values cannot be wholly
credited to net U.S. wealth. Such values are part of net wealth con-
trolled by U.S. nationals, and this is perhaps of some interest. Ad-
justments might be possible, but they are likely to be very rough,.
though I suspect no rougher than the methods used to adjust gross
stock to get net stock, or to estimate average life by type of asset.

(4) Is the "true" capital value of a company on a given date "cor-
rectly" determined by the securities markets, especially if those se-
curities are under heavy buying (selling) pressure or wide speculative
moves?

I list this as one of the objections to our measure, because many will
perceive it as such. To me the fact that some corporation's securities
may be subject to sudden wide moves is not an objection, but a truth
about wealth which should be fully embodied in at least one of our
measures of that illusive entity we call capital. In my private
opinion many securities may not be worth their going exchange prices..
But the simple hard fact seems to be that a thing is worth what you
can get for it. We accept market prices in arriving at value added
on current account. Yet the same objections could be raised. What
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about speculative swings in the prices of sugar and soybeans? What
is the true value of wheat, corn, and cotton when their prices are
artificially supported? We value these things at their transaction
prices and I would do the same with claims on wealth. There are
indeed monopoly and artificial support elements in many valuations.
But these elements produce inefficiencies and resource misallocations
which, theoretically, have an adverse net effect on society's income
stream. This effect should be reflected in our measures of net income,
and of net wealth. Market prices accomplish this at least as well as
any substitute I can think of.

3. SOME EXAMPLES

Perhaps the best way to obtain an understanding of some of the
implications of wealth added as a measure of capital is to compute it,
compare it with other measures, and see what scientific sense it makes.
To this end I have applied the measure to a selection of firms, engaged
in widely differing activities, for the purpose of illuminating some
interesting and controversial issues. In all cases the source was
Moody's Industrial Manual or Moody's Bank and Finance Manual.

Table 1 computes wealth added for General Motors, 1961. The
source of valuation, book or market, is shown in parentheses for each
entry. Most entries are taken at book value in these calculations. In
more sophisticated computations some of these items could be adjusted
where data permits. For example, accounts receivable could be ad-
justed for bad debts by application of a default rate discount, Govern-
ment securities could be valued at market where the maturity structure
of the company's holdings is known, and similarly for such items as
miscellaneous investments. Such sophistication would seem to be hair
splitting in the General Motors case, since the adjustments would be
slight, and the items involved are not a large proportion of net wealth
added. But such need not be the case for all companies. For con-
venience of illustration, stock and bond prices were taken as the
average of their high and low values for the year. Normally, one
would apply quotations as of a given date. For General Motors we
see that net wealth is about $121/2 billion. In the absence of the re-
sources needed to build up direct measures of gross and net tangible
and/or intangible property, I have provided the book value of net
real (nonfinancial) assets (net property, patents, goodwill, and in-
ventories) for comparison purposes (about $4.9 billion). It will be
no surprise that in the case of a strong, growing, blue-chip company,
net productive wealth is over twice the depreciated value of physical
structures, equipment and inventories, plus the modest accounting
values typically imputed to intangibles like patents and goodwill.

As of 1961 the Syntex Corp. (table 2) was primarily a pharma-
ceutical research organization. It provides a rather extreme example
of an organization whose market value is determined almost exclu-
sively by the kind of organizational capital associated with research
and development activities. In this instance, net wealth added is
over eight times book net asset value.
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TABLE 1.-Generat Motors, 1961

[Millions of dollars]

A. Calculation of gross wealth added:
1. Total current liabilities (book)…_____________-___________
2. Foreign subsidiary debt (book)_-------------------------
3. Employee benefit plans reserve (book)--------------------
4. Credits under stock option plan (book)_------------------
5. Miscellaneous liabilities (book)_-------------------------
6. Miscellaneous reserves (book)---------------------------
7. General foreign reserve (book)_-------------------------
8. Debentures 3Y4, 1979, V=221,322,O00X0.89/ 6 (market

value) ----------------------- __-------------------
9. Preferred stock, $5, V=1,835,644X1071/4 (market value)____

10. Preferred stock, $3.75, V=1,000,000X83 (market value)____
11. Common stock, V=285,563,322X49 6/1 (market value)______

1,425
144

26
22

241
25

142

197
197

83
14, 001

Gross wealth added-------------------------------- 16, 503

B. Calculation of claims on other establishments:
1. Cash (book)- -405
2. Government securities (book) ----------------------------- 1,291
3. Accounts and notes receivable (book)--------------------- 987
4. Subsidiary companies not consolidated (book)_----------- 433
5. Other security investments and miscellaneous (book)_____ 18
6. Loans and advances to, and stock of steel suppliers (book)__ 32
7. Treasury stock, V=1,986,539X495Ao (market value)_------- 98
8. Prepayments and deferred charges (book)--------------- 73

Total claims on other establishments------------------ 3, 337

Net wealth added------------------------------------------- 13, 166

Net property, patents, goodwill (book)---------------------- 3,092
Inventories (book)----------------------------------------- 1, 800

Net real assets (book) ------------------------------- 4,892

TABLE 2.-Synte., Corp., 1961

[Thousands of dollars]

A. Calculation of gross wealth added:
1. Total current liabilities (book)_---------------------------
2. 6 percent convertible preferred (convertible at 10 common for

each share of preferred. Shares not traded. Price assumed
to be 10Xcommon price=357.5). V=4,601x357.5 (estimated
m arket value)_-------------------------------------------

3. Common stock, V=1,430,470X35y4 (market value)_________

1, 376

1, 645
51, 139

Gross wealth added----------------------------------- 54, 160

B. Calculation of claims on other establishments:
1. Cash (book)--------------------------------------------- 847
2. Marketable securities (book)…------------------------------ 36
3. Accounts receivable (book) ---------------------------- 2, 263
4. Prepayments (book)-------------------------------------- 101
5. Deferred charges (book)----------------------------- 775

Total claims on other establishments------------------- 4, 022

Net wealth added----------------------------------------------- 50, 138

Net property, patents, goodwill (book)---------------------- 2,563
Inventories (book)_------------ 3,677

Net real assets (book)- - ._.-- ______________________6,240
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When applied to establishments with natural resources holdings
such as timber, oil, and coal, our measure of capital includes the wealth
attributable to such exhaustible capital resources. Table 3 shows the
net wealth added by the Standard Oil Co. of Indiana to be about $1.9
billion. But net real assets have a book value of nearly $2.4 billion not
counting the company's reserves of crude oil and natural gas. If we
include the value of estimated crude oil reserves at $1 per barrel (less
than a third of the going price), real assets have a paper value of
$2.6 billion. There are two reasons for this very large discrepancy
between the paper value of real assets and the market value of the
company's productive wealth: (i) the market is not so naive as to
impute a value as high as even $1 per barrel of oil still in the ground,
and for which there may be little use for 25 to 50 years. Within that
time, oil might become obsolete as a major source of energy. Conse-
quently, the market discounts very sharply the value of oil (and gas)
reserves; (ii) the oil industry in 1961 was experiencing depressed
equity values, and severe price weakness due to oversupplies. One
result has, of course, been a decrease in drilling activity-a response
to be expected when the market signals a decline in the present worth
of future earnings.

Table 4 summarizes the results of the computation of net wealth
added for a bank (First National City Bank of New York), a holding
company (Mission Development Co. which directly controls Tide-
water Oil through ownership of about one-half of Tidewater com-
mon), and an investment company, American Research &
Development) .

TABL) 3.-Standard Oin of Indiana, 1961

[Thousands of dollars]

A. Calculation of gross wealth added:
1. Total current liabilities (book)------------------------ 263, 584
2. Notes, subsidiary debentures, miscellaneous obligations

(book)----------------------------------------------- 206, 523
S. Bonds, 3%s, 1982, V=13,961,900X1.14% (market)_------ 16, 021
4. Bonds, 4%2s, 1983, V=200,000,000x1.01% (market)_---- 203,250
5. Minority interest (book) -------------------------------- 2,108
6. Common stock, V=35,784,220X51 (market)--------------- 1,824,995

Gross wealth added--------------------------------- 2,516, 481

B. Calculation of claims on other establishments:
1. Cash (book)------------------------------------------- 133,024
2. Marketable securities (book)-------------------------- 111, 318
3. Accounts and notes receivable (book)-------------------- 285,035
4. Prepaid items (book)----------------------------------- 9,497
5. Holdings in Standard Oil Co. of New Jersey (market)_____ 80,724

Total claims on other establishments----------------- 619, 598

Net wealth added-1--------------------------------, 896,883

Net property (book)-------------------------------------- 2,136,922
Inventories (book)---------------------------------------- 225, 635

Net real assets (book)------------------------------------ 2,362, 557
Value of crude reserves 2,618,000,000 barrelsX$1 (estimated

market value)------------------------------------------ 2,618,000

Net real assets including reserves .-__-_______________________4,980, 557
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TABLE 4.-First National City Bank of New York, Mission Development Co., and
American Research and Development, 1961

[Thousands of dollarsj

Net real
Gross Net assets (net

Company Year wealth wealth property,
added added patents,

goodwin,
inventories)

First National City Bank of New York 1961 9,888,750 473,500 115,793
Mission Development Co -1961 128,395 -38,302 0
American Research & Development -1961 39, 565 2.477 0

As you would expect for a bank, net wealth added is a very small
portion of gross (about 5 percent), but substantially above net real
assets (bank premises). A holding company is included, because the
equity claims on such institutions typically sell at a discount on the
order of some 30 percent below the market value of their holdings in
operating companies. In the case of Mission Development, net wealth
added is a negative $38 million. Hence, by our measure of wealth,
an operating company would contribute a smaller net capital value if
it were controlled through a holding company. Why is this? And
should our measure of wealth contain this discount? Views will
differ, but I would tend to take such results at their face value. Ap-
parently the market is saying that a negative capital value should be
imputed to any institution whose sole or primary purpose is to con-
<entrate managerial control and prevent that control from being
effectively challenged. The result is to reduce the value of the "or-
ganizational capital" contained in the operating-holding company
system. If this interpretation is correct, then net wealth added should
reflect these discounts.

The same phenomena occur in applying the measure to investment
companies. Our example, American Research & Development Co.,
shows a positive net wealth added, but many investment companies
may show a negative value. American Research & Development has a
reputation for finding small new companies that need capital, and
that turn out to be winners. If this is true, I would think such skills
should command a positive capital value. On the other hand, invest-
ment companies who can demonstrate no such skills would appear to
make zero or negative net contributions to wealth.

4. CONCLUDING REMARKS

What is provided by net wealth added, as a measure of capital,
which might be of use in economic analysis, and which is not reflected
in the traditional measures of gross and net stock? Fundamentally,
it provides a measure of expectations about future earnings. These
expectations are supported by the perceived earning power of a firm's
or industry's capital in the widest sense of the term. Capital in this
sense includes tangible reproducible wealth and organizational capital
in the form of knowledge, research productivity, and administrative
systems. Theoretically, these expectations are an important deter-
minant of present or near term investment behavior. Net stock
figures, particularly if supplemented by cumulative outlays for re-
search and development and training, provide depreciated measures
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of capital input. If net wealth added by any industry exceeds net
stock, it means that the expected rate of return on investment in that
industry exceeds the market rate of interest. That is, net wealth
added at t, W(t), is the discounted value of future net earnings
n(x), t<X< :

W(t)= | n(x)e7'-x)dx.

But the rate of return, p, on the present net stock N(t), which is
implied by the earnings stream n (x), is given by

N(t) = n(x) eP ' -z~dx.

Therefore, if W(t)>N(t), then p>r, and one would expect investment
to expand. Similarly if W(t)<N(t), p<r and investment should
contract.

Grunfeld's paper [6] is the only study of which I am aware that
uses a concept resembling net wealth added as an expectations variable
in explaining corporate investment behavior. For this purpose,
Grunfeld uses the 'market value of the firm," defined as the market
value of outstanding shares and debt where the latter is approximated
by book values [6, pp. 224-227]. If all debt both short and long term
are included, this corresponds to what I have called gross wealth
added. I would consider net rather than gross wealth to be the sl-
perior expectations variable in accounting for non-financial corporate,
investment outlays. Of course, market expectations need not cor-
respond to those of corporate decisionmukers, but it seems unlikely
that the two groups could have widely differing expectations for ex-
tended periods of time. In any case Grunfeld finds his measure, the
"market value of the firm," to be superior to either current or lagged
profits in explaining investment behavior. This provides some evi-
dence to suggest that net wealth added may be an important measure
of expectations and that data on such a concept of capital should be
compiled along with series on gross and net capital stock.
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COMMENTS ON PiROFESSOR SMrrT's PAPER

By Edward F. Denison

The paper we just heard summarized by Professor Smith was not
only interesting but provocative; it certainly raises some new matters.
I shall discuss it in three parts.

On the first section, "What Is Capital," I shall say only a few words.
Professor Smith feels that measures of the use of capital are of low
priority and have little value. I am not so sure this judgment is
correct. Smith assumes there is a constant ratio between machine-
hours and either power consumption or raw material consumption
so that the latter can serve as proxies for the former. Even if this
were true it would not permit aggregation of different types of ma-
chines. But there are also questions of changing efficiency in the use
of machinery and of power or materials a subject that probably de-
serves more attention that it has received. The article by Murray F.
Foss in the June 1963, "Survey of Current Business" is an example of
the careful use of electric power consumption to try to derive indi-
rectly a measure of the use of machinery. Foss clearly does not con-
clude that direct data for machinery utilization is unnecessary. In
any case I suspect there is considerably less than general agreement
that data on capital utilization are not needed. The question is inci-
dental to the main issue of the day, the valuation of capital, so I will
just drop it here.

Let me now jump to the latter part of the paper, which offers a
proposal for measuring the market value of corporations as going con-
cerns. By some adaptation of the technique one could perhaps add
noncorporate enterprise, but if he wanted to obtain a national wealth
total he would presumably have to use other techniques to get at non-
enterprise values.
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Professor Smith's discussion should make it quite clear that this is
at best a supplementary measure of wealth. It could not replace valu-
ation of capital goods as the heart of a wealth study for a number of
reasons, of which two are central. First, it provides no way of getting
at any kind of breakdown of tangible capital by type of assets, a classi-
fication that is of great interest. Nor does it lend itself to the obtain-
ing of information on age distribution or other characteristics of tan-
gible capital assets. Second, if one were to compile the value of going-
concern estimates on successive dates, it appears that there would be
no way to deflate them. Hence one would know nothing about changes
over time in the real value of the capital stock, with or without inclu-
sion of intangibles.

As I see it, Smith's proposed wealth measure is the capital counter-
part +o nonlabor income in the corporate sector of national income.
Cor orate national income can be divided between compensation of
employees (I think this would be the correct term, rather than Smith's
term "labor payments to households") and a residual consisting of net
interest, rents, royalties, and corporate profits. The market value of
the asset counterpart of this nonlabor income is the object of Smith's
interest. Since the nonlabor income component is a number I have
used myself, this approach holds a certain inherent attraction for me.
However, we must ask what we could do with such data if we had them.

An unciuplicated asset value aggregate of this type lends itself only
to certain breakdowns, viz., those for which the enterprise is an appro-
priate unit of classification: (a) industry of major activity of the
enterprise; (b) size of enterprise; and, if the coverage is greater than
corporations, (e) legal form of organization.

We already have such distributions of nonlabor income for corpo-
rations. Percentage distributions of asset values of corporations pre-
sumably would differ from similar distributions of nonlabor income
for two main reasons. First, the market might not like the way
profits are measured and appraise current profits as something dif-
ferent from what appears on the books, or even on the books as ad-
justed by the National Income Division. Second, as Professor Smith
points out, they might differ because of the expectation that the fu-
ture profits distribution is going to differ from the present one. Be-
fore one puts many resources into this undertaking, he might ask
whether this evaluation is really what he wants, whether he could in-
terpret the difference between this distribution and a distribution
of property income if he had it, and, if so, whether it is really worth
the cost. That the answers are affirmative is not obvious.

One use of income share data is in the derivation of production
functions to analyze sources of economic growth. This use encounters
the problem that what we call nonlabor or property income is a com-
bination of the earnings of tangible capital, of intangible capital, and
of land, together with pure profit, including the results of uncertainty
and of monopoly positions of all sorts. Use of the nonlabor share as
if it were a return only to real capital overstates the rate of return on
real capital and leads to overstatement, possibly a gross overstatement
of the contribution of capital to economic growth. Professor Smith
properly stresses the things other than the real capital owned that
affect income and hence the value of a going concern. If one could
divide Smith's capital values of concerns between the value of real
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reproducible capital and land, and the capitalized value of intangibles
and expected pure profit, this would (assuming some kind of equaliza-
tion of returns) give a measure of the fraction of non]abor income that
is really a return to tangibles. Presumably this would require com-
paring Smith's proposed values with independent but consistant data
for the value of tangibles. Whether there is any promise that this
might be possible I put as a question.

which sh, my general reaction is that this is an interesting proposal
which ought to be explored further. Its use would be as a supple-
mentary estimate which might be prepared inexpensively. It could
not be the primary effort in the wealth survey.

I turn now to Professor Smith's classification of valuation pro-
cedures used in more conventional measures of the value of capital. I
would approach the classification a little differently. It seems to me
that there are three basic distinctions that must be made. There are
certainly a great many more distinctions, but these three seem
fundamental.

The first distinction is the obvious one between gross stock and net
stock.

The second, the distinction I have drawn elsewhere,1 goes to
the heart of the problem of valuing depreciable assets. By
almost any approach the value of a capital good newly pro-
duced and sold today is the price at which it is sold. The
problem is to value the many older assets which are still in use but
not produced today. In general, there are two reasonable, but funda-
mentally different, ways to equate their value with those of newly
produced goods. (For this distinction I ignore physical exhaustion
of used capital goods.) One is to equate old capital goods with the
new goods in terms of what both would cost to produce at the same
date, presumably the present date. The second is to try to equate
goods produced at an earlier date with new goods by their relative
abilities to contribute to production at the present date. For brevity,
let me call the first way "values equated by cost," and the second
"values equated by productivity.' The first value exceeds the second
because of obsolesence.

The third distinction refers to the methods of arriving at the valua-
tion. These also fall loosely into two types. One, which I shall call
the price index method, is to find the original cost of the assets and
bring it up to the present by the use of price indexes.2 The other is to
attempt to get a present market value of the asset more directly by any
of several procedures. If the asset actually is sold, one finds out the
price. Or one obtains an imputed value based on sales prices of simi-
lar assets. Or one obtains an appraisal. Or one secures fire insurance
valuations. Let me call all of these direct valuation. I am not sug-
gesting that in fact one can really solve the whole national wealth
estimation problem by these techniques, but one could go a certain
distance.

I Edward F. Denison, "Theoretical Aspects of Quality Change, Capital Consumption,
and Net Capital Formation," in "Problems of Capital Formation," vol. 19, "Studies in
Income and Wealth," New York, National Bureau of Economic Research, 1957, pp. 215--284.

2This is the valuation procedure used in the perpetual inventory method, but the per-
petual inventory method also implies a particular approach to determining what capital
goods are In the stock and hence must be valued.



THE MEASUREMENT OF CAPITAL

These three distinctions would give eight combinations for wealth
estimates if all combinations were possible, but I think that in reality
there are at the most only four.

Consider first the use of direct valuations based on sales prices, or
on insurance valuations or appraisals in lieu of them. I would think
that this is possible only for net stock estimates since only goods as
they actually exist can be sold. You do not ordinarily get a valuation
of an unused 1950 automobile in 1962 except, perhaps, as a curiosity.
Thus this approach is not available for estimation of gross stock. Pro-
fessor Smith classifies fire insurance valuation under gross rather
than net stock estimates, but this appears to be wrong.

Next, direct estimates of the present market price of assets must, in
principle, be estimates of the type where value is equated by produc-
tivity, rather than by cost, because the current price must reflect what
an older capital good can contribute to production now, relative to a
new good, rather than by what it would cost to produce.

Finally, the price index method lends itself to either a gross or net
stock estimate. In the case of the gross stock, it lends itself only to
estimates of the type where value is equated by cost, not by produc-
tivity. This is determined by the characteristics of price indexes
available for deflation. In the case of the net stock it leads to esti-
mates where value is equated by cost if the depreciation patterns ap-
plied to capital goods reflect only physical deterioration without regard
to obsolescence. It leads to estimates where value is equated by pro-
ductivity if the depreciation patterns used reflect obsolescence as well
as physical factors.

So only four possibilities, not eight, remain from this classification.
These are direct estimates of the net stock, with value equated by pro-
ductivity; price index estimates of gross stock with value equated by
cost; price index estimates of net stock with value equated by cost;
and price index estimates of net stock with value equated by produc-
tivity. I am not stating that it is in fact possible to obtain accurate
estimates of these types but only that these are the only possibilities
that seem to me available for examination.

If a wealth survey is to be undertaken, it ought to yield better esti-
mates of the capital stock than we can prepare now, in addition to
providing new detail. Some of the questions I would raise about a
wealth survey are these: First, can we in fact get enough relevant
data to make a comprehensive and reasonably accurate direct esti-
mate of the net stock with value equated by productivity? Second,
can we obtain information on what actually is in the stock better than
the quantities used in the perpetual inventory method, so as to be able
to improve on existing estimates using the price index method? Third,
what can we learn about service lives and depreciation patterns that
would enable us to get estimates of the net stock by the price index
method that correspond more exactly to either or both of the cost and
productivity valuations?

Let me simply end up with one small footnote. It is essential to
balance what we would like to have with what there is some reasonable
hope of obtaining. We have to think about both throughout the in.
quiry.

349



350 MEASURING THE NATION'S WEALTH

(SUPPLEMENTAL PAPER)

MEASUREMENT OF NATURAL RESOURCES WEALTH

By W. Hochwald and H. J. Barnett

I. WEALTH ACCOUNTS AND OTHER SOCIAL ACCOUNTING SYSTEMS

The ultimate purpose of a wealth inventory, we presume, is to better
understand the complex interrelations of income flows and the "wealth
of nations." We take the following as given:

1. National income and expenditure accounts (national income
proper, interindustry, flow of funds) are our most important quantita-
tive tool and set of data in national economic analysis.

2. These accounts rest primarily on business accounting records of
actual transactions and estimated depreciation, following American
accounting principles and conventions.

3. The present interest in "wealth accounts" derives from the belief
that, analogous to business accounting, it would be useful for economic
analysis if balance sheets could connect the flow accounts.

The only national double-entry system now in use is the flow-of-
funds approach to social accounting which records changes in the own-
ership of liquid assets resulting from the flow of funds. It is no co-
incidence, of course, that liquid assets lend themselves most readily for
such a double-entry system as they minimize the problems of valuation
and imputation. Private business accounting, too, has first developed
double entries for the cash account; attempts to include fixed assets
in this process through depreciation reserves have remained arbitrarg
to the present day.

Business and social accounting again have in common that a bal-
ance sheet of net wealth is most meaningful where it is possible to
establish current market prices and to impute income flows to a change
in specific assets, as illustrated by inventories. As evaluation of as-
sets moves away from current markets, and the imputation of income
flows to specific assets becomes more difficult, conventional balance
sheets may lose some of their analytic usefulness. Along a spectrum
of increasing difficulty in this respect, at least four categories may be
distinguished:

1. Market values are established at infrequent intervals, rather than
currently, and the asset "inputs" have a somewhat arbitrary relation
to the product "outputs," as illustrated by tangible fixed assets, such
as real estate, plant and equipment.

2. Market values are, if at all, established only incidental to valuing
a "going concern," and the relation between specific inputs and output
is even more remote, as illustrated by intangible assets, such as good-
will or capitalized research and development expenditures.

3. Market values are not established because property rights are
inalienable, though the relation of inputs and outputs may be quite
direct, as illustrated by the human "wealth" of the national labor
force.

4. Market values are not established because "output" does not
enter the national income stream, as conventionally measured, though
these assets may be the source of substantial social benefits, illustrated
by the public domain, such as air, water, wilderness areas, etc.
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The last category is of special importance in the natural resources
field and suggests the need to include in the wealth inventory physical
data describing assets outside any of the conventional accounting
systems.

II. PHYSICAL DATA

A detailed physical inventory of natural resources appears desir-
able, partly as a base for valuation, partly to cover resources essential
to the "wealth" of nations though at present outside tny conventional
system of economic accounts, such as water and air. Major purposes
of such a physical inventory would be in either case to record resource
endowments and their changes over time, with the ultimate objective
of relating these to national productivity and consumer welfare.

Land can be identified by area and other characteristics. Forest
stands and rangeland can be brought up to date in terms of timber
growth, etc. More difficult is a meaningful physical inventory of
recreational resources. Approaches are suggested by estimates of vis-
itor "capacity," number and miles of hiking paths and beaches, item-
ization of outstanding scenery, etc. Wildlife can be listed by major
species. Special problems may arise where there is free movement
across national boundaries, illustrated by migratory birds and fish.

Minerals, as "resources" and "reserves," are available in some cases
from the U.S. Bureau of Mines and other sources, kept up to date
by proper adjustments for depletion and new discoveries. Yet for
tax reasons, reserves are frequently not divulged, and comparable data
are difficult to compile in any case because of wide "quality" differen-
tials in terms of access, chemistry and physical makeup of ore, etc.

Water resources should be listed to reflect their multiple uses for
human and industrial consumption, irrigation, transportation, etc.
Thus a physical inventory should include data on water flow and
purity, subsurface water levels and volume, etc. Perhaps there should
be a negative adjustment for potential flood and other damages.

Air is a vital resource which had become subject to pollution in many
metropolitan areas. Data on air purity and climate, such as tempera-
ture, sunshine, rain and humidity, wind velocity, etc., are important
as they affect production costs and consumer welfare.

Human resources are obviously the most essential component of na-
tional wealth though they may be covered in a separate inventory of
the Nation's skills and knowledge.

m. VALUATION PROBLEMS

Two different methods of valuation may be used in business and
social accounting systems: book values and market values. Both have
their merits but it is important to realize that the two methods are
based on quite different assumptions about the basic purpose of valua-
tion. Paucity of data may preclude a consistent choice between these
two methods though a wealth inventory should ideally plan for the
simultaneous application of both methods to serve the widest variety
of analytic purposes.

1. Book values provide the most direct link with the business ac-
counting records from which most of our private and social accounts
are presently derived. They reflect our prevailing accounting con-
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ventions and for this very reason are in many cases more readily
available than market values. They may offer the most consistent
way to connect balance sheet and flow accounts as presently con-
structed.

At the same time, book values have obvious disadvantages. After
years of price changes, innovation, obsolescence, population move-
ments, new tastes, etc., their meaning and use for economic analysis
are obscure. Though all this may be of minor consequence for inven-
tories and short-life equipment where book and market values are
close, the problems for long-life assets are quite serious. Neither
arbitrary depreciation deductions nor the use of price indexes-usually
compiled for quite different purposes-can overcome these basic defects
of book values in a dynamic economy. Some additional and distinct
problems emerge for the book values of natural resources:

(a) In most cases book values will combine natural resources
and capital improvements. Where a separate estimate of re-
sources as such is desired, it is important to recognize that re-
sources and capital may be substitutes rather than complements.
Thus, a high book value may reflect poor rather than rich re-
sources, illustrated by irrigated land, the cost of waterworks, etc.

(b) Where resources are part of the public domain, no conven-
tional book values may have been established. Usually, the "out-
put" of these resources will not be counted as conventional
"income" either, and no meaningful connection could therefore be
made in any case between stocks and flows. It is this type of re-
source which, though included in the physical inventory, might
well be excluded from valuation for the present, as illustrated by
wilderness, etc.

2. Market values would recognize the continuous change in a dy-
namic economy where innovation destroys old wealth and creates new
wealth in a never-ending process of "creative destruction." They
would permit and require the accounting for "unrealized" gains and
losses in our income flows by sectors; the resultant refinements in the
measurement of income flows might conceivably be more important ad-
ditions to national economic accounting than wealth estimates as such.

The difficulties of estimating market values are obvious. Four cases
may be distinguished:

(a) Some resources are actively traded and can be priced, read-
ily, once their physical inventory has been established. Illustra-
tions are provided by timber stands, agricultural land, and urban
real estate.

(b) Some resources are traded only intermittently but can
be priced indirectly through proxy variables. Mineral reserves
may be valued by the shares of the companies owning them.
Public forests may be valued by comparable property in private
hands.

(c) Where no current market prices exist, values can be derived
from the capitalization of expected future income. Such a valu-
ation is subject to wide margins of error, of course, both in esti-
mating future net income and in estimating the proper rate of
discount. It is important in this context that the net income from
natural resources is essentially rent, determined by the cost sav-
ings made possible by the resource. Any innovation offering
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ready substitutes may drastically change the size of the future
income stream flowing from this particular resource and thus
eliminate the "wealth" represented by this particular asset. Illus-
trations are provided by the technological changes in the use of
mineral sources of energy. Another illustration is provided by
the "rent" of climatic advantage which "saves" the cost of air con-
ditioning or heating. As these costs go down as a result of tech-
nological advances in climate control this will change the local
comparative advantage of differential climates.

(d) Where resources are held in the public domain, any analogy
with private income streams may be misleading, as the very
rationale of public ownership is often the holding of natural
resources for distinct benefits and purposes. Thus, still another
approach is suggested by the discounted capitalization of future
public benefits. Yet this approach introduces all the problems of
pricing public benefits, compounded by the need to find an appro-
priate rate of discount which presumably depends on the time
horizon of the community for whose benefit the resource is held.
Where the very purpose of public ownership is to preserve natural
resources for future generations, it may suggest the need to dis-
tinguish between "spot" and "future" market values. All this is
highly speculative, of course, which only serves to emphasize the
great difficulty of valuing what may be the bulk of our "natural
wealth." Here again, for the present, these resources should be
included in a physical inventory but should probably be excluded
from the financial accounts.

IV. REGIONAL DETAIL

Regional analysis is concerned with understanding the impact of
imperfect spatial factor mobility on economic growth. These imper-
fections are most obvious in the case of natural resources, which there-
fore may call for substantial regional detail to understand spatial cost
differentials within the national economy. The very existence of these
regional differential rents may offer an approach to the valuation of
resource assets as was outlined above.

The same rationale also suggests that some local pilot project might
well experiment with alternative methods to relate income flows with
their resource base. While the accounting of income flows has origi-
nated on the national level, tracing the essentially closed national in-
come circuit, the accounting for fixed assets in the national balance
sheet may well start on the local level because of the spatial immobili-
ties inherent in many natural resources.

38-135-64--25
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CAPITAL GOODS PRICING I

PROBLEMS AND PROSPECTS

A person must indeed be bold or foolhardy to attempt to treat a
subject as complex as capital goods pricing, and I have never been
considered bold. The subject implies some sort of agreement-or at
least a meeting of the minds-on the definition of capital goods, on
the nature of pricing and index number theory. This agreement has
not been reached generally. These terms are inexact in their usage
(and sometimes paradoxically seem to convey more meaning to the
layman than to the professional). They do convey sufficient impres-
sion, however, so that we can together examine the Bureau of Labor
Statistics program in this area with respect to its general scope and
coverage, and the areas of greatest concentration of pricing of capital
goods. Having done this, we will explore very briefly some questions
of concept, some views and actions on the ever-present problem of
quality change and point toward some aspirations for improvement
of data in the months and years ahead.

AVAILABILITY OF CAPITAL GOODS PRICE INDEXES

Those of you who are familiar with the WPI know it as an aggre-
gated index consisting of a combination of price indexes for some
2,200 commodities. These items do not cover all economic activity
but relate to the first significant sales-usually f.o.b plant-of the
commodities as they move through primary markets. This restriction
to "first sales" and the early tradition that the index covers only com-
modities (and the statistical and collection difficulties) have operated
to discourage in practice (though not necessarily in theory) the pric-
ing of equipment installed on site or of public and private capital,
such as commercial and residential buildings, roads, powerlines, as
well as the more complicated of the items which fall in the manufac-
turing sector itself. The WPI-despite its name-does not cover the
wholesale level of activity. Goods moving in interplant transfer
between plants of the same company are also omitted.

Those capital items which are included in the WPI are found almost
solely in the "equipment" portion of the "plant and equipment" cate-
gory of capital. Thus the "producer finished goods" category of
the WPI constitutes over 600 commodities carrying about 11
percent of the total weight of the index. One half of the items and
about half the weight are in the category "Finished Goods for Manu-
facturing Industries"; the remainder are in "Finished Goods for Non-
manufacturing." A fairly good array of industrial machinery is pres-

'Prepared at the request of the Wealth Inventory Planning Study, George Washington
University, Washington, D.C., for presentation at a symposium held on Dec. 9, 1963. The
views expressed are those of the author, and do not necessarily reflect the position of the
Bureau of Labor Statistics.
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ent, from machine tools to agricultural machinery and various special
purpose machines, passenger cars and mnotor trucks, as well as some
sheet metal1 products, commercial furniture, etc. The value of ship-
ments in 1958 of all such equipment represented in the WP I accounts
for almost all the value of gross private domestic investment in pro-
ducers' durable equipment ($23 billion). An additional $35 billion is
new construction and is unpriced and unrepresented. The Bureau ac-
tually prices commodities Which account for from 35 to 40 percent of
new inetetin producers' durable equipment; price changes for
the remaining 60 percent are imputed to the priced items. Table 1
shows in greater detail price coverage by SIC four-digit industries
which are important producers of capital equipment.

TABLE 1.-Price coverage for capitaZ good8 industries

SIC cede Industry title

35 ------- Machinery, except electrical-----------------
3511 ------ Steam engines and turbines-----------------
3519 ------ Internal combustion engines (except automotive and aircraft)-
3522 ------ Farm machines and equipment industry ----------
3531 ------ Construction machinery industry--------------
3532 ------ Mining machinery and equipment -------------
3533 ------ Gilfield machines and equipment--------------
3534 ------ Elevators and moving stairways --------------
3535 ---- -- Conveyors. --------------------------
3538 ------ Hoists, cranes, and monorails----------------
3537 ------ Industrial trucks and tractors----------------
3541 ------ Metal-cutting machine tools ----------------
3542 ------ Metal formiing machine tools ----------------
3544 ---- -- Special dies and tools-- ------------------
35451------Machine tools accessories and measuring devices ------
3548 ------ Metalworking machinery, except machine tools-------
3551 ------ Food products machinery------------------
3552 ---- -- Textile machinery.. ----- -----------------
3553 ------ Woodworking machinery ------------------
3554 ------ Paper industries machinery-----------------
3555 ------ Printing trades -----------------------
3559 ------ Special industrial machinery ----------------
3561 ------ Pumps and compressors ------------------
3562 ------ Ball and roller bearings -------------------
3564 ------ Blowers and fans-----------------------
3565 ------ Industrial patterns----------------------
3566 ------ Power transmission equipment---------------
3567 ------ Industrial furnaces and ovens ----------------
3569 ------ General industry machines, not elsewhere classified.-----
3571 ------ Computing and related machines --------------
3572 ------ Typewriters-------------------------
3576 ---- -- Scales and balances---- -----------------
3579 ------ Office machines, not elsewhere classified -----------
3581 ------ Automatic vending machines -----------------
3582 ------ Commercial laundry equipment --------------
35814------Vacuum cleaners, industrial-----------------
3585------ Refrigeration msachinery ------------------
3586 ------ Measuring and dispensing pumps--------------
3589 ------ Services industry machines, not elsewhere classified-----
3599 ------ Machine shops industry-------------------
36--------Electrical machinery, equipment, and suppies -------
3611 ------ Electric measuring instruments ---------------
36z ------- Transformers ------------------------
3613 ------ Switchgear and switchboard apparatus------------
3621-------Electric motors and ganerators. ----------------
3622-------Industrial controls----------------------
3623 ------ Welding apparatus----------------------
3624-------Carbon and graphite products.----------------
3629 ------ Electric industrial goods, not elsewhere classified ------
3631 ------ Household cooking equipment ---------------
3532 ---- -- Household refrigerators -------------------
3633 ------ Household laundry equipment----------------
3634 ------ Electric housewares and fans.----------------
3635 ------ Household vacuum cleaners -----------------
3636 ---- -- Sewing machines ----------------------
3639 ------ Household appliances, not elsewhere classified..-------
3641 ---- -- Electric lamps---------- --------------
3642 ------ Lighting fixtures-----------------------

See footnote at end of table.

Valtie added Price
in 1958 coverage I

(thousands) (percent)

499. 328
1,087, 836
1, 022, 801

165,531
336, 788
126, 270
1992,892

92, 719
117, 500
420,961
176, 021
780, 090
348,580
332, 397
268,639
214,199
152, 936
123, 718
188,881
431,117
542, 037
407, 744
145, 050

78, 108
384, 372
96,450

281,423
579, 103
168, 877
49, 125

173, 424
64, 694

4256
598,032
64, 689

120, 900
959, 099

-- 419,396
3654, 212
555, 044
813, 124
281,890
112, 709
102,483
137, 547
181,091
433, 369
324,480
351,033

84, 180
61,991

162,664
270, 498
397,378

45.8---
34.5
39.I
9. 6

28.4
66. 9
13.5
52.6
19. 2
51.9
25. 9
13. 9
1. 0

36. 4
26.4
21. 1
39. 2
34. 5

0
44. 6
3. 2

16. 2
36.4
11.0

0
34. 0
16.6

1. 2
22. 7
67.4
54. 4
62. 3
69.8

0
0

19. 7
1.3
.8

3. 7

12. 2---
44. 4
40. 9
24.2
19. 1
39. 2
64.1

-3
60.4
61.9
73.7
24. 0
83.9
25.2
44. 2
43.2
59.2
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TABLIE 1.-Price coverage for capital goods industries-Continued

Value added Price
SIC code Industry title in 1958 coverage i

(thousands) (percent)

3643 -- Current carrying devices - - - $294,189 9. 2
3644 -- Noncurrent Parrying devices - - ------------ 214.607 22.8
3651 -- Radio and TV receiving sets - ---------------------- 593, 953 65.8
3652 -- Phonograph records --------------------- 93, 073 85.3
3661 -- Telephone and telegraph apparatus - - - 740,855 7.5
3662 -- Radio and TV communication equipment --- 1,297,583 1.6
3671 -- Electron tubes, receiving - - - 285,799 79. 5
3672 -- Cathode ray picture tubes - - -67, 472 96.3
3673 -- Electron tubes, transmitting. 165, 803 0
3679 -- Electronic components, not elsewhere classified- - 914 811 .1
3691-------Storage batteries----------------------- - 150,061 25.7
3692 -- Primary batteries, dry and wet 6-- - 7,431 46.6
3693 - X-ray and therapeutic apparatus - - - 58,436 9.5
3694 Engine electrical equipment - - -------------- 386, 626 35. 7
3699 -- Electrical Droducts, not elsewhere classified l--- 73,581 15.8
37 -- Transportation equipment-
3713 -- Truck and bus bodies ----------------------- 142, 68 4.9
3715 -- Truck trailers - - -131,140 7.3
3717 -- Motor vehicles and parts - - ------------- 6,473,927 91.3
3721 -- Aircraft -- -------------------------------- 3,399,163 0
3722 -- Aircraft engines and parts - --------- 1, 615, 671 0
3723 -- Aircraft propellers and parts ---------------------------- 112, 301 0
3729 -- Aircraft equipment, not elsewhere classified - 1, 797, 203 .2
3731 -- Ship building and repairing - - -913,687 .7
3732 Boat building and repairing 157, 3C9 0
3741 -- Locomotives and parts - - - 152,086 59.2
3742 -- Railroad and street cars - - -167, 576 28.0
3751 -- Motorcycles, bicycles, and parts - - -52,125 49.5
3791 Trailer coaches, housing type - --- 127,683 0
3799 -- Transportation equipment, not elsewhere classified -- 38, 215 15.0

Selected industries from major group 25, furniture and fix-
tures:

2521 -- Wood office furniture - - -38,427 57.3
2522 Metal office furniture -------- - -- 173, 673 66.6
2531 -- Public building furniture - - -112, 881 6.1

I Price coverage is the percentage of an Industry's shipments represented by the value of individual prod-
ucts which are priced directly. Individual products are those represented by 7-digit census codes. Although
every product variant within a 7-digit code may not be directly priced, commodities within the same prod-
uct code are considered to be relatively homogeneous and are, therefore, assumed to have identical price
movements. For some priced products, census values have been withheld for disclosure reasons. In com-
puting the price coverages, these product values are considered to be zero. Hence, for some industries,
actual price coverage lagreater than that shown in this table.

Price indexes for the capital goods in the WPI became available at
different dates as the index grew. Items of farin equipment were in
the index in 1912 or 1913, as were motor vehicles. Some commercial
furniture dates back to 1926. Most of the impetus to pricing ma-
chinery came with the 1952 major revision of the index, however, when
many machinery indexes were added to the indexes often retroactively
to 1947. Specially computed indexes (not in the 'WPI) and some
component product detail are available back to 1939 for machine tools,
construction machinery, and general auxiliary machinery.

While (with some exceptions) the Bureau of Labor Statistics is not
engaged in pricing capital goods other than those described above,
some work is being done by others.

The Bureau of Reclamation prepares an index of irrigation and
hydroelectric costs and the Interstate Commerce Commission com-
putes an index of railroad construction costs. A number of private
agencies produce local and national indexes of construction costs. The
Department of Coninmerce prepares a, "composite" construction cost
index which is built up from component price and cost indexes from
various private and public sources. The methods, sources, and con-
struction of these is so varied, however, that it is difficult to say how
satisfactory they are. According to the report of the Price Statistics
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Review Committee,2 "with the exception of the Buireau of Public Roads
for a composite mile of highway, and the Interstate Commerce Com-
mission series for railways and pipelines, these cost indexes do not
approximate cost * * *. For the most part, they are, instead, indexes
of wage rates and building materials prices weighted together in ac-
cordance with their importance in the cost of a unit of construction of
some specified type in a base period." Indexes of capital goods prices
which are constructed as weighted materials input and wage-rate com-
binations fail to reflect the technological productivity changes which
take place in the capital goods producing industry. Variations in
profit margins are also neglected. These indexes do provide historical
data for a considerable number of years, however, and must serve in
the absence of better statistics.

Current investigations by the Bureau of the Census are also note-
worthy. Two principal types of construction are being priced:
Family houses built for sale and publicly financed apartment houses
in New York City. The multiple regression approach is being used
to isolate and evaluate price determining factors in the construction
of family houses. The pricing of apartment houses in New York
involves the use of detailed figures from bidders on the cost of units
of work such as excavation, plumbing, electric, and heating installa-
tions. These studies are still in embryo, and some inconsistencies of
basic data are under scrutiny. I am told that preliminary results
of the apartment house price index seem reasonable: (1) There has
been less secular increase in the census index than in the conventional
indexes in which labor and materials indexes are combined. This
could result from the failure of the conventional series to take proper
account of productivity increases which the censes index adjusts for
inherently. (2) The new index is more responsive to short-run
changes in cycle. This could reflect the changes in "cushion" or profit
margins which occur as the industry experiences favorable or unfa-
vorable conditions.

PURPOSES, CONCE1rS, PROBLEMS

Purposes, concepts, and problems can never be viewed independently
by the student of price change. A purpose which will serve one user
very well will prove unsatisfactory to another and each use will
imply a different concept of price and pose different measurement
problems. The difficulty faced by an agency such as BLS is that
the users of data have varied needs and the Bureau's limited resources
can satisfy the users only partially. This has led to some fuzziness
in concepts and revisions of techniques over time. When one recalls
that the WPI began in 1890 it is remarkable that concepts have re-
mained as uniform as they have.

It is fair to state that in common with pricing for other products
and services, capital goods are priced for three general purposes-
for themselves, i.e., for comparison of capital goods price trends with
those of other products or with labor rates in capital goods industries,
at a fairly detailed level. Another purpose is for deflation of capital

2 "Government Price Statistics," hearings before the Subcommittee on Economic Statis-
tics of the Joint Economic Committee of the United States, pt. I, Jan. 24, 1961, app. B,
Construction Price Indexes, p. 87.
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goods expenditures in order to arrive at some measure of real ex-
penditure, cost, or output or productivity of capital. The third pur-
pose is macro-analysis in which aggregations of indexes are used in
broad studies of domestic and foreign price levels, inflation, valuation
of wealth, interindustry analysis, and other topics relating to the gen-
eral economic well-being of the Nation. This last purpose views
pricing of capital goods as part of the large family of price measures
which the Federal Government is coming to regard as a vital part of
the general structure of statistical data on prices, production, man-
hours, payrolls, etc.-generally tied into the framework of the Stand-
ard Industrial Classification and through this to the national accounts.
This purpose stresses comparability of pricing scope with other eco-
nomic data, breadth of coverage or at least representation, and avail-
ability of data through time.

It is well known, of course, that, in theory, each specific purpose
calls for a specific kind of index number of prices. At the aggregate
level it can be demonstrated quite easily that the use of a Laspeyres,
fixed-weighted, price index for deflation results in a quantity measure
of the Paasche type. If a Laspeyres quantity index is desired, a
Paasche (changing weight) price index is needed as a deflator.
Paasche-type price indexes are hard to derive, however, owing to the
dearth of current value or quantity data in detail. For this reason,
an approximation to a fixed-weight quantity index can be obtained
if price indexes in sufficient detail at the individual commodity level
are available to deflate value data in the same detail. Summing the
deflated detailed values yields a quantity series with fixed weights,
i.e., in a quantity index of the Laspeyres type. Thus the Commerce
Department-wishing a series on GNP in constant dollars-must ei-
ther deflate total value by a Paasche (changing weight) price index,
which is unavailable, or deflate individual values by commodity price
indexes and sum.

These broader problems of concept and their attendant algebra have
received wide treatment and I mention them only in passing. Of more
fundamental importance is the question of concept of price change
at the detailed commodity level. Questions of concept and their con-
sequent measurement problems are common to all price series in some
degree, but in the area of capital equipment they are especially severe.
Let us start with a general statement concerning what users of price
time series can be presumed to require as a minimum: "A price series
(index) should compare the payment (or receipt) for one unit of an
item or service with the payment for an identical unit at another time."
In practice, of course, the index maker must define markets, volume
of sales and many other factor. But as a simple statement the prop-
osition does not seem too inexact until one attempts to apply it to
the real world of prices. At this point the phrase "identical unit"
has different meanings to different users depending on their purpose.
Should pricing be in terms of identical units of physical quantity or
of utility ? An index of prices of truck tires will rise more rapidly than
one based on truck-tire-miles, for example. because of improved dura-
bility of the tires (and better roads). If earth-moving machinery is
purchased for the purpose of moving earth (as it is) should not price
per machine be replaced by price per cubic yard of dirt-moving capac-
ity per hour? In this case the unit priced is no longer the machine
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but the work performance. Should price per light bulb be replaced
with price per lumen-hour taking into account the expected life of
the lamp?

Obviously, the answer to these and similar questions cannot be cate-
gorically settled. In deciding among alternative purchases, the buyer
of construction equipment has a legitimate use for an index which
measures the utility of the machine to him, i.e., a price index which
declines when machines become more efficient even if the price tag
remains constant. He and many market analysts, economists, and
businessmen also need to measure the price movements for goods of
similar physical characteristics, for this is the form in which goods
are bought and sold in the market. For this purpose the appropriate
index is one unadjusted for utility change unless accomnpanied by a
change in physical specification.

Considerable thought and experiment has been devoted to defining
the unit of measure and to the isolation of price determining factors
embodied in changes in utility. Among the early efforts Andrew

Court3suggested a technique wherein specification changes are related
(by means of a multiple regression technique) to price. Derived im-
plicit specification prices from cross sectional data were used in pricing
the time series. More recently Richard Stone used a similar approach
in "Quantity and Price Indexes in National Accounts." 4Zvi Griliches
of the National Bureau of Economic Research also used the approach
in a staff paper for the Stigler Committee. Messrs. Dean and de Pod-
win have also provided recent, interesting expositions in the field of
electrical equipment. In the Griliches paper, automobiles is the sub-
ject of the experiment and factors considered are horsepower, weight,
length, type of engine, type of transmission, etc.

The findings of this experiment pointed to an overstatement of the
WPI passenger car index, yet Griliches stated that limitations of the
"hedonic" (regression) approach are such that "it is not yet recom-
mended that such adjustment should be made routinely as part of the
price index computations." Among the examples of limitations:
weight in cars is not per se desirable but serves as a proxy for size.
For instance, if aluminum were substituted for steel and if the hedonic
approach were used mechanistically the resulting weight decrease
would automatically be treated as a quality deterioration. Richard
Stone, after showing a high correlation between price and alcoholic
content for various types of wine points out that "there are evidently
a number of other quality characteristics that influence price. In a
refined analysis it would be necessary to track these down * * *." I
for one concur, but despair of carrying the approach really into the
labyrinth of subjective preference and in capital goods as well as in
wine, subjective preference or taste is the realm that sets the glutton
off from the connoisseur.
The BLS approach to the to the quality problem,

Consequently, the BLS is following what is today, for us, a more
workable approach to quality adjustment-making the adjustment
only when accompanied by physical specification changes which can

3 "Hedonic Price Indexes, with Automotive Examples," A. T. Court, American Statistical
Association, Dec. 27, 1938.

4 Published by the Organization for European Economic Cooperation, November 1956.
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be "costed out" and then only when in the judgment of the commodity
specialists they do not involve purely subjective factors. Under this
principle the introduction of a more comfortable seat in a tractor
would not be subject to adjustment normally. If, however, tractors
of identical specification other than the seat were selling in the same
market at the same time-or if the comfortable seat were a separately
priced option-we would bow to the judgment of the market and make
the adjustment. Recently, we had one of our rare opportunities to
choose between an adjustment in the price of a fluorescent lamp for
factory and commercial use. The new longer life light was intro-
duced by some manufacturers at no change in quoted price and our
choice was to take the price reduction on the basis of the length of
life expectancy or to use the ratio indicated by the market price (of
other reporters) for both types of light selling side by Ride on the
market. *We chose an estimate based on the latter. Recentlv we
could have made an adjustment in the price of an off-highway dump
truck on the basis of a combination of specification changes including
horsepower, load-carrying capacity, gross weight, and net weight.
Here, we were unwilling to assume that the percentage changes in
physical characteristics were proportional to price change and, in the
absence of data on the cost of the additional features, a link was taken.
This had the effect, of course, of assuming that the entire reported
price change was due to quality improvement. To the extent there
really was a price increase, the BLS index is too low for this item.

While it is always hazardous to assign reasons for the actions of
an organization, I will propose several that I feel are behind the
Bureau's reluctance at present to adopt the kind of quality adjustments
based on the correlation approach:

1. Current data are generally lacking to enable the computa-
tions to be nade except retroactively and too late for current index
calculations.

2. Where they are available, more research is required to sepa-
rate out those changes which would generally be acknowledged
to be quality changes from the more controversial, subjective
factors of style and preference.

3. Most important, the Bureau is not convinced that certain
adjustments should be made. The Bureau needs and will seek
guidance concerning the principal purposes to which price indexes
for capital goods will be put. The resolution of purpose may
determine the more basic question-whether certain adjustments
should be taken even if data are available.

This last statement leads to a discussion of one specific purpose of
capital goods pricing-measurement of the productivity of capital.
Edward F. Denison I has examined three approaches to viewing
the productivity of capital:

1. The cost approach-in which the quantity of capital would
remain the same in year 2 as in year 1 if the same number of
physical units of a particular capital item are produced (even
though work performance per machine had increased) unless there
is a cost change.

6 "Theoretical Aspects of Quality Change, Capital Consumption, and Net Capital Forma-
tlon," Edward F. Denison In "Problems of Capital Formation, National Bureau of Economic
Research, 1957.
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2. Capital input proportional to total output-in which a ma-
chine in year 2 costing the same as in year 1 but capable of twice
the output in a given time would be measured as two machines.

3. Capital stock measured by the contribution of capital to
production-in which consideration would also be given to re-
duction in the work force required to run the machine.

Denison feels choice 3 is of interest but not feasible because of
measurement problems. Choice 2 defeats his purpose. If the quantity
of machines is to be measured in terms of machine output, then the
productivity ratio, output per machine, must remain constant over
time. This approach adjusts out of the measure the very factor which
should remain in and which is to be measured. He settles on choice
1 and tells us that adjustment for quality change should be made only
where accompanied by cost change.,

The policy of BLS, then is consistent with Denison's need-adjust-
ment for quality (specification) change is made only where a cost
change is present. In practice, the Bureau often obtains from re-
porters the cost of added (or deleted) features on machinery, autos,
trucks, and a variety of other goods and makes an appropriate adjust-
ment by adding (or subtracting) the cost to the price of the earlier
model to attain price comparability with the new model. Where this
is not possible, a judgment is made and either a direct price comparison
or a link is taken depending on whether the reported price change is
deemed mostly due to genuine price change or to quality change.

Other problemrs of pricing
Problems other than quality change inhibit development of truly

accurate and timely pricing of capital goods, in areas where BLS is
now pricing. While the usual standard discounts (cash, trade, quan-
tity, etc.) are reported and used, many "special deals" to a few custom-
ers are not. If these are unusual, and not made generally available
to customers, they should not enter into construction of a price index,
but in times of severe competition special discounts may and do be-
come widespread. BLS has on the whole found reporters unwilling to
report these (there are exceptions) and long-run plans are being
drawn up to see whether a study of buyers' prices can point the way
to true transaction prices. Such a study would require the examination
of customers' invoices to determine the net market price paid. In
the meantime, reliance must be placed on the hope that manufacturers
ultimately adjust list prices toward reality (though after a time lag)
when the quoted list price with discounts drifts away from the market
transaction price.

THIE GAPS AND ClhALLENGFS AiHEAD

To go further into BLS problems would involve more detail than
warranted here. Let us instead turn to some tentative plans.

As indicated earlier, large areas of capital goods remain unpriced.
Many of these goods consist of unique or infrequently priced, complex
products such as ships, power generators, electronic computers, and

6 An aside: Denison also states that there may be justification for adjusting consumer
goods (CPI or WPI) for use values. This goes beyond the scope of a discussion of capital
goods pricing, however.
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aircraft. In these cases, where monthly detailed specification pricing
is impractical, the usual monthly shuttle form which goes to reporters
for entry of the latest quotation is inadequate. Special pricing tech-
niques will have to be developed, and assistance or advice will be
appreciated.

The WPI and related industrial pricing programs do provide some
instances of special pricing methods which might be extended to the
more difficult areas. For example, fabricated structural steel prices
for buildings and bridges are obtained from producers who reprice
each month an actual job on which they had recently been successful
bidder at the time pricing was initiated. Prices are computed on costs
of current labor, material, conditions of the market and profit. This
method is used in the United Kingdom and the Netherlands for pric-
ing ships. it is my understanding that some of the privately com-
puted construction cost indexes also employ this technique or in some
way take account of productivity change.

Our index for hydraulic turbines is prepared for a special purpose
(outside the WPI). This index makes use of actual detailed plans
(blueprints) of prototypes of steel castings, steel forgings, gray iron
castings, and steelplate. Price series so derived are combined by the
users with wage series to escalate turbine prices.

The use of the "hedonic" approach, the development of prices from
prototypes or simulated plans, and the "recipe" approach wherein
prices of component materials and labor costs are weighted and com-
bined will all be thoroughly investigated. (One difficulty with the
combination of materials and labor cost input data, of course, is the
failure to take into account the changes in productivity which occur.
This has been one of the limitations of some of the construction price
indexes built up on this basis.)

These techniques will be explored in the coming year and later
as the Bureau moves ahead more intensively in its work of construct-
ing an industrial sector price index in which the present WPI data
are to be used as a foundation to build a new pricing structure related
to the SIC. Initially stress will be on pricing industrial outputs-
inputs will come in later years. Current plans call for expanding
pricing into new areas modestly in the coming year and more inten-
sively as resources become available. The initial stress will be on ex-
panding coverage in manufacturing, mining, and agriculture. We
plan to devote considerable attention to development of techniques for
pricing unique goods not made to uniform specifications, such as elec-
tronics, shipbuilding, and aircraft.

Ultimately attention will be devoted to other gaps such as wholesale
trade, transportation, and construction. Whatever additional pricing
of capital goods is undertaken will in all probability be done on a cur-
rent basis with pricing extending no more than a year back. It is
extremely difficult to obtain the assent of reporters to really compre-
hensive historical pricing, especially for commodities which are not
homogeneous and which are subject to frequent specification change.

Some companies maintain historical price indexes for segments of
capital goods covering a considerable number of years. Those who
need historical prices may find solace in these and in some of the efforts
recently put forth by Dorothy Brady of the Wharton School, Univer-

365



366 MEASURING THE NATION'S WEALTH

sity of Pennsylvania. 7 Using old records from State agencies as well
as earlier price investigations, she has pieced together some indexes
from the early 1800's for sailing vessel-, steamboats, steam engines and

turbine water wheels, lathes, textile machinery, and factory buildings.
These and similar series prepared from dustcovered records cannot deal
adequately, if at all, with the many changes in specifications, quality,
discounts, and markets with which we try to deal today. They may be

our only link to the past, however, and further efforts toward recon-
struction should be encouraged.

7 "Relative Prices in the Nineteenth century," paper presented before the Conference
on Research and Wealth, Sept. 4-5, 1963.

NoTE.-At the Wealth Study symposium on valuation and pricing
problems, Mr. Clement Winston of the Office of Statistical Standards
commented, "* * * BLS ought to show a greater interest in these pri-
vate series, and possibly make arrangements for a joint operation of

the work thus improving series already in use and getting something
useful to themselves and others out of it. The use of private data
sources might also prove particularly fruitful for constructing price

indexes for past years." J W. K RIK.
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SOME PROBLEMS IN THE ESTIMATION OF SERVICE
LIVES OF FIXED CAPITAL ASSETS

The comments I shall make here do not necessarily reflect the posi-
tion of the Office of Business Economics, nor are they concerned with
the proper method of computing service lives for tax purposes. The
focus is on the type of service life measures which are of value in
estimating stocks of fixed capital and related variables, such as dis-
cards and depreciation, for the purpose of economic analysis.

BULLETIN F LIVES

Mean service lives in the past have been based largely on Bulletin
F tables. Actual means derived from this source have varied because
of the weights employed, i.e., the relative proportions of total equip-
ment purchases allocated either implicitly or explicitly to specific
types. Whether computed carefully or by quickie methods, the use
of Bulletin F averages without appropriate reduction factors is no
longer acceptable, in view of the availability of Treasury Survey and
Internal Revenue Service Life of Depreciable Asset (LDA) data.
Survey of Current Business manufacturing, depreciation, and net
asset tables based on Bulletin F lives will, of course, eventually be
eliminated. The discussion of the nature of the replacement is a mat-
ter which has been deferred, as far as I am personally concerned, by
the pressure of more urgent phases of our benchmark revisions.

BIAS IN THE USE OF A SINGLE MEAN

The use of Bulletin F as a point of reference, however, temporarily
may be of value as a means of providing a rough method of computing
a distribution. For example, a score of producers' durable equip-
ment classes can be broken into more than a hundred different types,
and the dispersion of lives greatly increased and made more realistic.
The use of a dispersed pattern as contrasted with a single mean for
equipment is quite important in computing gross stocks or deprecia-
tion by the perpetual inventory method. In a realistic model, I have
found the simpler procedure created an upward bias of more than 10
percent in the level gross stocks. The bias in the case of net stocks
was much less because of the offsets of gross stock and depreciation
biases. This is one argument, incidentally in favor of the use of net
stocks over gross stocks, but otherwise I fnd nothing to criticize in
Vernon Smith's preference for gross over net. It's a position I have
held for years. A second priority might be given to depreciation, to
which measure Denison gave first importance. One of the great
advantages of net stocks is its reflection of the age factor. This can
and should be shown more directly by the use of mean ages. The
comparative advantages of the use of the gross-net ratios and of mean
age are described by George Jaszi in a November 1962 Survey of Cur-
rent Business article.
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USE OF A CURVE IN DISTRIBUTING LIVES

Returning to the service life problem, consideration should be given
to a different device than disperson based on a large number of com-
binations of lives derived from Bulletin F. The best known one, and
I should also say the principal one that comes to my mind, is the
MAPI device of the Robley Winfrey S-3 curve.' This curve assumes
a symmetrical distribution around the mean in which the latter is
one-half the maximum age and the degree of peakedness is moderate.
Another researcher, Radivoj Ristic of Fortune magazine is also mak-
ing use of this curve, which he refers to as the "AMAPI" curve. It is
being applied to a number of expenditure series, the Office of Business
Economics 21 types of equipment, and also to construction.

Does the use of the curve include advantages not had by the group-
ing of a number of types of equipment and computing a number of
averages? I don't really know the answer to this question, but I shall
indicate my present mixed feelings on this subject as follows:

As a method of converting a single series with one mean into a num-
ber of series for the purpose of computing gross stocks, the S-3 curve
is more realistic than failure to make a distribution. The original
Winfrey distributions themselves, unlike our computations from Bul-
letin F which are merely an attempt to compute more means for a
large number of relatively homogeneous types of equipment, resulted
from mortality patterns around the means of such, or even more,
homogeneous groups. Furthermore, some of the items considered by
Winfrey, such as railroad ties, are treated as current expense, not
capital items, and in general the items studied could hardly be ac-
cepted as statistically representative of capital. This became apparent
when, almost a decade ago, we tried to match the detail in the Winfrey
study against that in producers' durable equipment. It is both a com-
pliment to the genius of this man, who is at present employed by the
Department of Commerce in the Public Roads Administration, and a
sad commentary on the research that has been done since, that his
1935 study is still not treated as obsolete.

As far as the particular curve selected, the S-3 curve, is concerned,
I know of no particular justification for preferring it nor have I
strong evidence that it is wrong.

It does impose, however, a type of uniform smoothness that is quite
at variance with what we get by averaging equipment groups, and it
seems likely that the degree of peakedness is exaggerated. These im-
pressions of mine are based on Bulletin F derived means. They should
be checked some day by a study of more recent data, such as those in
the Treasury and LDA studies relating to distribution by service life,
and also by obtaining new data related to actual practice.

INTERNAL REVENUE SERVICE STUDIES OF USEFUL LIFE

This leads to a consideration of the use of the Treasury and LDA
data for computing service life means. The first question to consider
is whether such tax-oriented data are realistic in a business sense. The
Treasury Survey has one measure which assists in evaluating this point,

I See Robley Winfrey, "Statistical Analyses of Industrial Property Retirements," Iowa
Engineering Experiment Station, Bulletin 125.
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the amount of completely depreciated assets on hand. These vary
greatly by industry, but average approximately 10 percent only for
all manufacturing property and only about 7 percent when property
written off under the 5-year life provisions of emergency amortization
is excluded.

Much of such property may be held for only occasional use or pend-
ing the rise of scrap prices to the proper level. To what extent is
property completely depreciated and then taken out of the balance
sheet, but still used in everyday production? There would be what
might be considered two successive accounting errors in this under-
statement of assets and service life. The first error would be in
depreciating the equipment over too short a life. Until the issuance
of the guidelines in July 1962, and with the principal exception of
property subject to emergency amortization, Internal Revenue Service
auditors expected such underestimates to be corrected in succeeding
income periods. There were some types of group accounts for which
this could occur, such as furniture and fixtures, without the true situa-
tion being known by either the IRS or the reporting firm. Physi-
cal inventories cannot always be easily compared with value figures.
The second error would be the removal of the completely depreciated
asset (and its reserve) from the balance sheet even though it con-
tinues to be used. Insofar as the IRS caught the first error, of course,
it would have forestalled the second. Some years ago, we discussed
this point with a Washington representative of one of the country's
largest accounting firms. He assured us that it was his firm's policy
to instruct its clients to reinstate these assets on the balance sheets,
and this had occurred in the case of a Washington company only a
few days before. The policies of such accounting firms, however,
may not be influential enough to prevent a substantial amount of
gross assets being removed from balance sheets prior to actual discard.

BIASES IN DERIVING SERVICE LIVES FROM GROSS STOCK AND DEPRECIATION

DATA

Now we come to some computational problems which can greatly
affect our results. Assuming that we wish to obtain service lives
(or depreciation rates) which are applicable to capital inputs, i.e.,
the investment of each year, and not to a gross stock figure, should
the IRS asset tabulations, either from the Treasury survey, or LDA
study, be used as weights for service lives, or as weights for deprecia-
tion rates? Patrick Huntley and I have both argued that when assets
are used as weights, they should be used with depreciation rates, not
service lives. In a long period of stable investment the first procedure
will give the correct answer and the second procedure will yield a
service life that is biased upward. In a long period of rising invest-
ments such as we have experienced in a somewhat erratic fashion,
neither procedure yields the correct answer. The weighted service
life method still tends to be biased upward, although less so than
under stable conditions, and the depreciation method is biased down-
ward.

This point is illustrated by a simple example in which equal amounts
are invested in equipment items having service lives of 10 years and
of 5 years, with the annual investment always having a mean service
life of 7.5 years.
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In case I, the annual amounts of investment are unchanging with
50 each year for 10-year items and 50 for 5-year items, and the level
of stocks reaches stability at the end of the 10th year. At this point
and thereafter, weighting depreciation rates by gross stocks yields
the correct mean service life, 7.5 years, but weighting service lives
by gross stocks yields a service life of 8.33 years.

CASE I.-Goas 8tocks in year

1 2 3 4 5 6 7 8 9 10 11

10-year item - 50 100 150 200 250 300 350 400 450 500 500
5-year item -10 100 150 200 250 250 250 250 250 250 250

Total - 750 750

Weighting depreciation rates by gross stocks:

500X.10= 50
250X.20= 50

Gross stocks: 750
Depreciation: 100=7.50 years

Weighting service lives by gross stocks:

50OX 10=5,000
250X 5=1,250

6,250

6,250
=8.33

In case II, in the sixth year the annual amount of investment of
both the 10- and the 5-year items is doubled.

CASE II.-roS8a stocks in year

1 2 3 4 5 6 7 8 9 10

10-year item- 50 100 110 200 250 300 350 400 450 500
150 100 150 200 250

750

6-year item- 50 100 150 200 250 250 250 250 250 250
s0 100 150 200 250

_00

Total -1250

Weighting depreciation rates by gross stocks:
750X.1O= 75
500X .20=100
1, 250

Gross stocks: 1, 250 _7.14
Depreciation: 175

Weighting service lives by gross stocks:
750X10= 7,500
500X 5= 2,500

10, 000
10, 000=8
1, 250
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One practical device for minimizing the error in using total gross
asset weights under these conditions is to construct realistic models in
order to determine the approximate magnitude of the bias.

TREATMENT OF STOCK ACQUISITIONS AS SERVICE LIFE WEIGHTS

The Treasury and LDA tabulations offer a breakdown, however,
that leaves another avenue of escape from the bias problem. This is
the separate tabulation of assets purchased after 1953, that is to say,
assets purchased during the six-year period 1954-59 inclusive and still
in existence at the end of 1959. These assets can then be treated as
though they were purchase figures and used to weight service lives, not
depreciation rates. Both the Treasury and LDA tabulations have em-
ployed this weighting scheme, as well as the alternative one of
depreciation rates. When weighted service lives are used, however,
equipment needs an adjustment for discards of items with a life of 5
years or less. A precise measure of the overall correction to be made
by this adjustment is not available, but it might be a reduction of
approximately 1 year.

IMPORTANCE OF CONSISTENCY IN DEFINING STRUCTURES AND EQUIPMENT

Another problem in computing service lives from the IRS data
and then applying them to investment data derived from other sources
is in matching the appropriate relative quantities of structures and
equipment. If what is called structures in the IRS tabulations is a
higher (or lower) proportion of the total than what is called struc-
tures in our investment series, the average implicit life in our syn-
thetic series will be biased upward (or downward). There is some
reason for thinking that this type of bias can be substantial and is of
more than academic interest. This argues for, among other things, not
treating equipment in complete isolation, but together with structures
as a separable component of capital. In other words, we should try
to insure that our treatment of equipment is consistent with our treat-
ment of structures and that their combined average approaches the
best estimated. This problem arises in a more acute form in making
estimates for specific industries, especially utilities, and the possible
existence of overlaps or gaps in the matching of equipment and struc-
ture service lives with their appropriate relative shares of total fixed
investment should be considered.

The last point leads us to the noncorporate problem, but here the
issue is more one of what lives, based mainly on corporate data, to
apply to what values of investment rather than how to measure the
service lives from noncorporate asset data, because the latter largely do
not exist as yet in any available form which is useful for this purpose.

ADJUSTMENT OF IRS DATA FOR POSTWAR LEGAL CHANGES

Some of the objections to service lives computed from IRS data,
e.g., the use of emergency amortization and declining balance deprecia-
tion, do not apply to the special Treasury and LDA tabulations, but
they do apply to the regular statistics of income tabulations for all
post-World War II years except 1946-50, and emergency amortiza-
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tion may have some, though possibly slight, distorting effect on tabu-
lations for those years. After 1950, the distortions in assets caused
by the legal changes require adjustments. The failure to make these
adjustments in a recent publication of the National Bureau was justi-
fied by arguments that I find unacceptable, although I would not argue
that the failure to make the adjustment was an important omission
for more than a relatively few 3-digit industry groups.

One weakness in the tax-oriented data which persists in the special
tabulations is that arising from the special tax treatment given to ex-
penditures for exploration and drilling of oil and gas wells. Adjust-
ments should be made for this, and I shall be glad to discuss this point
if questions are raised.

APPARENT DIFFERENCE BETWEEN THE WAR AND POSTWAR SERVICE LIVES

One last point will be made, the record of pre-WlTorld War II service
lives as revealed by IRS Statistics of Income data.. The drastic
change in service lives as computed by Patrick Huntley for his Ph. D.
thesis may, in part, reflect changes in composition, e.g., relative
amounts of equipment and structure, but it is not likely that this alone
could have yielded such big differences. A change in the composition
of structures, e.g., the increase in the relative amount of short-lived
additions and alterations, could have been one but not the only con-
tributing factor. This problem seems to me to be one deserving more
intensive analysis.

COMM1IENTS ON THE PAPER BY ROBERT WA SSON

By George Terborgh

The depreciation method to use is a basic decision to make in wealth
estimates and deserves the most careful attention. I played around
with the problem 10 years ago, when my book was in preparation. I
came out with the conclusion after some empirical studies of the move-
ment of resale values and some theoretical calculations of declining use
value, that the runoff rate ought to be somewhat faster for short-lived
assets than for long-lived. For the former, a good conservative
target is to write off two-thirds of cost in the first half of the service
life. I rigged up a writeoff schedule that recovered 60 percent in-
stead of two-thirds of the cost of long-life assets such as buildings and
structures over the half-life. Well, you ean cook your own schedules.
The only proposition I am prepared to offer is that you ought to have
a substantial degree of acceleration in the writeoff, that straight line
is a retarded method. Wliether you settle in the area I did, or whether
you go to the left or right of it, is your headache. This is, however,
an absolutely fumdamental preliminary decision for wealth estimates.

Now, am I right, Bob, that you are proposing to use as your basis
the "Statistics of Income"? I admire your hardihood, but would de-
spair of that approach myself, for the reasons you've suggested. We
have had a lot of flux and change in writeoff practices over time, and I
don't see how anyone can figure the proper depreciated value of in-
dustry's assets from the history of tax writeoffs.
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WASSON. I want to distinguish between three sources. One is the
"Statistics of Income," and this has been available for a long time;
then the Treasury Survey, and finally the Life of I)epreciable Assets.
The fundamental difference between the type of data, here and here
[pointing to the board]-these are just tabulations of depreciation-
that here and here [pointing again] are in terms of what they actually
use; for example, for tax purposes, with double declining balance in
the first year for a 10-year item, the depreciation is 20 percent. So if
you divide depreciation into the asset, you get 5, not 10, but the Treas-
ury Survey instructions told the reporting firms that in such a case
the answer should be 10. In other words, the life was not derived
indirectly, the respondents were told how to estimate it.

TERBORO[H. But look, the basic flaw is tax depreciation lives. I
don't think that there is any close relation between tthe too aiid N hat
you are interested in is service lives and not the tax lives.

WASSoN. In most industries, I have been assured by the IRS people
at various times, that when a report is audited an attempt is made to
determine whether the life that has been used is realistic.

TERBORGH. That is where I part company. We questionnaired our
own members on the tax lives they were getting on shop equipment,
and what they were getting on factory buildings. We received a
pretty good response-about 270 companies, all in the same general
type of business, all metal working companies. The dispersion of
these tax lives was something fantastic; I simply do not believe that
there is any comparable dispersion of actual lives. But this is not
the only bit of evidence; you can talk with these fellows and find out
how they got their tax lives in the first place. These are negotiated
lives on an individual company basis, and theoretically adhere to
the retirement practice of the individual taxpayer. The fact is that
very few of them have the kind of exhaustive retirement analysis that
would permit them to arrive at their true average life expectancy.
Depreciation allowances generally get caught up in a trading process.
Usually they get in the final trade-out on audit. One company will
trade for one item, another for another; one agent will be a bearcat
on depreciation, another won't care. After this process goes on for
a series of years, the disparaties that accumulate between allowable
tax lives and the actual lives of assets are, as I said, simply fantastic.
So with all due deference to the boys in the IRS, I still would recom-
mend the acceptance of tax-life distributions as a satisfactory measure
of actual-]ife distributions. Don't ever kid yourself that you have the
answer when you are dealing with tax lives. So far as I know, these
are all that the Treasury has. If they tabulated actual lives in con-
nection with their study, they have not published them and I have
never seen them.

Of course, old Bulletin F was supposed to be based on actual lives.
They even claimed it was actual lives minus 15 percent. The studies
dated from the late 1930's, and the Bulletin was put out in 1942. Who
knows how they resemble actual lives now even if they were correct in
the first place, which they probably were not.

The real problem is to get some reasonable hypothesis as to actual
service lives. Over these you can spread depreciation by whatever
spreading technique you would like. There are sources of information
which have not been exploited, but they would require a research proj-
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ect to get. A lot of companies, for instance, have their own assets annu-
alized, sorted out by age of acquisition. These tabulations provide
patterns of survivorship by attained age, and maybe enough of them
would develop a picture you could use. I don't know. I once dreamed
up a service-life distribution from Bulletin F. We tabulated more
than 5,000 items of equipment, we grouped them, weighted them, and
so on. We came out with an overall average of 171/4 years, and a
heavily left-skewed distribution. I don't know if that bears any
resemblance to reality or not. Since Bulletin F dates from the late
thirties as far as the mortality studies are concerned, I don't use my
own curve any more. I don't know what resources you have for deriv-
ing valid estimates of life expectancy, but anything you can do will be
to the good.

Of course there is another problem. If you use a perpetual inventory
method you have the problem of adjusting for changes in average life
expectancy over time. I have processed a long series of historical data
with my fancy Bulletin F curve, and I can show to the fourth decimal
place what percentage of today's assets are 5 years old, what percentage
are 6 years old, and what percentage are 10 years old. What does it
mean? I don't know. I am ashamed to use the curve because, even if
the mortality distribution was right for the period when Bulletin F
was made up, who knows if it is right today, 25 years later?

As for techniques, suppose you follow a perpetual-inventory calcula-
tion. You then get your survivorship by years of origin so that you
can depreciate them and sum your depreciation accruals. Then you
have the question of what kind of accounting structure you are going
to assume. Are you assuming that all the country's assets are thrown
into one big depreciation account and are depreciated at an average
life-rate? Or are you going to assume that there are a lot of subac-
counts in the national aggregate, that these subaccounts are separately
depreciated, and that the true national accrual is the sum of the sub-
account accruals? If so, what kind of subaccount structures are you
going to develop ?

There is another nice problem. How do you handle the problem of
accounting methods? Are you going to assume, for example, that
all assets in whatever subgroups you select are depreciated consistently
and throughout by group accounting rules? In other words, that
undepreciated balances on retirement are simply charged to reserve
and not taken as a terminal deduction? If you follow item accounting
rules-if you close out the items when they reach the average age as-
sumed in the depreciation rate-you get one result; if you follow group
accounting rules, another. You get a deferment of the accrual over
time with the group accounting rules as compared with the item ac-
counting rules.

The method the Department of Commerce has used is dividing assets
into rather fine subclasses, figuring the depreciation accruals on each
subclass with a no mortality dispersion, and then summing the accruals.
How does that method compare with the one that we have used,
wherein we divided the grand total of assets into service-life subgroups,
using an Iowa S3 to disperse the mortalities within each subgroup? I
don't know. And as a matter of fact, I would not be inclined to fight
the question because if you have enough subgroups a no-dispersion as-
sumption will give generally similar results. Who knows which is the
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better technique? I should say that for practical purposes, the time
required to manipulate the data might easily be controlling. While I
personally prefer the use of a mortality distribution with service-life
groups, you will save a lot of time by the Commerce approach.

As for the justification for the Iowa S3, you are quite right in stating
that the Iowa mortality studies were made back in the thirties. It is
too bad that we do not have others, but we always go back to Robley
Winfrey. He has 18 types of curves, 6 symmetrical, 6 left skewed, and
6 right skewed. We classified all his mortality distributions as to which
type they most nearly approach and found that if you average them,
the composite is very close to the S3. Admittedly this is not conclusive
for equipment because the bulk of these assets analyzed by Robley
Winfrey were fixtures-public utility properties like telephone and
telegraph poles, and that sort of thing. Whether his S3 is best for
equipment I don't know. I am inclined to say this: It is good for the
mortality dispersion of a homogeneous group of assets; that is, ho-
mogeneous as to service-life characteristics. I would not regard it as
satisfactory-I think it is too peaked, as you suggest-for a composite
account made up of a lot of assets with diverse service life character-
istics; there you need more dispersion.

Now, as to the method of figuring the depreciation rate. I did not
follow your fancy mathematics, but I will lay down a dictum that may
be relevant. There are two ways of figuring the depreciation rate on
a group of assets of diverse service-life composition. One is to take a
weighted average of service lives (weighted by cost) ; the other is to
divide the group into service-life subgroups, accrue straight-line de-
preciation on each subgroup separately, aggregate the accruals, divide
into the gross account, and take the reciprocal of the quotient. That
will give you an implicit service life different from the average life
figured by regular method.

Which of these methods is correct? The answer is that each
one is correct, but for a different type of account. If you are
running out a closed account on an original group, you will come out
with the right answer if you use the first method as the basis of your
depreciation rate. If, however, you are running what we may call a
replacement account-that is, you maintain the original service-life
composition of the account by like-for-like replacement, you use the
second method. This will eventually stabilize the accruals with the
retirement flow.

Do you disagree with that, Bob?
WASSON. I don't quite follow you; I was not speaking from the

standpoint of the amount of depreciation that should be applied into
any particular account. If you want to apply the depreciation rate or
the life that seems to be implicit in historical experience, one has to de-
termine first whether the investment curve has been stable or whether
it has been rising or falling. And if it has been stable there is one
technique to use, that is the weighting of depreciation rates by the
assets and if it has not been stable, then no matter what method you
use, it will have bias, and there has to be correction of that bias.

TERBORGH. If you want to investigate our studies on the subject, I
will be glad to go into them. We have confirmed the proposition that
there is no right or wrong here; it is a question of the type of account
involved.
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I feel that somehow or other you have to set up a perpetual inven-
tory calculation, rather than to try to figure anything from the avail-
able balance sheet and income account data. It will drive you "nuts,"
not simply because of the fact that we have had all kinds of deprecia-
tions over the years and the surviving assets have been subjected to
varying degrees of these different kinds, but also because we have not
had balance sheet data that conform to our tax data. The balance
sheets tabulated by the IRS are not tax balance sheets; they are pub-
lished balance sheets. A lot of big companies have double property
accounts, and do not show balance sheets related to the deductions tabu-
lated in the "Statistics of Income." You have had, in addition, many
transfers of properties from the original owner, and they are not trans-
ferred at book value. They are written up or down on the transfer.
There have been consolidations, mergers, bankruptcies, and what not.

I have a feeling, moreover, that there is a lot of leakage in the tabu-
lated figures of depreciation since they do not include terminal losses
taken on a bankruptcy or failure. If a company has an undepreciated
balance on its books and goes into bankruptcy, they represent a capital
loss. It means it did not depreciate enough in prior years, but there is
no retrospective correction for prior underdepreciation. These ter-
minal losses never get into the measurement of capital consumption. No
one knows what they are, but in the aggregate they are probably quite
substantial. To go back in history, the electrical interurban railroad
system had depreciable assets of almost $5 billion and in a very few
years they were all gone. How much represented nonbeneficial losses?

So I would start, if I were running this, with the perpetual inven-
tory approach. I would do the best I could to get reliable service-life
estimates, fix the best writeoff techniques that I could, do everything on
a consistent basis, and disregard tax statistics entirely. That, I think,
would come out with a better answer.

FURTHER COM31WENTS BY MIR. WASSON

I should like to make some suggestions regarding the difference in
service lives as used for tax purposes, as reflected in other public rec-
ords, such as reports to stockholders or the SEC, and as actually used
in business. The point of interest here does not relate to tax policy,
but rather to usefulness for economic analysis. The suggestion has
been made by George Terborgh that some indication of the gap be-
tween the lives used for tax purposes and those in effect in business
operations might be obtained from a survey, perhaps a relatively in-
expensive one. The minimum required information for any given type
of asset would be (1) the value existing as of the end of a given year
(e.g., 1963), including assets which may have been completely de-
preciated and excluded from balance sheet figures, by year of pur-
chase, and (2) the amount originally purchased in each year. Di-
viding the first set of values by the second will yield percentages which
can be used to build mortality tables. The data should be obtained
separately for assets purchased when new and those which -were used
at the time of purchase. The experience of the IRS and Treasury,
together with a few interviews we have had, leads me to believe that
although the proportion of firms which could give the required infor-
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mation is not high it is adequate, perhaps as much as 20 or 25 percent.
If successful, such a survey would not only improve our knowledge

of the actual average service life of equipment and of structures, but
it would also provide a better measure of the lives of specific types
of equipment, and their age distribution in current stocks of capital.
Significant additional and related information concerning capital, or
especially data relating to capacity might be obtained as an incidental
part of the survey.

The information to be obtained, in addition to the minimum stated
above, would require some thought and also pilot study interviews.
Both the questions and schedule design and the type and size of sample,
however, would be affected by a decision as to whether the sample
should be treated as an independent one, or whether the data for each
firm should be related to the manner in which the firm reports to the
Internal Revenue Service. I am of the opinion that the second method
involves more complications, but is the only one which can yield satis-
factory results with a relatively small sample. Various alternative
approaches could be made, but one that I would suggest here as a basis
for further discussion would involve a two stage sample, (1) an LDA
type IRS study with (2) a subsample of (1) including, in addition,
the questions relating to the distribution of actual assets by year of
purchase and the amount of original purchases. A second and less
expensive alternative would be to confine the subsample to the 1959
LDA firms, but still obtain the form 1040 schedule G data, together
with any necessary supplementary information relating to those data,
in addition to the survey questions. All fixed assets, including those
which are amortizable (or have been completely amortized but still
exist) and were excluded from the LDA study, should be covered.

It would be a mistake to assume that the tabulation of such data,
and their inflation by the reciprocals of the sampling ratios, will
yield the desired results. A number of adjustments might need to be
made, such as those to insure that the sample is inflated to controls
representing all business, including the nonrespondents and areas,
such as possibly some noncorporate enterprise, not represented in the
survey. In such a study, nonmanufacturing industries should be
given an emphasis appropriate (though not necessarily strictly pro-
portional) to their relative investment importance and an attempt to
include at least a small segment of noncorporate business should be
considered.
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PREFACE

The Working Group on Federal Government Wealth was formed
as part of the Wealth Inventory Planning Study. Its purpose has
been to analyse the problems connected with, and prepare proposals
for, the improvement of basic datla and e-Ainiates required for a com-
prehensive inventory of the tangible wealth and financial claims of
the Federal sector.

The members would like to thank the following people who sat in
on some sessions of the group and contributed to its understanding
of procedures and problems associated with an inventory of wealth:

Albert C. Blanchard, Department of Defense.
Mark Crossman, Department of Defense.
Ira Hunt, Corps of Engineers.
F. C. Jameson, Department of Defense.
John W. Kendrick, Wealth Inventory Planning Study.
Nestor Terleckyj, Bureau of the Budget.
Orin E. Schuvler, Department of the Interior.

The summary of Department of Defense data and procedures was
written primarily by Mr. Crossman. In addition, appreciation is due
to members of the working group, Joseph Cohn and Maynard Comiez,
for the special reports they prepared which have beer, drown upon
for the group report.

The working group held meetings on June 25, August 8. and Oc-
tober 10, 1963. Discussions between individual members of the working
group and Wealth Study research staff members took place during
fall and winter.

While this report is the responsibility of the secretary, every at-
tempt has been made to present the consensus of the working group
opinion. However, no member should be held responsible for all the
views and recommendations contained in the report. Mr. Cohn has
made separate comments which are at the end of this report.

JOEL PorPIN.
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FEDERAL GOVERNMENT

I. INTRODUCTION

There is a great need for consistently valued data on wealth-tangi-
ble and intangible-for general economic analysis. The wealth of
the Federal Government is an important part of total national wealth.
No wealth estimates for the United States could be considered com-
plete without estimates for the Fedaral sector, prepared systematically,
and consistent with those for the rest of the economy.

The group felt that in addition to the various uses of national
wealth estimates by sector, it was important to consider specific uses,
of Federal Government wealth estimates in planning improvements;
of existing data. Based on group and staff discussions, some major
categories of use were developed.

USES

Major. uses of Federal Government wealth estimates can be dis-
cussed in terms of three major categories: (1) analysis of relationships
of Federal to total wealth, and interregional and international struc-
tural comparisons; (2) administrative uses, as for property manage-
ment, and for productivity and cost estimates and analyses; and (3)
as a background for budgeting and long-range projections.
Structural ana7lysas

Federal Government wealth is an important component of total
national wealth, and its estimation is, of course, necessary for deriving
aggregates. In understanding growth processes it is useful to analyze
the changing relationship of Government assets, by type, to total
national wealth through time. Further insight is gained by compar-
ing levels, and changes7 in public wealth ratios among regions of the
Nation, and among nations. Government shares of wealth may differ
considerably from shares of national income and product.

Estimates of Government wealth by region, State, and locality
might be used as a basis for estimating the taxes foregone by juris-
dictions due to the tax exemption accorded Federal property.
Administrative uses

The main purpose of wealth estimates is for the broader needs of
general economic analysis. However, the detailed records required
for such an inventory can be useful in their own right as tools in
decision making. Indeed, the present GSA and DOD inventories
were undoubtedly instituted to serve such needs. The requirements
of the wealth inventory may serve to generate additional records
which can be put to internal administrative uses. The administrative
uses-actual and potential-of the records underlying a wealth in-
ventory will be elaborated in the remainder of this section.
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Property management.-The underlying detailed property records
available in Federal agencies-particularly GSA, DOD, Interior, and
Agriculture-are essential to property management. For the pur-
chase and control of inventory stocks, officials responsible for prop-
erty management must know the current levels, prices, and rates of
withdrawal of the various items. The planning of maintenance and
repair and additions and replacements is facilitated by knowledge
of the age and condition of the fixed capital goods. Government-wide
tabulation of property "excess" to each Federal agency, and then
"surplus" to the Government was one of the original reasons behind
congressional requests for a Federal inventory. The basic property
records aid, of course, in establishing sales prices.

Mctanagement effioiency or "productivity" studies.-Estimates over
time by an agency (or administrative units within agencies) of the
real capital stock employed, in conjunction with estimates of work-
unit output, yield indexes of the output-capital ratio. These ratios,
and ratios of output to other inputs, particularly labor, yield valuable
information concerning changes in productive efficiency of the vari-
ous agencies. That is, they reveal the net savings per unit of output
achieved by management through time as result of improvements in
organization and technology. At the Federal level the Bureau of
the Budget has completed a pilot study of productivity in five agencies
(including the Post Office Department), and indications are that the
techniques are applicable to many other, but not all, agencies. Some
homogeneity of work-unit outputs through time is necessary for out-
put measurement. For purpose of pro ductivity measurement it is
desirable to compute the real net capital stock, rather than to use real
gross capital stock. Net capital stock can be weighted by an imputed
annual interest charge to get the real service cost for the use of capital
per unit of output. Real depreciation allowances may be computed
on a per-unit-of-output basis directly, since this is already an annual
cost for the estimated using-up of the capital. Note that capital used
rather than owned is the appropriate measure. In addition to the
interagency studies, comparisons of levels and changes in the produc-
tivity ratios (especially if on a detailed basis by type of input) can
be used as a control by agencies (such as VA or IRS) which have a
number of field offices doing similar work. While caution must be
exercised in this use to take account of other variables that may differ
among installations (such as size), often marked divergencies in levels
or trends in the capital output or other productivity ratios raise red
flags signaling the need for further investigation.

(ost estimates.-For purposes of overall decision-making in Gov-
ernment (by the Bureau of the Budget and Congress), the implicit
capital charges and depreciation of fixed assets are a cost, just as are
the current expenses. Obviously, in trying to determine appropria-
tions to various agencies, a better job can be done if all costs, and where
feasible unit costs, are known, and can be weighed against estimated
benefits-total, or per unit. (This sort of computation is also neces-
sary if a capital budgeting scheme were adopted.)

Present estimates of the national product originating in general
government-Federal, State, and local-do not now include an allow-
ance for the services of productive wealth, either gross (including esti-
mated depreciation) or net (the imputed return, or capital charge).
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Most economists agree in principle that such an imputation should
be included in the product of the government sector and of the Nation
as a whole. Certainly, public capital, as well as workers, contribute to
output. Inclusion of capital services is also needed for the sake of
consistency with the business sector. At the grassroots level citizens
are entitled to know what the wealth of their govermental bodies is
(and implicitly the services of that wealth) since it has been created
or supported through their taxes. It makes possible a more complete
accounting of the services being provided by governments to the citi-
zens and thus a better understanding by citizens of what they are
buying with their taxpayments.

Estimates of capital charges are also useful in decisions as to whether
to undertake certain capital outlays; the Corps of Engineers currently
uses such computations. Computation of prospective annual costs,
including imputed interest and depreciation, would also help in the
choice of alternative weapon systems by the Department of Defense
as well as in the choice of alternative capital outlays generally by the
civilian agencies.

Balance sheets.-Preparation of Government balance sheets as part
of the national economic accounts, and possibly to accompany annual
budget statements of receipts and expenditures would have advan-
tages, and, of course, requires asset estimates-financial (intangible)
and real (tangible). The Federal inventory report of the House
Committee on Government Operations is an approach to a balance
sheet, but without the liabilities and net worth side. The financial
assets and liabilities should be shown on both a combined and a con-
solidated basis. Over a period of years, the balance sheet and op-
erating statement (on revenue and expenditures) would permit useful
analyses as background for policy formulation and projections.
Among the tools it would provide are ratios of tangible assets to debt,
to financial assets, to revenue; and measures of the structure of assets,
of liabilities, and of the relationship between types of assets and
liabilities.

It should be emphasized, however, that fiscal policy should not be
conducted with reference to the debt-asset position of the Government,
but rather with primary consideration of the requirements for a sound
and vigorous national economy. Like any other analytical tool, bal-
ance sheets can lend themselves to misinterpretation. The group feels
strongly that their use in connection with discussions of the size of
the Federal debt should be discouraged. While warning against
misuse, the group generally feels that the possible constructive uses of
sector balance sheets warrant their consideration.
Batdgeting and projections

Knowledge of past trends and relationships for important expendi-
ture classes provides perspective for making better budget estimates,
and longer range projections.

The Budget Bureau in recent years has required 5-year expenditure
projections from the various agencies, to provide a better background
for current budgetmaking. Knowledge of past relations between
various types of capital stocks and current output (in current prices,
but preferably in constant prices) facilitates projections of capital
output ratios, which in conjunction with output projections, make
possible estimates of capital and net investment requirements. Net
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investment plus the depreciation estimates that can be derived f rom the
stock estimates provide an important part of total expenditure pro-
jections. Depending on the degree of detail in the investment pro-
jections, these are of use to capital goods manufacturers and construc-
tion firms in projecting their own markets, and thus their expansion
plans. However, while these relationships between capital budgets
and a wealth inventory are appropriate for discussion here, this dis-
cussion should not be construed as an endorsement of capital
budgeting.

II. SURVEY OF EXISTING DATA

Notable improvements in property records on the part of the General
Services Administration and the Department of Defense, and the in-
terest and direction of the Senate Appropriations Committee and the
House Committee on Government Operations, are responsible for the
substantial increase in the availability of data on the tangible assets
of the Federal Government.

The earliest known attempt to inventory Federal real property was
late in the 1930's. This inventory, prompted by a study of the effect
of Federal ownership on State and local taxation, was taken as of
June 30, 1937. It dealt only with Federal property in the United
States, for which the inventory established a current value of $4.7 bil-
lion and a cost in excess of $6.1 billion. This inventory was manually
prepared in large handwritten ledgers, now on file in the Archives.
The summary data are published in House Document 111, 76th Con-
gress, 1st Session, "Federal Ownership of Real Estate and Its Bearing
on State and Local Taxation" (Washington: 1939).

In the early 1950's, requests for the donation of real property de-
activiated by the termination of World War II and the Korean war
and Federal needs for space for new programs created renewed interest
in property inventories. Accordingly the Senate Committee on Ap-
propriations requested the General Services Administration to initiate
a Government-wide real property inventory report. The first inven-
tory covered only federally owned real property in the United States,
as of December 31, 1953. The program has been expanded to include
annual inventories as of June 30, covering all real property owned
by and leased to the United States throughout the world. A compre-
hensive history of the real property inventory program is contained
in the Senate hearings on the Supplemental Appropriations Act, 1958
(Public Law 85-170).

The first attempt to compile data on the total amount of Federal
real and personal property was made by the House Committee on
Government Operations. Data as of June 30, 1955, were the first pub-
lished by the committee. The history, description, and objectives of
this undertaking by the House committee are described in its print:
"The Federal Property Inventory Undertaking of the House Com-
mittee on Government Operations" (1960). The inventory, published
annually, is the most complete compilation of data on Federal Govern-
ment wealth. It will be analyzed in detail in the following section of
the report.
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THE FEDERAL REAL AND PERSONAL PROPERTY INVENTORY REPORT

The report of the House Committee on Government Operations,
under the chairmanship of William L. Dawson, contains a consolida-
tion of existing data and new data where gaps existed. The report is
prepared pursuant to House Resolution 26, January 5, 1955. It covers
Federal real and personal property, civilian and military, located in
the United States, its outlying areas, and foreign countries. The report
contains reprints of the inventory reports prepared by GSA and the
Defense Department and some of the general-ledger-account data col-
lected by the Treasury.

Provision for an inventory of the property of the Department of
Defense--controlling agency for over two-thirds of the reported dollar
value of Federal real and personal property-had been made in Public
Law 216, section. 410, 81st Congress. The first report of the Depart
ment of Defense under this Law to the Congress (Senate Appropria-
tions Committee) covered real and personal property held as of
December 31, 1954; to the Dawson committee, as of June 30, 1955.

The General Services Administration had authority, pursuant to
the Federal Property and Administrative Services Act of 1949, to in-
ventory the real property of the Federal Government throughout the
world. The GSA has prepared these reports for December 31, 1953,
and for each fiscal yearend since June 30,1955.

The House committee obtains Government-wide data on tangible
personalty and financial assets (except for 98 percent of those con-
trolled by the DOD) from the Treasury. The Treasury, pursuant
to section 114 of the Budget and Accounting Procedures Act of 1950
(31 U.S.C. 66b), began reporting data on the personalty and financial
assets of Federal agencies to the Dawson committee as of June 30,
1955, and has continued to do so annually. The information for the
Treasury general ledger accounts was obtained, for the fiscal 1962
yearend, from 153 agencies submitting 267 statements of financial
conditions.

The combined inventory reports of GSA, DOD-including the civil-
ian functions of the Corps of Engineers-and the Treasury accounted
for $270 billion, 90 percent of the $299.4 billion value of Federal
property on June 30, 1962, reported by the Dawson committee. This
is exclusive of the donated land and public domain under control of
the Department of Defense valued at $406 million at estimated current
day value.

The figures used throughout this report will be those reported by
the Dawson committee. They are useful in obtaining estimates of the
relative magnitudes of various sectors, although the basis of valuation
is not consistent. Recommedations for improving and strenghtening
these estimates, including those suggested by the Dawson committee,
are the subject of this report.

The remainder of Federal Government real and personal property-
reported at $29.4 bilion in the Dawson report-is composed of the
following items:

1. Personalty of the legislative and judicial branches collected from
the relevant offices ($2.5 billion).

2. Realty of the legislative and judicial branches reported by the
Architect of the Capitol ($0.4 billion).
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3. Related investments-construction-in-progress, leasehold im-
provements, and real estate collateral acquired-collected by the Treas-
ury ($8.5 billion).

4. Realty donated or acquired at no cost to the Federal Government
collected from agencies responsible for such realty ($0.3 billion).

5. Federal public domain properties including mineral resources
reported by appropriate using agencies ($17.7 billion).

Table I shows the value of Federal property on June 30, 1962, re-
ported to the Dawson committee, by major type for the Department
of Defense, all other executive agencies and the legislature and judi-
ciary. The basis of valuation of the various items is discussed through-
out the remainder of this section.

TABILE 1.-Grand recapitulation of the personalty and realty of the U.S. Govern-
ment, classified by major asset type for selected holders as of June 30, 1962

[In millions of dollars]

All other
executive

Holder asset type Department agencies, Legislature Totals
of Defense offices, and and judiciary

departments

Real property -$41,473 $17,707 $440 $59, 620
Land donated or acquired at no cost 213 79 292
Public domain -193 17,547 -- 17,740
Related realty investment -4,667 3, 609 - -8,476
Tangible personalty -127, 938 26,632 78 154, 648
Intangible personalty-3,254 53,027 '2,387 58,668

Total -177, 738 118,801 2,905 299,444

I Includes $2,364,000, value of the collection of books, etc., of the Library of Congress. The collection is
reported as "other assets" and is tabulated along with other items of intangible personalty. Because other
items might be similarly classified, the distinction between tangible and intangible personalty is not as
clearcut as might be inferred from the table.

Source: Prepared from data found in Federal Real and Personal Property Inventory Report, December
1962. These data are recast into more conventional form in a table in chapter 9 of the staff report.

THE DEPARTMENT OF DEFENSE REAL AND PERSONAL PROPERTY REPORT

The annual report on real and personal property of the Depart-
ment of Defense provides summarized financial and selected quantita-
tive data as of June 30 of the property held by the military depart-
ments and defense agencies for the military programs, property held
by the Corps of Engineers for civil works, and the national industrial
plant and equipment reserve in the custody of the General Services
Administration.

The DOD inventory is broken down into the following major cate-
gories for which the valuation as of June 30,1962, is given:

Biliioas
1. Real property ------------------------------------------------ $35.4
2. Construction in progress------- ------------------------------- 1. 8
3. Personal property------------------------------------------------- 127. 7

Realty
The real property controlled by DOD, excluding public domain and

donated lands, is valued at acquisition cost. Since February 1956,
acquisiition cost includes construction, including installed personal
property, administrative overhead cost, and costs of Government-
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furnished materials and labor. Asset-type detail consists of a break-
down of realty into the following facility classes:

Billion8
1. Operational and training------------------------------------------- $7. 7
2. Maintenance and production--------------------------------------- 4.4
3. Research and development----------------------------------------- 1. 5
4. Supply- _ __ ___ _ _ ___ _ ______ _3. 5
5. Hospital and medical-7-------------------------------------------- .7
6. Administrative---------------------------------------------_------ . 2
7. Housing and community-------------------------------------------- 7. 3
8. Utilities and ground improvements--------------------------------- 8.4
9. Real estate, land (used in connection with all of the above facility

classes but not allocated to them) --------------------------------- .7

10. Total, June 30, 1962_------------------------------------------ 35. 4
The annual report also provides significant category analysis of real

property. Ten of these categories, which accounted for 63 percent of
the real property held for military purposes on June 30, 1962, follow:

Billions
1. Airfield pavements------------------------------------------------- $3. 2
2. Troop housing (excluding emergency housing)----------------------- 3.0
3. Family housing (excluding trailers and detached garages)------------ 3. 0
4. Maintenance facilities -2--------------------------------------------. 8
5. Roads and streets-------------------------------------------------- 2.1
6. Covered storage (depots and installations)-------------------------- 2.0
7. Electric utilities…----- ------ ----- ------ ------ ----- ------ ----- 1. 8
8. Production facilities----------------------------------------------- 1.6
9. Land operational facilities…----------------------------------------- 1. 6

10. R. & D. and test facilities ---------------------------------. a

Geographic detail by State is published in the annual report on
the cost and acreage of land and improvements held for military pur-
poses. Land and improvements outside the 50 States are broken down
into two groupings-possessions, and foreign countries.

The amount, at cost, of military real property for active and in-
active installations is also reported.

The rentals paid and received by the Government attendant to the
leasing "in" and "out" of military real property are stated. This in-
formation is shown separately for the United States, its possessions,
and foreign countries.

All information on military real property is available by individual
military department-Army, Navy including the Marine Corps, and
Air Force.

DOD instruction 4165.14, "Inventory of Military Real Property,"
prescribes uniform procedures to be followed by the military depart-
ments for maintaining individual records of real property and the
preparation of summarized reports. Codes have been established for
over 100 categories of military real property, and for type of con-
struction, ownership, and type of installation-permanent or tempo-
rary. In general, an individual priced and coded property record is
maintained for each unit of real property (estimated to exceed 2
million units).
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Personal property
Personal property as of June 30, 1962, was reported as follows:

Billions

1. Equipment and supplies in supply systems- -______________________ $40. 7

2. Property other than supply system inventories ……--------------------87. 0

(a) Weapons and other military equipment in use_------------- 73.8
(b) Plant equipment------------------------------------------ 8. 4

(o) Government-furnished material ---------------------------- 2. 5

(d) Industrial funds…----------------------------------------- .3
(e) Excess, surplus, and foreign excess property inventories______-2.0

The material in the supply systems of the military departments and
defense agencies consists of materials, supplies, and equipment to sup-
port the U.S. forces. Of the total equipment and supplies in the
supply system-$40.7 billion as of June 30, 1962-stock fund inven-
tories accounted for $6.2 billion, appropriated fund inventories, for
$34.5 billion. Stock fund inventories are priced at a standard price
reflecting the current procurement or production costs, plus a sur-
charge for transportation and a surcharge for foreseeable normal stock
losses. Appropriation-financed inventories are priced in the same
manner except that no surcharge for loss is included. Standard prices
of supply system inventories are reviewed at least annually to de-
termine if a price revision is required. Inventories are reported by
approximately 100 supply management groups into which the 4.6 mil-
lion line items in the supply systems fall. Inventories are reported by
major material category, classified by purpose for which held (strata).
Certain low value items are excluded from financial reporting al-
though accounted for in quantitative terms.

Weapons and other military equipment in use with organizational
units include ships, aircraft, and missiles which account for the high
cost reported for this category-$73 .8 billion. This type of property
is reported by broad asset classes and the military department using
the weapons and equipment. Accountability is maintained for all
weapons and equipment until worn out, lost, destroyed, or otherwise
disposed of. The book value of ships is stated on the basis of construc-
tion costs. Aircraft and missiles are priced at the average procure-
ment "flyaway cost" for the entire production over the life of the type,
model, and series of the item. Items such as rifles, radios, and vehicles
are priced at the inventory standard price.

Plant equipment consists of machinery, equipment, furniture, ve-
hicles, machine tools and accessory and auxiliary items, excluding spe-
cial tooling, used in the manufacture of supplies or performance of
services. Such equipment is utilized by military installations and
defense contractors or held in departmental industrial equipment or

other reserves. If in inventory, plant equipment is priced at standard
prices reflecting current procurement costs. No surcharges for losses
or transportation are included in prices. Plant equipment acquired
directly for use is priced at acquisition cost. The annual report re-
flects the amount of plant equipment by various types-production
equipment, metalworking, and other plant equipment-for each mili-
tary department. High costs metalworking equipment amounting to
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$2.5 billion is reported in detail by age for each Federal supply classic
fication and department. Data currently omitted from reports are the
amounts of Government-furnished scientific equipment (plant equip-
ment) in the hands of universities conducting federally financed
research.

Inventories held in industrial funds consist of raw materials, sup-
plies, and work in progress required for the manufacturing, assembly,
or repair processes of industrially funded activities. These are priced
at acquisition cost.

Excess, surplus, and foreign excess property (including scrap and
salvage) consists of those materials, supplies, and equipment in the
hands of property disposal offices for screening for further use in the
Government or in the process of sale or other disposition. It is valued
at the price at which transferred from inventory at the time of trans-
fer to disposal. The amounts held by military departments and de-
fense agencies in the United States, its possessions and foreign coun-
tries are stated in the annual report.

Government-furnished material consists of equipment, materials,
and supplies which have been purehased by defense contracting officers
and furnished to defense contractors for incorporation in a final prod-
uct being produced for the Department of Defense.

Civil works property
The amount of personal and real property held for the Civil Works

Division of the Corps of Engineers, Department of the Army, is stated
in the annual report as of June 30,1962, as follows:

Billiona
Real property--------------------------------------------------------- $6. 0
Construction in progress-------------------------------------- 2.9
Personal property-- - ----------------------------------- . 2

This property is held for civil functions such as harbor and flood
control.

National industrial plant and equipmnent reserve
As of June 30, 1962, the GSA maintained 12 manufacturing and

processing plants in the national industrial plant reserve. Ten of
these plants have been sold with recapture clauses, and two have been
leased to private concerns.

As of June 30, 1962, GSA also maintained a national industrial
equipment reserve of over 9,000 items of metalworking machinery
and production equipment, which originally cost $91.8 million. These
plants and equipments are available to Defense upon request and
justification of their use.

THE GENERAL SERVICES ADMINISTRATION INVENTORY REPORT

Summary data based on the GSA annual inventory of Federal
property are contained in "Inventory Report on Real Property Owned
by the United States Throughout the World." Some of the tables
found in this document are reprinted in the report of the Dawson
committee.
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The GSA real property inventory totals are supported by detailed
reports submitted for each of the 15,335 Federal installations by
agency, located in the United States, outlying areas and foreign
countries. This figure excludes Department of Defense military m-
stallations located outside of the 50 States for which only summary
cost data are reported to GSA.

For each reporting installation detailed information is collected
on GSA form 1166. These data are transferred to punch cards and
reproduced on detailed inventory listings. The following informa-
tion is collected by GSA on form 1166:

1. Name and location-State, county, and city; country if foreign.
2. Land:

(a) Classification-predominant use segregated into the following clas-

sifications for which data on the acquisition cost of land located in the
United States, in millions of dollars, as of June 30, 1962, are given:

(1) Flood control and navigation---------------------------- $1, 394
(2) M ilitary (except airfields)……----------------------------- 360
(3) Office building locations--------------------------------- 307
(4) Airfields……------- -------------------------------------- 252
(5) Reclamation and irrigation------------------------------ 235
(6) Forest and wildlife------------------------------------- 206
(7) Industrial……-- -- -- -- ---- -- -- ----- -- --…----- ---- 159
(8) Power development and distribution--------------------- 158
(9) Parks and historic sites……-------------------------------- 150
(10) Institutional ………------------------- ---------------------- 60
(11) Research and development ………---------------------------- 36
(12) Storage ……… __________________ _ _ _ 32
(13) Harbor and port terminals------------------- - ---------- 24
(14) G razing………-- --- -- --- -- --- -- --- -- --- -- --- -- 21
(15) Military functions in Alaska and Hawaii----------- - ----- 20
(16) Vacant ----------------------------------------------- 17
(17) Housing------------------------------- ---------------- 1
(18) Agriculture-------------_______-_______- - -------------- 1
(19) Other land uses ………-------------------------------------- 29

(b) Acreage-rural and urban.
(c) Method of acquisition-public domain, purchase, donation, exchange,

long-term interest.
(d) Date of acquisition.
(e) Cost to the Federal Government including additional costs incurred

in purchasing and preparing the land for use-no cost is reported for land
held in trust, reserved and unreserved public domain, and land donated for
historical sites.

3. Buildings-completed and available for service:
(a) Classification-predominant use segregated into the following for

which data on acquisition cost of buildings located in the United States, in
millions of dollars, as of June 30, 1962, are given:

(1) Housing----------------------------------------------- $4, 651
(2) Service……------- --------- --------- --------- -------__ 3, 970
(3) Industrial---------------------------------------------- 2, 896
(4) Office--------------------------------------------------- 2, 597

(5) Storage---------------------------------------------- 1, 973
(6) Research and development -------------- -1---------------- , 842
(7) H ospital……-------------- ---------------- --------------- 1, 347
(8) Military functions in Alaska and Hawaii------------------ 1,277
(9) School-------------------------------------------------- 793
(10) Prison…------------------------ ------------------------ 226
(11) Other institutional uses_--------_-_-_------------------ 226
(12) Other usages--…---------------------------------------- 298
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(b) Number of buildings.
(c) Date acquired.
(d) Gross floor area-except for buildings held in trust.
(e) Percent of floor space occupied-except for buildings held in trust.
(f) Cost to the Federal Government excluding the cost of buildings held

In trust and including all expenditures required to adapt the building to its
used and subsequent capital improvements.

4. Other structures and facilities:
(a) Classification-predominant use segregated into the following cate-

gories for which data on acquisition cost of structures and facilities located
in the United States, in millions of dollars, as of June 30, 1962, are given:

(1) Utility system s…------------------------------------------$4, 812
(2) Flood control and navigation----------------------------- 3, 957
(3) Power development and distribution---------------------- 3, 946
(4) Roads and bridges--------------------------------------- 2,715
(5) Airfield pavement--------------------------------------- 2, 147
(6) Reclamation and irrigation……------------------------------ 1,769
(7) Miscellaneous military facilities ……------------------------- 1, 535
(8) Military functions in Alaska and Hawaii------------------ 1, 302
(9) Storage……---------------------------------------________ 1, 054
(10) Service……----------------------------------------------- 905
(11) Harbor and port facilities------------------------------- 680
(12) Railroads--------------------------------------------- 597
(13) Research and development------------------------------ 536
(14) Communication systems……------------------------------- 293
(15) Industrial--…------------------------------------------ 151
(16) Navigation and traffic aids------------------------------ 160
(17) Monument and memorials------------------------------ 31
(18) Other usages------------------------------------------- 456

(b) Cost to the Federal Government-except the cost of buildings held in
trust and including all expenditures required to adapt the building to its use
and subsequent capital improvements.

Once an installation has submitted the above data on GSA form 1163
it must file a new report only when changes of $1,000 or more have
occurred in the previously reported holdings. The changes may be
the result of a new acquisition, omission, transfer in, disposal, transfer
out, or revision and are so categorized. The year-to-year changes in
the property holdings of installations controlled by each agency-the
level at which reports are made to GSA-are summarized by the re-
spective agencies on GSA form 1209, submitted as of the end of each
fiscal year. The details of the year-end realty inventory are con-
solidated for each agency on GSA form 745 which is submitted an-
nually. A special feature of this report is a column where portions
of realty which have been declared excess to the needs of agencies
may be shown. The Department of Defense follows a different pro-
cedure in reporting to GSA. It submits a complete inventory an-
nually rather than reporting changes.

The total cost of realty and acres of land of the Department of
Defense, given in the GSA inventory is less than those reported by
DOD, to the Dawson committee. The excesses of DOD figures over
those of GSA are 8,189,430 acres for land and $135 million for repro-
ducible realty. A reconciliation of the difference, prepared by DOD,
appears in the Dawson committee report. For land, GSA acreage
figures do not include easements, temporary use permits, leases, for-
eign base rights, public lands, land under the Pentagon, and "adjust-
ment." (However, the Pentagon-land and building-is included
as an asset of GSA in the governmentwide inventory.) For the value
of reproducible realty, GSA figures do not include the cost of the



Pentagon, leasehold improvements and land acquisition rights and

"adjustments." GSA figures include the value of donated properties

which are not included by the Department of Defense.

TREASURY DATA ON PERSONALTY

The Treasury Department collects general ledger information on

realty and on the personalty of the agencies, departments, and offices

of the executive branch. The Treasury collection excludes the ma-

jority (98 percent) of Department of Defense personalty, except for

financial assets ($3.3 billion on June 30, 1962). Most of the data are

collected quarterly on standard form 220-Statement of Financial

Condition. The form is a balance sheet accounting for assets, liabil-

ities, and net investment. The asset accounts, excluding land, build-

ings, structures and facilities, leasehold improvements and accumu-

lated depreciation (for Federal enterprises), are incorporated in the

report of the Dawson committee. The accounts which appear in the

committee report, their dollar values, and valuation bases, as of

June 30,1962, follow:
1. Cash on hand, in banks, and in transit, $11.2 billion (actual value).

2. Investments, $5.7 billion (par value adjusted for discounts and premiums).

3. Accounts and notes receivable, $4.5 billion (actual value).

4. Commodities for sale, etc., $4.7 billion.
5. Work in process, $0.7 billion.
6. Materials and supplies, $9.2 billion (acquisition cost).

7. Loans receivable, $26.9 billion (actual value).

8. Machinery and equipment, $12.2 billion (acquisition cost).

9. Other assets," $10.3 billion.

INFORMATION ON OTHER ASSETS

Aside from data on Federal realty and personalty provided the

Dawson committee by GSA, DOD, and the Treasury, there are other

data which round out the report of the committee.
Data on the realty and personalty of the legislative and judicial

branches are collected from the appropriate offices. Realty data for

these branches are collected from the report of the Architect of the

Capitol to the Dawson committee.
The personalty of these branches is reported in original cost. De-

tail by asset-type is extensive, covering a wide range of items. The

value of the personalty reported, however, is small relative to the

Federal sector as a whole.
Realty of the legislative and judicial branches under control and

care of the Architect of the Capitol is reported by building at acquisi-

tion cost and for the aggregates of "land" and "building and improve-

ments" at estimated present-day value.
The Dawson committee gets general ledger data from the Treasury

on worldwide related realty investment. Such investment, consisting

of construction in progress, leasehold improvements, and acquired real

estate collateral, totaled $8.5 billion on June 30, 1962. Of the total,

'Includes $2.8 billion, the dollar equivalent of U.S. holdings of foreign currency; $2.4

billion, the book collection and equipment of the Library of Congress; and $2.5 billion,

miscellaneous financial assets of the Department of Defense, including cash in the hands

of disbursing officers. This category is a mixture of tangibles and intangibles. Because it

is felt that other tangibles, aside from those of the Library of Congress, are, also, included

In it, no attempt has been made to revise the accounts.

MEASURING THE NATION'S WEALTH
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construction in progress accounts for 81 percent. Almost two-thirds
of total construction in progress is attributed to the Department of
Defense, particularly the Civil Works Division of the Corps of Engi-
neers. Totals for the Department of Defense (including the Corps
of Engineers) are reported in the DOD inventory report discussed
above. Data on construction in progress are available only from these
sources, since GSA does not add a building to its inventory until it is
ready for use.

The remaining categories-leasehold improvements and acquired
real estate collateral-consist mainly of holdings in the latter category
by the Veterans' Administration and the Housing and Home Finance
A rency

Information on all three categories of related investment for the ex-
ccutive branch (other than DOD) is obtained from the Treasury
through its form 220. Construction in progress and leasehold im-
provements are valued at cost. Acquired real estate collateral is
accounted for at the value of the unpaid claim in most cases.

Federal realty donated or acquired at no cost to the Government
which was previously recorded at zero cost or $1 is now requested by
the Dawson committee on an "estimated present-day value" basis.
Seventy-three percent of the estimated value figure of $292.2 million
as of June 30, 1962 is attributable to holdings of the Department of
Defense; 17 percent to holdings of the Department of the Interior.

Department of Defense's donated land is valued either at the instal-
lation level, using locally available information, or at higher levels,
using data on trends in land values. The Department of the Interior
values donated lands by procedures similar to those it uses to value
public domain, described below.

Information on the estimated present-day value of land in this cate-
gory is submitted directly to the Dawson committee by the controlling
agencies. This land is also reported to GSA on its form 1166. The
GSA regulation, however, requires that donated land and land ac-
quired at no cost be valued at what it would have cost the Federal
Government at the time of acquisition.

Detail on number of acres, agency, and State is given in the Dawson
committee report. Since this land is also reported to GSA, the detail
on form 1166 is most likely also available.

The final section of the Dawson committee report covers public
domain acreage including mineral resources. Based on estimated
present-day valuation, the value of public domain acreage is $12.3
billion, and mineral resources, $5.4 billion, as of June 30, 1962.

Of the $12.3 billion estimated present-day value of public domain,
$6.5 billion is attributable to the Agriculture Department and $5.5
billion to the Interior Department. Together these two Departments
account for 97 percent of both the acreage and the value of public
domain land.

The Department of Agriculture's totals include public domain land
and timber. Excluded are the values of minerals and such items as
water production. The valuation is in terms of "commercial values,"
based on the selling price of comparable adjoining property or broad
classes where the former is not available. Information on the selling
price of products of the land (especially timber) or fees paid to use
the land (viz, grazing land) is also used, either directly or through
capitalization formulas.
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The Department of the Interior total is based on estimated "commer-
cial value" also. Information on the selling prices of comparable land
and revenue accruing to the Government because of these land hold-
ings is used to establish the value.

The average per-acre value of public domain land as reported to the
Dawson committee was $17.06 on June 30, 1962. The average per-
acre value varied widely by State and controlling agency.

Mineral resources, all of which are administered by the Department
of Interior, are classified into two groups for valuation purposes. The
first group consists of all mineral resources located in the States,
valued at $2.2 billion as of June 30, 1962. The present value of such
resources is found by discounting at 4 percent, a 50-year income stream
estimated by taking into account present receipts from mineral leases,
licenses and permits, probably future production, and demand factors.
An exception to this is the value of Minnesota copper and nickel de-
posits which is calculated by discounting at 4 percent, an estimated
income flow over 25 years, deferred 25 years from the date of the
estimate.

The value of oil and gas deposits in the Outer Continental Shelf,
the second group, is based on a preliminary estimate subject to revision
based on production experience, litigation, and teclmological change.

LEASED ASSETS

The General Services Administration prepares "An Inventory Re-
port on Real Property Leased to the United States Throughout the
World." The report is prepared pursuant to the Federal Property
and Administrative Services Act of 1949 as amended. The report
as of June 30, 1962, is the 7th annual compilation in the series.

The reporting unit for this survey is every lease calling for rental
payments at an annual rate of $2,000 or more ($500 for leases in-
volving land only). Groups of leased assets which total to the re-
quired figure may be aggregated and reported if all of the property
involved is in the same "major" city, same State, or same outlying
area of the United States or foreign country. When this is done,
however, the leasing agency must still keep detailed records on each
lease.

Rents are reported on an "annual rate basis." They totaled $221 mil-
lion for fiscal 1962. The terms of the lease are also reported. The
rental payments are not broken down by category of leased asset.
Floor space and acres leased are requested, however, by major use
category. GSA publishes these totals for the United States for 11
classes of buildings.

Information on rentals paid for machinery and equipment is scanty.
Data are available for rented and leased automatic data processing
equipment and motor vehicles, presumably the two most important
categories of assets leased "in." The Bureau of the Budget has pre-
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pared a study for the Subcommittee on Census and Government Sta-
tistics of the House Committee on Post Office and Civil Service en-
titled "Inventory of Automatic Data Processing (ADP) Equipment
in the Federal Government" (Washington: 1963). This document
contains a complete listing of all ADP equipment in the executive
branch except that which is used in military operations and certain
other activities within DOD. Summary data on rentals paid for
several past years together with projected outlays through fiscal 1966
appear in the document. In fiscal 1962 rentals paid by the Federal
Government for computers and punched card equipment totaled $179
billion.

The Motor Equipment Management Division of GSA published de-
tailed data on the use of motor vehicles by the Federal Government.
These data for fiscal 1962 are found in its "Annual Motor Vehicle Re-
port." The report for fiscal 1962 was published in January 1963.
The report indicates that during fiscal 1962 a cost of $5.6 million was
incurred in connection with vehicles leased by the Government. This
figure includes the total of rental payment and fuel, maintenance and
repair costs. The present reporting system does not permit the sep-
aration of rental payments.

Since the data on rentals paid for real property are on an "annual
rate" basis while those on rental payments for ADP equipment are
on an "actual outlay" basis, they cannot be added.

The rents received by the Federal Government for real and personal
property are reported among receipt items in the Treasury Bulletin
and totaled $86 million for fiscal 1962. Twelve million dollars of the
total was received for the leasing of real property of the Depart-
ment of Defense; this figure is contained in the Department of Defense
inventory report.

Form 1166 provides some basis for identifying the buildings leased
out. If an installation's real property, in any particular category
(such as "office" buildings), is completely leased out, the installation
reports OL (out-leased) in the column headed "percent occupied."
If that item included 10 office buildings, 1 of which was out-leased,
the installation would report 90 percent in the "percent occupied"
column. (This assumes all buildings have the same floor space and
the nine used by the Government are 100-percent occupied which might
not be the case.) In a footnote to form 1166 the leasing of the one
building would be indicated. Information contained in these foot
notes is not tabulated.

TREASIURY FINANCIAL ASSET DATA

Data on the financial assets of the Federal Government are collected
by the Treasury on the same form (220) used to obtain general ledger
information on personalty. The financial assets accounts, together

38-135-64-28
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with their dollar values (in millions) as of June 30, 1962, obtained
from the Treasury Bulletin of November 1962 (p. 94), follow:

(1) Cash in banks, on hand, and in transit -$454
(2) Fund balances with U.S. Treasury -16,362
(3) Public debt securities (par value) 1,530
(4) Securities of Government enterprises 128
(5) Unamortized premium or discount (-) -- 11
(6) Other securities 5, 562
(7) Advances to contractors and agents:

Government agencies -46
Other----------------------------------------------------- 141

(8) Accounts and note receivable:
Government agencies -2,179
Other (net) -------------------------------- 4,259

(9) Accrued interest receivable:
On public debt securities 6
On securities of Government enterprises 317
Other 569

(10) Loans receivable:
Government agencies - 135
U.S. dollar loans --------------------------------- 24,858
Foreign currency loans -2,943
Allowance for losses (-) -758

(11) Foreign currencies 2,807

These data do not coincide with those reported to the Dawson com-
mittee which are found above (see p. 21). The discrepancy is due, in
part, to the fact that the Treasury Bulletin data are on a combined
basis, while those reported to the Dawson committee are consolidated.
Also the coverage differs for each purpose.

Detailed data on the public debt and other liabilities also exist.

TREASURY DATA ON INVENTORIES

The Treasury also collects (on form 220) data on inventories
by stage of process-finished goods, work in process, and materials and
supplies. Inventories as of June 30, 1962, less allowances for losses,
totaled $19.9 billion. No valuation instructions are given in the in-
structions for completing form 220.

III. DISCUSSION OF THE EXISTING DATA

GAPS AND OVERLAPS IN THE DATA AND ITS COLLECTION

It is likelv that there still are items appropriate for inclusion in the
inventory of Federal realty which have not been picked up due to in-
complete property records or to the fact that some assets are not under
inventory accounting control. For most of the tangible personalty,
only general ledger account information exists; there is no systematic
underlying inventory. Presumably, some inventory records are behind
the dollar amounts reported to the Treasury but the extent to which
these exist has not been studied. The need for broadening the scope
of the collection process has been underscored by the Dawson commit-
tee in the introduction to its report for fiscal 1962. An analysis of the
existing data indicates that progress has been made in this direction.

There are some overlapping vehicles for the reporting of wealth
data. However, where these exist, the overlapping provides two or
more different presentations of the same body of data. While this is
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not necessary for a wealth inventory, the reports serve other purposes.
An example is the collection of realty figures by both Treasury and
GSA. The latter compilation is used by the Dawson committee while
the former is collected as part of the Treasury's financial accounting
responsibility and offers different detail. The Department of Defense
reports its realty to both the Dawson committee and GSA; the break-
downs differ between the two reports.

GSA does not collect data on the value of leasehold improvements
and land acquisition rights; it receives reports on donated land and
land acquired at "no" cost based on the estimated value at time of
acquisition, rather than the estimated present-day value requested
by the Dawson committee.

DETAIL BY ASSET TYPE

Realty, including that of the Department of Defense, has been cast
by GSA into asset-type categories. Realty is placed in appropriate
GSA categories based on its predominate use; therefore, the figures
shown for each category are not precise (the categories and their dol-
lar magnitudes are given above.

Construction-in-progress, leasehold improvements and land acquisi-
tion rights are not broken down into the applicable asset categories,
however. The data are taken from general ledger accounts with no
underlying detail.

The estimated current-day values of public domain land, donated
land and land acquired at no cost to the Federal Government are not
broken down into these categories either; figures on the acquisition cost
and acreage are broken down by asset category.

The realty of the judiciary and legislature is specifically enumerated
and could readily be distributed among the existing GSA asset-type
categories.

The dollar value of personalty of executive agencies, departments,
and offices, except the Defense Department, reported to the Treasury,
is not classified into separate categories within the machinery and
equipment groupings. Furthermore, the Treasury total for "other
assets" includes tangible and intangible personalty. Personalty of the
Department of Defense is broken into classifications applicable to the
Defense Establishment. Some equipment classes, however, such as
plant equipment, would be applicable throughout the Federal Gov-
ernment. Personalty of the judiciary and legislature has been enumer-
ated and could be allocated among appropriate classifications.

Detail by asset-type is the same for both the domestic and oversea
property of the Federal Government except for certain instances in
the Department of Defense inventory where oversea detail is not pub-
ished for security reasons. The data are available for property man-
agement within the Department of Defense.

DETAIL BY REGION

Data on Federal real property for the most part can be broken down
by county since the basic information is obtained by GSA at the instal-
lation level. Problems do arise, however, in regard to any installa-
tions which encompass more than one county in a State since such in-
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stallations report only the names of the counties and need not allocate
their assets among them. Where an installation encompasses two or
more States, separate asset reports must be submitted, each covering the
portion of the installation's realty located in each State. Where an
installation's realty is all in one county, it may be further identified
by city or town when such identification is applicable.

Generally, the Department of Defense also maintains realty records
on an installation basis which would yield data on the distribution by
county. This information, in the realty area, is called for in the report
submitted to GSA by the Defense Department.

Personalty data, collected by Treasury and the Department of De-
fense, are not broken down by area. Financial assets and transporta-
tion equipment, such as the automobile fleet and merchant marine of
the nondefense sector and military carriers, would not meaningfully
fit into regional asset accounts, but other tangibles could be so classed.

The realty and personalty of the judiciary and legislature are specifi-
cally enumerated and could be readily allocated by area. The acreage.
figures on land donated or acquired at no cost to the Federal Govern-
ment and public domain lands are broken down on the same basis as.
other realty covered in the GSA report. However, the present-day-
value estimates for this acreage are not summarized by State.

DETAIL BY FUNCTIONAL USE

All Federal realty and personalty is broken down on a broad func-
tional use basis. The functional use categories are the same as those
employed by the Bureau of the Budget for classifying expenditures ex-
cept that the category "interest," a flow, is not applicable to assets.
The functional use categories, together with the value reported for
each as of June 30, 1963, are presented in table 2.
TABLE 2.-Grand recapitulation of the personalty and realty of the U.S..

Government, classified on a functional use basis as of June 30, 1962
[In millions of dollars]

June 30,
Major function and clase unSO

National defense:
Personal property:

Intangible assets…------------------------------------------- $916.
Tangible assets…---------------------------------------------143, 875

Real property:
Land and improvements------------------------------------ 41,207
Public domain--------------------------------------------- 206.

T otal…--------------------------------------------------- 186, 204

International affairs and finance:
Personal property:

Intangible assets ----------------------------------------- 20,190
Tangible assets------------------------------------------- 139.

Real property:
Land and improvements- ---------- _____________ 276
Public dom ain_--------------------------------------------- ______

Total---------------------------------------------------- 20, 605



FEDERAL GOVERNMENT WEALTH 405

TABLE 2.-Grand recapitulation of the personalty and realty of the U.S.
Government, classified on a functional use basis as of June 30, 1962-Con.

Major functions and cas [In millions of dollars] June 30,
1962

Space research and technology:
Personal property:

Intangible assets---------------------------- -------------- $9
Tangible assets------------------------------ - -------------- 212

Real property------------------------ ------------------------- 739

Total-------------------------------------------------------- 960

Agriculture and agricultural resources:
Personal property:

Intangible assets--------------------------- - --------------- 6, 912
Tangible assets---------------------------- - --------------- 5, 205

Real property--------------------------------------------- 90

Total ---------------------------------------------------- 12, 207

Natural resources:
Personal property:

Intangible assets---------------------------- - -------------- 440
Tangible assets---------------------------- - --------------- 1, 368

Real property:
Land and improvements --------------------------------- 18, 560
Public domain (including mineral resources)…---------------17, 522

Total --------------------------------------------------- 37, 890

Commerce and transportation:
Personal property:

Intangible assets------------------------------------------- 1, 092
Tangible assets ------------------------------------------- 6, 200

Real property:
Land and improvements------------------------------------ 2, 250
Public domain_--------- - -7

Total ---------------------------------------------- -- 9, 549

Housing and community development:
Personal property:

Intangible assets--------------------------- - --------------- 4, 316
Tangible assets----------------------------- - -------------- 338

Real property-------------------------------------------------- 512

Total--------------------------------------------------------- 5,166

Health, labor, and welfare:
Personal property:

Intangible assets------------------------------ - ------------ 3
Tangible assets----------------------------- - -------------- 341

Real property:
Land and improvements_----------------------------------- 234
Public domain------------- ------------------------------- (1)

Total----------------------------------------------------- 578

1 Less than $500,000.
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TABRE 2.-Grand recapitulation of the personalty and realty of the U.S.
Government, classified on a functional use basis as of June 30, 1962-Con.

[In millions of dollars]
Major functions and class June S0,

1962
Education:

Personal property:
Intangible assets------------------------------------------ $1, 403
Tangible assets…----------------------------------------- - 2, 399

Real property-------------------------------------------------- 116

Total------------------------------------------------------- 3,918

Veterans' benefits and services:
Personal property:

Intangible assets------------------------------------------ 1, 859
Tangible assets-------------------------------------------- 306

Real property:
Land and improvements------------------------------------ 1, 651
Public domain_------- -- 2

Total--------------------------------------------------- 3, 818

General government:
Personal property:

Intangible assets------------------------------------------- 15, 158
Tangible assets-------------------------------------------- 635

Real property:
Land and improvements------------------------------------ 2, 753
Public domain-3 _

Total--------------------------------------------------- 18, 549

Summary:
Personal property:

Intangible assets------------------------------------------- 52, 298
Tangible assets-------------------------------------------- 161,018

Real property:
Land improvements---------------------------------------- 68,3s8
Public domain--------------------------------------------- 17, 740

Grand total---------------------------------------------- 299, 444

2 The totals for tangibles and intangibles in the summary and component function are
not exact because the "other assets" account, included above with intangible personalty,
contains some tangibles, notably the collection of the Library of Congress.

Source: "Federal Real and Personal Property Report," December 1962, pp. 14 and 15.

The totals by functional use are computed for the Dawson commit-
tee by the Treasury. The method used is to allocate the assets of each
bureau according to the "account" code given for the bureau by the
Bureau of the Budget. The accounts are coded by functional use. In
some cases, more than one account code is applicable to a bureau. When
this occurs, all of the tangible assets of that bureau are put into the
most important (largest expenditures) functional class. The resulting
inaccuracy stems from the fact that installations do not report any
functional breakdown of their assets. Unless this were done, inac-
curacies would be present in the data.

In addition, there is some question as to the fineness with which
functional use lines can be drawn. Can a line realistically be drawn
as to whether a particular asset is properly classified in "Space re-



FEDERAL GOVERNMENT WEALTH 407

search and technology" or "National defense"? Perhaps problems of
this sort are not pervasive enough to provide any significant distor-
tions of the data, but they do deserve mention.

DETAIL BY CONTROLLING AGENCY

The reports on realty and personalty are submitted to GSA and
the Treasury by each agency so detail by agency is a natural conse-
quence.

In addition, the buildings and structures and facilities of the large
agencies are broken down by bureau (military department and defense
agency in the case of Department of Defense). The figures for each
bureau are subdivided by location-United States, outlying areas, and
foreign countries.

LLASED ASSETS

The GSA report on real property leased to the Federal Government,
does not indicate the value of the assets leased. However, information
on the value of the assets presumably would be obtained only from
the lessor.

The survey is broad, and covers individually, all leases calling for
rent, on an annual rate basis, of $2,000 or more ($500 or more for
leases covering land only).

Rental payments are not clasified by asset type. However, since
leases calling for rental payments at an annual rate of $2,000 or more
are reported separately, such a breakdown might be obtainable for a
substantial number of leased assets. Problems could arise as a result
of a single lease, calling for rent in excess of $2,000, which covered
two or more types of tangibles such as a school with research and
development facilities. However, the rental payment could be allo-
cated between these two use categories based on the square feet of
floor space allotted to each use.

Except in the cases of automatic data processing equipment and
motor vehicles, there is no indication of the payments for machinery
and equipment leased to the Government.

Statements of Federal receipts published by the Treasury, indicate
the rents received by the Federal Government. In some cases, the real
property leased out by the Government, can be identified from form
1166. They are not tabulated, however.

If the rentals paid for realty by the Federal Government during
fiscal 1962 were capitalized at a 10 percent rate, their value would be
$2.2 billion, 3.7 percent of value of federally owned realty on June 30,
1962. Federal agencies are generally not permitted to lease assets the
annual rental for which exceeds 15 percent of the cost of purchase, so
the 10 percent assumed capitalization rate may not be too far from
reality. When the total assets leased by the manufacturing sector
during 1957-latest information available- are valued by capitalizing
the rental payment for that year at 10 percent, the resulting figure
is $14.1 billion or 13 percent of the gross book value of manufacturers'
depreciable assets on December 31, 1957. The 3.7 and 13 percent are
not comparable because the former applies only to realty, the latter to
all fixed assets. However, a very high rate of machinery and equip-
ment rental by the Federal Government would be needed to bring the
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percentage at all near that of the manufacturing sector. Computer
rentals, $179 million in fiscal 1962, if capitalized at 10 percent, would
increase leased assets by $1.8 to $4 billion, 2 percent of the realty and
tangible personalty of the Federal Government.

If rentals received by the Federal Government during fiscal 1962
were capitalized at 10 percent, the leased assets would be valued at
$860 million. (The values of assets leased "in" and "out" are not com-
parable due to differences in the methods of computing rents paid and
rents received.)

In addition to their relative unimportance in the Federal sector,
leased assets are difficult to identify and value. Unless an arbitrary
capitalization procedure, like that employed above, is used, it is im-
possible to establish the value of assets leased "in" without questioning
the lessor. If the capitalization method is to be applied nonetheless,
other difficulties arise. Leases vary in the degree of repair and main-
tenance to be performed by the lessee and that to be performed by the
lessor, the cost of which would presumably be included in the rental
payment. In many cases, land and improvements are leased as a unit
for which one rental is paid; this would create an allocation problem
if detail by asset type were to be collected. Some Federal rental pay-
ments include subsidies, especially in connection with assets leased
from foreign countries.

VALUATION METHODS

There are four basic methods of valuation reflected in the figure of
$299.4 billion reported by the Dawson committee as the value of Fed-
eral realty and personalty on June 30, 1962. Historical cost data are
available for real property and principal personalty in the inventory.
Standard pricing, reflecting replacement cost is the basis for valuation
of stock and appropriated fund inventories of the Department of
Defense. Realty under the jurisdiction of the Architect of the Capitol
is valued at replacement cost. Present-day value estimates have been
made for public domain and land donated or acquired at no cost to the
Federal Government. These estimates have been based primarily on
the commercial value of similar land in the proximity of the land to
be valued. Mineral resources have been valued by capitalizing ex-
pected future income streams from their sale. The tangible-asset clas-
-sifications, which reflect current-day values in some form together with
construction in progress, account for 22 percent of the $299.4 billion
total value of Federal property as of June 30, 1962 reported by the
Dawson committee.

The goals of the Dawson committee, established as a result of hear-
ings and discussions with valuation specialists over the past few years,
are to adopt "estimated replacement cost less estimated depreciation"
as the valuation yardstick for buildings and structures; and, to value
land, which is theoretically considered to be irreplaceable and non-
depreciable, and mineral resources at prices reflecting current market
value. The committee decided to accept valuations of personalty at
acquisition cost because of the relatively short life of the tangibles
-and the work which would be needed to revalue the large number of
items involved. Nevertheless, the inconsistency of original cost and
-present-day valuations is apparent.
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The use of the "estimated replacement cost" basis obviates the neces-
sity of answering an important question in assigning values to Federal
properties: Shall such properties be priced based on the stream of
products and services they produce when owned by the Federal Gov-
ernment or on the value of such properties if they were converted to
use by the private sector? The former basis is probably more appro-
priate but is not generally feasible because the established values
would be purely subjective in most cases. The latter basis would yield
a more objective measurement standard, but because of the special
nature of Federal Government assets, federally owned and operated
facilities valuable to the Nation might have little value if transferred
to the private sector. Because replacement cost calculations are based
on the value of inputs, they are independent of use or value of output.
(However, the value of total input per unit of output is equal to the
price of a unit of output, including normal profit, under conditions
of perfect competition in the long run with perfect foresight). Where
replacement cost cannot be used as in the case of land, the question
of which use-public or private-should be the basis for valuation
remains. The Dawson committee concluded that pricing in such
cases should be based on the "commercial value" of comparable assets
in the private sector.

The Department of the Interior has conducted a pilot study on
present-day valuation methods at the request of the Dawson committee,
which approved the guidelines established for the study. The pilot
study used the GSA collection vehicle (form 1166), amended to ask for
estimated current-day values instead of cost. The amended form was
requested as of June 30, 1962, from all Interior installations located
in the States of Washington, Oregon, and Idaho. Excluded were the
public domain lands and trust properties of the Bureau of Indian
Affairs, but not the improvements thereon. Realty was broken down
into three categories. The definitions of these categories and the
valuation methods used for each are given below:

1. Land value based on recent selling prices of comparable proper-
ties, or the capitalization, at currently relevant interest rates and
periods of years, of rents received for use of the land or prices received
for products of the land.

2. Nondepreciable properties-those structures and improvements
which " (1) are generally considered inherently unmarketable and for
which no market data are available on which to base current-day-
values, (2) because of increased current-day construction costs have
not lessened in value, and (3) have not materially deteriorated since
date of acquisition or completion of construction," valued at acquisi-
tion or construction cost, actual or estimated if unknown, to the Fed-
eral Government.

3. Depreciable properties-buildings, structures, and improvements
which '(1) are generally considered marketable and/or for which
market data are available on which to base current day values and/or
(2) have depreciated in value since date of acquisition or construction
due to deterioration, obsolescence, etc."; valued at estimated "repro-
duction" (sic) cost less depreciation.

The conceptual framework of the pilot study only partially meets
the IDawson committee's purpose in requesting it because of the inclu-
sion of the "nondepreciable property" category. Fifty-six percent of
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the assets surveyed fell into this classification. The justification for the
use of this category seems to be that for many assets estimated re-
placement cost less depreciation is about equal to acquisition cost;
therefore, the data collection effort could be reduced. However, only
the second condition for the nondepreciable category relates to this
justification. The third condition amends the second by requiring that
an asset cannot be considered "nondepreciable" if it has "materially
deteriorated," even if the amount of deterioration (depreciation) is
offset by the increased cost of replacing that portion of the asset which
is undepreciated. The first condition-lack of market data-presents
a totally different constraint. This constraint would be desirable if
the pilot study procedure required that assets be valued at market
prices. However, a replacement cost estimate need not be justified on
the basis of marketability since there still may be the need to replace
an unmarketable asset.

Therefore, if the goal of the committee is estimated replacement
cost less depreciation, only the second condition is necessary to get the
desired figure. Furthermore, strictly speaking, replacement cost must
be estimated to insure that the second condition is met.

The value of assets on June 30, 1962, calculated in accordance with
the requirements of the pilot study, showed an increase of 5.8 percent
over the acquisition cost figures reported to the Dawson committee
for the same date. While this increase is relatively small, it should
be pointed out that the excess of estimated present-day value over
acquisition cost for buildings and structures and facilities was 8.2
percent. For land, present day value was 39 percent less than cost.

The 5.8 percent aggregative difference, therefore, tends to conceal
interesting changes in the components. Furthermore, the 8.2 percent
excess of present-day value over acquisition cost for buildings and
structures and facilities obviously does not take into account differences
in these values for the tangible assets excluded from the survey.

A further gage against which to measure the validity of the present-
day value estimates obtained in the Department of the Interior pilot
study are the replacement cost estimates employed by the Department
of the Army for internal planning purposes. The method used to make
these estimates involves computing the average unit cost of replacing
principal items of real property at current prices. The average unit
costs are adjusted by an index computed to reflect the degree to which
regional costs vary from a benchmark area at a certain point in time.
Such indexes have been developed when needed by the Department of
the Army and when no better data has been available. Thus, national
average cost after adjustment for regional differences, could be di-
rectly applied to the physical data to obtain replacement costs by
region. Estimates based on this method indicate that, currently, re-
placement cost estimates are about three times the acquisition cost,
which seems somewhat high. If current replacement cost per unit
estimates for barracks, for example, include recreational rooms which
were not part of original facilities, the Department of the Army esti-
mates of replacement cost would be overstated. Price indexes are
usually adjusted for these differences but are not adjusted for quality
changes.

The Department of the Interior study adds little to an assessment of
the feasibility of the valuation goal of the Dawson committee-"esti-
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mated replacement cost less depreciation." It does point out one im-
portant fact, however: When shortcuts are employed (such as estab-
lishing a nondepreciable category which need be valued at book cost
only) the resulting estimates suffer.

On the other hand, the expenditure of large amounts of funds to
achieve a high degree of precision in the estimates is not desirable or
necessary. It was estimated by Mr. Hardy W. Jacobs, NAI, chief of
real estate appraisal for the Corps of Engineers that it would cost $17
million and take 2 years to place current-day values on realty of the
Department of the Army if detailed appraisal techniques, includ-
ing on-site inspection, were used. Army realty, including civil
works of the Corps of Engineers, is located at 2,527 installations
throughout the 50 States and embraces 17.2 million acres of land with
184,021 buildings containing 863 million square feet of enclosed area.
This realty, except for public domain and donated land was valued at
$15.7 billion, based on acquisition cost on June 30, 1962. Thus, ap-
praisal costs are about one-tenth of 1 percent of the cost of the realty
involved. This compares with the $4,255 and 1,043 man-hours needed
to complete the pilot study of the Department of the Interior which
covered realty with a book value of $1.414 billion, equal to a cost of
three one-thousandths of 1 percent of acquisition cost.

DEPRECIATION

The asset values reported by the Dawson committee are gross of
depreciation. Depreciation is calculated only by Federal business-
like enterprises, but is not netted against the gross figures these enter-
prices report to GSA and the Treasury.

Depreciation may result from use of the asset, from idleness which
causes deterioration, or from obsolescence. For many physical assets,
particularly the military hardware of the Department of Defense,
depreciation may be retarded or prevented entirely, by expenditures
which preserve the value of the asset. However, all of these expendi-
tures cannot properly be termed "repair and maintenance" which is an
"expensable" item. The line between "repair and maintenance" and
major part replacements which should be capitalized rather than ex-
pensed is difficult to draw. Existing tax laws provide some basis for
making the distinction. However, they are largely inapplicable to
Department of Defense property.

In this connection consider an army tank as an example. This ve-
hicle may be at 100 percent of its operational efficiency despite its age
and use. However, perhaps only the shell represents original equip-
ment; the original components may have been completely replaced.
The question of what percent of the expenditures represent "normal"
maintenance and repair and what percent represents the replacement
of parts which were "fully depreciated" is difficult to answer. (Items
which fall into the latter group should of course, be capitalized.)

The Department of Defense, for planning purposes has established a
guideline for realty which acknowledges the difference between normal
repair and maintenance and the replacement of physical capital. Thus
paragraph III, A, 5, g, (2) of "Department of Defense Instruction:

Inventory of Military Property" (No. 4165.14 dated Feb. 20, 1958)
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provides, in connection with the determination of whether a facility'
is usable or not, that:

N (Unusable)-indicates the condition of a facility which is presently un-
serviceable and has deteriorated beyond economical restoration or constitutes a
danger to the health or safety of personnel, or to equipment housed therein. It
also includes facilities which are presently being used but for which the annual
maintenance cost is in excess of 20 percent of the current replacement cost.

This directive acknowledges that depreciation is an on-going proc-
ess, but, in essence, provides that it only be taken into account when
that depreciation has reached a certain point.

For many types of military plant and equipment obsolescence is a
more important factor than physical depreciation. Technological
change may substantially, if not fully, diminish the usefulness of a
piece of equipment even though the equipment is still fully capable of'
performing the mission for which it was designed. Furthermore,.
because of its special function, the equipment may not have an alterna-
tive use. It is impossible to determine obsolescence in advance; it is'
only measurable after it has occurred. But past experience furnishes
a guideline to the future.

Since the depreciation on most federally owned property is not cal-
culated, the figures contained in the Dawson committee report are'
largely "gross." (If the rise in the replacement cost of these assets-
just offset their loss in value due to depreciation, the current replace-
ment-cost value would be given by coincidence.)

For those Federal enterprises which record depreciation, the depre-
ciation reserves averaged 17 percent of the gross depreciable asset ac-
count on June 30, 1962. For TVA it was 22 percent, compared with
20 percent for the 225 largest privately owned electrical utilities. This-
difference probably does not indicate differences in useful life estimates.
between comparable private and public activities; if differences exist,,
however, they should be reconciled.

IV. CONCLUSIONS AND RECOMMENDATIONS

The working group recognizes the important advances in property'
accounting made by the General Services Administration and the De-
partment of Defense and in the collection and reporting of balance'
sheet data by the Treasury. The direction given by these departments.
and the cooperation of the individual respondent agencies have con-
tributed significantly to the excellent framework which currently ex-
ists for obtaining wealth data and current-day value estimates.

The working group likewise recognizes the value of the important
steps taken b ongress generally, and by the House Committee on
Government Operations in particular, to support and encourage the'
inventory of Federal Government assets, to compile the data in a.
single, accessible report, and to stress the need for estimating current-
day values of realty.

The recommendations of this group are not directed specifically to
the House committee, although the committee may wish to take cog-
nizance of some of these recommendations. The Federal Real and
Personal Property Inventory Report is designed for particular uses,
whereas the Wealth Inventory Planning Study is looking toward
eventual wealth statements and finally balance sheets for the Federal
Government as part of the national economic accounts, broadly con-
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ceived. Thus, the concern here is with the sorts of basic data required
for this broad purpose, and with significant aspects of the final esti-
mates obtained. The recommendations relate to the agencies collect-
ing and assembling the basic asset data for the Federal sector, and to
the statistical agency that might be called upon at a later stage to
process the data into balance sheet and wealth estimates.

The recommendations which will be discussed in detail below refer
both to conceptual issues and statistical problems of making the actual
estimates. The conceptual matters include those of defining the sector
.and determining the valuation appropriate for the various types of
,capital stocks. The statistical problems include the additional data
which must be collected, the amount of detail in which estimates should
be published, and the information which the agency processing wealth
data will have to obtain. through pilot studies and feasibility tests, in
order to transform the raw data into final estimates. The distinction
between the additional data which must be collected and the task of
processing the wealth data is important. Obviously much of the
burden of providing data to fill current gaps will fall on the agencies
holding the relevant tangible assets, although sampling techniques
and other methods are recommended for use wherever possible to re-
duce this burden. On the other hand, responsibility for revaluing the
basic data to appropriate current-day values rests with the agency
that would be called upon to prepare wealth estimates for the economy
as a whole.

While the recommendations of the working group are discussed
fully in the remainder of this report, the major ones can be summarized
here. Overall, the working group recommends that wealth estimates,
reflecting current-day values, be prepared for the Federal sector on
both a use and ownership basis, in appropriate detail by agency, func-
tional use, geographical area and asset type. To achieve these objec-
tives, three additional major bodies of data are required to supple-
ment the data which are currently available. First, there is need for
an inventory of personalty, similar to that now conducted by GSA
for realty, probably on a one-time basis. Second, additional inquiries
on rents paid should be added to the current GSA inventory of assets
leased by the Government. Third, selected age data for federally
owned tangibles should be obtained on a sample basis. The fulfill-
ment of these three requirements will call for the cooperation of the
responding agencies. The transformation of these data to current
values would be the responsibility of the agency designed to prepare
estimates. This agency would conduct special studies designed to
determine lengths of life of various depreciable asset types and their
associated depreciation curves. Also; it would explore the methods of
valuation for certain inventories, such as those of the CCC, and
examine and determine the adequacy of price indexes needed for
revaluation. Other programs needed to prepare the estimates, includ-
ing tabulation and publication, would be its responsibility. Thus, there
would be no need for reporting agencies to change their accounting or
property management techniques to reflect current-day values or
depreciation.

In addition to the recommendations relating to filling data gaps
and valuation, the group has made recommendations concerning ap-
propriate detail-by agency, functional use, geographic area and asset
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type. The working group mainly favors detail consistent with that
obtained for the rest of the economy, so that geographical and asset
type totals can be shown across sectors. In many cases, as indicated,
detail on Federal Government tangibles is more than adequate; in
others the working group has recommended feasibility tests to see if
more detail can be gotten.

The full set of working group recommendations are set forth and
elaborated in the remainder of the report.

SCOPE OF THE FEDERAL GOVERNMENT
By agency

Generally speaking, the scope of the Federal sector should include
all organizational units whose programs or activities are substantially
formulated and administered by Federal agencies or appointees. Mere
financial contribution or support is not a sufficient criterion, by itself
for including a unit in the Federal sector. Within the sector, the as-
sets of Federal corporations and agencies conducting business-type
activities, as defined by the Department of Commerce for purposes
of national income accounting, should be shown separately from those
for "general government."

The above definition would exclude from the Federal sector all addi-
tions to State, local, and private assets such as highways, hospitals,
public works, merchant ships and schools, that ate financed with Fed-
eral funds, but over which the Government does not have significant
control. It would include certain retirement and social insurance trust
funds (excluding the unemployment trust fund) whose assets are ad-
ministered by the Federal Government. It would also include the
Federal Reserve System and the five Government-sponsored enter-
prises which, even though they are more independent of Federal con-
trol than the regular Federal agencies, are, nonetheless, Federal Gov-
ernment instrumentalities responsible for carrying out public policies.
The wealth of such organizations should be shown separately from
other agencies of the Government. The definition would include as-
sets in the form of library, museum, and art collections, whether owned
directly by the Federal Government or by its agencies serving as
trustees. It would not, however, include art collections or other as-
sets loaned to Federal Government agencies by non-Federal owners.
Assets in the form of loans made. by other sectors of the economy but
guaraited.by the Federal Government should be included in those
sectors which made the resource allocation. The foregoing examples
are not intended to be exhaustive but are cited to indicate the manner
in which the general definition is to be applied.

By type of property
The wealth inventory should cover the realty, personalty and finan-

cial assets of the Federal sector. It is recommended that the terms
"realty" and "personalty" be supplemented by the major categories of
"land," "mineral resources," "buildings," "structures and facilities,"
"machinery and equipment," "inventories,?' and "financial assets.','
These classificatics would serve to distinguish between reproducible
and nonreproducible assets, real and financial assets, depletable and
depreciable assets.
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The value of easements and rights-of-way held by the Federal Gov-
erinielit should be included, as they are currently. However, since
they are essentially claims, they should be included with intangibles.
A study might be made of the feasibility of getting additional detail
on these assets. The value of the underlying property rights should,
of course, be reported and allocated to the owning sector. This raises
the question of whether the values reported by the owning sector take
into account the reduction (or increase) in the value of the underlying
property because of the easement.

Leasehold improvements should be included, as is currently done,
with assets owned by the Federal Government; this treatment is valid
if it is assumed that improvements will be fully depreciated.at the time
the lease or easement expires: This assumption may result 'i nac-
ciumaies but these may be offset by the added work which would he
involved in allocating improvements to leaseholds and easements
among the sectors owning the underlying property.

By location
The inventory of Federal property should continue to include that

held in outlying areas and foreign countries as well as in the 50 States.
Holdings in outlying areas and foreign countries should be separately
identified and segregated by country, as they are now. (A country
classification may not be feasible for certain property of the Depart-
ment of Defense for security reasons.) Domestic realty should be tab-
ulated by county, the geographical basis on which most property is
currently reported to GSA, thus permitting various regional as well as
State groupings. A feasibility study should be made to see if regional
detail for tangible personalty-machinery and equipment and inven-
tories-is meaningful despite the portability of the assets involved.

By ftunctional use
Detail by the broad functional use categories of the Bureau of the

Budget should be maintained. Such detail is useful not only in the
Federal budgetary process but for general analytical work as well.
Assets are presently allocated among functions by predominant use at
the bureau level. The working group recognizes that these categories
are designed to present a general picture and cannot be meaningfully
made more precise for several reasons. First, an asset which is used
in more than one functional use category at any level-agency, bureau,
or installation-cannot precisely be allocated among them, while it
can be classified according to its predominant functional use. Second,
the functional use categories cannot be cast into clear-cut classes. Dif-
ficulty is inherent, for example, in trying to classify some assets as
being used either for "national defense" or "space research and tech-
nology." Third, functional use categories will change over time with
shifts in the role of the Federal Government and the needs of the
Nation.

DATA REPORTING AND COLLECTION

The group endorses the basic reporting systems developed by GSA
for real property, by the DOD for its real and personal property, and
by the Treasury Department for financial assets and liabilities. The
use of the "installation" as the basic unit by GSA permits the collec-
tion of considerable detail from underlying property records and,
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through the county coding system, permits the tabulation of real
property data by regions. On the other hand, it is appropriate to
collect financial data by those agency organizations and funds with
separate accounts as the Treasury does currently; any further break
would be artificial-just as in the business economy, financial claims
data are obtained by company, while tangible assets may be obtained
by establishment or plant.

To supplement the present system, however, a reporting system
should be devised to facilitate a more useful inventory of tangible per-
sonalty recommended elsewhere in the section. This is not to suggest
that the Treasury Department drop the tangible asset items from its
"Statement of Financial Condition." Rather, the need is for greater
detail for all tangibles, which can best be obtained by extending the
scope of the GSA-type survey to include machinery, equipment, and in-
ventories as well as real property. The "tangible" classification,
which is of great significance in wealth estimation, cuts across the con-
ventional "realty" and "personalty" classifications now underlying the
reporting systems.

DETAIL BY ASSET TYPE

The classifications which are used by GSA to delineate the various
types of land, buildings, and structures and facilities should be main-
tained. Mineral resources should be shown separately. In addition,
asset classifications should be established for machinery and equip-
ment and inventories. The primary objective of the classification
should be to reflect the major types of tangible personalty used by the
Government. A pilot study, possibly to be undertaken by GSA,
would be required to determine the major types of nonmilitary equip-
ment in the possession of Federal agencies. If possible, these should
be grouped by the categories used in the gross national product esti-
mates for "producers of durable equipment," or by combinations of
these categories. However, when necessary for achieving the objec-
tives of the overall Wealth Study, additional classifications should be
established. Thus, it may be necessary to show separately the stock
of transportation, construction, communication, and power-producing
equipment, which might be a small percentage of total Federal prop-
erty, in order to allow the national stock of such classes of equipment
to be measured.

Classification for the machinery and equipment of the Department
of Defense, currently in use, are appropriate to maintain, since these
assets are usually quite different from those used in other sectors of
the economy. Where it is relevant and practical, however, Depart-
ment of Defense machinery and equipment which falls into the asset
categories established for the rest of the sectors should be reclassified
into those categories by the agency processing wealth data,

DETAIL BY REGION

Current practices of the GSA enable it to classify the real property
reported to it by county for the most part. This basis of reporting
should be continued. If a feasibility study so indicates, this classifica-
tion should be extended to tangible personalty. The regional coding
system used by GSA should be adopted generally since it would facili-
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tate the handling of the data and insure uniform reporting. For Fed-
eral property located outside the 50 States, the current country break-
down is recommended.

It is necessary to exempt the Department of Defense from report-
ing weapon data by counties, and by country, because of security
considerations.

Where the assets of an installation encompass more than one county
in a State, a method should be devised by the agency preparing wealth
estimates to permit the allocation of these assets among the counties.

LEASED ASSETS

In order to properly identify the assets responsible for output of
goods and services in the Federal sector, assets leased to and by the
Federal Government should be enumerated. This would make it pos-
sible to adjust the stock of federally owned assets to arrive at the value
of assets actually used in the Federal sector. However because of the
difficulties associated with valuing leased assets, especially those leased
"in" *and their relative unimportance in the Federal sector, the ap-
proach should be broad.

These estimates of leased assets would permit leasing in the Federal
sector to be dovetailed into data on leased assets in the other sectors
for which it will be collected. For this purpose, it is recommended that
data on rental payments by asset type be collected. (See above for a
discussion of asset types.) It is also suggested that more data on out-
leased assets, by type, be obtained by GSA on form 1166, if it is de-
termined that this is feasible.

VALUATION

In view of the objectives of the Wealth Study as a whole, the group
agrees in principle with the desirability of working toward some type
of current or present-day values for Federal tangible assets-land,
buildings and structures, machinery and equipment, and inventories.
In the first place, current values make it possible to compare wealth
across sector lines, as well as across agency or functional lines within
the Government sector. Second, current valuations of capital goods
yield consistency among vintages, and provide meaning in terms of
future productive capacity.

The majority of the group feels that it is highly desirable to revalue
machinery and equipment as well as structures to a replacement cost
basis to provide consistency, but realizes that it may not be feasible for
the former, due to the many individual items involved. A minority of
the working group does not favor revaluation of machinery and equip-
ment on the grounds that they have shorter lives than plant, so that use
of original cost involves less distortion relative to current values.
However, the reasonableness of collecting sample date needed to re-
value machinery and equipment should be explored.

It should be generally understood that the group does not advocate
changing basic agency accounting procedures. Rather, in the case of
fixed reproducible assets, the collecting agency would obtain the basic
data needed for revaluation-data by type, by age, as discussed be-
low-on a sample basis from existing agency records.
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The majority of the group favors the estimation of stocks of de-
preciable assets net, as well as gross, of depreciation. Others feel that
depreciation has less relevance to public assets than to business assets,
especially in the category of weaponry. Those who favor the estima-
tion of depreciation also advocate obtaining length-of-life information,
except for weaponry, as well as relevant price series for revaluation
purposes, by the estimating agency.

The working group strongly endorses the use of sampling techniques
as a vehicle for arriving at the valuation bases recommended above.
Sampling techniques have proven to be highly useful in statistical
estimation. These methods should be applied whenever the cost of
collecting-on a census basis-the data necessary for revaluation is
deemed too high.
Land

The current value of land can be measured in a number of ways.
The Public Lands Subgroup of the Natural Resources Working Group
has recommended the establishment of regional appraisal boards.

The establishment of valuation guidelines for appraisal boards or
other valuation units requires further investigation. One method
should be devised for each type of land with a view toward consistent
valuation among the controlling agencies. The method or methods
recommended will govern the data collection and processing proce-
dures. If the information required for valuation varies widely by
type of land, or requires specific knowledge obtainable only at the
controlling agency level, or requires information not readily trans-
mitted as part of the overall data collection process, valuation might
have to take place at the agency or perhaps installation level. In
that event, the valuation teclmique must be one which insures consis-
tency in interpretation and usage. Otherwise, it would be preferable
to devise generalized valuation guidelines which could be employed,
together with a simple body of data collected from each controlling
agency, by the regional appraisal boards.

For continuing wealth estimates beyond the benchmark inventory
the formula adopted for valuing land would have to be applied every
year. This requirement should also enter into the selection of the
method. One way of handling the problem would be to construct
appropriate price indexes for broad categories of land, using sample
data, which would be used to bring benchmark current-day values up
to date.
Buildings, structures, and facilities

Buildings, structures, and facilities should be valued at replace-
ment cost, gross, and net of depreciation, particularly in view of the
long lives of most of this type of capital. Such revaluation is prop-
erly the task of the agency processing wealth data. Historical cost
figures offer no basis for comparison-intertemporal or spatial-al-
though they do furnish the basis for revaluation. Market values
would be difficult to find in the case of many Federal buildings, and
would pose the problem of value to the private versus the public
sector. Capitalizing expected benefits would involve too much sub-
jectivity. If the asset is useful to the needs of the Federal sector,
then replacement cost would indicate the size of the expenditure
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required to continue the stream of goods or services the asset had been
producing.

Replacement cost estimates could be made by a data-processing unit
if it had available figures on historical cost and age and an appro-
priate price index. The only additional piece of information required
to accomplish the replacement cost valuation would be an amendment
to the reporting requirement on age. This amendment could be incor-
porated on a sample basis only. Currently, installations may, and
do, report assets aggregated by type on each line of GSA form 1166.
Thus, an installation may report all of its office buildings on the appro-
priate line and give the total acquisition cost for the category as a
whole. Under "dates acquired," the report may state a period of
years (often lengthy) over which these "office" buildings were ob-
tained. Separate reports for each "offle&." building would increase
substantially both the number of line items required of respondents
and the processing task of the collection agency. As a compromise,
it is recommended that total cost for each structural type of asset be
reported by groups of years. Capitalized improvements to a repro-
ducible asset, subsequent to its acquisition, should be reported by
groups of years during which the improvements were made.

One basis for grouping years, which should be explored, would be
to isolate periods, if existent, during which the trends in the prices
of an asset group were similar; i.e., perhaps the office building price
index increased about x percent per year in each year between 19y
and 19z. This method would tend to minimize the errors resulting
from averaging yearly price indexes. Another possibility would be
to center groups of years on periods, if existent, when expenditures
on this type of asset were larger than usual. Regardless of the method
adopted, the group feels that where expediency so dictates, sampling
techniques should be used, and will yield results just as acceptable
as other methods.

An alternative method of arriving at replacement cost. suitable
only for property measurable in a standardized physical unit, is that
used by the Department of the Army. This method, described more
fully above, requires that the current cost of constructing a phvs-
ical unit (viz, a square foot, for buildings) be determined by
type of asset and multiplied by the number of units in existence for
each. This method has disadvantages, however, if depreciation is to
be computed. (The recommendations on depreciation appear below.)
Also, it may be difficult to find enough physical common denominators
for the varied physical assets of the Federal Government, especially
assets other than buildings.
11achinery and equipnent

A majority of the working group feels that a "one-time" inventory
required to get information on the dates or periods of acquisition and
types of machinery and equipment necessary to revalue these assets,
is worthwhile. Some members of the group, however, oppose assign-
ing replacement cost or any other current-day value to machinery
and equipment.

The arguments for replacement cost computations, made by the
wealth-data-processing agency, follow. Machinery and equipment
owned by the Federal sector could be compared with other Federal
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holdings and similar holdings of the private sector. Sufficient infor-
mation on asset-type and useful lives could be gathered from a "one-
time" inventory to enable the agency preparing the wealth data to
keep estimates up to date using only flow data. The information on
age and equipment type could conceivably be of use in property man-
agement and market demand analysis.

The minority view is that the difference between replacement cost
(especially depreciated replacement cost) and original cost is not
significant because of the short lives of the items involved. Further-
more, it is argued that the information on replacement cost would
not have uses commensurate with its cost in terms of the burden
placed on the respondent.

To reduce the burden on the respondent, the practice used by the
Defense Department might be followed. This practice is to exclude
from the inventory all machinery and equipment items below a certain
value. A special study should be made to determine the extent of
the inaccuracies in the wealth estimates introduced by use of this
procedure and also, concurrently, to determine the cutoff value, if any.
In addition, the fact that approximately 29 percent of the value of
Federal machinery and equipment on June 30, 1962, primarily that
under the control of the Department of Defense, did reflect current
values reduces the task even further.

A desirable format for the basic inventory of machinery and equip-
ment would be parallel to that employed by GSA in 1954-55 for real
property, but with the modification suggested above to show cost by
groups of years of acquisition for each type. Following the basic
inventory (to be accomplished by 1970), annual reports of additions or
retirements would keep the inventory up to date. An assumption that
retirements were always of the oldest vintage, necessary to maintain
a running picture of age-composition, may not generally be correct.
This suggests the need for periodic inventories, possibly once a decade.
While this would be the desirable procedure, sampling techniques, dis-
cussed above, could be substituted, if necessary.
Price indexes

Studies should be made by the agency processing wealth data to
determine the extent to which currently available price indexes for
the private sector are applicable to the Federal sector, in view of the
probability of differences in the product mix between the two sectors.
Special indexes should be constructed where existing ones prove
to be inadequate.
Depreciation

It is recommended that the agency processing wealth data compile
capital stock estimates both gross and net of depreciation. However,
it is not recommended that depreciation be calculated for weaponry of
the Department of Defense. This means that only gross stock figures,
not net stock, will be available for the economy as a whole.

The concept of depreciation is widely recognized by economists and
businessmen. A proper estimate of business costs must include de-
preciation and the imputed interest on depreciated capital stock.
Such computations are necessary in projections used to choose among
alternative investments.
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Federal Government accounting practices do not recognize deprecia-
tion except for Federal enterprises. For purposes of consistency
with wealth estimates for the private sector, depreciation on Federal
property should be computed. This calculation would be made by the
unit making the wealth estimates, because Federal operational orga-
nizations would not have the information needed to calculate deprecia-
tion; nor is it recommended that existing Federal accounting practices
in regard to depreciation be altered.

The calculation of depreciation would require no additional informa-
tion other than that required to compute replacement cost-book cost
figures and groups of years of acquisition. This information, to-
gether with the results of studies to be made to determine the useful
lives of various types of property, would be sufficient to make the de-
preciatiori calculation. Where Federal property has coui1terparUs ill
the private sector, the results of studies of useful lives in the private
sector could be applied. For property peculiar to the Federal sector,
whether because of its type or the use to which it is put, additional
useful life studies would have to be made by the unit preparing the
wealth estimates.

Some members of the group stressed the fact that many types of
military equipment are maintained at 100 percent of operational ef-
ficiency. Furthermore, in many instances they are maintained in
this state of readiness even after they are made obsolete by newly de-
signed equipment; they are used either for training purposes or as
reserves.

Other members felt that this view fails to give consideration to the
repair and maintenance expenditures which properly should be capi-
talized in keeping equipment at 100 percent of operational efficiency,
and to the probable increase in legitimate maintenance costs with time.
It was also felt that technological advance is a potent force causing
the relative service value of aging weapons to decline.
Inventories

Inventories should be valued at current prices. For many types of
inventories, book value is close to current market and is acceptable.
Inventories held by the Commodity Credit Corporation and stockpiles
of strategic materials are examples of holdings which do not reflect
current-market value. Special studies are recommended to determine
the current-day values of these types of stocks.

FINANCIAL ASSETS

The working group recommends that data on the financial assets
and liabilities of the Federal Government, together with data on tangi-
ble wealth, be cast into balance sheet form. The Group recommends
this presentation so that the data on the Federal sector can be linked
to data on other sectors of the economy for which balance sheets will
be constructed. The group does not feel, however, that a Federal
balance sheet has any analytical role in discussions of the size of the
Federal debt and use for that purpose is to be discouraged.

Detail on financial assets by type should conform to those recom-
mended for use in the private sector by the Financial Claims Working
Group. The accounts provided for on form 220 by the Treasury ap-
pear to be flexible enough to recast along private sector lines. If not,
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some accounts on form 220 will have to be broken down. At the time
that the coverage by agency of form 220 was increased to comply with
the Dawson committee's request for asset data, liability information
was not required of the additional agencies which then had to report.
Information on the liabilities of these agencies should be collected.

Financial assets and liabilities should be shown for the same agencies
for which tangible asset data are to be shown. It is recommended that
they be shown both gross and net of interagency claims, as they are
on form 220.

The financial assets of Federal Government trust funds, mainly
Federal Government securities, should be shown separately. The
liabilities of these funds to the household setcor are difficult to measure
and subject to change by law.

Most financial assets and liabilities can be valued at the amount at
which they are carried on the books. For some Federal claims on
foreigners, such as soft currency loans, valuations are much more dif-
ficult. The recommendations of the Working Group on Net Foreign
Claims should be followed in instances such as these.

SUPPLEMENTAL STATEMENT BY JOSEPH D. COHN

EXECUTIVE OFFICE OF THE PRESIDENT,
BUREAU OF THE BtTDGET,

Washington, D.C., February 25, 1964.
Mr. JOEL POPEIN,
Secretary, Working Group on Federal Government Wealth, Wealth

Inventory Planning Study, George Washington University,
Washington, D.C.

DEAR JOEL: I have reviewed the draft report of the Working Group
on Federal Government Wealth and attached are a few comments and
suggestions which you may wish to consider in any further drafting
and editing of the final report.

As you know, I have serious reservations concerning the usefulness
from an operating and program standpoint of a current value inven-
tory of Federal real and personal property. I am also concerned
about the cost of such an effort. I will not presume to influence the
group's conclusions on this point since I realize its objectives involve
the need for economic indexes which I am not qualified to evaluate
fully. I will not object to this feature of the report so long as it is
understood clearly that my role in the group was primarily that of
a technical adviser on the availability and reliability of data on real
and personal property.

Sincerely,
JOSEPH D. COHN,

Management Analyst, Property and Supply Managerment Branch,
Office of Managemient and Organization, Bureau of the
Budget.
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PREFACE

Meetings of the Working Group on State and Local Government
Wealth were held on July 23 and September 30,1963. This report at-
tempts to reflect the consensus of the group, but no member should be
held responsible for all the views expressed therein. All the members
of the working group, except Mr. Moor, reviewed a preliminary draft
of the report and were free to submit supplementary statements for
inclusion in the final report to clarify their individual views if they
so desired. However, sole responsibility for the final wording of the
report rests with the secretary.

The secretary wishes to acknowledge the assistance of John W.
Kendrick and Joel Popkin in the preparation of this report.

ERIN M. WOODALL.
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STATE AND LOCAL GOVERNMENTS

I. SCOPE OF STATE AND LOCAL GOVERNXIENT SECTOR

The definition of governments used by the Bureau of the Census in
its census of governments reports was adopted by the working group
to delineate the scope of its sector. According to this definition, State
and local governments include the governments of the 50 States and
those of cities, counties, townships, school districts, and speaial clis-
tricts, as well as the departments, boards, commissions, and other orga-
nizationial units of these governments which are subject to their admin-
istrative and fiscal control through the appointment of officers, determi-
nation of budgets, approval of plans, and other devices.

As thus comprehensively defined, the State and local government
sector is not limited to agencies or activities which are tax supported
but includes, in addition, public agencies which engage in selling goods
or services to the public. Census Bureau reports distinguish five kinds
of such enterprises from the "general government" category: Alcholic
beverage stores, and local utilities providing water supply, electric
power, transit, and gas supply services. Other activities of State and
local governments which involve sizable amounts of revenue from
charges or which are quasi-commercial in nature include: The dormi-
tories and other auxiliary activities of public colleges; public housing
projects; publicly operated hospitals; port facilities; airports; ferries;
and toll roads and bridges. Under the proposed definition, all such
agencies and activities would be included in a wealth inventory of
State and local government; none would be omitted merely on the
basis of its resemblance to nongovernmental enterprises, or its self-
supporting nature.

Adoption of this definition throughout the inventory would prevent
duplication of the assets of business-type government enterprises.

II. SPECIAL USES OF STATE AND LOCAL GOVERXNMENT WVEALTH DATA

Property accounting historically has had a low priority in State and
local government circles. In spite of this, the working group believes
that the respondent governments would find the data produced by a
wealth inventory useful for internal management purposes. A better
knowledge of the functional and geographic distribution of existing
assets, for example, would facilitate the making of capital budget de-
cisions. An accounting of changes in capital stock in the government
sector would also be helpful in connection wvith productivity analysis.

Published data on State and local government finances compare reve-
nues with expenditures in dollar terms but are not related to assets.
An inventory of State and local government assets would indicate
the magnitude of public investment within the sector. Taxpayers,
armed with information on what their tax dollars are buying, would
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be able more intelligently to influence decisions regarding government
acquisition of additional assets.

In the realm of public education, an inventory of public school as-
sets would provide valuable information on the status of facilities in
the various school districts and make it possible to set regional, State,
and local school district norms. This information also would be use-
ful for the evaluation of school management practices, such as the
accumulation of current funds for capital outlays, and the planning of
future investments in educational facilities.

An inventory of State and local government wealth with detail on
the composition and the functional and geographic distribution of
government property would enable planners and public officials to
determine the comparative level of public facilities and thus better
assess public accomplishments and needs. This information also
would greatly facilitate capital improvements program planning in
the public sector.

Lastly, such an inventory is an essential part of a system of national
wealth estimates.

III. SUMMARY REvIEw or AVArLABLE DATA ON STATE AND LOCAL
GOVERNMENT WEALTH

This review indicates most, though not necessarily all, of the kinds
of information on the intangible and tangible assets of State and local
governments which have been collected and published. Information
on the financial assets of State and local governments has been gathered
by the Bureau of the Census but no such comprehensive body of data
on the tangible assets exist. A few Federal agencies administering
Federal aid programs in certain functional areas, such as education
and highways, and related organizations in other areas have assembled
some data on the tangible assets of State and local governments in
their particular spheres of interest, but the completeness of the data
varies substantialy.

BUREAU Or THE CENSUS SURVEYS

The Bureau of the Census regularly assembles comprehensive data
on the financial assets of State and local governments, and has done
so annually since 1952. These figures are based upon substantially 100
percent coverage for census of governments years; i.e., 1957, 1962, etc.
For other years, the data include sample-based estimates for local
governments along with State government figures based on complete
enumeration. The 1961 local government estimates were computed
on the basis of a sample of 10,000 local governments out of a U.S. total
of 90,000 such units and included all 310 cities with populations of
50,000 or more, all special districts with a debt in excess of $1 million
in 1957, and all of the larger local government units in each of the
50 States. Of these included in the sample, approximately 90 percent
actually responded to the mail questionnaire.
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The Census Bureau data are available in relatively summary form
by States but in greater detail nationally, by level of government. For
example, financial holdings are classified by type of fund:

Employee retirement.
Unemployment compensation.
Other insurance trust funds.
Debt offsets.
Bond funds.
All other funds.

Cross classification is provided by type of asset:
Cash on hand and on deposit.
Federal Government securities.
State and local government securities.
Nongovernmental securities.

A further breakdown for the nongovernmental securities by type
is also developed regularly for the retirement system, which accounts
for the bulk of all such State-local holdings.

Some background information for measuring the tangible assets
of State and local governments is available from Census Bureau
statistics on State and local government expenditures, especially
their capital outlays. These data are developed annually in terms
of amounts spent in the categories of new construction, equipment,
and land and existing structures, cross-classified by function and
by level of government. Local government data consist of sample-
based estimates except for census of governments years. National
totals with detail by type, by function, and by levels of government
are available on a consistent basis for each year since 1952. Capital
outlay statistics for individual States with less detail have been com-
piled annually since 1957. Summary national totals by level of gov-
ernment also are available for selected earlier years back to 1902.
These data include an undetermined amount of spending for expend-
ible items used in connection with capital investments.

OFFICE OF EDUCATION SURVEYS OF SCHOOL PROPERTY

The U.S. Office of Education compiles data on the value of elemen-
tary and secondary school property in the public school system on the
basis of reports submitted by State departments of education. States
are requested to report the original cost of school property plus the
cost of all additions and alterations, but are permitted to report re-
placement cost or insurance coverage figures if original cost data are
not available. Hence, data from individual States are not always
comparable. Biennial Surveys of Education in the United States be-
tween 1929-30 and 1950-51 gave totals by State. Subsequent surveys
include additional detail by State in three categories of property, i.e.,
sites, buildings, and equipment, but not for every State. Thirty-
seven States and the District of Columbia reported property values
for their public school systems in the 1959-60 survey but several of
these reported the total of site and buildings values only and two others
reported estimates of the aggregate value of school property only. A
list of the major categories of wealth data included in the property
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accounting system recommended for public school systems by the U.S.
Office of Education is found in annex A of this report.

Similar data on the property of publicly controlled institutions of
higher learning are available in the Biennial Survey of Education in
the United States. These data are based on a comprehensive survey
of all such institutions. Response to a 1957-58 questionnaire repre-
sented 93.6 percent of the entire group. The value of tangible assets
was reported by State in the categories of land, buildings, improve-
ments other than buildings, and equipment. These surveys also give
amounts of intangible assets by State including dollar amounts of
plant funds added during the year, and of plant fund liabilities at the
end of the year.

A 1962 National Inventory of School Facilities conducted in con-
junction with a civil defense survey of shelter facilities provides in-
formation on the total number of instructional rooms in public school
systems by State with detail on the number of rooms in nonpermanent
buildings, offsite facilities, and in permanent buildings.

A further breakdown of instructional rooms in permanent buildings
shows the number of rooms completed prior to and after 1920 cross-
classified by combustibility characteristics.

Some jurisdictional problems complicate the collection of wealth
data in public school districts. Legally independent districts maintain
separate property records, but the property records for legally de-
pendent school districts are kept by the county or municipality and
may not be kept separate from other local government records. In
addition, there are some school districts, primarily in the South, which
are legally independent except for ownership of property whose prop-
erty records are an integral part of the records of the respective local
governments concerned.

BUREAU OF PUBLIC ROADS

Data on the physical volume of State and local highways and the
cost of selected portions of these highway systems 'are assembled an-
nually by the Bureau of Public Roads in the report, "Highway Statis-
tics." This report contains a complete inventory of road and street
mileage by State, classified by the level of government responsible for
it. Additional detail on the type of system and type of surface is given
for State-administered highways. Data on the physical volume of all
new construction are available, but cost data are available only for
those portions built under contract by State highway departments or
administered by State agencies. Expenditures of State or quasi-State
toll authorities which are administered separately are not included.

Certain inconsistencies in reporting road mileage distort these sta-
tistics. Some State highway departments report additional mileage
when new lanes are added to existing routes, while other State and all
federally aided highway mileage is recorded on the basis of distance
only, with no increments for additional width. Differences also exist
in the definition of "new construction"; all federally aided work is
classified as "new construction" since Federal law specifically prohibits
the use of Federal funds for maintenance or repair work, but similar
work which is not federally aided may be classified as "maintenance"
and excluded from the new construction figures reported by the State
highway department. The construction of publicly owned or managed
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toll road authorities also is excluded. The annual construction cost
data are a fairly accurate measure of State-administered capital in-
vestment in highways during the past 20 years but do not include any
of the investment of local governments in most States. Exceptions
include all counties in Delaware, North Carolina, and West Virginia,
and eight counties in Alabama where road construction is under State
control.

PUBLIC UTILITY WEALTH DATA

An inventory of water and sewage facilities in incorporated commu-
nities with 100 or more population and in unincorporated communities
with 500 or more population was made by the Public Health Service
in 1945. Subsequent inventories in 1948, 1955, and 1960-61 were re-
stricted to communities of 25,000 or more population. These inven-
tories contain information by State on the type of ownership, plant
capacity, population served, and the dates the system was installed and
put into operation but do not include any cost or value data for these
facilities.

The book value of private and public water supply and treatment
facilities was estimated by the American Water Works Association
in 1950, 1955, and 1960 on the basis of information collected from
a sample group of companies comprising 2.5 percent of all such com-
panies. Data collected included original cost, year completed, and
amounts and rates of depreciation.

Some idea of the cost of water and sewage facilities constructed un-
der contract can be obtained from the construction expenditure figures
published annually in the Engineering News Record. The usefulness
of these figures for a State and local government wealth inventory is
limited, however, by the fact that much of the construction work on
publicly owned facilities is not done under contract.

Data on the tangible and intangible assets of public electric com-
panies is compiled annually by the Federal Power Commission. These
surveys encompass all companies with a capital investment of $100,000
or more and give information on total financial reserves, reserves for
depreciation, and the value of plant, equipment, and other tangible
assets.

HOSPITAL INVENTORY

The American Hospital Association annually compiles and pub-
lishes an inventory of all licensed hopsitals with information on the
value of tangible assets, such as land, buildings, equipment, the value
of intangible assets less liabilities, the year operations began, and the
number of beds. These data are available by State and locality and
are classified by type of ownership, private or public, and by the level
of government in the case of publicly owned hospitals.

RECREATION SPACE SURVEY

An inventory of the net acreage of public nonurban outdoor recre-
ation apaee was made by the U.S. Outdoor Recreation Resources Re-
view 1ommIssion. The Federal- and State-managed recreation area
acreage figures were verified directly by the administering agencies
but nonurban local government recreation area acreage figures were
compiled from published sources and State agency information without
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verification by the local governments involved. This survey covered
only a portion of public recreation landholdings of State and local
governments since it excluded all such space within the boundaries of
cities and towns. Acreage totals were tabulated by State and classi-
fied by level of government.

IV. SummARY OF RECOMMNENDATIONS

A. DATA OBJECTIVES

The working group recommends that a wealth inventory of State
and local governments include all types of tangible and intangible as-
sets in terms of their current market value, classified insofar as pos-
sible by function, by type of asset, by level of government, and by
State and standard metropolitan statistical area. However, decisions
regarding the feasibility of this amount of detail have to be postponed
until more information is obtained from pilot studies regarding the
types of records and wealth data available in this sector.,
1. Detail by function

The classification of State and local government assets according
to the broad functional use categories currently used by the Bureau
of the Budget to classify Federal expenditures and realty and per-
sonalty was recommended in order to maintain comparability between
the two public sectors of the wealth inventory. Allocation of assets
used in more than one functional use category should be made on the
basis of predominant use.

The working group recognized that these functional categories differ
from those currently employed by the Bureau of the Census in report-
ing State and local government finances but feels that reconciliation
of these two schemes of classification should present no special diffi-
culties. Categories which are common to both include education,
public welfare, highways, aviation, water transportation, parks and
recreational resources, courts, fiscal operations, and interest on debts.
Some of the Bureau of the Census functional categories such as police
protection, fire protection, sewage, sanitation, and utility expenditures
do not appear as separate headings in the Bureau of the Budget classi-
fication but assets in these categories can be included in the general
government category.

Assets of public agencies engaged in selling goods or services to the
public included in the State and local government sector would not
conform to the above-functional classification. The working group
recommends that these be treated like the assets in the private sector

'The following qualifying statement was submitted by Dick Netzer: "In view of State
and local government practices with regard to property accounting, it is highly likely that
even a relatively lavish commitment of resources to the development of wealth data for the
State-local sector will produce results which are incomplete and of doubtful reliability as
benchmark estimates. I suspect that the principal usable result for tangible assets would
be a set of physical volume data which, however, would have some major holes in it. Since
even this would be a costly undertaking, it may be considered questionable, although I
think it justifiable to pursue it on a pilot and preliminary basis as one step in a long-range
program of fostering improvements in wealth data for this sector. A far more favorable
benefit-cost ratio, in my opinion, would attach to efforts to improve the quality of indirect
estimates of State-local wealth, by intensive exploitation of detailed expenditure data for
earlier years and improvements in expenditure data in connection with current Federal
statistical programs involving State-local governments (Census, Public Roads, Office of
Education, etc.) especially the 1967 Census of Governments.
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and classified according to standard industrial classifications to facil-
itate cross-classification between these portions of the wealth inven-
tory.
2. Detail by type of asset

The working group recommends use of the following major
categories:

Land.
Buildings.
Facilities and other structures.
Machinery and equipment.
Inventories.
Mineral resources.
Financial assets.

The classification of tangible assets should correspond insofar as
possible to that used by the General Services Administration in report-
ing the assets of the Federal Government.
3. Detail by level of government

The working group recommends that national aggregates be classi-
fied by level of government and by type of local government, i.e.,
counties, municipalities, townships, school districts, and special dis-
tricts, and that totals for individual States be broken down by level
of government. Additional detail by type of local government for
individual States, although desirable, would not be teasible if local
government data are based on estimates derived from a survey of a
stratified sample of such units. If, as indicated in a later section of
this report dealing with collection techniques, the costs of canvassing
each and every local government do prove to be prohibitively high,
local governments not included in the sample should be encouraged
to compile their own wealth inventories.
4. Regional detail

Assets should be reported for States and for standard metropolitan
statistical areas, if possible. Detail for counties in certain functional
categories such as education- probably would prove useful, but the
advisability of collecting this additional detail for each of the States
is doubtful in view of the substantially larger cost this would entail.
5. Physical vonume data

A general belief that many users of State and local government
wealth data would be interested in the physical volume as well as the
value of major types of assets in this sector led the working group
to recommend that land be reported in terms of acres, and buildings
and other structures in terms of square feet of floor space. A pilot
study would be needed to determine the feasibility of developing
physical volume data on machinery and equipment used in connection
with the various broad functional use categories at least on a sample
basis. Standard definitions regarding the classification of physical
volume data would have to be applied in the collection stage in order
to maintain comparability in the reporting of machinery and equip-
ment. The small amounts of diverse assets included in the inventories
category makes the collection of physical volume data in this category
inadvisable.

38-135--64--30
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6. Leased assets
The working group recommends that the inventory of State and

local government wealth include assets leased by State and local gov-
ernments from owners outside the sector as well as assets owned by
State-local governments and leased to parties outside the sector in
order that the amount of assets used in the sector as well as that owned
by it is shown. However, assets owned by individuals and business
enterprises outside the State-local sector should be reported separately
so that these can be deducted from the totals of this sector when overall
national aggregates are compiled. In the absence of value data for
assets leased from outside the State and local government sector, cur-
rent market values of these assets might be estimated on the basis of
standard ratios which exist between gross rentals and market value for
a number of types of rental property. However, caution should be
exercised to avoid the use of subsidy rentals or the application of
"standard" ratios to nonstandard properties.

It was recommended that leased assets be classified by function, if
possible.

B. COLLECTION PROCEDURES

The number of reporting units incuded in a wealth inventory of
the State and local government sector depends in part on the amount
of resources which can be devoted to data collection and in part on
the amount of fieldwork needed to verify the raw data received from
the respondents. A pilot study of the types of property records
which exist in this sector is needed to clarify the latter requirement.

In the absence of sufficient information regarding the availability
of wealth data in the State and local government sector, detailed
recommendations regarding collection procedures were not possible.
The working group tentatively suggests that all State governments
and a sample of local governments, including at the minimum the 100
largest counties, the largest local government in each State, and a
representative group of all other local governments be included in a
survey of wealth data. The sampling procedures currently used by
the Bureau of the Census in its census of governments were endorsed
as a generally sound approach to this problem.

C. COLLECTION AGENCY

The working group recommends the use of a single collection
agency on the Federal level which can establish standard reporting
definitions and procedures, such as the Bureau of the Census, as the
best means of maintaining consistency in the collection and reporting
stages of a national wealth inventory. However, consultation with
Federal agencies with previous experience in data collection in this
sector, such as the Ofce of Education and the Bureau of Public
Roads, during the planning stage was considered advisable.

D. PILOT STUDIES

1. Pilot study of property records
There was a general consensus in the working group that more in-

formation on the quality and types of property records in the State
and local government sector as well as a better knowledge of the rela-
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tive magnitude of the various assets in this sector was needed in order
to evaluate the collection and reporting problems that a wealth inven-
tory in this sector would entail. Without such information only tenta-
tive suggestions regarding the feasibility of a wealth inventory are
possible.

The working group therefore recommends that a pilot study of the
property records and assets of a sample group of State and local gov-
ernments be made. Some governments with relatively poor property
records as well as some of those with better ones should be included in
such a pilot study since it is quite likely that these differ significantly.

A field study was considered the best method of obtaining the nec-
essary information because of the great diversity in accounting pro-
cedures and organizational structures among local governments. It
was felt that a mail questionnaire would produce very little in the
way of useful information regarding the property records of local
governments without a field evaluation of the results because of the
lack of standardized terminology and reporting procedures. How-
ever, a mail survey conducted by the State Budget Officers Association
was suggested as a possible source of information on property records
and assets of State governments. The president of this organization,
who was a member of the working group, indicated his willingness
to cooperate with such a venture.
2. Pretests of inventory questionnaires

In view of the relative lack of prior experience in the collection of
wealth data in the State and local government sector, the working
group recommends that some pretests of the proposed inventory ques-
tionnaires for this sector be made. This would facilitate the plan-
ning of the actual inventory and point out some of the trouble spots
ahead of time.

3. Planning studies
In addition to pilot studies of property records in a sample group of

State and local governments, the working group suggests that addi-
tional information useful in the planning of a wealth inventory in this
sector may be obtained from management consulting firms, who have
conducted surveys of financial and other records for State and local
governments, and from public officials responsible for keeping these
records.

V. VALUATION PROBLEMS AND RECOMMENDATIONS

The working group agrees that ideally the value of assets included
in the wealth inventory of this sector should represent current market
value. However, the fact that most State and local government
property records are kept in terms of original cost and the lack of an
active market for most tangible assets in this sector makes it necessary
for these values to be estimated on the basis of available data. In gen-
eral, the working group doubted the feasibility of asking respondents
in this sector to make such estimates in view of the limitations of time
and resources of most respondents and the lack of comparability of the
raw data in this sector. The one exception to this generalization is the
category of inventories and supplies for which most respondents would
have fairly current market value data.
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The working group therefore considered a number of alternative
methods to estimate the current market value of tangible assets from
the data believed to be available in this sector.

A. REPRODUCIBLE ASSETS

Replacement cost less depreciation was recommended as the basis
for estimating the current market value of most reproducible assets
such as buildings, facilities, and other structures, and equipment. This
method would require as a minimum, the collection of data from a
subsample of governmental units on the book value or original cost
of depreciable assets, by types, and by year or period of acquisition.
Then the estimating agency in the Federal Government could apply
appropriate price indexes for each type of asset in order to revalue to
current gross reproduction cost. To obtain estimates net of deprecia-
tion as an approximation to market price the initial outlays at repro-
duction cost would have to be depreciated by the estimator using the
best available information on average lengths of life of the durables.
These problems are discussed in some detail in the report of the Work-
ing Group on Federal Government Wealth and need not be repeated
here. It is obvious that additional information should be sought on
the prices paid by governments for construction equipment and on the
useful lengths of life of these durables.

An alternative source of market value data for buildings and other
structures in this sector is insurance figures. Most local governments
insure such assets although most State governments do not. The
value placed on these assets for insurance purposes is a fairly reliable
estimate of their current value and might constitute a valid check on
estimates obtained by other means.

B. LAND AND OTHER NONREPRODUCIBLE ASSETS

The estimation of the current value of land owned by State and
local governments presents a major problem. Most State and local
governments do not maintain value records for land owned by them
and those which do exist bear no consistent relationship to current
market value. When property tax assessors are required to value
tax-exempt property, as they are in a number of States, their assess-
ments have a very low overall reliability. Since the property is
exempt from the tax, the owner has no reason to challenge the validity
of the assessment, nor has the governing body any incentive to see
that reasonable accuracy is maintained. Therefore, the figures tend
to be rather arbitrary and hastily considered, and constitute a poor
source of information on current market value.

In order to maintain comparability with similar holdings of the
Federal Government, the method recommended by the Public Lands
Subgroup of the Working Group on Natural Resources for valuing
Federal lands should be used to value extensive park and recreation
land owned by State and local governments. A fuller explanation of
the recommended approach is given in the report of the Working
Group on Natural Resources but in brief this method involves the
establishment of pricing boards in the various regions who would set
"shadow prices" for Federal land exclusive of mineral resources. These
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same estimates of market value could be applied to State and local
land of a similar nature in these areas.

Some techniques of valuing other types of land owned by State
and local governments are described in a separate memorandum found
in annex i at the end of this report. Briefly, this memo suggests
that land under public improvements can be evaluated in terms of
alternative use. However, this approach involves complex calcula-
tions which entail a number of uncertainties. The memo suggests
that the value of land under streets, which is a special valuation prob-
lem of significant proportions in the State-local sector, can be imputed
on the basis of the average square foot value of the property facing
the streets on both sides. Since the value of the land on two sides of
a street may vary, an average value which ignores depth calculations
would lave to be used. This method assumes that the streets will re-
main in their present use since the presence of the streets directly
influences the value of the land facing them.

From a practical standpoint, calculations of private land values to
apply to public holdings in the State and local government sector
probably would have to begin from local property tax assessment data,
but, in view of the unreliability of such data in many areas, special
devices for correcting this raw data would have to be used. Special
expert panels made up of competent private appraisers could establish
the average value of private land in a stratified sample of State and
local government areas and use these figures to carefully check the
assessment data obtained from other State-local jurisdictions. The
resultant estimate of average square foot value for privately owned
land in a local jurisdiction could then be imputed to the total area
of publicly owned land. Any such method entails crudities which
more refined valuation methods might mitigate but, for wealth in-
ventory purposes, a relatively simple method, even if crude, has
advantages.

VI. FINANCIAL ASSETS AND LIABILITIES

The working group recommends that the wealth inventory of the
State and local government sector include balance sheet information
on financial holdings. If possible, data on types of financial assets
of State and local governments currently collected by the Bureau of
the Census for the census of governments reports should be expanded
to provide the amount of detail on types of assets recommended by the
Working Group on Financial Claims for the inventory of financial
claims in the nonfartn business sector. Census data also needs to be
supplemented with data on corresponding liabilities.

The exact magnitude of the financial assets and liabilities collection
problem in the State-local sector cannot be ascertained without addi-
tional information on the type of information available in this sector,
but on the basis of existing knowledge it would appear that a number
of smaller local governments do not keep estimates of the potential
claims against assets in funds such as fire and police pension funds.
In general, the collection of inventory data for pension funds in the
State and local government sector should correspond with the treat-
ment of these assets in the business sector of the wealth inventory
recommended by the Working Group on Financial Claims. This
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group recommended that the Labor Department expand the informa-
tion it now receives annually from private pension funds and that this
be used as the basis of wealth inventory data.

VII. INVENTORIES

The working group agreed in principle that data on inventories
should be included in a wealth inventory of the State and local gov-
ernment sector, but there was some disagreement regarding the prac-
ticality of collecting such data in this sector. Some members of the
working group felt that the poor quality of inventory records in the
State and local government sector and the need to make seasonal
adjustments in the values reported would make the collection task more
difficult than the relative size of these assets in the sector warranted.
A final decision would have to be made on the basis of the results of the
recommended pilot study of property records in the State and local
government sector.

ANNEX A. CATEGORIES OF WEALTH IN PUBLIC SCHOOL SYSTEMS

A. Reproducible assets and land (see Manual-U.S. Office of Education. "Prop-
erty Accounting for Local and State School Systems," Bulletin 1959, No. 22).

1. School plant including sites, buildings, and equipment.
2. School system supporting facilities, i.e., garages, parking lots, adminis-

tration buildings, etc.
3. Equipment unassigned to particular schools.
4. Inventories.

NOTE.-Records are kept primarily in terms of original costs, costs of additions,
and a quantitative measurement.

B. Intangible assets-Reference is U.S. Office of Education. "Financial Ac-
counting for Local and State School Systems," Bulletin 1957, No. 4; and "Com-
mon Core of State Educational Information," Bulletin 1953, No. S.

1. Fund balances:
(a) Reserves for current operation.
(b) Reserves for capital outlay.
(c) Reserves for bond interest and redemption.
(d) Reserves in clearing accounts.

2. Employees' retirement systems-portion to which beneficiaries do not
have vested rights.

3. Permanent school funds (State)
(a) Land-acreage and value.
(b) Principal and accrued interest.
(c) State indebtedness for assumption of land or funds from per-

manent school funds (a few have recognized a perpetual debt).
4. Permanent school funds (local).

C. Liabilities:
1. Indebtedness-bonded, short term, tax or State aid anticipation notes,

warrants outstanding.
2. Amounts due under lease contracts with school authorities.
3. Judgments.
4. Contracts for construction not yet complete or accepted.

ANNEX B. MEMORANDUM ON LAND VALUATION TECHNIQUES

A number of States require that local assessors place a value on tax-exempt
property and these figures are published from time to time. They have, how-
ever, a very low overall reliability. Since the property is tax exempt, the owner
does not have reason to challenge any figures placed on it by the assessment au-
thorities, nor has the governing body reason to see that the figures are main-
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tained at a respectably high level. Therefore, the figures tend to be arbitrary
and hastily considered.

The usual tests of a willing buyer, willing seller rule are especially difficult
to apply to property held by tax-exempt institutions. During the past 10 years
a surprising number of churches have been sold from one congregation to another,
but schools and most other types of public property almost never sell.

The land under public improvements or open-space land owned by the public can
be evaluated In terms of alternative use. The technical appraisal processes are
complex and subject to error but in the hands of competent experts are reliable
enough to establish guidelines.

The Imputation of a land value to public land, which is used for street pur-
poses, involves a series of assumptions. The value of the property facing the
street is dependent upon the existence of the street. The influence of the street
may be negative; i.e., in the older sections of some cities the meanderings of
ancient streets cut up tracts of land which would be of greater value if assembled.
In most cases, however, the street is a positive factor and the land would be
worth far less without it.

Land is worth more toward the front of any lot than it is at the rear of tne
same lot. Appraisers in general follow some variant or other of the "4-0-2-1
rule." This rule holds that 40 percent of the value of any piece of land, 100 feet
deep, attaches to the 25 feet closest to the street, 30 percent attaches to the next
25 feet, 20 percent to the third 25 feet and 10 percent to the rear 25 feet. If the
land has a depth greater than 100 feet, additional increments of 25-foot depth are
worth progressively less as the distance from the street increases. Hence, an
immediate question arises whether the land under the street is worth as much
as the immediate street frontage or whether it should be valued on the basis of
the average of the total depth of the property facing it.

One possible method would rest on an hypothesis that streets could be evalu-
ated on the basis of the average value of private property facing the street on
both sides. In many instances the land on one side will have a greater value than
that facing the other side. The hypothesis would suggest averaging the value
of the two sides as well as a decision to ignore the depth rule.

An alternative approach, which is simpler, would apply an average value for
land throughout the city. Assuming for arithmetical convenience that this cal-
culation indicated a value of $1 per square foot, all streets in the city regardless
of location would be valued at $1 a square foot.

From a practical standpoint, such widespread calculations of land value would
start from local assessment data. These could be checked with such sales figures
as are available from State tax equalization boards and private sources and a
corrected estimate made of total land value in the corporate limits of the mu-
nicipality. While this latter method entails theoretical crudities which would be
absent from some of the more refined methods, the convenience of its use suggests
that it receive some consideration.
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PREFACE

The Working Group on Household Wealth met on three occasions:
August 2, September 26, and December 6, 1963. The first meeting was
given to discussion of existing data and general examination of the
problem, the second to detailed discussion of procedures for obtaining
data, and the third to discussion of a tentative and incomplete draft,
examination of priorities, and detailed discussion of specific survey
procedures. Several members of the group, at the request of the chair-
man, submitted proposals for dealing with certain areas of household
wealth; in addition, many of the recommendations in the final report
originated with members of the working group.

The report is, of course, the responsibility of the secretary. I have
attempted to reflect the consensus of the group, although no member
should be held responsible for all of the views and recommendations
contained in the report. Individual members of the working group
have been free to write supplementary statements, clarifying their
individual views or dissenting from recommendations, if they so desire.

F. THOMAS JUSTER.
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HOUSEHOLDS

I. USES OF WEALTH EsTMATEs

Analysis of expenditure data strongly suggests that an increasing
share of tangible wealth in the United States consists of assets that
yield consumption services directly rather than indirectly. Such as-
sets (houses, automobiles, household appliances, etc.), are typically
owned by households rather than by business firms. Partly for this
reason, household tangible assets, except for housing and land, have
been largely ignored as a source of national wealth and of real income.
Yet the evidence suggests that by the 1950's expenditures by consumers
on housing and durable goods exceeded expenditures by business firms
on capital goods, continuing a trend that has been observable since
the early 1900's.

Further, the variability of household expenditures on tangible as-
sets is now larger, in absolute terms, than the variability in business
expenditures on such assets. The evidence thus suggests that not only
do we need to know a good deal more about tangible asset formation
in the household sector, but we need to know a good deal more than we
do about the way in which household behavior is related to the stock
of household tangible assets.

A comprehensive census of household tangible wealth would serve
a number of analytical and public policy purposes.

1. An accurate estimate of household wealth in the form of tangible
assets is of interest per se, since it provides the benchmark against
which future trends can be measured.

2. A household wealth inventory would facilitate our measurement
of output itself, since a proper measure of output in a country like the
United States surely involves the use value of the stock of household
assets rather than gross outlays on newly produced assets.

3. Estimates of the distribution of national wealth, now based al-
most entirely on financial (intangible) wealth would be greatly im-
proved; the distribution of tangible wealth among households is
probably quite different from the distribution of financial wealth.

4. By providing accurate data on stocks of goods in the hands of
consumers, a wealth inventory would permit economists concerned
with the analysis of consumer saving and spending behavior to incor-
porate the influence of stocks. Much recent work in the field of con-
sumption theory consists precisely in the attempt to integrate stocks
into a behavior model that focuses on the explanation of expenditures.

5. A wealth inventory could be used as a vehicle to improve our
information about depreciation rates on household tangible assets;
henee, it could facilitate better estimates of household wealth for past
periods from the combination of known expenditure data and more
adequate depreciation estimates.
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6. By permitting a more accurate estimate of total tangible wealth,
a household wealth inventory would contribute to a better under-
standing of long-term movements in the capital-output ratio.

II. REVIEW OF EXISTING DATA

TANGIBLE WEALTH

A comprehensive survey of household tangible wealth has never
been taken in the United States. There have been several attempts
to reconstruct wealth estimates on the basis of deflating, depreciating,
and then cumulating data on expenditures.' The most comprehensive
of these studies are those reported by Goldsmith, which provide esti-
mates for the most important categories of household tangible wealth
for each year over the period 1897 to 1958. The Goldsmith figures are
based on application of the perpetual inventory method to the durable
goods expenditure categories in the national income accounts. Hence,
they are not estimates of total household wealth as we would define it,
although by far the most important components are included. For
example, the Goldsmith figures do not include wealth in the form of
personal clothing, nor do they include do-it-yourself home improve-
ments, semidurable home furnishings, or inventories of perishables.

More important, the Goldsmith estimates are necessarily aggregates
for the entire household sector, since they have been derived from ag-
gregate expenditure data. No information is available about the dis-
tribution of tangible wealth among households. Further, the house-
hold sector itself is a fairly crude residual; for example, the amount
of furniture owned by households as opposed to business firms or
other sectors is based on an arbitrary and quite dated breakdown.

Finally, wealth estimates computed in this fashion can only be as
good as the depreciation data on which they are based. The procedure
is to apply an estimated depreciation rate to relatively broad cate-
gories of durables-furniture, household appliances, etc. The de-
preciation rates are presumably the best and most reasonable ones that
could have been used, but they contain an unknown margin of error.
In our view, household wealth estimates based on a combination of
expenditure and depreciation data should be regarded as a spur for
the improvement of our information about household tangible wealth
rather than as a source of reliable information that needs only a bit of
refinement. In sum, the Goldsmith estimates clearly indicate that
household tangible wealth is a large and growing component of total
tangible wealth. We need to know much more about it than we do now.

Aside from the perpetual inventory estimates, there exist fairly
reliable survey-based estimates for two of the major components of
household wealth, and a few scattered survey-based estimates for other
commodities. Census data on the housing stock appear to be quite
reliable in most respects except that they do not distinguish clearly
between the household (direct consumption) and business use of resi-
dential structures. Estimates of the stock of passenger cars have been
prepared by the Office of Business Economics based on the following:
(a) Sales of domestic cars and registrations of imported cars; (b) sur-

1 Reavis cox and more recently. R. W. Goldsmith.
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vival rates derived from R. L. Polk data, with adjustments; (c) new-
car prices, adjusted for equipment, transportation costs, and discounts:and (d) used-car prices based on market and alternatively on assumed
straight-line and various declining balance depreciation rates. New
tabulations of 1960 census data provided the basis for a distribution
of the passenger car stock among households by various demographic
and socioeconomic characteristics. In addition to these Federal Gov-ernment statistics on owner-occuipied housing and automobiles, the
survey of consumer finances (conducted by the Survey Research Cen-ter at the University of Michigan) has obtained survey data on thevalue of housing and automobiles; the most recent such data were
obtained in 1962.

A limited amount of wealth information has been obtained for house-
hold durable, goods and appliances. For example, both the Survey
Research Center (University of Michigani) and the Census Bureau
have obtained ownership data for washing machines, refrigerators,
ranges, dishwashers, clothes dryers. television sets, hi-fidelity equip-
ment, and room air conditioners. The consumer expenditure surveysconducted by the Bureau of Labor Statistics have also obtained someownership data on house furnishings and equipment. In general.
however, these data do not constitute adequate wealth estimates because
systematic information is not available on prices paid or age on a fewhousehold durables. Plans are currently underway at the OBE toobtain information similar to that already obtained for automobiles.

For other categories of household tangible wealth, some scattered
survey data have been obtained. For example, the Department ofAgriculture has taken surveys of clothing stocks and furniture stocksin local areas, obtaining detailed data on ownership but limited infor-
mation on prices paid and age of item.

Finally, a national but nonrandom sample of 20,000 member sub-
scribers to Consumers Union of the United States was surveyed in1958-60 with respect to ownership of a long list of household appli-ances, automobiles, housing, and furniture. Prices paid, age, andcondition of stock were requested on this survey, which was conducted
entirely by mail. The Consumers Union data have not vet been
fully processed. Because of the nonrandom nature of the sample themain use of these data would presumably be in testing behavior rela-tionships rather than in estimating either aggregates or distributions.

The available survey data on household tangible wealth can only bedescribed as seriously inadequate except for houses and automobiles.
While it is true that these are the two most important single com-ponents of household wealth, other household tangible assets are alarge part of the total.

In 1958, for example, the Goldsmith estimates indicated that thestock of household durables was larger than the stock of automobiles,
and the figures for household durables exclude at least clothing andsemidurable home furnishings.

DElICwENCIES OF EXISTING STRVEY DATA ON TANGIBLES

Available survey information on household tangible wealth has anumber of shortcomings that can be remedied if sufficient resources areavailable.
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(1) None of the available survey data cover more than a small num-
ber of major items of household tangible wealth; most surveys are
limited to automobiles, major appliances, and TV's.

(2) Available data generally do not cover ownership of multiple
items, except for automobiles and housing. The importance of multi-
ple item ownership in the United States is growing rapidly.

(3) Available data do not usually distinguish between the existence
of an item of tangible wealth and the question of whether it retains
any functional utility. This problem is not serious for the items now
covered by surveys, but would be important for any comprehensive
survey of tangible wealth. For example, a second refrigerator used
to store overflow is an item of wealth with positive value; but one kept
in the basement because it had not yet been discarded is not. Simi-
larly, clothing still in existence but not worn because of age or state of
repair should not be counted as tangible wealth.

INTANGIBLE WEALTH

Household financial assets and liabilities have been studied na-
tionally in two specially designed survey projects: the FRB-Census
high-income project and the Survey Research Center annual consumer
finances project. These two projects differ greatly in the amount of
detailed questioning for assets and liabilities. The 1963 FRB-Census
study investigated a detailed array of items with a sample heavily
loaded at high-income levels; much of the detail requested has rele-
vance only to such a sample. Although the samples used for the
Survey Research Center studies were not equal probability samples,
the high-income loadings were not as heavy as in the FRB-Census
project. The Survey Research Center studies of 1953 and 1962 covered
much the same asset and debt concepts as the FRB-Census study, but
respondents were approached with much less detailed questioning.

The FRB-Census data are not yet available 2 for comparison with
data from the Survey Research Center, but the latter have yielded
underestimates of aggregate private holdings of assets and debt.

Methodological studies have indicated that problems of gathering
these data are substantial. On an individual family basis, both over-
reporting and underreporting are frequent, although the net result
appears to be underreporting of financial assets and debt 3 The data
from financial institutions used to evaluate the aggregate estimates
from surveys have never been systematically studiedfor comparability
with the data reported in surveys. For example, it is not known how
much of the discrepancy between survey based and institutionally
based financial institutions is due to differences in the concepts used by
institutions and reporting households.

Considering the apparent reporting errors in the survey data, it
will be asked whether it is desirable to collect financial asset and debt
information on a wealth inventory mainly concerned with tangible
wealth. We think some data on intangibles should be collected.
First, collection of intangibles from the same sample for which tangi-
ble assets are collected will provide more complete net and gross worth

21Preliminary results from the FRB-Census survey were published In the March 1964
Federal Reserve Bulletin.

3Lansing, Ferber, and Maynes have done most of the methodological work In this area.
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data for consumers than has previously been available. Two, survey
methods, though perhaps biased and unsuited for the construction of
aggregate intangibles, are believed to indicate relationships with rea-
sonable accuracy. That is, relevant comparisons can be made between
subgroups, just as comparisons over time are relevant if based on sur-
veys employing similar methods.

In addition to the survey estimates, Goldsmith, Lipsey, and Mendel-
son have published sector balance sheets for the Nation for 1945-58,
and for selected years from 1900 to 1945. Seven sectors-nonfarm
households, nonfarm unincorporated business, agriculture, nonfinan-
cial corporations, finance, State and local governments, and the Fed-
eral Government-have been defined. All nonprofit institutions are
included in the nonfarm household sector, largely for lack of infor-
mation on how to do it otherwise. The "nonf arm household estimates
are derived almost entirely as residuals * * * the balance sheet of
this sector, therefore, includes all items mistakenly omitted from other
sectors and the consequences of all errors made in estimating total
outstanding for any instrument." o4 doubt these balance sheets will
be prepared for later years. It would be an important contribution of
any new program of data collection to make independent estimates for
the items estimated by the methods of residuals.

In conclusion, it is apparent that much constructive work has been
done in the collection of basic data and preparation of estimates re-
lating to household wealth. The chief problem is that the data and
estimates are not comprehensive, nor necessarily consistent. In the
subsequent discussion, since we are concerned with developing com-
prehensive data on a consistent basis, it may appear that we are ap-
proaching the whole field de nouveau. To the contrary, much has
been learned from the experience to date.

III. COVER&GE OF THE HOUSEHOLD SECTOR

How is the household sector to be defined? What are the distin-
guishing features of household tangible wealth, as compared to wealth
allocated to other sectors of the economy ? The simplest criterion to
use appears to be that of legal ownership. By definition, household
tangible assets must yield consumption services directly to their owner,
not indirectly via explicit or implicit resale to a user. Thus, a house
being lived in by its owner is an asset falling into the household sec-
tor, while a rented house is an asset of the real estate industry. The
legal ownership distinction, however, will not always constitute a satis-
factory basis for a meaningful classification. For example, many
individuals use part of their house for what is essentially a business
purpose; doctors and lawyers are the most obvious cases in point,
but the practice is more widespread than that. We would suppose
that a house being used in part for the purpose of keeping an investor's
financial records should be considered as partly a business asset in the

I Goldsmith, Lipsey, Mendelson, "Studies In the National Balance Sheet of the United
States," vol. II, Princeton University Press, 1963. p. 17.

Goldsmith employs 20 intangible assets categories and 13 categories of liabilities. Two
of the asset categories (loans on securities and bank loans, not elsewhere classified) and
seven of the liability categories are not relevant for nonfarm households, agriculture or
unincorporated business. Goldsmith uses, therefore, 18 asset categories and S liability
categories for the sectors we are concerned with.
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financial sector, partly a household asset. The part of the house serv-
ing a business purpose is clearly an asset used to produce money in-
come rather than an asset yielding a direct flow of consumption serv-
ices to the owner.

On the other side, there are large numbers of tangible assets owned
by business firms and used directly by households. For example,
a taxi driver who owns his own cab typically obtains some personal
consumption services from the automobile. Many individuals are
provided with or have access to company cars as part of their condi-
tions of employment. There is little substantive difference between
a company car used partly for personal consumption and enjoyment,
and a privately owned car used partly for business purposes. In
addition, there are respects in which the household sector shades off
into the public sector. For example, every family in a community
has access to a community swimming pool, while some families own
their own pools.

There is no single solution to the problem that would satisfy all
users. It seems to us, therefore, that data should be obtained on both
a legal ownership and on a use or availability basis. For estimating
the flow of consumption services produced by the stock of tangible
assets, use or availability is presumably the appropriate criterion.
But for analyzing expenditure decisions, legal ownership may be more
satisfactory.

We have much more experience with the sectoring problem for in-
tangible than for tangible wealth. We see no concrete reason why
satisfactory estimates of tangible wealth, both owned and/or used
in the household sector, could not be obtained from a survey-type
inventory. However, some of the problems in reconciling financial
estimates derived from surveys with those derived independently from
other sources may also arise for tangible wealth. These problems,
and some proposed solutions for intangible wealth, are discussed in
annex A to this report.

IV. CONCEPTUAL PROBLEMS IN THE MEASUREMENT OF HOUSEHOLD
WEALTH

VALUATION

How should household tangible wealth be valued, in principle? For
measuring the value of stock, the discounted flow of consumption serv-
ices produced by the stock is presumably appropriate. In a perfectly
functioning market, the current market price of the asset will appro-
priately reflect this value. In the household sector, however, markets
are far from perfect, especially with respect to the used assets which
comprise the bulk of the total. For the most part, therefore, we
would presumably have to be content with measuring original cost,
adjusting by an index of price change, and depreciating in accordance
with estimated service life.

On the other hand, for measuring the current flow of services pro-
duced by the stock, it is not so clear that old assets are worth less than
new ones; in some cases depreciation can be ignored provided the
asset remains in use. Valuation in terms of the discounted flow of
future services yields an estimate of the "net" stock of tangible assets,
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while ignoring depreciation as long as the asset continues in service
yields an estimate of the "gross" stock of durables. Again, it can be
argued that both estimates should be obtained since both are useful.
The flow of consumption services from many household tangible assets
is completely independent of age provided that the asset is in good
working order: for example, no one wants a washing machine per se;
what is desired is a flow of clean clothes. Sinilarly, no one wants a
vacuum cleaner in and of itself; what is desired is a clean house. For
these types of assets, gross stocks seems to provide the best measure of
the current flow of consumption services produced. For other assets,
like furniture and probably automobiles, the newness or style of the
asset is an important part of the current flow of services. In this case,
the asset does not provide as large a flow of services when it is old as
when it is new.

In our view, an adequate solution to the valuation problem dependIs
on the degree to which two related problems can be managed. First,
are there available or can there be constructed good price indexes that
make reasonably accurate allowances for quality change? This is an
especially serious problem in the household sector; technological change
has been exceedingly rapid and there is vigorous disagreement about
the adequacy with which existing pirce indexes standardize for quality.
Second, can we obtain reliable estimates of service life and the rate of
depreciation? Both these problem areas deserve special attention and
study prior to embarking on a full-scale household wealth inventory,
since the adequacy of the estimates, even assuming away all the data
collection problems, depends heavily on satisfactory price and depreci-
ation estimates.

OOVERAGE

Which household tangible assets should be included in a wealth in-
ventory ? By tangible wealth we presumably mean a stock of goods
capable of yielding a flow of future money income or future services.
Two questions need to be examined: (1) Conceptually, what should be
counted as household tangible wealth?; (2) in practice, which items
or groups of items do we want empirical estimates for, given that
information has a cost?

Two kinds of cutoff criteria come to mind:
1. Durability or expected service life.
2. Unit cost.

The service life criteria is the conceptually relevant one, since tangible
assets used up in less than some minimum time period are clearly best
classified as current consumption rather than as part of the stock of
assets. Further, it makes economic sense to treat even very inexpensive
items of household wealth-cups and saucers for example-as capital
assets yielding a flow of real income to the owner. There is after all,
a restaurant industry. In purchasing the services of this industry-
a meal-one is buying in part the services of cups, teaspoons, and
dishes. If these constitute an asset to the restaurant industry, they
surely must also constitute an asset to households who prefer to eat
in rather than out. In fact, of course, we think it quite probable that
cost considerations will dictate a cutoff below the level of "everything".
Obtaining a comprehensive inventory of all household assets would
be a very expensive and time consuming proposition, and the expense
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of obtaining the last several hundred pieces of information may be
quite large relative to the value of the information. A case in point is
food and fuel inventories, espcially the former. The cost of gathering
accurate data is likely to be substantial, and it may be questioned if the
information is worth the cost.

V. PROBLEMS IN COLLECTING WEALTH DATA

REPORTING DATA

Which vehicle should be used for a household wealth inventory?
In general, two types of procedures are feasible. The first is the per-
petual inventory method, the one used in the Goldsmith estimates, for
which the necessary ingredients are data on expenditures, initial stocks,
and depreciation. It seems to us that this method is better suited to
updating the results of a comprehensive inventory than for producing
the inventory from scratch. As we have noted before, both the com-
prehensiveness and the reliability of the available perpetual inventory
estimates are very difficult to judge, and we think an alternative ap-
proach is necessary. The only other alternative consists of some kind
of household survey.

For this purpose, it seems to us that the 1970 decennial census records
could be used as a universe for the selection of household wealth in-
ventory sample housing units. There may well be need to use more
than one sample from the housing census frame, since there are several
highly specialized types of assets where sampling errors will be mini-
mized with unequal weights for the sample. Further, it seems to us
quite probable that a good deal of experimentation will be essential in
order to get the most from the resources available for the wealth
inventory. Many of the problems involved have never been faced
before. Judgments about what is feasible are based on intuition rather
than experience, and many of the important questions do not presently

have clean-cut answers.
The survey procedure has the additional advantage of providing

a possible basis for improving our knowledge of depreciation rates,
hence for reworking estimates of household wealth based on expendi-
ture and depreciation data. From a wealth inventory, it is possible
to construct good depreciation estimates for particular items provided
that sales to households of the item are historically available in terms
of numbers of units, and provided that the age of each item in the
current inventory can be established. The number of units still in
existence can be established from the survey. If the age of each item
in the inventory is also known, the data show the number of units still
in existence that were produced 1, 2, 3, 4, . . . n years ago; that is
the data provide one point on a survival curve for each historical year.
From future surveys, additional points on the survival curve can be
located. Eventually the entire survival curve can be estimated, per-
mitting an estimate of the depreciation rate, as well as changes in the
rate, over time. The major difficulty with this approach is that re-
spondents may be unable to estimate age, particularly if the item was
acquired used rather than new. Further, the necessary estimates of
sales to households can only be obtained by adjusting production esti-
mates for sales to nonhousehold units, and experience with attempts
to do this for other purposes has not been encouraging.
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An alternative approach, which has been tried in the field for several
household tangibles, is to estimate service life from survey data on date
of acquisition and discard; 5 that is, respondents are asked when each
item in their current inventory was acquired, and whether it was ac-
quired new or used. If an item was acquired during the past year the
respondent is then asked whether a similar item was removed from
the inventory, and, if so, when the renoved item had been acquired.
From such data independent actuarial tables for new and used items
can be constructed and average service life under one owner estimated.

TECHNICAL PROBLEMS

Given that a survey of tangible wealth is desirable, a number of prob-
lems need to be explored.

1. What are the limits on interview time? We think it likely that
the optimum interview (least cost per unit of data) is likely to be
fairly long and is likely to involve some investment in the conditioning
of the respondent. Experimentation, review of experience on response
rates, and validation studies are necessary to establish the optimum,
and we do not think anyone really knows how far the limits can be
stretched. For example, to pose an extreme question: Is it really the
case that an interview lasting 30 hours, taken over the period of several
days, is out of the question?

2. What kinds of wealth information can survey respondents be
expected to know, and what is the best technique for obtaining the
information?

3. To what extent can inventory information be obtained by leav-
ing forms to be filled out at the respondent's convenience, using the
interviewer only to explain the schedule and check the responses ? Is
it better to do this only for some categories of tangible wealth? If
so, for which categories?

4. What criteria should be used to value household wealth that is
physically attached to the house-carpeting, for example? Should
the house be valued at its stripped cost, or with whatever furnishings
were included in the purchase price, or at some specified combination
of the two? The problem here is that consistency of treatment among
households is essential if the results are to be meaningful, but the
valuation problem is simplified if items purchased with the house are
valued as part of it.

SURVEY DESIGN

The question of survey design cannot be disentangled from the
question of use. As noted before, there are three general uses to
which inventory data might be put. First, how large is the stock
of household tangible wealth? Second, how is household tangible
wealth distributed among the population, and how does its distribu-
tion differ from that of intangible household wealth? Third, how
does the stock of tangible wealth relate to or influence expenditure
behavior?

It seems clear that the most efficient survey design for the first two
uses (aggregates and distributions) will be different from the most

5 See Jean L. Pennock and Carol M. Jaeger, "Estimating the Service Life of Household
Goods by Actuarial Methods," Journal of the American Statistical Association, June 1957;
and, by the same authors, "Household Service Life of Durable Goods," Journal of Home
Economics, January 1964.
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efficient design for the third. The first two uses are indispensible for
compiling an inventory of national wealth. The third use essentially
constitutes a plus that would be nice to have.

These uses are in conflict because some analyses of behavior require
that all the relevant pieces of information be obtained for every
household: it is not sufficient to assign values to tangible stocks based
on averages for categories or classes of households. But for estimates
of either aggregates or distributions, it is immaterial whether data
are obtained from a single sample of household or from a large num-
ber of samples, each of whom is asked about categories of household
wealth in considerable detail. Since there are probably limits-albeit
unknown ones-to the amount of data that can be extracted from a
single household without sharply diminishing returns in accuracy
and response rate, the optimal survey design for getting aggregates
and distributions is almost bound to include use of a number of sub-
samples specifically designed to obtain certain types of aggregates.

To get at this problem more precisely, let us spell out some general
principles of data collecting, based on experience and theory.

1. It seems to be clearly established that the development of accurate
information on intangible assets requires a sample that is heavily
weighted with high-income households. Sample loading is required in
order to minimize variance. The Federal Reserve Board-Census sur-
vey of financial characteristics, which has been completed but not
fully processed, is surely the most comprehensive attempt ever made to
obtain data on financial aggregates from households. Their experi-
ences suggest, as a minimum, that a survey of tangible household as-
sets simply cannot be added on to a survey that covers household in-
tangible assets completely. The best that might be done is to obtain
some highly aggregated information on intangibles from households
asked to cooperate in a survey of tangible wealth.6

2. Experience indicates that the best way, perhaps the only way, to
build up an accurate estimate of tangible wealth for any particular
category of goods (furniture, major appliances, etc.) is to build up the
aggregate from a detailed listing of the inventory. Expenditure sur-
veys always indicate that the more detailed the listing of products,
the larger the aggregate total of expenditures. Theory and casual
observations support this empirical conclusion. No one can reason-
ably be expected to make a good top-of-the-head estimate of his aggre-
gate holdings of any category, but he ought to be able to provide
enough information on the details of each individual item so that an
aggregate can be constructed.

3. The necessity for building up aggregates from details suggests
that a household wealth inventory may be impractical to obtain from
any one sample of households. The necessary detail would very prob-
ably exhaust the patience of any respondent, and might disastrously
affect the accuracy of whatever responses are obtained. This is especi-
ally the case for any household whose stock of tangible assets is reason-
ably large.

4. A survey, or surveys, of the kind we contemplate is much more
apt to be successful if respondents are carefully conditioned in ad-

"The inclusion of values for houses and automobiles In the wealth estimates available
from the Census-FRB survey of financial characteristics provides an additional means of
bridging the gaps among various surveys.
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vance. Experience suggests that the proper conditioning of respond-
ents can stretch out the limits of interviewing time to a very con-
siderable degree.7

5. It is probably not reasonable to expect respondents to provide
market value. except for durables with active secondhand markets
like housing and automobiles. It is reasonable to expect respondents
to be able to approximate year of purchase and purchase price for
major pieces of equipment, but it may not be reasonable to expect re-
spondents to approximate age for items purchased secondhand to begin
with.

WHAT ARE THE DESIRED OUTPUTS FROM A HOUSEHOLD WEALTH INVENTORY?

Tangible assets
The primary output from the wealth inventory should consist of

estimates of the current value of the stock of tangible assets for each
of a number of broad categories of goods. The categories should be
easily translatable into those used in compiling expenditure data for
the national income accounts, so that the inventory will yield the stock
equivalents to the currently available expenditure data. As a start,
we suggest the following classification:

1. Houses.
2. Automobiles.
3. Major household appliances.
4. Small household appliances.
5. Major recreation durables.
6. Furniture and floor covering not attached.
7. Other major durables, not elsewhere classified.
8. Small household durables.
9. Clothing and semidurable home furnishings.

10. All other, which would include toys and sporting equipment, hobbies, books,
jewelry and watches, and ophthalmic products.

Detailed clasifications covering some of these categories are included
in annex B. Major household appliances are shown in section 1 of
the annex; small household durables and appliances in section 2;
major recreation durables as section 3; clothing as section 4; most of
the product groups in "all other durables" as section 5.

In addition to estimates of the value of stock in broad categories,
we feel that data on a limited number of specific major items of tangible
household wealth should also constitute primary output. The items
we have in mind constitute a major share of household tangible wealth.
Most people expect to see such data in a tangible wealth inventory,
and they are of special interest to numerous institutions and indi-
viduals. For these items, listed below, we need to know ownership,
purchase price, age and general condition:

1. House (owned apartment) 8. Refrigerator
2. Vacation house (apartment) 9. Clothes dryer
3. Automobiles 10. Dishwasher
4. Second automobile 11. Air conditioner
5. Other automobile 12. Television set
6. Washing machine 13. Hi-fidelity equipment
7. Range or stove 14. Boat

7 It is probable that the real difficulty is not the time of the respondent but his Involve-
ment. One useful device is to promise the respondent some results of the survey-perhaps
an estimate of the value of his own inventory of tangible wealth-in return for his co-
operation.
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Intangible Assets
In addition to the desired outputs of aggregate value of stock in

broad categories and values for selected individual items of tangible
wealth, some information on intangible assets and liabilities should be
collected. A comprehensive listing of the desired output is shown in
annex C. If resources will not permit this amount of detail, estimates
of amounts in each of the major categories (liquid assets, debt instru-
ments, common or preferred stock, other intangible assets, housing
debt, and other consumer debt) should certainly be obtained. Even
rough amounts picked from a flash card with broad brackets (none,
under $500, $500 to $999, $1,000 to $4,999, $5,000 or more) would serve
a useful purpose, although such estimates would be valuable mainly
for analysis of distributions and subsequent behavior, not for construc-
tion of aggregates.

We also think it important (and inexpensive) to obtain some
information on the stock of educational capital embodied in the
household. This would require data on age distribution, number
of years of formal schooling, degrees obtained, family income, and
perhaps a few other things. This information is obviously not critical
for estimating either the aggregate stock of tangible wealth or its
distribution. However, it seems to us comparatively inexpensive to
pick up on a wealth survey, and its analytical uses would be consider-
able. This seems to us one of the few areas in which the analytical
needs do not seriously conflict with the objective of getting the best
possible estimate of the stock of tangible wealth.

PROCEDURES FOR OBTAINING DESIRED OUTPUTS

There seem to us two general approaches to this problem. The first
approach would be use of split samples to build up estimates of aggre-
gate household wealth and its distribution among households. In-
formation on age, ownership, purchase price, and condition of stock
would be obtained from a large national sample of households for each
of the durable commodities listed below in table 1. The sample would
be large enough to permit stratification by geographical area, and per-
haps by State or standard metropolitan areas as well. The items in-
cluded in the detailed listing would cover all of the major consumer
durable goods (including housing) that comprise important elements
in household wealth, and the list would be short enough so that the
burden on the respondent would not be impossibly large.
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TmALE: 1.-Inventory information to be obtained from national sample of
households

Method of acquisition

Market
Number Aeo value or Purchased from-

Product owned model purchase Condi- P Received Buy with
year I price 2 tion Cm Fred as gift house

mercial or rela-
dealer tive

House 
3
:

Year-round resi-
dence ------

Summer resi-
dence ------

Automobiles:
Family car
2d car
Other cars

Appliances:
Washing ma-

chine-
Stove or oven.---
Refrigerator
Clothes dryer
Dishwasher
Air conditionern
Vacuum cleaner
Garbage dis-

posal
Recreation durables:

Television set:
I-

Hi-fl equipment
Piano-
Boat
Swimming pool

Furniture:
Living room:

Sofas-
Chairs-
Rugs-

Dining room:
Table-chairs

set .
Rugs .

Recreation room:
Sofas --------
Chairs-
Rugs ---------

Master bedroom:
Beds ------
Dressers --
Rugs ---------

Other bedrooms:
Beds ----.---
Dressers ---
Rugs --------

I Average age, for multiple items not listed separately in stub; i.e., rugs, sofas, etc.
I Average price, for multiple items not listed separately in stub; i.e., rugs, sofas, etc.
3 Including owned apartment.

---------- --:----- :1 ---- ----- I:::-: ----- ----- :::::: --- :T ------------------- -- ----- ---------- ---- : :- ---------- -:: ----- ::---------- I---------- -- - -1 - -- -- - ----- 1:::: --- I --- -----

---------- I:--- --- ::::: ----- ----:- :------ ::----------- --- --- 1:-:-:
---------- ---------- 1--: ------- ---------- I------- :__I ---------- ---------- I----- :----
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The information we think necessary to estimate the value of tangible
wealth in the form of major durables (as shown in table 1) covers
ownership, number owned, age, price, general condition, and method
of acquisition. For the kinds of items listed (all involving large
unit cost) we feel that most respondents would be able to provide the
information with reasonable accuracy, although it might be difficult
to obtain age for items originally bought secondhand. In most cases
respondents would be asked for purchase price rather than market
value; housing is the only clear-cut exception. In addition, we think
it would be useful, for items acquired during the year preceding the
survey, to find out whether a similar item had been removed from the
inventory, and if so, either its age or the number of years that it had
been owned and how it had been disposed of (sold, scrapped, given
away, moved downstairs to the cellar, etc.). As noted earlier, from
information of this sort service life estimates can be constructed.

The wealth estimates would be filled out by a number of special
purpose surveys covering in detail such areas as:

1. Financial assets (as in annex C).
2. Furniture and major appliances (appliances as in annex B,

sec. 1).
3. Small household durables (as in annex B, sec. 2, CES 3275

and 3276).
4. Miscellaneous small household durables (as in annex B, sec.

2, CES 3277).
5. Miscellaneous durables (as in annex B, sec. 5, CES 3716,

3713,3715,3722,3732, 3735).
6. Books, records, and art objects.
7. Clothing and semidurable home furnishings (clothing as in

annex B, sec. 4).
8. Jewelry and ophthalmic products.

For some of the special purpose surveys, less detailed information
about individual assets would probably be satisfactory. For many
of these items, it is likely that the only obtainable information con-
sists of numbers of each type of item in the inventory (dishes, clothes,
most semidurables). For these items, service life can be estimated by
an inventory-acquisition ratio, providing that inventory can reason-
ably be assumed constant through time; if the price of acquisitions ob-
tained during the preceding year is also obtained, value of stock can
be estimated on the assumption that all items in the inventory should
be assigned the price of new acquisitions. Estimates based on these
assumptions should be adequate for the most part, and adjusted esti-
mates can always be constructed by varying the assumptions.

Since the population distributions differ markedly for assets in the
various categories covered by special purpose surveys, sampling errors
would be minimized by selecting samples with differential "loading,"
e.g., the survey of financial assets and liabilities would be heavily
weighted with high-income households, the survey of clothing
weighted about like the population as a whole.

Because some inventory questions would be common to both the
national sample and the special purpose samples, and because the most
efficient "loading" would be different, separate samples would be
drawn for each survey. A common set of classification variables-age,
income, education, occupation, etc.-would be included in all samples.
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Information would thus be available on major items of tangible
wealth for each household in the national sample, and a comprehensive
total built from considerable detail would be available for one cate-
gory of tangible wealth for each household in the special purpose
samples. Total wealth estimates could be obtained by a simple weight-
ing and summing procedure applied to a few of the elements in the
general purpose surveys (houses and automobiles) and to all the special
purpose surveys, -which should be designed so as to achieve complete
coverage of household wealth. Alternatively, total wealth in the form
of major pieces of household wealth would be available from the na-
tional sample; these figures could probably be extrapolated to approxi-
mate the total value of all tangible wealth. This procedure presents
no difficulties for the construction of aggregates and distributions, but
it makes it difficult to use the data for some kinds of behavior analysis.
On the other hand, no one household would be faced with an impossible
burden of reporting on all of its tangible asset holdings in great detail.

The second approach is somewhat more sophisticated than the first.
It is not clear to us that it would be either cheaper or more accurate,
although it may well be both. The general idea is to use statistical
techniques to estimate the value of wealth for each household from
key indicator items for that same household. First, we would start
with a pilot sample-a relatively small sized one-from which an
exhausive picture of household wealth would be obtained, using what-
ever methods (payments, etc.) are necessary to persuade households
to cooperate to the extent that would be required. Along with the ex-
haustive inventory of tangible wealth, we would obtain information
on educational attainments, demographic status, income, and any-
thing else which might reasonably be associated with the stock of
tangible wealth. Having obtained the exhaustive inventory (literally
running down to the tea cups) we would construct aggregates for each
of these households in the kind of output classifications we thought
desirable in principle. That is, we would construct an "ideal" set of
estimates of household wealth for each of the households in our pilot
sample, based on an expensive and painstaking construction of the
aggregates from the details. Because the pilot sample would be small,
the total expense might not be very great although the cost per com-
pleted interview might be high.

Having constructed the aggregates, we would then try to predict
them. We could try to predict separately each of the desired output
categories, or simply the total, or some of the categories in addition to
the total, etc. The predictor variables would be those which seem
sensible a priori and also give good results empirically. If it turns out
that the variance of the known wealth values can be reduced very sub-
stantially by a fairly simple set of predictors obtained from the same
household, we have a vehicle for predicting the total tangible wealth
of any household for whom values of the predictor variables are known
or can be obtained. In addition to the predictor variables, it might be
useful to obtain estimates of particular items in the durables inventory
for every household, as discussed earlier.

The regression procedure would obviate the necessity for obtaining
detailed estimates of wealth holdings from every household in a large
national sample, and would eliminate the necessity for any of the
special purpose surveys. The only information required from the
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entire sample would be the necessary indicator data-the predictors
that emerge from the regression analysis-plus whatever information
about tangible wealth is desired for its own sake as primary output.

There are, of course, some risks involved with this procedure. In
any statistical analysis that relates the value of household wealth to,
for example, value of house, income, age of head, value of dining room
table, presence or absence of an air conditioner, etc. there are bound
to be a large number of items that predict well in a pilot sample but
which have no real relationship to the value of inventory. There
must be a high degree of intercorrelation among the potential explan-
atory variables, and it may be quite difficult to pick out the variables
that are substantively important from those which, by chance, appear
to be important in any given sample. One way of reducing the risk
is to split the pilot sample in half, estimating the relationships from
half the sample and testing it on the other half.

If this procedure turns out to yield sensible looking results, it may
constitute a relatively inexpensive method of obtaining accurate esti-
mates of national wealth in the form of household tangible assets.
It would also go a long way toward reducing the potential conflict
between the aggregates-distributions and the analytical uses of the
data. If a limited number of predictors turn out to give sufficiently
good results (i.e., not much residual variance), the regression-sample
procedure would be less burdensome to the bulk of the respondents
than would any alternative. (It is true, of course, that the procedure
puts a very heavy burden on households in the pilot sample from
which the predictor variables are selected.) Consequently, the limits
of respondent cooperation and patience would probably not be
stretched for the large national sample for whom only the indicator
data plus other primary output would be obtained; hence additional
information-of purely behavioral significance-might also be obtain,
able from the sample. In our view, experimentation with the re-
gression procedure is well worth while and should be started quickly
in order to test feasibility.

ACCURACY AND VALIDATION

Assuming that household wealth estimates can and will be col-
lected, the question arises: How accurate are the data that have been
obtained? The usefulness of wealth data, like any other data, is
drastically reduced if the data are inaccurate. Accordingly, we feel
that some portion of the resources invested in the collection of wealth
data should be invested in methodological studies of two types. The
first type, to be undertaken before large-scale data collection is begun,
would have as its purpose the selection of data collection methods
most likely to be accurate. The second type, to be undertaken con-
currently or after large-scale data collection, would be used to measure
the accuracy of the data-collection techniques actually used. The
second type of methodological investigation would correspond in
intent and achievement to estimates of sampling errors which accom-
pany any respectable investigation utilizing survey methods.

Resources probably would not permit the undertaking of accuracy
studies for all variables for which data are collected, nor would this
be desirable. Accuracy studies should be attempted for variables
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roughly representative of each major class of information, e.g., house
values (representative of real estate), television sets (large household
durables), savings accounts (intangibles), etc.

In terms of current technology, accuracy studies fall under three
headings: (1) validation studies or record checks, (2) differential per-
formance studies, (3) aggregative comparisons. Of these three the
validation study is most precise: errors in survey reports are measured
directly by maing case-by-case comparisons of individual responses
to survey questions with records of (presumably) known accuracy.
This technique has been utilized for such variables as savings accounts,
automobile installment debt, personal loans, and house values. For
the first three of these items the comparison is between the "true"
value-obtained from the records of financial institutions, with the
owner's estimate of value. In the case of house values the comparison
is between owner estimates and those of professional appraisers, since
there is no necessary presumption that "truth" is synonymous with
appraiser estimates.

In the differential performance approach the same type of data are
collected by alternacive techniques under circumstances where there
is a strong presumption as to which technique is superior. The study
provides evidence with respect to the effect of technique on accuracy.
This approach is of greater value for initial selection of techniques of
data collection than for ex post evaluation of accuracy. 8

Comparisons of survey-implied aggregates with independent esti-
mates-presumably from production data or from financial institu-
tions-are of less usefulness for a wealth inventory study because in-
formation on distributions constitutes a major objective. Annex A
discusses some of the major problems encountered in arriving at com-
parable universes for survey and independent estimates of intangible
wealth items.

While it is impossible to suggest specific methodological studies in
advance, it is clear that we would fail in our responsibility to users
of wealth data if we failed to recommend a substantial investment in
accuracy studies.

VI. SUMMARY OF RECOMMENDATIONS

1. A comprehensive survey of household units is needed in order to
obtain better estimates of both the aggregate value and the distribution
of tangible wealth in the household sector.

2. The optimal survey design cannot be determined from the in-
formation presently at hand. Consequently, a sizable portion of the
available resources should be devoted to pilot studies of survey design
and accuracy studies of the wealth data obtained from surveys, before
a full-scale survey is put into the field.

3. It is probable that the most efficient survey design will involve
use of a number of different samples of households, each concentrated
on a particular category of wealth. As a minimum, it seems clear that
very differently structured samples will be necessary to obtain efficient
estimates of tangible, as compared to intangible, wealth; because of the

8The approach was used by Neter and Waksberg to measure the impact of length of
recall period, telescoping (placing an event In an incorrect time period), different respond-
ents In the household, and other factors on the accuracy of reporting of expenditures for
additions, improvements, and repairs to houses.
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heavy demands on respondents made by a comprehensive wealth in-
ventory, it is also likely that a number of samples will be needed for
tangible wealth alone.

4. Further study should be given to the possibility of estimating the
tangible wealth holdings of individual families from specified char-
acteristics of the family. That is to say, it may be possible to predict
tangible wealth with reasonable accuracy from data on house value, age
of household head, ownership of particular items, etc. In that event
there would be no need for multiple samples, since only the data needed
to predict would be obtained from each household.

5. In general terms, a survey of tangible wealth would collect data
on ownership, age of item, purchase price when acquired or current
market value, and possibly condition and method of acquisition. To
make the maximum use of this information it is necessary to have
accurate data on price changes and depreciation rates for items of
tangible wealth. Since reliable price and depreciation data probably
do not exist at present, supplementary studies are necessary and should
be actively encouraged.

6. The longer range usefulness of wealth estimates would be fur-
thered if purchase data could be obtained by reinterviewing a year or
so after the wealth survey. Although this would constitute a further
drain on available resources, it would permit a more accurate investiga-
tion of the role of accumulated stocks in purchase decisions than per-
mitted by existing data, and greatly enhance the usefulness of the
inventory data.

7. The long-range usefulness of wealth estimates would also be fur-
thered if the data could be made quickly and easily accessible to quali-
fied academic research people. This has not always been the case for
basic statistics produced by the Federal Government.

ANNEX A

PARTITIONING OF WEALTH ESTIMATES AMONG SECTORS'

Accurate partitioning of wealth estimates among sectors is desirable for two
reasons: (1) to give an accurate picture of the distribution of wealth by sectors
(however defined), and (2) to facilitate the testing of survey-implied aggregates.
The latter requires elaboration. Much of our data on wealth in the household
sector comes from personal interview surveys. We are greatly concerned with
the accuracy of information collected by this technique. One conceptually simple
method of testing the accuracy of survey data is to compare survey-implied
aggregates with aggregates based on records of all savings institutions for the
same universe. In the financial area-savings accounts, for example-aggregates
pertaining to the entire universe obtained from the balance sheets of savings
institutions tend to be highly accurate. To use these estimates for comparison
purposes, however, savings accounts (for example) held by owners not part
of the survey universe must be subtracted. In the past, estimates of the excluded
universe have been made on the basis of rather fragmentary evidence.

Information on ownership of assets should be obtained in sufficient detail
from aggregate sources so that both the objectives above can be achieved. In
what follows, the partitioning problems are discussed with reference to two
illustrative assets-savings accounts and stockholdings. Analogous problems
are encountered in dealing with other assets.

' Prepared by E. Scott Maynes, University of Minnesota and U.S. Bureau of the Census.
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Detail required for accurate partitioning
The following categories would represent an ideal extent of detail:

A. Assets Owned by Foreigners (even if elsewhere classifiable).
B. Financial: Banking-includes commercial and mutual savings banks,

credit unions, savings and loan associations.
C. Financial: Nonbank business:

1. Corporate.
2. Noncorporate.

Includes sales finance companies, mortgage companies, security, and
commodity brokers and dealers, insurance companies, investment com-
panies, holding companies, mutual funds.

D. Nonfinancial business:
1. Corporate.
2. Noncorporate-include here accounts used jointly for business and
personal purposes.

Includes manufacturing and mining, contract construction, transpor-
tation, communications. other public utilities, wholestale and retail
trade, real estate companies, insurance agents, forestry and fisheries,
services including professionals.

E. Farming:
1. Corporate.
2. Noncorporate-include here joint business-personal accounts.

F. Nonprofit organizations and institutions:
1. Educational and research organizations and institutions.
2. Religious and charitable organizations and institutions.
3. Hospitals, sanatoriums, convalescent and rest homes, etc.
4. Clubs, trade associations, etc.

G. Assets held in formal trust by fiducial individuals and organizations.
H. Assets of deceased persons-include assets where all listed owners are

deceased
I. Persons living in institutions-include persons in prisons, mental insti-

tutions, hospitals, on military reservations, etc.
J. Personal assets-all assets not counted in A through I above.

Category J, it should be noted, is the universe utilized in most sample surveys.
In partitioning, different problems are encountered for different assets.

Therefore, bank accounts and stockholdings are discussed separately.

BANK ACCOUNTS'

To attain accurate partitioning, it is necessary (1) to draw sophisticated
samples of account owners and then (2) to allocate this sample accurately to
the categories above. As soon as the problem is posed, we are confronted with
several important questions: (1) Can the required information be obtained
from existing institutional files? (2) Where is the allocation to be done and
by whom-in the offices of banks by their clerks, or in the Census Bureau or
Federal Reserve Board by their clerks? (3) If more information must be
obtained, who is to collect it, and how? We will consider these questions in
turn.
Can the required information be obtained from existing pies?

My judgment, based upon examination of samples of accounts from mutual
savings banks and savings and loan associations, is that with the exceptions
mentioned below the names and addresses of account owners are sufficient to
permit accurate allocation of accounts to categories A-J above.

Personal versus business-professional versus joint use.-Clearly, instances
exist where wholly business accounts are listed as though they are personal
accounts. For example mutual savings banks are prohibited by law from
accepting business accounts. It is not uncommon, I am told, for a person seeking
a business savings account to be told to take out an account in his own name.
Thus, an account with "George Papastathopoulis" listed as owner-apparently
a personal account-may, in fact, be the business account for the Orange Grocery
Store, owned by Mr. Papastathopoulis.

D Includes checking accounts and savings accounts of all types In all types of savings
institutions.
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It is also likely that some accounts used by farmers chiefly for "farm business"
purposes may be listed with no hint of the business usage.

On the opposite side, ostensibly business accounts may be used, to a greater
or lesser extent, for personal purposes.

I would propose that a pilot study be conducted in several cooperating financial
institutions, designed to ascertain whether these types of problems are quanti-
tatively trivial or important. The object could be accomplished by having the
banks send postcards inquiring about account usage to samples of (1) apparently
personal owners, and (2) apparently business-professional owners. The simple
postcard questionnaire would ask the owner to indicate the extent to which the
account was used for personal versus business purposes. Naturally one would
use a telephone followup to keep nonresponse at an acceptably low level.

Corporate versu8 noncorporate businesses.-In some instances the fact of in-
corporation may not be apparent from the business name as it appears on bank
records. The "solution" would appear to be simple: consultation of some direc-
tory or a telephone inquiry to ascertain the correct status.

Accounts owned by deceased persons.-This category is pertinent only to the
comparison of institutional and survey aggregates.

We may first note that there exists a considerable lag between time of death
and receipt of notification of death by banks. In the Savings Account Evaluation
Study, being conducted by the Census Bureau, persons listed as account owners
were found to have died as long as 10 years earlier. What's more, banks ac-
knowledge the existence of permanently unclaimed accounts with certainty;
they are usually, by definition and in practice, excluded from the survey uni-
verse.

A similar type of problem exists with respect to estates in probate-. I do not
know whether banks are informed of all probate actions involving their de-
positors. On the survey side, no survey yet conducted has explicitly collected
information on bank accounts constituting a portion of the assets of an estate in
probate. The aggregate value of accounts in this category could be ascertained
only by a study which sought to track down all owners and their heirs.3

As far as estates in probate are concerned, we have no knowledge on the
survey side concerning the extent to which respondents report as their own sav-
ings accounts which they expect to inherit, but which have not yet been legally
transferred to them.

Thus, institutional data will tend to underestimate the accounts owned by
deceased persons and/or in probate. For the most part, such accounts will by
definition be excluded from the survey universe. The problem of how to esti-
mate the total amount of such accounts is complex and deserves further study.

Who classifies and where?-To perform the necessary classification three items
are required for each sample account: (1) The name of the account owner(s), as
shown by institution records, (2) the owner's address, and (3) the account
balance. These clearly constitute confidential information which banks must
protect. The statistical output, aggregated tables shorn of names, is however,
not confidential. The problem: How to achieve accurate classification and sum-
marization without violating confidentiality.

One alternative is to ask sample institutions to provide sample lists (names,
addresses, and balances) to an organization such as the Census Bureau. Here
the institution relays confidential information; the information is protected by
law and by well-developed confidentiality procedures. From the viewpoint of
accuracy this alternative has the advantage that clerks can be carefully selected
and trained so as to assure uniform treatment of data.

The second alternative-that utilized in the FRB's demand deposit surveys,
incidentally-asks the institutions to perform the classification and summariza-
tion tasks themselves. The advantage: Information in its confidential form
never leaves their hands. Further, clerks can utilize local knowledge. The
disadvantage: Statisticians have no control over selection and training of clerks,
nor over the quality of their performance.

Given a choice, I would opt for the former. Whether institutions would be
willing, I do not know.

8 Experience with surveys of bank depositors suggests that a small group of depositors-maybe as high as 10 percent-cannot be located.
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The collection of additional information.-Who does it? For the personal
versus business case and the deceased persons case, it appears that only the fi-
nancial institutions themselves would have the requisite entree to carry out a
thorough investigation of the type needed. The planning, of course, should be the
responsibility of professional research people.

Sampling
For saving Institutions with automatic data-processing systems (computers

or punchcard systems), the most satisfactory way of drawing a sample of ac-
counts is by specifying the terminal digits of account numbers. For institutions
with manual bookkeeping systems, samples may be specified either in the terms of
terminal digits of account numbers or in terms of the segments of the alphabet
in which depositors' names fall. I would propose to specify a sampling plan in
terms of terminal digits, where possible, and by alphabetic segments elsewhere.

The cost of drawing a sample would be nominal for any automatic system and
probably not excessive for manual systems.

Lists of financial institutions for sampling purposes are readily available, as
follows;

Institution Source of list Measure of size Coverage
available?

Commercial banks - Federal Reserve Board -Yes - Complete.
Mutual savings banks National Association of Mutual Sav- Yes - Complete.

ings Banks.
Savings and loan asso- Federal Home Loan Bank Board - Yes - Covers 96 percent ofcations. associations, 99 per-

cen t of deposits.Credit unions - Presumably from Credit Union Na- M c------------M.
tional Association, Madison, Wis.

Our interest here lies in estimates of aggregates. It can be shown that different
size-of-account classes should be sampled with different sampling fractions, soas to make the following ratio constant: '

U'

where es equals the standard deviation of a particular size class and fA equals
the probability of selection of accounts in size class i. In other words, sampling
fractions should be varied in proportion to the standard deviation of accounts In
that class. This, of course, implies extensive "oversampling" of large accounts.

The number of institutions to be drawn-and the appropriate number would
have to be worked out-could be minimized by drawing institutions with probabil-
ities proportional to some measure of size (e.g., aggregate deposits).

STOCKHOLDINGS

Three times since 1956 (1956, 1959, and 1962) the New York Stock Exchange
in collaboration with the Alfred Politz Organization has conducted "censuses"
of shareowners. The two major outputs have been (1) estimates of aggregate
value of stockholdings, for certain important classes of owners, and (2) descrip-
tive data regarding the characteristics of stockholders. The vehicle for this
study has been an alpha-segmental sample of the files of public corporations,
brokerage houses, and mutual funds.' To obtain information on shareowners

4 Hansen, Hurwitz, and Madow, "Sample Survey Methods and Theory," p. 209.For a description of the methodology of the study, see New York Stock Exchange,Department of Research and Statistics, "Methodology and Sample Design of 1962 Censusof Shareowners" (obtainable from Eugene Price, Director of Market Research, New YorkStock Exchange).

38-135-64-32
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(each of whom may own more than one "batch" of stock) rather than stock-
holders of record (each of whom owns only one "batch" of stock in one corpora-
tion), the stock exchange undertook an elaborate matching operation to un-
duplicate the names in its sample. Since the study was conducted partly to
promote the "stockholder democracy" image, information on the value of stock
owned by individuals was not collected.

In the censuses of stockholdings, aggregates were obtained for the following
categories of owners:

1. Foreign stockholders.
2. Domestic stockholders:

(a) Male individuals (males owning stock in their own names).
(b) Female individuals.
(c) Joint accounts-individuals (more than one person holding stock

in their own names).
(d) Fiduciary individuals (individuals constituting guardians for

other individuals; executors and administrators of estates).
(e) Fiduciary institutions (banks and other nonindividuals acting

as fiduciaries).
(f) Stockbrokers and securities dealers (persons or organizations ex-

cept banks, who purchase and sell securities for their own account or
for the account of others).

(g) Nominees (partnerships, individuals, and organizations other
than stockbrokers and securities dealers who hold stock on behalf of
beneficial owners-either individuals or institutions).

(h) Institutions (corporations, foundations, colleges, and universi-
ties, insurance companies, investment companies, pension funds, and
other financial and nonfinancial organizations).

Can these categories be translated into the categories listed at the beginning
of this memorandum? The answer is that for categories 2 (e) and (h) above,
relatively minor modifications in the questionnaire addressed by NYSE to
sample corporations would achieve the necessary translation. For categories
(f)-(g) a more drastic departure would be necessary. What is needed is a
breakdown of the securities held by brokers and nominees on behalf of other
persons. It would be necessary for them to classify each holding, value the
holding, and then sum the numbers and values for each category. The workload
would be considerable, and it would seem feasible only on a sample basis.
Further, it is clear that steps would have to be taken to assure no violation
of confidentiality.

In sum, categories (e)-(f) represent a formidable problem while categories
2 (e) and (h) appear readily solvable at minimum cost, assuming that the NYSE
continues this program.

ANNEX B

LiSTING OF TANGBL AssLTs

The following comprise a listing of the sort we think will be necessary to build
up estimates of household wealth. These lists are neither complete nor wholly
consistent, since we do not view our role as setting forth detailed specifications
as to exactly which pieces of information must be obtained on a wealth
inventory.
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I. MAJOR HOUSEHOLD APPLIANCES

Mechanical refrigerator Dehumidifier
Icebox Room-type air-conditioning units
Freezer Dishwasher
Cookstove: Space heaters, heating stoves

Gas or electric Washing machine
Kerosene, etc. Mechanical clothes dryer
Wood, coal Vacuum cleaner

Electric waxer-polisher Sewing machine:
Garbage disposal Electric or treadle

II. SMALL HOUSEHOLD DUTRABLES AND APPLIANCES I

Category and item CES code National accounts equivalent
category

Minor appliances-
Hot plate-

Electric ------
Gas.
Other

Electric toaster
Other electrical kitchen equipment: Frying pan, deep

fryer, rotisserie, eoffeemaker, mixers, waffle irons, etc.
Electric iron ----
Heaters

Electric -----------
Gas
Other

Electric fans
Other housewares:

Glasses
Dishes (sets)

China, earthenware ----
Plastic -- ------------------------------------
Other

Dishes (separate pieces)
Cups and saucers
Plates
O thers -- - - - - - - - - - - - - - - - - - - - - - -

Serving pieces (bowls, pitchers) ------------------------
China -- -------------------------------------
Glass
Silver
Other

Knives, forks, spoons, etc -----------------
Silver, sterling
Plate
Stainless steel
Other

Cooking utensils, nonelectric (pots, pans, skillets, etc.) --
Bottles, nipples, sterilizers, bottle warmers
Kitchen wares -- ----------------------------------

Crockery and glassware
Kitchen knives, forks, spoons
Beaters, spatula and others

Miscellaneous items:
Baby perambulators

Carriages ---
Strollers

Other nursery equipment
Lamps --------
Typewriter
Fireplace equipment (shovels, poker, screen, etc.)
Clocks, pictures, vases, figurines, bric-a-brac, etc.)
L uggage -- - - - - - - - - - - - - - - - - - - - - - - -

Hand
Trunks ---
Lockers

Scissors, scales, thermos bottles, lunch kits, etc.
Blinds, window shades, rods, etc
Household items:

Lawn mowers
Other hand and power tools, garden hose, rakes,

spades, carts, sprayers, etc
Other outdoor household items, garden tractor, snowplow
Other miscellaneous housewares

3275
3275-10
3275-11
3275-12
3275-13
3275-18

3275-19
3275-39
3275-40
3275-41
3275-42
3275-43
3275-69

3276-18
3276-20
3276-21
3276-22
3276-23
3276-30
3276-31
3276-32
3276-33
3276-40
3276-41
327642
3276-43
3276-44
3276-50
3276-51
3276-52
3276-53
3276-54
3276-68
3276-69
3276-70
3276-71
3276-72
3276-73

3277-10
3277-16
3277-17
3277-29
3277-39
3277-49
3277-58
3277-59
3277-60
3277-61
3277-62
3277-63
3277-78
3277-79

3277-91

3277-92
3277-94
3277-99

Household operation.
Kitchen and other household

appliances-china, glass-
ware, tableware and uten-

Other durable housefurnish.
ings.

I Prepared by Division of Living Conditions Studies, Bureau of Labor Statistics, U.S. Departmentof Labor.
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Ill. REcREAnoN DURABLES 
2

Recreation:
Television - 3711-10 Radio and TV records and

musical instruments.
Radio 3711-20
Phonographs and tape recorders 3711-30
Hi-fi components, kits and parts - -3711-4
Phonograph records and recording tapes - -3711-50

Musical instruments:
Piano and organ - -3711-30
Violin, clarinet, etc - - 3711-78

Other: Sheet music, music stands - - 3711-8
Trailer-
Boat:

Powered-
Other-

Swimming pool:
Built-in-
Movable

' Same source as above.
IV. CLOTvsINGo

MEN AND BOYS

Overcoats, heavy storm coats Separate trousers and slacks, by fiber
Topcoats Sweaters
Raincoats Shirts
Heavy jackets Street and dress shoes
Lightweight jackets for outdoors Work shoes
Year-round and winter suits Sport shoes (participant)
Summer suits Clothing for sportswear
Separate suit coats, sports jackets

WOMEN AND GIRLS

Heavy coats, no fur Separate suit coats
Blouses, shirts Extra jackets
House dresses Shoes for street or dress
Sweaters Fur coats, jackets, capes, stoles
Slacks, shorts, etc. Heavy sports jacket
Lightweight coats, capes, toppers Suits
Heavy coats with fur Dresses other than house dresses
Separate skirts Shoes for participant sports

V. MiscELLANEous DURABLES I

Category and item CES Code National accounts equivalent
category

Toys and sporting equipment:
Tricycles ------------------------------ 3716-03 Recreation-wheel goods,
Wagons, skates, sleds -3716-04 durable toys, sports equip-
Mechanical toys -------- 3716-05 ment, boats, pleasure air-
Children's playground equipment -371607 craft.
Other toys and equipment -3716-08
Sporting equipment:

Hunting and fishing equipment-3713-04
Other sports equipment (exclude uniforms and shoes) 3713-05

Hobbies:
Camera -3715-01 Included in durable toys and
Other photographic equipment (films, etc.) -3715-02 sport equipment.
Collections (coins, stamps, etc.) -3715-03
Electronic instruments and amateur radio (except hi-fl) 3715-04
Crafts, woodworking, model building-3715-05
Other hobbies ---- ---------------------------------- 3715-07

Books and art objects:
Books, nonschool, nontechnical:

Pocket edition - ----- -------------- 3722-01 Books and maps.
Hard-bound books -3722-03

School and technical books, supplies and equipment 3732
College and professional -3732-01
Other school levels -3732-02

Schoolbooks and supplies (away from home) -3735-02
Art objects (see small household durables, 3277-59).

Tools and home maintenance tools (see small household - - Tools included in-ouier
durables, 3277-92). durable house-furnishings.

Jewelry and watches:
Men and boys, 16 and over -3317-49 Jewelry and watches.
Boys, 2 to 15 -3327-49
Women and girls, 16 and over -3337-69
Girls, 2 to 15 -3347-59
Children under 12 3357-49

Other durable items, not auto, not house furnishings and
equipment, not furniture, not clothing:

Eyeglasses ----------------------------- 3524-12 Ophthalmic products.

l Same source as above.
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ANNEX a

LISTING OF INTANGIBLE ASSETS

Intangible assets Nonfarm rated busi.Farm ouse-
household ness, except hold

1~~~~~ar

Liquid assets.
Currency
Checking accounts (demand deposits)
Savings accounts

In banks - - --
In savings and loan associations
In credit unions
In postal savings

U.S. savings bonds
Debt instruments:

Other U.S. bonds. bills, notes, certificates
State or local bonds or notes
Foreign government or corporation bonds or notes
Private U.S. corporation bonds, notes, debentures
Mortgages on land contracts
Loans to businesses ----------
Loans to nonprofit institutes
Loans to related individuals ---------------
Loans to unrelated individuals
Trade credit
Consumer credit -- ---------------------------------
Other loans

Common or preferred stock
Preferred stock:

Publicly traded
Not publicly traded

Common stock:
Publicly traded
Not publicly traded

Equity in mutual finance organizations
Other intangibles:

Life insurance paid up value
Other intangible assets,
Pension and retirement funds

Liabilities:
Consumer debt-

On houses ---------------------------------------
Mortgages and land contracts
Home repair and modernization
Other
Auto debt
Durable goods other than autos
Medical _
O ther-- - - - - - - - - - - - - - - - - - - - - - - -

Loans on securities
Trade debt
Debt to individuals
Other debt to institutions

x.()
x.
X.
X,
X.
X-
X,
X.
X-
X.
X.
x .------

(e)

X-
X- -

IC--- --- --
X- -
X-
X- -
X- -
X- -
X--
X -.
XC .
XI.

?-

XC
XC

X ------ X--:-:: X.C------X-------C- IC.

(2)
(2)
(2)

- ----IC-
XI-
XI-
XI-
X--
X--
XI-
X--
IC------
I------

(2)(2)

ADDITIONAL CANDIDATES FOB ASSET CATEGORIES
Cash value of annuities.
Commodity contracts.
Beneficial interest in estates In probate.
Cash value of royalties.
Oil or real estate syndicates.
Value of patents, copyrights.
Value of "going concern" (business or professional practice, trade, farm operation).

I Prepared by Charles Lininger, Survey Research Center, University of Michigan.' Collection possibility uncertain.
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(2)X. x
X.
:X.
X.
x.
IC.
IC.

XC.
IC.
XC.
IC.
x.
x.
x.
IX.
X.
x.
X.

X.IC.

(2)
(2)
(2)

I..
IC.
IC.
IC.
xC.
xC.
xC.

IC.
IC.

IC. - -- -- -
X:.
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PREFACE

The Working Group on Net Foreign Claims met twice, on Septem-
ber 17 and December 10, 1963. The first sesstion was devoted to a
general discussion of principles and data problems. At the second
session, a preliminary draft of the report was considered. Subse-
quently, the members of the group read and commented on a second
draft; however, final responsibility for the report rests with the
secretary.

While all members of the group made substantial contributions, the
deliberations were aided especially by the participation of Messrs.
Pizer and Reynolds, who, because of their close professional connection
with the subject matter, were exceptionally cognizant of the intricacies
of existing data. Joel Popkin and John W. Kendrick, of the staff of
the Wealth Inventory Planning Study, attended the meetings of the
working group and made many helpful suggestions. Finally, the co-
operation of Eleanor J. Stockwell, secretary of the Working Group
on Nonfarm Business Financial Claims, is also gratefully acknowl-
edged.

ROBERT L. SAMMONS.
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I. INTRODUCTION

Traditionally, national wealth has been defined as including all
tangible assets located within the geographic limits of the area the
wealth of which was being measured, plus (or minus) an adjustment
variously referred to as "net foreign claims," "net foreign invest-
ments," "international," or the like. An estimate of the latter, in
substantially the form needed for a national wealth estimate, is now
being published annually by an agency of the U.S. Government.1 The
data are known to be incomplete in some respects, and the bare figures
conceal knotty problems of a conceptual as well as statistical nature.
Nevertheless, the estimates go a long way toward meeting any reason-
able stadards for inclusion in national wealth estimates, and all users of
such data must be grateful to the Balance of Payments Division, Office
of Business Economics, U.S. Department of Commerce, for having
inaugurated and carried forward these interesting and valuable data
for so many years.

The Working Group on Net Foreign Claims has directed its atten-
tion to the following major aspects of its assignment:

1. Some alternative measures of "net foreign claims," with re-
spect to: (a) whose assets and liabilities should be considered;
(b) what assets and liabilities should be considered; (c) what
values should be placed on those assets and liabilities.

2. What classifications of types of claims, and U.S. creditor or
debtor sectors, would be needed to permit integration with the
remaining segments of the national wealth estimates, and at the
same time would be useful for other purposes.

3. A careful examination of the present estimates prepared by
the Department of Commerce with a view to evaluating both their
accuracy and the extent to which they conform to those concepts
and classifications for which the working group expresses a prefer-
ence.

4. Recommendations for changes and improvements, both in
the collection of data and their presentation.

PRINCIPAL RECOMMENDATIONS

The major recommendations of the working group, with respect to
conceptual and definitional aspects, are summarized in the following
paragraphs:

1. All claims on nonresidents as well as equity in tangible prop-
erty located abroad (except movable military property) should
be included as "international claims" in the national wealth esti-
mates.

The latest data, for the end of 1962, may be found in an article by Samuel Pizer and
Frederick Cutler, "U.S. International Investments," Survey of Current Business, August
1963, pp. 16 ff.
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2. Puerto Rico should not be counted as part of the United
States in making national wealth estimates, thus making the
latter consistent in coverage with the gross national product
data.

3. The unpaid, but not formally repudiated or forgiven, obliga-
tions to the U.S. Government arising out of World War I should
not be included in the national wealth estimates. Nor should
claims payable in foreign currency if the employment of that
currency is restricted in such a way as to make it not essentially
different from local currency counterpart funds generated by
grant aid.

4. In principle, marketable portfolio securities should be car-
ried in the data at market value; other debt at face value; direct
investment, whether in the form of equities or debt, at book value
according to issuers' books, adjusted to reflect depreciated replace-
ment cost of underlying tangible assets. Some members of the
working group expressed a preference for valuing all debt at
face value.

5. The U.S. monetary gold stock should be treated as if it were
an international asset. Foreign-owned gold held under earmark
in the United States, or held elsewhere, should, however, not be
treated as a foreign claim on the United States.

6. Claims on foreigners should be allocated to the sector owning
the claim, even if the loan is guaranteed by some other sector of
the U.S. economy.

The major recommendations regarding data collection are summa-
rized below. For this purpose, the economy has been divided into three
major sectors: (1) Households, (2) government, and (3) corporations,
partnerships, and all other businesses and institutions for which bal-
ance sheets are ordinarily, or could be, prepared.
House hold8

It is unlikely that any substantial amount of foreign claims on the
United States takes the form of liabilities of U.S. households, and the
working group believes that any census of foreign claims on the
United States could ignore this possibility.

On the other hand, portfolio holdings of foreign securities by the
household sector are undoubtedly large. The present estimates of
all U.S. portfolio holdings of foreign stocks and bonds rest on ex-
tremely shaky foundations; moreover, they do not distinguish by
sector of ownership. Therefore, an estimate of household assets in
this class would have to be based on a special inquiry. Two possibili-
ties emerge.

1. A complete census of all foreign assets of all U.S. residents,
or of private households separately. This would be an extremely
costly operation, might be politically unpopular, and might have
psychological repercussions on the international position of the
dollar. It is, therefore, not recommended by the working group.

2. A sample inquiry, based on a procedure in which the coverage
of high-income families, and possibly other groups, such as
foreign-born residents, was relatively much greater than of other
income groups.
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3. An alternative to either proposal, which could be undertaken
with far less publicity, would be to confine the census to, or select
the sample from, those persons claiming credit for foreign income
taxes on U.S. income tax returns, form 1040. It would even be
possible to use the tax returns alone, although the problem of con-
verting income data to capital values would undoubtedly be
formidable.

The secretary and several members of the working group felt that
the third method might yield the best results. However, the second
alternative, presuming such an inquiry could be incorporated as part
of a broader survey of assets of households, also would merit serious
consideration.
Government

The foreign claims of the U.S. Government can be obtained from
Government records; the data are published regularly by the Depart-
ment of Commerce. It is understood that data on real fixed assets
of the U.S. Government abroad are also available on the same valua-
tion basis as similar assets located domestically. The value of Gov-
ernment-owned movable property located abroad is apparently not
separately known.

It seems unlikely that State and municipal governments have any
significant foreign assets, but the only way to be sure would be by
inquiry, perhaps through the Census Bureau's surveys of local gov-
ernments.

On the liabilities side, present estimates of all foreign holdings of
U.S. Government securities, and short-term State and municipal
issues, seem reasonably adequate, although they include essentially
only those securities held in custody by domestic financial institutions
and brokers. No data are presently collected on holdings of long-
term municipals; as in the case of private securities, present reports
cover transactions only.

The following procedures could be used to improve on present data;
the working group, however, is recommending only that they be
considered.

1. A report on long-term municipals held in U.S. custody
accounts.

2. Reports by paying agents of municipal and Federal reg-
istered issues as to foreign holdings.

3. A more drastic method would be to require an ownership
certificate with all coupons cashed (on bearer issues) during a
census year.

All Other Sectors
All private economic entities except households would be requested

to file balance sheets as part of a national wealth survey, according
to recommendations being prepared by the working group on claims.
In such balance sheets, foreign assets and liabilities would be reported
separately at both book and market values. If such balance sheets
were prepared so as to leave foreign subsidiaries and branches out of
the consolidation, which our working group recommends be done, the
data obtained would be suitable for measuring the foreign assets and
liabilities of the covered institutions, subject to the following reserva-
tions.
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1. The investment in foreign branches and subsidiaries should
be included at book value as reflected on the foreign books, prefer-
ably adjusted to reflect the depreciated replacement cost of the
underlying real assets. This would require a supplemental sched-
ule for such investments; in effect, a continuation of the Com-
merce Department's direct investment surveys.

2. The payer, or debtor, corporation cannot always identify
the real owner of its publicly offered securities. Supplemental
information would have to be collected, using one or more of the
methods outlined below.

3. Since a principal use of international investment data is to
help in preparing balance-of-payments estimates, the working
group recommends that any balance sheet survey include a re-
quest for income paid or received during the most recent calendar
year on each of the foreign items reported.

4. Since for many purposes, the country distribution of our in-
ternational investments is useful, supplementary requests for this
information should be made if large items not covered by current
reporting requirements are disclosed. However, it is likely that
most of the significant types of international assets and liabilities
are in principle covered by existing reporting requirements, ex-
cept for foreign portfolio investments in U.S. securities, and U.S.
portfolio investments in foreign securities. With respect to the
former, a substantial amount of detail by country of ownership
can be obtained by analyzing withholding tax returns. Likewise,
a considerable amount of information as to the source of foreign
income reported on both personal and corporate income tax re-
turns appears in the returns, but the cost of extracting it would
be extremely great. And reference has already been made to the
difficulty of converting from income data to capital values if this
source were used.

The additional data needed, as mentioned in paragraph 2 above,
might be collected in the following manner.

Bonds, bearer (foreign holdings of registered bonds could presum-
ably be reported on the balance sheet).-The only method of obtaining
relatively complete data would be to require the filing of an ownership
certificate with every interest coupon cashed during a period of, say,
1 year. These certificates would be signed by the owner or his au-
thorized agent, certifying the owner's country of residence. Such
certificates are already being filed with the Internal Revenue Service.

Bonds on which no interest was paid during the census year would
not, of course, be amenable to this procedure, nor-so far as the work-
ing group sees-to any other.

Stocks.-Foreign holdings of U.S. stocks registered as such on the
books of issuing corporations would be reported on the balance sheet.
A separate report would have to be filed by domestic nominees (mainly
banks and brokers) acting for foreigners. Alternatively, a substantial
amount of information on foreign holdings can be obtained from an
analysis of withholding tax returns filed by the nominees.
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II. THE CONCEPTUAL FRAMEWORK

"Domestic," "national," or "supernational" wealth

The working group believes that the traditional concept of "na-
tional" wealth is the most logical one; namely, all the physical (tangi-
ble) assets located within the geographic boundaries of the country
("domestic" wealth), plus physical assets located abroad but owned
by domestic residents,' plus claims on residents of other countries
owned by domestic residents, minus domestically located physical assets
and claims on residents owned by residents of other countries. Such a
definition is generally consistent with the standard definition of the
gross national product,2 and the "plus" and "minus" items are analo-
gous to the international investment income item which accounts for the
difference between nationa2 and domestic product.

But even this definition contains at least three imprecise elements
which may be worth mentioning.

First, what are the appropriate geographic boundaries? The na-
tional product data cover only the 50 States and the District of Co-
lumbia. The international investment figures of the Commerce De-
partment, being derived mainly as a byproduct of balance-of-payments
estimates, treat the customs area of the United States as domestic
territory. The only significant present discrepancy, for our purposes,
between the two definitions is the Commonwealth of Puerto Rico; but
before they became States, Alaska and Hawaii were also omittedfrom the GNP calculations, although counted as domestic territory
for balance-of-payments purposes. The working group recommends
consistency with the GNP definitions for national wealth purposes,
although it sees no objection to the Balance of Payments Division's
continued publication of data consistent with the balance-of-payments
statistics. From a purely economic point of view, it might be more
appropriate to secure this consistency by including Puerto Rico in the
national GNP estimates, but there are serious objections-mainly of
a political nature-to this procedure. However, it is likely that the
Puerto Rico Planning Board has, or can obtain, sufficient information
on mainland investments in Puerto Rico and Puerto Rican invest-
ments on the mainland to make a satisfactory adjustment to the Com-
merce Department estimates."

Secondly, should a sort of implied principle of extraterritoriality
be applied with respect to tangible (real and personal) property
owned by governments outside their own frontiers? For instance,
should foreign embassies in the United States (and the buildings
owned by international organizations) (a) be ignored entirely in esti-
mating U.S. national wealth, or (b) should they be considered as part
of domestic wealth, and adjusted out of national wealth via the net
foreign claims entry? A similar question arises, a fortiori, regarding
U.S. military property abroad. While a decision on this matter must
be essentially an arbitrary one, the working group favors alternative.
(b) as far as national wealth estimating is concerned. Again, it sees

SSee next page.
'The major exceptions are Government and consumer assets, not treated as InvestmentsIn the U.S. gross national product statistics as presently constructed. See footnote 5.aThe necessary information could also be o tained, of course, as part of any generalcensus or other inquiry into the International investments of the United States.
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no objection to the Commerce Department's continuing to omit these
items from its statement of the international investment position of
the United States; such a treatment is, as a matter of fact, consistent
with both balance-of-payments and national product statistics, as
presently constructed.4

The third ambiguity in our definition relates to the question what
natural persons are to be considered residents. The rule used in
balance-of-payments estimating is that all persons "ordinarily" liv-
ing in a country are considered to be residents thereof, except that
citizens of a country serving their own government overseas are con-
sidered residents of the country of their citizenship. Citizens living
abroad but not working for their own government would be counted
as residents of the country where they live.

Some members of the working group were in favor of a broader
definition, to which the term "supernational" might be applied; name-
ly, all residents of the country plus all nonresident citizens. Such a
definition was employed by the U.S. Treasury Department in its census
of U.S.-owned property abroad,5 but would not be consistent with na-
tional income and balance-of-payments practices. Moreover, it would
result in the same assets being counted as part of the national wealth
of more than one country.

If another complete census of foreign assets were to be taken, it
would probably be useful to cover again "all persons subject to the
jurisdiction of the United States," even if it were decided, for statisti-
cal purposes, not to include the property of citizens permanently re-
siding abroad as part of the national wealth. The assets of nonresi-
dent citizens might well be estimated and shown in a footnote as a
contingent item, since for tax and other purposes such persons are
subject to the jurisdiction of the United States.

The present methods of estimating probably fail to reflect the assets
in the United States of U.S. citizens residing abroad as "foreign" in-
vestments in the United States, and the working group foresaw that
some problems of a political or public relations nature could well arise
if a census of such assets were taken for the specific and only purpose
of excluding them from the "national" wealth; that is, in order to be
able to include them in foreign investments in the United States.

WHAT CONSTITUTES AN "INTERNATIONAL"Y ASSET OR LIABLIrTY?

In the construction of national balance sheets, it is customary to dis-
tinguish between "real assets" on the one hand and "claims" (in-
cluding shares and other equities) on the other. However, the dis-
tinction is not always an easy one to make, and for many purposes it
is useful to impute a "claim" where the property is, from a legal point
of view, held directly. For instance, the assets (and liabilities) of sole
proprietorships are usually included in the enterprises sector, with

'This is true because all Government expenditures on goods and services are treated
as current expenditures in the national product statistics, and, if made abroad, are treated
as imports in the current account of the balance of payments. When the Federal Govern-
ment spends money on military construction abroad, the expenditure appears in the gross
national product statistics (positive) as a Government purchase of goods and services, but
is also included as an import (negative) in the current account of the balance of payments.
The net effect is to show no gross national product and no net foreign investment as a
result of such expenditures.

5 U.S. Treasury Department, "Census of American-Owned Assets in Foreign Countries,"
Washington, D.C., 14 .
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the net equity treated as a claim on the enterprises sector by the house-
hold sector. Owner-occupied residences may be handled in the same
manner; if that is done, consumer durables become the only "real"
assets (in the private sector) "directly" held by their owners.

The working group favors treating all tangible assets, real estate,
and movable property, located in one country but owned by residents
of another, as international claims, and thus part of the "domestic"
wealth of the country of location but part of the "national" wealth of
the country of ownership. (The only exception would be movable
military property; since much of such property is subjected to fre-
quent and large-scale shifts of location, it seems logical to consider all
of it as part of the "domestic" wealth of the country of ownership.)

There are some international debts which have never been formally
repudiated, but which seem so unlikely ever to be paid that iL is Unt-
realistic to include them in national weealtlh estimates at this time.
Private investments in Cuba may be in this class; at least the Depart-
ment of Commerce has omitted them from its latest estimates. Simi-
larly, the intergovernmental debts arising out of World War I, long
in complete default (except for that of Finland), have generally been
omitted from the official statistics, latterly without even a footnote
calling the user's attention to the fact.6

On the other hand, $490 million of U.S. Government claims on
Japan in settlement of postwar aid were included in the data for the
first time in 1962, the year in which a settlement agreement was signed.
Obviously, some sort of a claim had existed, and was acknowledged
by the Japanese Government, during the years intervening since the
end of World War II, but it would have been impractical to put a
precise figure in the tables.

Perhaps some of these problems are similar to those encountered in
determining what domestic assets are to be included in national wealth.
Buildings in an abandoned mining town, even though structurally
sound, may have no economic value as long as the townl is effectively
abandoned, but if the mine reopens, or the town becomes a tourist
center, they may come to have value again.

PROBLEMS OF VALUATION

"Domestic" wealth is ordinarily considered to consist of all the real,
or tangible, assets in a country, although it is sometimes limited to
reproducible assets. The question of intangible assets frequently
arises, especially the value of human capital, and what might be
called the excess of the "going concern" value of the economy over the
value of its physical assets taken separately. This "surplus" value is
compounded of a complex of many factors-de jure or de facto monop-
olies, goodwill, quality of management and administration, external
economics, and many others.7

6As of June 30, 1963, the balance on such debts, Including accrued interest was in
excess of $20 billion. See U.S. Agency for International Development. "Foreign Debts
Owed to the U.S. Government and Certain International Organizations," Washington, D.C.,
1963.

7 The excess of market value of claims, especially common stock, over the value of the
underlying assets can be used as a measure of the "going concern" or "surplus" value just
mentioned. For a suggestion along this line see Vernon L. Smith, "The Measurement of
Capital," appendix I, part H.
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If this intangible aspect of wealth is to be omitted from the esti-
mates, the superstructure of claims and equities which overlies the real
assets that compose the national wealth can, in a closed economy, be
ignored. The net balance of all such claims and equities is zero, if
valued at the same value on debtors' books and in creditors' portfolios.
It is, of course, possible to value these claims in various ways-face
value, market value, book value as ristered by "debtors," book value
adjusted to reflect adjustment of the 'debtors" real assets to some base
other than the one employed by the debtor, and many others. How-
ever, the value of national wealth will not be affected by the method
used to value claims; only the method used to value the underlying
real assets is significant.

However, in the measurement of net international assets, since these
can, as we have seen, most logically be thought of as claims, the ques-
tion of valuation becomes all important, and it is to this subject that
we now turn our attention.

Three basic methods of valuation-book, market, and face-have
been used by the Department of Commerce in estimating the net inter-
national investment position of the United States.

1. Book value has been applied to direct investments, those in
which the owner has a significant entrepreneurial interest. This
means value as shown on the books of the debtor, or owned, enter-
prise. This value, in turn, is obviously determined by the way in
which the "debtor" values its own assets, presumably in most cases
cost less depreciation for fixed assets, cost or market for inventories
(or cost, on a last in, first out or first in, first out basis), and face
value for financial claims (or cost or market, if equities in other
enterprises are held). In the case of U.S. direct investments
abroad, exchange rate problems enter, at least with respect to
financial assets and liabilities denominated in foreign currencies.

2. Market values have been used to value portfolio holdings of
stocks and bonds for which organized markets exist.

3. Face value governs short-term debt, as well as most long-
term nonnarketable debt, including the foreign loans made by the
U.S. Government.

Some members of the working group, including the secretary, ex-
pressed a strong preference for valuing international claims at market
value, wherever possible. International creditors, as a group, can only
realize on their foreign claims by selling them to residents of the debtor
country, or of some country other than the creditor country. There-
fore, present market value. which presumably represents what a will-
ing buyer would pay a willing seller under existing conditions, is the
best measure of what an international investment is worth to the credi-
tor country. Market value seems especially appropriate in the case
of portfolio holdings of stocks and bonds which are traded on orga-
nized security markets.

It is recognized that, in the case of equities and direct investments,
market value may be quite different from the value of the underlying
tangible assets. To take a simple example: the real assets of a corpora-
tion-adjusted to a depreciated replacement cost basis and after allow-
ing for net financial assets-may be such as to impart a book value per
share of $100, but the market value of the shares may be $200. If the
shares are owned by nonresidents, the effect of valuing such shares at
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market value is to "subtract" from domestic wealth of the debtor
country, to arrive at national wealth, a larger amount than was in-
cluded in domestic wealth to start with. But this excess may be re-
garded as a legitimate foreign claim against the wealth of the Nation
as a whole, rather than against any particular real assets.

On the other hand, in the case of a creditor country like the United
States, it is likely that its net international assets would be greater
relative to total national wealth if valued at market prices than if
valued at the (depreciated replacement cost) value of the underlying
real assets.

The following basic principles of valuation, which are essentially
those employed by the Commerce Department, are therefore recom-
mended:

1 Claims payable in money: market value, if available; other-
wise face value.

2. Real assets: depreciated replacement cost.
3. Equities: market value except for direct investments; for

the latter, book value according to issuers' books, adjusted to
reflect depreciated replacement cost of underlying tangible assets.

Some special problems in appying these principles and the major-
ity views of the working group regarding their solution are discussed
in the following pages.

Equities, direct investments.-Even if it were preferable to use
market values for all assets, it is usually impossible to obtain a market
value in the cases of subsidiaries and branches. In the case of branches,
no securities representing the home office ownership exist; and in the
case of 100 percent subsidiaries, no market for the shares exists. Even
if some minority holdings are present, for which there is a market, it
can be argued that their value may be quite different from the one
that would exist if all shares were publicly held. Moreover, the value
of such investments is affected by the nature and extent of the parent-
subsidiary relationship; the concept of a "pure" market value is ex-
tremely elusive.

However, there is much to be said for trying to adjust the book
value of such investments to reflect the depreciated replacement cost
of the underlying real assets, thus making the value of the investment
in some measure comparable to the value assigned to real domestic
assets. In the case of foreign direct investments in the United States,
such a procedure should be feasible if the value of domestic real assets,
so adjusted, is calculated for each company.8 But to attempt this
procedure for direct investments of U.S. residents abroad would re-
quire collecting data on the nature of the assets owned abroad, and
their date of acquisition or construction, similar to that collected for
domestic real assets. And it would involve the application of price
indexes, for purposes of converting to present values, that would, in
many cases, be very difficult to obtain.

In these circumstances, the working group considers that the method
followed by the Department of Commerce in the past is the most
practical alternative available, with respect to U.S. investments
abroad, and that the value of foreign direct investments in the United

-A similar treatment, of course, could be provided for miscellaneous foreign portfolioinvestments in domestic corporations. and would then logically be applicable to U.S. port-folio investments in foreign stocks. It would, however, be completely impractical for U.S.holders of foreign shares to obtain the necessary data.
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States should continue to be calculated in the same manner for the sake
of consistency.

However, the group also recommends that, as part of a complete
census of national wealth, an attempt be made to collect sufficient in-
formation to permit showing the value of direct investments on both
bases.

Government loans at special interest rates.-In general, the working
group favors including financial claims payable in money at market or
face value. A special situation arises, however, in the case of loans
made by the U.S. Government to foreign governments and other for-
eigners at extremely low rates of interest. (The discussion in this
section applies only to loans payable in dollars.) It can be argued that
an estimate of the present value of such loans ought to take into ac-
count the difference between the stipulated rate of interest and the
"going" rate.

But what should be considered the "going" rate for this purpose?
At least two major possibilities may be considered. The first would
be the rate charged by the Export-Import Bank, at present 53/4 percent
per annum. Since this represents the highest rate charged by the U.S.
Government on foreign loans payable in dollars, the present value of
loans made at lower rates, discounted at 53/4 percent, might be con-
sidered to represent their current real value for purposes of national
wealth estimating.

Another possibility would be to use the cost of money to the U.S.
Government for equivalent terms as the discounting factor, which
would produce a higher value than the use of 53/4 percent, since interest
on even the longest term U.S. Government loans is less than 53/4 per-
cent. However, many foreign loans are now being made for terms
longer than the longest outstanding Government bonds; some of these
loans could, perhaps, even be left out of the accounting entirely as being
substantially equivalent in their entire amount to grants. However,
conditions change over time, and many of these loans may some day
be repaid.

It was recognized that this procedure would tend to undervalue, in
a sense, the postwar loans to Europe made at low interest rates, some of
which are being repaid ahead of schedule, at full face value. However,
if new loans were to be made now to these same debtors, they would not
likely bear less than the 53/4 percent rate of interest; such a rate may,
therefore, be a reasonable one to use in calculating their present value.

In support of this point of view, it may be noted that the market
ordinarily recognizes changes in the general level of interest rates by
revaluing bonds and other interest-bearing securities payable in money.
The foregoing suggestion represents, in effect, an extension of that
principle.

The majority of the working group, however, favored valuing such
debts at face value, in accordance with the basic principle already
enunciated, while recognizing discounted present value as a defensible
alternative.

U.S. Government loans payable in foreign currencies.-The U.S.
Government has followed two basic procedures in making so-called
soft loans. One is to make loans payable in dollars, but with very low
interest rates and exceptionally long terms and grace periods. The
,other is to make loans payable in the debtor's currency, with the express

484



NET FOREIGN CLAIMS

or implied understanding that the repayments will not be converted
into foreign currency, directly or indirectly, without the consent of the-
debtor. Such loan agreements may or may not contain a maintenance-
of-value clause; if not, they are subject to having their dollar value
decline if the debtor's currency is depreciated. In any event, the pros-
pect of the U.S. Government receiving repayments on such loans in a
form that would result in a net credit to the U.S. balance of payments
is obviously remote, to say the least.

The working group recommends that the claims represented by
such loans not be considered as part of the national wealth of the
United States, but that they be considered as a memorandum item or
contingent asset-to be mentioned in a footnote or an accompanying
text.

These are the valuation problems that seem worthy of special men-
tion; in the detailed listing of assets and liabilities in part III of this
report, the method of valuation presently in use will be described, to-
gether with the working group's views thereon.

PROBLEMS OF CLASSIFICATION

The following is suggested as a minimum breakdown by type of
claim, although, for some purposes, obviously more detail would be
useful.

1. Gold (asset only).
2. Currency.
3. Deposits at banks:

(a) Demand.
(b) Time.

4. Other short-term claims:
(a) Money market instruments.
(b) Other.

5. Long-term debt:
(a) Marketable bonds.
(b) Other.

6. Direct investments:
(a) Subsidiaries and affiliates.
(b) Branches.

7. Other equities:
(a) Marketable stocks.
b) Other.

8. Real assets:
(a) Consumer durables.
(b) Real estate.

Probably the content of each of these suggested rubrics is unam-
biguous enough; in any event, the extent to which the existing esti-
mates conform to these categories will be discussed in part 1II, and in
the process a more detailed description of each will emerge.

The troublesome question of monetary gold stock can be solved in
one of several ways:

1. Consider it a domestic asset, not to be included in net claims
on the rest of the world. This is the solution customarily followed
in most national wealth estimates.9

9 E.g., Raymond W. Goldsmith, "The National Wealth of the United States in the Post-
war Period," Princeton, 1962, p. 69.
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2. Treat the domestic gold stock as an international asset, and
all the gold held by foreign monetary authorities wherever located
as an international liability. Although this is compatible with
the treatment adopted in the official flow-of-funds statistics pre-
pared by the Federal Reserve Board, it seems somewhat unrealis-
tic. The nature of a financial claim is that it can only be
extinguished by a transfer of real goods; the United States can
pay off (net) foreign debts only with an export surplus or by sell-
ing gold. On the other hand, if exports are exchanged for gold,
one asset has been traded for another-a debt has neither been
created nor extinguished. Under this treatment, a consolidated
statement of total world wealth would not include monetary gold.

3. Treat the domestic gold stock as an international asset, but
ignore foreign-held gold. This is not essentially different from
(1)and has the merit of showing that gold is an asset, and part of
the national wealth, only because of its ability to command foreign
goods and services. True, it is only a generalized and not a
particular claim; in fact, it is not really a claim at all, but simply
a special kind of asset with an unlimited foreign market at a
fixed price. Nevertheless, the working group recommends this
treatment, which is consistent with the treatment of gold in the
balance-of-payments statistics.

The classification of international claims by U.S. debtor or creditor
sector is necessary to produce a complete matrix of the network of
claims that represent title to the real assets of the economy plus claims
on abroad. Thus, the degree of sectoring depends on the degree of
detail desired for this matrix-a point on which the judgment of this
working group should not be controlling. However, the following
sectoral classifications would appear to be minimal:
1. Households.
2. Agriculture.
3. Nonfinancial business, including sole proprietorships, and non-

profit institutions.
4. Financial corporations:

(a) Commercial banks.
(b) Other.

5. Government:
(a) Federal Government.
(b) Federal Reserve System.
(c) Other.

Most of the feasible methods for collecting data would easily pro-
vide this sector breakdown, and many finer divisions that might be
desired. By their nature, of course, claims can be classified only on
a company, not an establishment, basis. But most of the information,
whether collected by census-type enumerations or as a byproduct of
tax collection or other administrative processes, would be available
for individual firms, and hence, amenable to whatever sectoral classi-
fications might be desired. Again, we shall comment on this aspect
when we discuss the existing data.

For many purposes, it would be desirable to have a breakdown by
major foreign countries or areas of our international assets and liabil-
ities. Also, it is useful to have some breakdown by foreign sector of
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ownership, especially of short-term claims on the United States; hold-
ings of monetary authorities and commercial banks are of particular
interest. However, these refinements are not of direct interest for
national wealth measurement.

We turn now to points 3 and 4 mentioned on page 475; that is, a

detailed discussion of the data presently available and our recom-
mendation for collecting new or better data as part of a national
wealth census in or about 1970, or by other means.

III. DATA EVALUATION AND RECOM3MENDATIONS

In examining the existing data, it is convenient to focus on the data

for 1962, published in the August 1963 issue of the "Survey of Current
Business."' For convenient reference, an elaboration of the Com-
merce table 2 is reproduced below, with the lines numbered to facilitate
easy reference. Only the 1962 data for the world as a whole are re-
produced; the original table contains data for 1950 and 1961, and for
maj or geographic areas. Annual estimates are available for all recent
years.

We shall discuss assets and liabilities separately, although in some
cases, where common sources are used, this will involve repetition.

INTERNATIONAL ASSETS OF THE UNITED STATES

1. Gold
Data on gold holdings of the U.S. Government are published reg-

ularly in the Federal Reserve Bulletin and elsewhere. The gold is
valued at its statutory price of $35 per ounce.

2. Currency.
The Commerce data do not include an estimate for U.S. holdings

of foreign currency; that is, paper money and coin. The difficulty
of collecting data on such holdings is obvious; but with so many per-
sons stationed abroad whose assets should be included in U.S. national
wealth, the figure may not be a negligible one. On the other hand
it seems highly unlikely that, under present circumstances, any signifi-
cant amounts of foreign currency are physically held in the United
States itself, aside from small balances held by banks and dealers in
foreign currencies.

The working group recommends that, as long as large numbers of

U.S. civilian and military personnel are stationed overseas, the na-
tional wealth estimates include an allowance for their holdings of

foreign currency. Since the amount involved would probably not be
large, f airly rough estimating procedures would be appropriate. Two
possibilities suggest themselves:

(a) A sample survey, using the panel of respondents which, it is
understood, the Department of Defense maintains for other in-
qlttiries.

(b) Estimate total (United States and foreign) currency hold-
ings of personnel stationed abroad by applying national averages,

1 Samuel Pizer and Frederick Cutler, "U.S. International Investments." See especially
table 9, p. 18.

a Provided by Mr. Pizer, a member of the working group.
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stratified, to the extent possible, by income level. Prorate between
holdings of United States and foreign currency using as an index
the ratio of sales in PX's and commissaries to estimated expend-
itures in the foreign economy.

TABLE 1.-International investment position of the United States, 1962

[Millions of dollars]

I. J A. assets and investments abroad, total ------------------------ 80,126
2. [rivate investm ents…----------------------------------------- 59,810
3. Long-term, total- -52, 576
4. Direct '…______________________-37,145
5. Foreign dollar bonds 2------------------------------ 6, 373

Other foreign securities:
6. Stocks------------------------------------------ 4, 715
7. Bio nds…------------------------------------------ 714

Gtber long-term:
8. ieported by banks (form B-3)------------------ 2, 151
9. Reported by commercial concerns (C-2)_________- 769

10. Other -3---------------------- 709
11. Short-ter'm assets and claims, total 4- -------------------- 7, 234
12. Reported by banks (B-2)--------------------------- 5,038
13. Reported by commercial concerns (C-2)…------------- 2,111
14. Brokerage balances--------------------------------- 85
15. U.S. Govermuent credits and claims-------------------------- 20, 316
16. Long-term 6- ------------------------------------------- 16, 040
17. Foreign currencies and short-term claims ----------------- 3, 113

Monetary assets:
18. IMF position--------------------------------------- 1,064
19. Convertible currencies------------------------------- 99
20. Foreign assets and investments in the United States, total_________-47, 368
21. Long-term-------------------------------------------------- 20, 201
22. Direct ------------------- …----------------------------- 7, 597
23. Corporate stocks---------------------------------------- 10, 336
24. Corporate, State, and municipal bonds9 - ----------------- 657
25. Other long-term- - _____________________________ 1, 611
26. Reported by banks (B-3)--------------------------- 4
27. Reported by commercial concerns (C-1)_____________- 161
28. O ther' l- -- -- -- -- -- -- -- -- -- -- -- -- -- -- 1, 446
29. Short-term assets and U.S. Goverment obligations------------ 27, 167
30. Private obligations-------------------------------------- 13, 340
31 Reported by banks (B-1)--------------------------- 12,583
32. Reported by commercial concerns (C-1)_------------- 645
33. Reported by brokers (S-4) ------------------------- 112
34. U.S. Government obligations---------------------------- 13, 827
35. Long-term marketable issues-2--------------------- 2, 061
36. Special nonmarketable nonconvertible issues_________- 251
37. Short-term…----------------------------------------- 11, 515
38. Bills and certificates -------------------------- - 9, 331
39. Foreign-currency certificates…---------------…-- 48
40. Currency- ---------------------------------------- 906
41. Miscellaneous ------------------- _________-______- 1,230

Country and Industry detail In August 1963 Survey of Current Business.
2 Detail by country and class of borrower being developed.
"Represents values carried forward (with adjustments) from the Treasury census

(TFR-500) for certain types of assets, Including real estate, estates and trusts, Insurance,
and miscellaneous claims. The major adjustment was to eliminate part of the value of
real property abroad reported by individuals who at the time were noncitizen residents of
European origin.

' Stabilization fund credits ($62,000,000) are subtracted from the B-2 reports and
Included In Government assets.

6 Detail as In "Foreign Grants and Credits" except that the latter excludes (1) contri-
butions to international organizations (other than IMF) of $1,117,000,000, (2) non-
military Installations abroad, $71,000,000, and (3) miscellaneous claims and settlements.
$101.000,000.

' Detail by program and country In "Foreign Grants and Credits."

(Additional footnotes on page 489.)
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Foreign currency holdings of corporations and other businesses
would be reported on the balance sheets which would be filed by such
organizations, if the recommendation of the working group on claims
is followed.

Foreign currency belonging to the U.S. Government should also be
included, but official records probably do not readily provide the data
separately from holdings of foreign money in the form of bank de-
posits. The working group sees no great advantage in separating the
two.
3. Deposits in banks.

It will be convenient to describe the data presently collected on de-
posits in banks abroad according to the various economic sectors listed
on page 486. With the rapid growth of the so-called Euro-dollar mar-
ket, this item is obviously of much greater magnitude than just a few
years ago. A separation of demand from time deposits would be use-
ful for many analytical purposes, though not strictly needed for na-
tional wealth estimates. Moreover, like most forms of short-term
capital, deposits can be a very volatile item; changes (which represent
capital movements in the balance of payments) cannot be accurately
measured except by reporting procedures which cover almost the whole
universe.

(a) Households and agricmltetre.-No information is currently avail-
able regarding deposits in foreign banks by the household sector, in-
cluding U.S. Government personnel abroad.3 This omission, together
with the probable omission of other foreign investments of the house-
hold sector, no doubt contributes to the "errors and omissions" item
in the balance of payments. Clearly, therefore, a census of national
wealth should include some provision for estimating this component.
Two major possibilities seem to exist.

(1) A complete census of all foreign assets of U.S. residents,
similar to the 1943 Treasury census on form TFR-500, could be
conducted, covering bank deposits as well as all other foreign as-
sets or claims. To be successful, such a census would have to be
compulsory, and would have to be given extensive publicity. If
the U.S. balance of payments were still in deficit at the time of the
census, widescale apprehension that the census was a prelude to

Deposits placed abroad through U.S. banks are required to be reported by the latter on
Treasury Foreign Exchange Form B-2 (see below), but are not separately Identified.

7 Area data in August 1963 "Survey of Current Business": industry breakdowns can
be derived from that article and "Foreign Business lInvestments In the United States."

Certain country details are available, but are not accurate. Industry data are avail-
able only for earlier years.9 Transactions data do not segregate by type; corporate bonds predominated in Treasurycensus (TFR-300).

1" Represents value carried forward from the Treasury census (TFR-300) for real
property, estates and trusts, Insurance, and miscellaneous debts and claims.

"Derived as follows :
Total reported on B-i…$----------------------------------2-, 023
Less:

U.S. bills and certificates…-------------------------------------- 12, 343
U.S. foreign currency certificates…------------------------------- 48
IM F deposit…-------------------------------------------------- 49

"As published In "Federal Reserve Bulletin," with minor adjustments.
is~ Excludes IMF holdings ($3,012).
14 Includes special issues to International organizations, military procurement accounts.

and other liabilities of U.S. Government agencies.
NOTE.-The designations In parentheses refer to Treasury Department reporting forms.

See annex.
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exchange control would probably arise, and the impact on the
international status of the dollar might be catastrophic. The
working group does not believe that the need for data on national
wealth is sufficiently great to justify such a procedure in the fore-
seeable future.

(2) A more feasible procedure, also not without its dangers,
would be to include a question on foreign deposits (and other
foreign assets) as part of a more general inquiry designed to de-
termine the value of household assets. Presumably such a survey
would be conducted on a sample basis. The working group com-
mends this to the consideration of the working group on consum-
ers' assets.

(3) An alternative to either proposal would be to confine the
inquiry to those persons (or a sample of them) reporting foreign
income on income tax returns 1040. It might even be feasible to
amend form 1116, used to claim credit for foreign income taxes
paid, for the census year to obtain all the necessary information.
Of course, investments on which no income was received (or no
foreign tax credit claimed) would be missed by such a procedure.

(7) Nonfinancial business, other thar agricultu~re.-Foreign bank
deposits of such businesses, together with those of some financial cor-
porations (but not 1U.S. banks), are reported on the U.S. Treasury's
Foreign Exchange Form C-1/2, and the supplement thereto, described
in the annex. Deposits payable in foreign currencies, included in
line 13 of the table, amounted to $217 million on December 31, 1962.
Deposits payable in dollars were not separately reported.

The quarterly form, C-1/2, is required from all "nonbanking" firms
whose foreign assets and liabilities exceed a certain minimum. How-
ever, the segregation of deposits from other short-term assets is re-
quired only if the deposits are payable in foreign currency. Deposits
payable in dollars are included in a broader category of other short-
term claims. But the firms with large holdings are required to file
a monthly supplement (see annex), on which deposits payable in
dollars and foreign currencies are reported separtely with each cate-
gory further segregated between demand and time deposits. Form
C-1/2 is required from "nonbanking" firms, that is, from firms not
required to file reports on the Treasury foreign exchange forms B-1
and B-2 (see below). The C-1/2 reporters include some firms which
should be classified as financial rather than nonfinancial businesses.
However, since individual reports are available, presumably any de-
sired segregation by type of business can be undertaken.

The working group has no basis for judging whether or not the
data collected in this form are reasonably adequate for a national
wealth inventory. However, it is understood that the Working
Group on Claims is recommending that, for the year in which a na-
tional wealth census is undertaken, all private economic entities except
households be required to file balance sheets. These balance sheets
would provide for a far more detailed classification of assets and lia-
bilities than we are recommending, and for a separation between do-
mestic and foreign claims.

This recommendation, if followed, would provide substantially all
the information needed to measure the net international claims of the
reporting institutions. The reports thus received would also provide
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benchmark data and information needed to supplement the presents
lists of organizations filing the Treasury foreign exchange forms de-
scribed in this report.

Therefore, any other recommendations made herein for improvement
in the existing system, or for other means of supplementing that sys-
tem. should be considered to be in lieu of, and not in addition to, the
balance sheet reports just mentioned.

(c) FinanciZl corporations.-Aside from deposits in foreign banks-
reported by those financial corporations filing reports on Treasury
forms C-1/2, foreign deposits owned by commercial banks and other
financial corporations are reported on the Treasury Foreign Exchange
Form B-2 (see annex). This form is filed by all "bankers and
banking institutions" in the United States, including U.S. branches,
agencies subsidiaries, and other affiliates of foreign banks, whose
claims on foreigners exceed a certain minimum amount. Only de-
posits payable in foreign currencies are shown separately on the forms
these amounted to $0.4 billion on December 31, 1962, and are included
in line 12. Deposits payable in U.S. dollars are included in an "all
other" category. However, it is believed that the institutions reporting
on this form do not have substantial amounts of foreign deposits pay-
able in dollars. Except for the lack of coverage due to the cutoff
exemption, it appears that this report provides as much information
as it is probably feasible to obtain, but the general balance sheet sur-
vey would uncover any omissions.

For various purposes, it would be highly desirable to segregate com-
mercial banks-those institutions whose assets and liabilities are in-
cluded in the "all bank" statistics published by the Federal Reserve
Board-separately from other financial institutions. This would be
feasible since the individual reports are available in the various Fed-
eral Reserve banks, to which the reports are rendered. However, to
the (unknown) extent that assets belonging to clients are included on
this form the sector classification would, of course, be incorrect. The
proposed balance sheet survey would require these institutions to report
their own assets only.

(d) Government.-U.S. Government-owned deposits in foreign
banks are basically of three types. The first is what might be called
normal deposits-working balances in foreign currencies, ordinarily
purchased with dollars but also acquired from sales of surplus agricul-
tural products, but in any case, freely usable to meet the normal opera-
tional expenses of the Federal Government. Second are the converti-
ble currency holding of the stabilization fund, considered to be part
of the international monetary reserves of the country. The third cate-
gory consists of holdings, the use of which is restricted by agreement
with the foreign country concerned to purposes which, in general,
would not substitute for dollar-financed U.S. Government expendi-
tures sl)ro9d, and thus would not aid the U.S. balance of payments.
Examples of such deposits include the proceeds of surplus property
sales abroad, sales of surplus agricultural products, repayments of
loans in foreign currencies, and the like (unless the foreign currencies
can be used without restriction to meet U.S. Government expenditures
or for other purposes).

With respect to U.S. Government holdings of "soft" currencies,
that is, currencies the use of which is restricted, the working group
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,suggests that they be treated in the same way as foreign currency loans
(see p. 484) ; that is, that they not be considered as part of the national
wealth of the United States, but that they be carried as a memorandum
item or contingent asset-to be mentioned in a footnote or in an ac-
companying text.4

Information regarding both of these types of holdings of foreign
deposits are obtained regularly by the Commerce Department, and
are included in line 17 of the Commerce Department's table. Among
other claims here included are the loans made by the Treasury's stabili-
zation fund and the loans on gold collateral made by the Federal Re-
serve System, although these are not, of course, "deposits."

Since it began direct operations in foreign currencies in 1962, the
Federal Reserve Bank of New York, acting as agent for the Federal
Reserve System, holds foreign currencies as a result of its swap oper-
ations with foreign central banks. These currencies are ordinarily
held in the form of deposits; full information regarding the amount
is published from time to time in the Federal Reserve Bulletin.
These, together with convertible foreign currency holdings of the
Treasury (not all of which, however, are held in the form of deposits),
comprise the $99 million of line 19.

It seems unlikely that any State or local government holds any sig-
nificant amount of foreign deposits (or any other foreign claim).
However, in the wealth census year, the customary survey of State
and local government finances could include a question on foreign
assets.
4. Other short-term clairnR

For purposes of balance-of-payments analysis, it would be desirable
to separate this category into (a) what might be called loosely money
market instruments, and (b) all other short-term claims. In discuss-
ing the various sectors, we sbqll indicate to what extent a breakdown
between money market instruments and other types of short-term
claims is presently available.

(a) Households and, agriculture.-No direct information is avail-
able on foreign short-term assets owned by these sectors; the position
is essentially the same as described above with respect to deposits.
However, it seems unlikely that such holdings would be significant,
with the exception of bank deposits, already discussed. If a complete
census or sample survey of foreign assets of these sectors were to be
undertaken, requests for data on these assets would presumably be
included.

(b) Nonfinancial business, other than agriculture.-As in the case
of deposits, short-term claims on foreigners by nonbanking institu-
tions are required to be reported on the Treasury Foreign Exchange
Form C-1/2. The Treasury Department and the Federal Reserve
System have made strong efforts to expand the coverage of this form
in recent years, and several hundred new reporters have been added.
The reporting instructions are sufficiently explicit to cover many of
the types of assets or liabilities that would result from the well-known
phenomena of leads and lags in foreign trade payments. Thus, an

4 Some members of the working group felt that a special committee might be appointed
to evaluate such assets on a case-by-case basis, with a view to setting values thereon that
could be included in national wealth estimates.
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advance payment by an American exporter or a credit extended in
connection with American exports should be reported on this form.
However, the size and variability of the errors and omissions item
in the balance of payments are such that there seems to be reason to
expect that such capital movements, as well as deposits in banks, are
not being fully reported. The following peculiarities of the data may
be noted:

(1) As already stated, the companies reporting on form C-1/2
include both financial and nonfinancial concerns; but the amounts
reported by nonfinancial businesses can be obtained by special
tabulations.

(2) Trade bills forwarded for collection through commercial
banks are reported by the banks on form B-2 instead of by the
exporters, or other creditors, on form 19,/2. On form B-2 they
are combined with collections outstanding for the bank's own
account; to obtain an accurate sectoring, a special survey would
have to be undertaken to make the separation. However, in all
probability the collections reported by the banks on form B-2
are mainly for the account of customers; probably the error in-
volved in attributing the total to the nonfinancial sectors would
not be great. The amount involved at the end of 1962 was $0.7
billion; this is included in line 12. Collections payable in foreign
currencies are not reported separately from other foreign cur-
rency claims.
(3) Short-term claims of parent companies on their foreign
subsidiaries or affiliates are not included in this category, but
under direct investments. Although some companies make an
effort to segregate their advances to their subsidiaries between
short- and long-term claims, many do not, and in any event,
whether the claim is short term or long term can frequently only
be determined after the fact. The total amount reported on form
C-1/2 at the end of 1962, other than deposits payable in foreign
currencies, was $1.9 billion, of which $1.7 billion was payable in
dollars (line 13). The balance sheet proposal would, of course,
provide more complete coverage of this item.

(c) Financial corporation.-The existing data with regard to
short-term claims, other than deposits, of financial corporations are
those obtained on the Treasury forms B-2 and C-1/2, to which refer-
ence has already been made. The separation between commercial
banks and other financial institutions is not made in the published
statistics but can be determined, as already indicated, by retabulating
the data from the original reports. These report forms are described
in the annex. The total amount of claims reported on form B-2,
other than deposits payable in foreign currencies, was $4.8 billion at
the end of 1962 (line 12). Of this, $4.6 billion was payable in U.S.
dollars, and $0.2 billion was payable in foreign currencies.

Another Treasury foreign exchange form, S-4, is designed to collect
data on foreign debit and credit balances in accounts of U.S. brokers.
The amount of assets reported on this form as of December 31, 1962,
was $0.1 billion.

Complete coverage of this sector, too, in the census year would be
provided by the proposed balance sheet survey.
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(d) Goverrnment.-Holdings of short-term claims of the Federal
Government on foreigners, aside from deposits, consist mainly of the
gold tranche position in the International Monetary Fund-equal to
the U.S. quota in the Fund, minus the Fund's holdings of U.S. dollars.
The implication of this treatment is that any drawings by the United
States would be treated as a reduction in U.S. Government claims on
abroad up to the amount of the gold tranche plus any drawings of
U.S. dollars by other countries; U.S. drawings in excess of this amount
would appear on the liability side of the international balance sheet
as a net liability to the International Monetary Fund. Stabilization
fund loans and loans by the Federal Reserve System on gold collateral
would be included here; as already mentioned, they are entered in line
17 of the table. Again, there seems to be no reason to believe that
State and local governments would have any significant amount of
short-term claims on foreigners.
5. Long-term debt

There is no feasible way, with the information presently available,
to segregate portfolio investments in foreign securities-either debt
instruments or equities-according to sector of ownership. While the
Treasury Department's census of foreign assets, taken in 1943, did
provide such information, the only information available which serves
to bring these figures up to date is obtained from data on transactions
which show no breakdown by nature of the transactor. Moreover,
there is no information available regarding transactions between
American residents in foreign securities; thus, even if it were possible
to know the enonomic sector of the original purchaser of a foreign
security, that would be of little value in determining the present own-
ership. Again, the only feasible way of obtaining a sector breakdown
of holdings of miscellaneous foreign securities is through a census-type
inquiry, and such an inquiry would have to cover all types of holders,
not just households. The latter might be covered by a sample survey;
corporate and institutional holdings would probably have to be re-
ported in full if adequate data are to be obtained. This would be
accomplished, as far as nonhousehold assets are concerned, by the
proposed balance sheet survey.

Private holdings of portfolio foreign debt securities are valued,
insofar as feasible, at current market values. Nonmarketable types
of debt are values, in the main, at face value. These principles of
valuation accord with the recommendations of this report. In the
absence of a sector breakdown, our description of the existing data
will be organized according to type of securities rather than sector of
ownership.

(a) Dollar bonds, publicly offered.-The Commerce Department
keeps an individual record of each issue of foreign dollar bonds, pub-
licly offered in the United States, including those of international
institutions such as the World Bank. It endeavors to find out, usually
by correspondence with the underwriters, the percentage of the issue
taken in the United States at the time of issue. The amount of the
issue outstanding at any particular time is ordinarily a matter of pub-
lic record; the amount held in the United States is calculated by apply-
ing the percentage of the issue originally sold in the United States to
the amount outstanding. Any error resulting from a subsequent
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change in the country of ownership is offset by a corresponding error
in the estimates of U.S. holdings of foreign bonds other than dollar
issues, as explained in detail below. Obviously, this method of esti-
mating can be used to produce either face value or market value.

(b) Private placements.-Private placements of foreign securities
in the U.S. market are usually made through investment firms and
more often than not are publicly announced. Some additional data
are obtained from reports to the Securities and Exchange Commission
and to insurance commissioners. Again, the Department of Commerce
makes an effort to ascertain what part, if any, of each issue is placed
with non-U.S. investors. It ordinarily assumes that such issues are
paid at maturity, unless information to the contrary comes to the
Department's attention. Total U.S. holdings of foreign dollar bonds,
publicly offered and privately placed, were estimated at $6,373 million
(market value) at the end of 1962 (line 5).

(c) Other foreign bonds.-The estimate for private U.S. invest-
ments in foreign bonds, other than those originally offered in the
United States, is based on a benchmark obtained by the U.S. Treasury
census of foreign assets taken in 1943. This estimate has been brought
forward on the basis of data on transactions in foreign bonds between
U.S. and foreign residents as reported on Treasury Foreign Exchange
Form S-1 (see annex). These reports show transactions at the
value at which they take place, and are classified only by country of
residence of the non-U.S. party to the transaction; information regard-
ing the nationality of the issuer of the securities involved is not ob-
tained. The basic data reported on form S-1 include new issues and
redemptions; adjustment is made to remove such transactions, to the
extent they are deemed to involve dollar bonds, from the data before
applying the residual to the benchmark estimates. The results are
further adjusted. in an extremely rough manner, by reference to in-
dexes of bond prices in those countries, mainly Canada and certain
Western European countries, whose securities comprised the major
part of U.S. holdings in 1943.

In some years, Canadian data on transactions in foreign securities
between the United States and Canada were substituted for the U.S.
figures, since the Canadian figures seemed to be more complete. How-
ever, no effort has been made to adjust the data for changes in owner-
ship due to migration of individuals, nor to allow for transactions
which might have been undertaken by Americans directly with foreign
brokers without using the intermediary of a U.S. broker (except to
the extent that such transactions accounted for the difference between
the United States and Canadian figures in the years in which Canadian
data were used).

It is evident from the foregoing that the existing estimates of U.S.
private holdings of foreign bonds and other long-term debt (excluding
amounts reported on Treasury Exchange Forms B-2 and C-1/2, to be
described presently) rest on extremely shaky foundations.

Moreover, the sector distribution of such holdings is not known,
although presumably some scattered data could be obtained from pub-
lished holdings of insurance companies, mutual and pension funds,
and the like.

The working group believes that the only feasible way of getting
reasonably reliable estimates for such holdings would be the household
and balance sheet surveys already described.
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(d) Nonmarrketable foreign debt (other than privately placed dollar
bond8s).-As already indicated, the Treasury Foreign Exchange
Forms B-2 (for banking institutions) and C-1/2 (for reporters other
than banks) request information not only on short-term claims but on
claims with original maturities of more than 1 year. Treasury For-
eign Exchange Form B-3, described in the annex, requires monthly
reports on long-term claims on foreigners from all institutions holding
such claims in excess of an average of $500,000 over a 6-month period.
Form B-3 was recently inaugurated by the Treasury in order to pro-
vide a more detailed breakdown on the types of claims included in this
category; formerly all long-term claims were reported only in a single
column on form B-2. Also, the C-1/2 form, already described, requires
a report of claims on foreigners with an original maturity of more than
1 year, although without any breakdown by type of claim. Long-
term claims reported on form B-2 at the end of 1962 amounted to $2.2
billion; on C-1/2 to $769 million. These amounts are shown in lines 8
and 9 of the table. It is unlikely that households possess any large
amounts of nonmarketable claims; those held by other private entities
would be reported on the balance sheet survey.

Some of the problems involved in evaluating U.S. Government long-
term claims on foreigners have already been discussed. The Com-
merce Department assembles and publishes data on such credits and
investments in a bulletin entitled, 'Foreign Grants and Credits by the
U.S. Government." While this report does not distinguish between
claims payable in dollars and claims payable in foreign currencies, pre-
sumably the basic data are available and any adjustments that might
be considered desirable could be made. The data are presented by
the Commerce Department in terms of U.S. dollars at face value of
the claims. *With respect to foreign currency proceeds of surplus agri-
cultural sales and similar transactions, the long-term account includes
only the equivalent of the currencies that have actually been loaned to
the foreign governments for development purposes; any currencies
not yet disbursed for that purpose, but held as liquid cash balances by
the U.S. Government, are included in short-term assets. As already
indicated, the working group recommends that most of these foreign
currency assets not be included in the national wealth estimates. The
long-term claims also include the paid-up subscriptions of the United
States in international development-lending institutions; however, the
net position in the International Monetary Fund, as already indicated,
is included among short-term claims.

The working group recommends that loans as well as other invest-
ments in foreign countries be allocated to the sector of the economy
actually holding the claim, whether or not such loans or investments
are guaranteed by the U.S. Government or an agency thereof. This
is, in effect, the way commercial bank participation and Export-Import
Bank credits are presently being handled; they are reportable on
Treasury Foreign Exchange Form B-2 by the bank providing the
funds (or on form C-1/2 if the institution providing the funds Is not
a bank). Direct investments have also been made with guarantees
provided by the Agency for International Development. The nature
of the guarantees and the extent of the risk covered may vary from
case to case. (The working group presumes that similar principles are
followed in classifying domestic claims according to sector of owner-
ship.)



NET FOREIGN- CLAIMS

6. Direct investrments
Estimates of the value of the U.S. direct investments abroad, owned

mainly by business firms but also by households, are based on a bench-
mark survey taken as of 1957, the latest in a series of such surveys
taken by the Department of Commerce. The census was compulsory
and there is no reason to believe that the coverage was not substan-
tially complete. The data are brought up to date annually using infor-
mation on transactions with, and earnings reinvested by, foreign
branches and subsidiaries obtained on a compulsory basis from a
sample of American companies covering approximately 90 percent of
the total amount of the investment involved. Allowance is also made
for new direct investment abroad by companies not included in the
Commerce Department's sample, to the extent information regarding
such investment comes to the Department's attention. The sample
includes all companies with foreign direct investments valued at over
$2 million, and companies are added to the sample as they reach that
level. The value of such investments at the end of 1962 was $37.1
billion (line 4).

Direct investments, as already indicated, are shown at book value;
that is, book value of the American interest in the company as re-
flected on the books of the foreign enterprise. For the purpose of
converting this value to IJ.S. dollar equivalent, the value of fixed
assets and related depreciation reserves is, generally speaking, con-
verted at the exchange rate prevailing at the time the assets were
acquired. The value of financial assets and liabilities and inventories
is ordinarily converted into U.S. dollars at the rate of exchange pre-
vailing at the time of conversion.

The treatment of subsidiaries and branches is essentially similar.
The method followed by the Department of Commerce amounts to
taking the total assets of the foreign enterprise (excluding any claims
on the home office or the parent company) and deducting therefrom
all liabilities due to outsiders as well as any outside equity in the stock
(including surplus) or other securities of the company. 15 The result-
ing figure represents the net equity of the home office of the enterprise.

It is also customary to include in direct investments all interests
of American investors in the securities of such enterprises. These
holdings could, of course, be included in miscellaneous portfolio
securities; if such a procedure were followed they would be included
in the Commerce Department estimates at market rather than book
values. However, the differences in value would undoubtedly be rela-
tively small and the working group sees no reason for recommending

2 Since balance sheet data supplied on U.S. income tax returns form 1120 are frequentlyused for statistical purposes, attention should be directed to the fact that such balancesheets in probably all cases, include the foreign assets and liabilities of foreign branches
of U.A. companies. It is particularly Important, therefore, that if Internal Revenuebalance sheet data are used for national wealth estimates, the assets and liabilitiespertaining to foreign branch operations included in these figures be eliminated. Themost recent censuses of foreign direct investments taken by the U.S. Department of Com-merce have Included a request for a balance sheet of each foreign enterprise. Althoughin many cases probably not strictly comparable to the balance sheet data on form 1120,they could be used, if necessary to make the necessary adjustments to the income tax data.The amounts involved are not negligible. Several very large foreign enterprises In the
petroleum industry are U.S. incorporated coneerns. Moreover, in many cases a U.S. com-pany will form a separately incorporated U.S. subsidiary to operate in one or moreforeign companies. The Western Hemisphere corporation provision of the income taxlaws, by providing a reduced rate of tax for those companies whose income is fromsources without the United States but within the Western Hemisphere, encourages thispractice.

38-135-64-34
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a change in the Commerce Department procedure. The sector of
ownership of these miscellaneous public holdings is not known.

The working group has recommended that a census of foreign as-
sets of households be undertaken, but it believes that the detail re-
quested should be limited to types of assets and country of location.
This would not permit the segregation of those miscellaneous security
holdings which, according to definitions now employed, would be
considered direct investments. We do not believe that this refinement
would justify the much greater effort and cost involved.

As already indicated, the working group also recommends, for the
census year, that data be collected to permit the calculation of direct
investments adjusted to reflect the depreciated replacement cost of
the underlying fixed assets.

The forms used in the census of direct investments in 1957 as well
as those used in the annual surveys are described in the annex.

7. Other equitie;
This item includes corporate stocks, other than direct investments,

and a miscellaneous collection of other investments of an equity
or quasi-equity character, most of which were uncovered in the Treas-
ury census of 1943.

With respect to U.S. holdings of foreign stocks, the remarks made
above with respect to portfolio holdings of foreign bonds apply. The
only benchmark data available are those of the Treasury census of
1943. Adjustments to bring this figure up-to-date are based on trans-
actions with foreigners in foreign stocks as reported on the Treasury
Foreign Exchange Form S-i. Adjustment has also been made for
changes in market values of securities, but this obviously has to be done
on an extremely rough basis since the reporting form does not dis-
close the nationality of the security but only the residence of the
foreign partner to the transaction.

In view of the fact that the reporting system does not cover trans-
actions made directly abroad by individuals without going through a
U.S. broker and in view of the difficulty in adjusting to current market
values, it is evident that the present estimates at best can be considered
only a very gross approximation. Here again, the only feasible way
of obtaining reasonauly accurate data on household assets would be
a new census using one of the procedures already described; assets of
the rest of the private sector would be covered by the balance sheet
survey.
8. Real assets

The term "real assets" refers in this connection only to the properties
of households and governments; real assets of business firms can best
be considered as branches and treated in the manner already described
in the section on direct investments.

Two types of real assets owned by households must be considered.
The first is consumer durables owned by persons temporarily residing
abroad but who are considered domestic residents for national wealth
purposes. These could be considered either as domestic real assets, or
as part of net foreign assets. The working group suggests the latter
treatment. In all probability the estimates of the value of consumer
durables will be made on the basis of household samples, taken either
in connection with the population census or under some other cir-
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cumstances. In any event, there is no reason to believe that the aver-
age holdings of household goods of families residing abroad would
vary significantly from the national average of families living in
rented quarters.

The second category is residential real estate owned by residents
of the United States, including residents temporarily stationed abroad.
Again, the only feasible way to obtain information on such holdings
would be to take a census. In order to be consistent with the direct in-
vestment estimates, the value should be either the cost to the present
owner with some reasonable allowance for depreciation, or preferably,
estimated current value. In either case, any mortgage debt outstand-
ing should be deducted from the value thus calculated.

The working group recommends a similar treatment for Govern-
ment real assets. We understand, from the report of the Government
Assets Working Group, that reasonably complete and accurate data
on oversea real property holdings of the U.S. Government exist. We
believe that the same principles of valuation should be applied to
such assets as are applied to similar assets located in the United
States; it is likely, however, that such values are well in excess of
any conceivable amount that might be obtained for the assets if they
were resold to foreigners.

Government-owned movable property located abroad should, in the
view of the working group, be considered as a "domestic" asset, espe-
cially military property, much of which is frequently moved from
one location to another. Movable property of civilian agencies might
well be handled in a similar manner, especially if the most convenient
sources of data fail to disclose geographic location.

FOREIGN INVESTMENTS IN THE UNrrED STATES

The treatment of foreign investments as "claims" on the United
States raises certain technical problems which do not exist with
respect to U.S. assets abroad. As to the latter, the investigator can
be reasonably arbitrary both with respect to the sector which owns
the assets and the value placed on them. He may make errors, of
course, but since these figures do not, at least in principle, have to be
integrated with anv of the other accounts included in the national
wealth statement, there can be no question of duplication. Nor will
errors in other items result because an item estimated directly (in this
case the foreign investments) is deducted from some other figure to
arrive at a residual.

On the other hand, foreign claims on the United States constitute
a part of the overall matrix of claims and liabilities overlying domes-
tic tangible assets; it is necessary to insure, for instance, that total
holdings of stock of American corporations, including foreign hold-
ings, add up to the estimate of total corporate stock outstanding.
And if, for instance, it were necessary to estimate consumer holdings
of corporate stock as a residual, obviously the accuracy of that esti-
mate would depend on the accuracy of the estimate of foreign
holdings.

For purposes of measuring net international claims, the recom-
mended method of valuation would be that which most nearly approxi-
mates market value. However, as already mentioned, the use of mar-
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ket value may result in the apparent anomaly of "deducting" a larger
amount from the domestic real wealth than was included in the first
place. This would result, for instance, when the market value of
an equity security held by a foreigner exceeds the value of the under-
lying real assets, even after adjusting the latter to the basis being
recommended for national wealth estimates. But, as already indi-
cated this anomaly is only apparent.

It is of some interest, perhaps, that a somewhat similar conceptual
problem occurs in national income accounting. Interest on public
debt securities, for instance, is ordinarily considered to be a transfer
payment in the national income estimates. However, when such in-
terest is paid to foreign holders of the securities, it seems logical not
to treat it as a transfer payment, since foreigners have had to sur-
render real resources to acquire the security, but as an ordinary
payment of investment income. This results also in "deducting"
from national income an amount which was never "included" in
national income in the first place.

Our a~pparent anomaly, of course, does not apply to domestic claims
on foreign countries, since whatever value is placed on them for
national wealth accounting purposes is then added to domestic real
assets to arrive at total national wealth.
1. Gold

Not applicable.
2. Currency

The Commerce Department includes in its estimates a figure for
foreign holding of U.S. currency. At the end of 1962, this amounted
to $0.9 billion. U.S. banks, including Federal Reserve banks, report
regularly on foreign shipments and receipts of U.S. currency. How-
ever, it is obvious that extremely large amounts must also be carried
into and out of the country in the pockets of travelers-both Americans
and foreigners-and thus that it is completely impossible to make a
reliable estimate of the net movement based on banking transactions.
Presumably, even if the incentive to hoard U.S. currency is far less now
than it was a few years ago, there must at any time be very large
amounts on hand abroad, in banks, in exchange houses, in shop tills,
etc. The working group sees no feasible way of coming up with an
even reasonably reliable estimate for this item; probably the best
thing to do would be to leave it out of the accounts entirely, with a foot-
note to that effect. It is understood that the Commerce Department is
not planning, for the present at least, to change the above mentioned
estimate, which has been held constant since 1959.
3. Deposits at banks

The Treasury Department's Foreign Exchange Form B-1, as re-
vised in May 1963, provides for the first time a detailed breakdown
of deposits of foreigners in U.S. banks and banking institutions, pay-
able in U.S. dollars, according to demand and time deposits, and
according to whether the holders are foreign official institutions, for-
eign banks, or other foreigners (individuals, partnerships, and cor-
porations). The data are collected monthly and, except for presum-
ably minor amounts not reported because of a minimum reporting
requirement, are probably quite complete. The form is described in the
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annex. Negotiable time certificates of deposit are not included here,
but in "money market instruments."

The institutions reporting on Foreign Exchange Form B-1 include
firms which are not 'banks" within the general meaning of that term
as it is customarily used in U.S. financial statistics; for instance, thedata on money supply inelude the demand deposits liabilities of com-
mercial banks only. The working group recommends, therefore,
that as part of the national wealth estimates, deposits owned by for-
eigners be limited to deposits in "banks"; other items reported as de-
posits on foreign exchange forms B-1 would be included in "other
short-term claims"; it is believed that a substantial part of the amount
which would be thus excluded consists of current accounts between
U.S. branches and agencies of foreign banks and their home offices, and
accounts due by U.S. banks to their foreign branches.

The balance sheet proposed for financial institutions by the Working
Group on Claims provides for far more detail than Treasury Exchange
Form B-1, and would also serve as a check against the reporting on the
latter form.

The total amount reported as deposits on December 31, 1962, was
$10.6 billion,16 and is included in line 31 of the table including deposits
at Federal Reserve banks, which amounted to $247 million.
4. Other short-term claims

(a) Money market instriuments. We define money market instru-
ments to include publicly offered debt instruments with original
maturities of 1 year or less. In the U.S. market, these consist mainly
of U.S. Treasury securities, short-term paper issued by commercial
and industrial concerns (finance paper), negotiable time certificates of
deposit, and bankers' acceptances. Available information on foreign
holdings of such paper comes almost solely from the Treasury's For-
eign Exchange Form B-1 and, therefore, covers only paper held in
custody accounts by reporting institutions. Moreover, while there are
separate columns for short-term U.S. Government securities, with
the three-way breakdown according to class of foreign holder already
described in the case of deposits, foreign holdings of finance paper
and bankers' acceptances are included in a column headed 'othmer
short-term liabilities" and, therefore cannot be separately identified.
It may be noted, however, that a very substantial amount of foreign
holdings of this type of paper is represented by accounts for foreign
monetary authorities and international institutions at the Federal Re-
serve Bank of New York. These holdings consist only of U.S. Gov-
ernment securities and bankers' acceptances; the total amounts held
for foreign monetary authorities are published regularly in Federal
Reserve statements.

A problem arises with respect to the classification of certain non-
marketable U.S. Government securities denominated in foreign cur-
rencies and issued to foreign official institutions. While most of these
securities have original maturities of more than 1 year, practically
all of them are convertible into cash on relatively short notice. Al-
though the securities are not marketable, they are obviously freely
available in time of need to cover balance-of-payments deficits of their
holders, and thus have been included by the Commerce Department in

'e Treasury Bulletin, February, 196f, p. 95.
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the category of "liquid" liabilities, except in those few cases where
they have not contained the cash convertibility feature. It is sug-
gested that, in any statement of national wealth, these securities be
classified with other short-term government securities maturing in less
than 1 year as "money market instruments", although they might also
with some justification be included in the next category "other short-
term liabilities." 17

Excluding the latter, total foreign holdings of U.S. Government
short-term securities amounted to $9.4 billion, lines 38 and 39 of the
table. Not included are non-interest-bearing, nonnegotiable U.S. Gov-
ernment obligations issued to the International Monetary Fund (al-
thonugh these are included on form B-I). The U.S. Government
"investment" in the IMF represented by these notes is also excluded
from the asset side of the international balance sheet.

The statistics on foreign holdings of short-term securities of all
kinds do not include foreign-owned securities not held in custody
accounts with domestic reporting institutions. The reporting require-
ments include a question regarding actual shipments and receipts of
short-term U.S. Government securities between the United States and
foreign countries, but the amounts reported under this requirement
are completely negligible. In view of the short-term nature of these
securities it seems likely that in most cases foreigners would hold
them in custody accounts with domestic financial institutions; in any
event, the working group sees no feasible way of collecting data on
any other foreign holdings that might exist.

'(b) Other short-term liabilities.-This category includes a variety
of liabilities, the data on which are gathered from different sources.
The following paragraphs indicate the main items for which data
are presently n-ailable.

(1) All short-term liabilities reported on Treasury form B-1,
other than deposits at "banks" and money market instruments,
would be included in this category. This includes data reported
in the columns headed "Other short-term liabilities" on the form
as well as all liabilities payable in foreign currencies; the form
requires no separation of the latter by type of liability. In addi-
tion, of course, all liabilities of institutions reporting on Foreign
Exchange Form B-1 which are not "banks" would be included
in this category. Presumably, all nonbanking firms reporting
on this form fall in the category of other financial corporations.
However, it is believed that some small amounts of special de-
posits with the U.S. Treasury Department are also included on
this form: if so, they should, of course, be segregated and shown
as a U.S. Government liability.

The total amount of nondeposit liabilities reported on form
B-1 as of December 31, 1962. which would be included in this
category, amounted to $2 billion (included in line 31). How
much of the deposit liabilities should be included here because
they are not deposits at "banks" could only be determined by a
special tabulation of the B-1 forms.

(2) Short-term liabilities to foreigners reported on the Treas-
ury Department's Foreign Exchange Form G-1/2 are also in-

17As of Dec. 31, 1962, there were $251 million of these special issues outstanding, none
of which contained the cash convertibility feature (line 36).
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eluded in this category. As already indicated the firms report-
ing on this form include both nonfinancial businesses and finan-
cial corporations; it would be necessary to make this separation
in order to provide the desirable classification of liabilities by
sectors. The total reported as of December 31, 1962, was $0.6
billion (line 32) .8

(3) Credit balances in foreign accounts as shown on the books
of U.S. brokers and security dealers and reported on Foreign
Exchange Form S4 are also included in this category. Pre-
sumably, all of the reporting institutions would fall in the cate-
gory of "other financial corporations." The amount outstanding
on December 31, 1962, was $0.1 billion."9

(4) Advance payments to the U.S. Government on foreign mil-
itary contracts. *While part of such funds is actually invested in
marketable U.S. Treasury securities, the relevant agreements
with the foreign governments provide that the money can be used
only to make payments on military contracts. For this reason,
the movements in such figures have been included in changes in
"nonliquid" U.S. Government liabilities in the balance-of-pay-
ments statistics, serving, when they rise, to reduce the deficit
in the U.S. balance of payments rather than to finance it. They
are, however, classified as short term in the Commerce Depart-
ment's international investment table. It seems appropriate,
therefore, in the national wealth estimate to treat the total amount
in these accounts in the "other short-term claims" category rather
than as money market instruments. In the table, these balances
are included in line 41.

5. Long-term debt
Foreign investments in long-term debt obligations of private and

governmental American entities are, in principle, carried in the De-
partment of Commerce data at market value, as recommended in this
report. These investments are included in the attached table in three
categories-line 24, corporate, State, and municipal bonds; line 35,
long-term marketable U.S. issues; and line 28, other private long-
term investments.

(a) Corporate, State, and municipal bonds.-The present esti-
mates of foreign holdings of corporate bonds are based on a benchmark
study of withholding tax data covering the year 1950, carried for-
ward with data on transactions as reported on the Treasury Depart-
ment Foreign Exchange Form S-1 (see annex). The data for the
benchmark year can be considered relatively complete for those issues
the interest on which was subject to tax when paid to foreigners. How-
ever, issues on which no interest was paid during that year and all
State and municipal issues, the interest on which is not subject to
Federal income tax, were, of course, omitted. Moreover, the adjust-
ment of benchmark figures by the use of the S-1 form data over such a
long period of time is fraught with possibilities of error, particularly
in view of the fact that direct transactions of American residents with
foreign brokers are not covered in the data.

'B Treasury Bulletin, May 1963, p. 90.
29 Treasury Bulletin, March 1963, p. 88.
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The working group strongly recommends that a new benchmark
survey, based on the withholding tax records, be made at the earliest
possible date. It appears that the use of these records would also be
the most feasible method of collecting data on foreign holdings of U.S.
corporate bonds in connection with a general national wealth census.

While the Department of Commerce apparently did not classify the
benchmark data according to the industry or economic sector of the
obligor, such a classification would be possible in any future similar
investigations since the data would be available on an issue-by-issue
basis.

The absence of any data whatever regarding foreign holdings of
State and municipal issues is noted by the working group, and it
recommends that steps be taken to remedy this defect in connection
with a national wealth census. To the extent that such issues are held
in registered form, a survey of the paying agents could be made to
determine to what extent interest is paid to foreigners. A survey
might also be made of domestic banks, brokers, etc., requesting infor-
mation on State and municipal long-term securities held in custody
accounts for foreign clients. There would remain the problem of
coupon issues held directly abroad, the coupons from which are
ordinarily presented through commercial banking channels for pay-
ment. In such a case, ownership certificates might be required, al-
thou.ah some legal, if not constitutional, problems might arise.

(b) U.S. Goqvernment bonds.-Foreign holdings of marketable
U.S. Government issues are estimated on the basis of benchmarks of
custody holdings with American financial institutions, recently taken
at intervals of 3 to 5 years. These data are kept up to date on the
basis of information on transactions reported on Foreign Exchange
Form S-i; on this report (see annex), transactions in U.S. bonds
and notes are shown separately. Recently, a supplemental report,
Foreign Exchange Form S-2, has been inaugurated to secure sep-
arately information on transactions in U.S. Government securities
by "foreign official institutions," information which is desirable for
purposes of balance of payments. In view of the relatively stable
market for such securities, at least in the short run, the distinction
between maturities of over 1 year and those of less than 1 year
is less important than in the case of private securities, especially when
the securities are held by official monetary institutions. The total
amount held at the end of 1962 was $2.1 billion (line 35).

Again, it may be noted that the estimates exclude securities held
directly abroad by the owners rather than in custody accounts with
domestic institutions. However, the data obtained in the periodic
benchmark surveys are remarkably consistent with the transactions
data obtained from the S-1 form; from this, it seems reasonable to
assume that most foreign holdings of these issues are in custody
accounts. That the same is not true of foreign holdings of corporate
securities is indicated by the fact that a large number of the owner-
ship certificates filed with the Internal Revenue Service in connection
with coupons on corporate bonds give evidence that they were, in
fact, executed abroad.

(c) Other long-term debt.-The only two items in this category for
which data are collected on a current basis are long-term liabilities
to foreigners of banking institutions, now reported on Foreign Ex-
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change Form B-3, and liabilities with an original maturity of more
than 1 year reported by nonbanking institulions on Foreign Ex-
change Form C-1/2. These two items together amounted to $165
million at the end of 1962 (lines 26 and 27).

Other long-term private debt (line 28) consists of a miscellaneous
collection of liabilities to foreigners reported in the Treasury census
of foreign assets in the -United States, TFR 300, as of 1941. Almost
no information has been available that could be used for the purposes
of bringing these figures up to date, and it may well be questioned,
therefore, whether there is any value in continuing to include them
in the estimates. The item includes such things as foreign equities in
trusts and estates, the present value of future annuities due to for-
eigners, miscellaneous debts and claims (most of which, however,
would presumably be reportable on Foreign Exchange Forms B-3
or (-1/2), and real estate mortgages.

Obviously, all debt due to foreigners, except nonregistered mar-
ketable securities, must be known to the American debtor and, as
such, could be reported in any census of foreign liabilities that might be
taken, such as the balance sheet survey already discussed. In the ab-
sence of such a census, some information could be obtained from the
withholding tax returns, since interest paid on private debts is for the
most part subject to withholding tax. However, the rate of interest
is not usually known; therefore this source would be useful primarily
for the purpose of compiling a mailing list for any census of foreign
liabilities that might be undertaken.
6. Direct investments

The Department of Commerce conducted a census of foreign direct
investment in the United States as of 1959.20 In general, the coverage
of this census and the methods of valuation employed were substan-
tially similar to those used in censuses of U.S. direct investments
abroad, already described. The data are presented with sufficient in-
dustry breakdown to facilitate the sector classifications recommended
in this report. The book value of the foreign investment is also broken
down between liabilities and net worth; the former separated between
long- and short-term and the net worth shown as to common stock, sur-
plus, preferred stock, and net home office accounts of branches. These
figures are brought up to date each year by the Department of Com-
merce on the basis of quarterly and annual surveys of the companies
concerned. The adjustments reflect not only capital movements
between the American enterprise and its foreign affiliates, but rein-
vested profits and other adjustments to surplus. The value in 1962 was
$7.6 billion (line 22).

It is evident from what has just been said that the value placed on
these investments in the Commerce Department figures is equivalent to
book value as that term is ordinarily understood. If, in national
wealth estimates, the underlying assets are revalued to a depreciated
replacement cost basis, and if the data are available on a company-by-
company basis, it would be relatively easy to adjust the estimated book
value of foreign direct investments accordingly. Alternatively, if
overall ratios are developed between book values and book values thus

20 U.S. Department of Commerce, "Foreign Business Investments in the United States,"*
a supplement to the "Survey of Current Business," Washington, D.C., 1962.
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adjusted, these ratios could be applied to the foreign direct invest-
ments in the United States.

It may also be worth noting that the net home office accounts of
foreign branches constitute a special kind of liability in that there
are no outstanding securities issued by such branches. In any sta-
tistical inquiries based on balance sheet data provided with corpor-
ate income tax return form 1120, special care should be taken to
insure that the balance sheets filed by U.S. branches of foreign
corporations reflect only U.S. assets and liabilities of such corpor-
ations, and not their total worldwide business.

7. Other equities
Foreign holdings of corporate stocks were estimated for the year

1950 on the basis of an anlysis of withholding tax returns. They
have been brought up to date using transactions in outstanding
corporate stocks between U.S. and foreign residents as reported on
Treasury Foreign Exchange Form S-1, and adjusted for changes
in market value using the Standard & Poors index of stock prices.
Aside from the reservations already expressed with respect to
the accuracy of the transactions data, the following weaknesses in
the estimates should be mentioned.

(1) Although an allowance was made for foreign holdings of
stocks on which no dividends were paid in the benchmark year,
by its very nature such an allowance had to be relatively arbi-
trary. It would have been better to have made a separate in-
quiry to all non-dividend-paying corporations, at least those
whose stocks are publicly held, asking them for information
regarding foreign ownership of their shares. However, to have
been complete, such an inquiry would also have had to be ad-
dressed to all brokers and other dealers holding stocks in "street"
names.

(2) Since the transactions data do not provide information
regarding transactions in individual issues, it is not possible to
make adjustments for changes in market values on an issue-by-
issue basis; nor is it possible to adjust foreign holdings on an
issue-by-issue basis. Thus, it is not possible to classify current
holdings by industry or economic sector.

(3) A (probably minor) source of error results from the
holdings of American citizens permanently residing abroad.
The holdings of such persons should be included as foreign
investments in United States, but dividends thereon are not sub-
ject to tax withholding. However, it is understood that the
Commerce Department figure includes an arbitrary estimate of
$250 million for such holdings.

Foreign portfolio holdings of corporate stocks, line 23 in the Com-
merce Department table, amounted to over $10 billion in 1962, half
of total foreign long-term investments in United States. It is obvious
that a reasonably accurate estimate of such holdings is essential for
any acceptable estimate of the national wealth of the United States.
It would also be desirable to have this information in sufficient detail
so as to enable calculations to be made both on a market-value and a
book-value basis, and by country of ownership.
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A reasonably accurate estimate could be obtained at any time merely
by repeating the analysis of the withholding tax returns. However,
the following additional information would be needed:

(1) Holdings of stock on which no dividends were paid in the
census year. The balance sheet survey already mentioned would
disclose these, if registered as foreign on the books of the issuing
corporation. However, brokers and other nominees would also
have to file reports on foreign holdings of such issues.

(2) Holdings of U.S. citizens permanently residing abroad,
whose income is not subject to tax withholding. Dividends paid
to such persons are reported to the Internal Revenue Service on
an information return, form 1099; it may be possible to employ
these, if they can be centralized at one point in the Service.
The balance sheet survey would also include such holdings; but
unless the forms 1099 can be used, it would be necessary to make
direct inquiries to brokers and other nominees.

The withholding tax returns, information returns, and direct sur-
veys all would have the advantage of providing data by country of
ownership; the balance sheet survey could not feasibly be used to
obtain this detail. In summary, the working group recommends that
the balance sheet and withholding tax data be relied upon except for
nominee holdings of (1) non-dividend-paying issues and (2) shares
belonging to U.S. citizens residing abroad (unless these, too, can be
obtained from forms 1099). Separate reports on these two categories
would have to be requested.

8. Real assets
Depending on the method used for estimating U.S. residents' hold-

ings of consumer durables, it may be necessary to make an estimate
of such assets held by persons living in the United States who would
not be considered residents for national wealth purposes. However,
the amounts involved must be extremely small and this adjustment
could undoubtedly be omitted without any serious detriment to the
figures.

Real estate located in the United States but owned by nonresidents,
if held primarily as a commercial investment, could well be considered
as a "branch" and included in direct investments.21

Residential real estate owned by foreigners and held primarily for
their own personal use, although it may be available for rental from
time to time, has not been included in the estimates of foreign direct
investments in the United States prepared by the Department of
Commerce nor in any other category in the international investment
data. For the sake of completeness, it would appear that such real
estate ought to be included in the figures; nevertheless, the amount
involved is undoubtedly small, and it may not be worth the trouble
of securing data.

The final category of foreign-owned real estate consists of build-
ings, primarily embassies and embassy residences, but including the
U.N. Building and buildings owned by the International Bank and
the International Monetary Fund. As far as the working group is
aware, no effort has been made to include the value of such buildings

21 Probably the bulk of foreign-owned commercial real estate Is held through domestic
corporations and is, therefore, ipso facto included in direct investment.
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as a foreign investment in the United States; however, it should not
be very difficult to obtain information regarding these assets, together
with their approximate current value. The tax records of the Dis-
trict of Columbia could be a source of information, since embassy
properties are not subject to property tax in the District and, pre-
sumably, some information regarding value is provided when exemp-
tion is claimed.

ANNEX

REPORTING FORMS PRESENTLY IN USE

There follows a list of the foreign exchange forms filed, on a compulsory basis,
with the U.S. Treasury Department. In each case, an extensive breakdown by
individual countries is obtained. The data are published regularly in the Treasury
and Federal Reserve Bulletins. Some of these forms have been inaugurated or
revised since December 31, 1962.

Form B-1-Short-Term Liabilities to Foreigners (monthly)

A. Who must report: All banks in the United States, including the branches
agencies, subsidiaries and other affiliates of foreign banks, whose total
short-term liabilities to foreigners average $500,000 or more in a 6-month
period. Exemption may be applied to each branch of a reporting institu-
tion. Brokers also report if they hold in custody reportable liabilities (e.g.,
Treasury bills) for the account of foreigners.

B. Items reported:
1. Short-term liabilities payable in dollars (under separate headings of

liabilities to foreign official institutions, to foreign banks, and to all
other foreigners):

(a) Demand deposits.
(b) Time deposits (excluding negotiable time certificates of de-

posit issued to foreigners).
(c) Short-term U.S. Government obligations: Principally Treas-

ury bills and certificates; also includes short-term obliga-
tions of corporations and other agencies of the U.S.
Government which are guaranteed by the United States.

(d) Other short-term dollar liabilities: Including but not limited
to the following:

(1) Acceptances of domestic banks held in custody for for-
eign customers.

(2) Negotiable time certificates of deposit held in custody for
foreigners.

(3) Commercial paper.
(4) Bills collectible from U.S. residents.
(5) Short-term obligations of States and municipalities, and

of U.S. Government agencies which are not guaranteed
by the United States.

(6) Participations granted to foreigners in loans made to,
domestic customers.

2. Short-term liabilities payable in foreign currencies (not broken down
by type of foreign owner), including but not limited to the following:

(a) Deposits held for foreigners.
(b) Loans, advances or overdrafts actually granted by foreign

banks.
(c) Acceptances created for the reporter.
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Form B-2-Short-Term Claims on Foreigners ( monthly)

A. Who must report: Requirement similar to that for form B-i.
B. Items reported:

1. Short-term dollar claims:
(a) Loans (including overdrafts, and participations in loans

of Eximbank and international lending institutions) to-
(1) Foreign official institutions.
(2) Foreign banks.
(3) Other foreigners (business and individuals).

(b) Collections outstanding for bank's own account and for ac-
count of domestic customers.

(c) Liability to the reporter on acceptances made for account
of foreigners (but excluding acceptances made by other
banks even if held by reporting bank).

(d) Other short-term dollar claims, including but not limited to-
(1) Dollar demand and time deposits, including negotia-

ble and nolnnegotiabie time certificates of deposit,
held with foreign banks for own and domestic cus-
tomers' accounts.

(2) Commercial paper, finance paper, and promissory
and other notes.

2. Short-term foreign currency claims:
(a) Deposits: Demand deposits and time deposits including nego-

tiable and nonnegotiable time certificates of deposit, held
with foreign banks for own and domestic customers'
accounts.

(b) Foreign government obligations and commercial and finance
paper.

(o) Other short-term foreign-currency claims, including but not
limited to-

(1) Loans outstanding.
(2) Collections outstanding.

Form B-3-Long-Term Liabilities to, and Claims on, Foreigners (monthly)

A. Who must report: Requirement similar to that for form B-1; exemption ap-
plicable sparately to long-term liabilities and long-term claims.

B. Items reported:
1. Long-term liabilities (total only; no dollar-foreign currency break-

down or breakdown by type), including but not limited to-
(a) Participations granted to foreigners in long-term loans made

to domestic customers.
(b) Commercial paper.

Long term securities held in custody are excluded.
2. Long-term claims:

(a) Payable in dollars.
(1) Loans (including participations in loans of Eximbank

and international lending institutions) to-
(a) Foreign offlcial institutions.
(b) Foreign banks.
,(o) Other foreigners (businesses and indi-

viduals.
(2) All other long-term dollar claims, excluding long-term

securities.
,(b) Payable in foreign currencies, including but not limited to

loans.
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Form S-1-Purchases and Sales of Long-Term Securities by Foreigners
(monthly)

A. Who must report: All persons in the United States who engage in transac-
tions in long-term securities with foreigners, if the average of such trans-
actions for a 6-month period is $100,000 or more. In practice, reports are
filed by banks, bankers, securities brokers and dealers, and other business
concerns (such as insurance companies, mutual funds, etc.).

B. Items reported: Purchases by foreigners, and sales by foreigners of the fol-
lowing types of long-term securities:

1. Domestic securities:
(a) U.S. Government bonds and notes including securities issued

by corporations and other agencies of the U.S. Government
which are guaranteed by the United States).

(b) Corporate and others (issues of corporations, of States and
other political subdivisions in the United States, and of
corporations and other agencies of the U.S. Government
which are not guaranteed by the United States).

(1) Bonds.
(2) Stocks.

2. Foreign securities (securities of foreign central governments and
political subdivisions, of corporations or similar organizations char-
tered in foreign countries, and of international and regional organi-
zations, even if securities are payable in U.S. dollars)

(1) Bonds.
(2) Stocks.

Form S-2-Purchases and Sales of U.S. Government Bonds and Notes by Foreign
Official Institutions (monthly)

A. Who must report: All reporters on form S-1 who engage in transactions in
U.S. Government bonds and notes with, or for the account of, foreign
official institutions.

B. Items reported: Purchases and sales of U.S. Government bonds and notes by
foreign official institutions.

Form S-4-Foreign Debit and Credit Balances (semiannual)

A. Who must report: All brokers and dealers in the United States who have
debit or credit balances for account of, or with, foreigners, of $100,000 or
more on two successive reporting dates.

B. Items reported:
1. Liabilities:

(a) Credit balances in accounts of foreigners with the reporter.
(b) Credit balances (as appearing on reporter's books) in ac-

counts of reporter carried by foreigners.
2. Assets:

(a) Debit balances in accounts of foreigners with the reporter.
(b) Debit balances (as appearing on reporter's books) in ac-

counts of reporter carried by foreigners.
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IF'orm C-1/2-Liabilities to, and Claims on, Forcigners (quartcrly)

A. Who must report: All exporters, importers, industrial and commercial con-
cerns, and other nonbanking institutions in the United States, whose liabili-
ties to, or claims on. foreigners average $100,000 or more for two succeeding
quarters. The exemption is applicable separately to liabilities and to claims.

B. Items reported:
1. Liabilities:

(a) Short-term, payable in dollars, including but not limited to
the following:

(1) Accounts, notes, bills, and drafts payable to for-
eigners.

(2) Loans and advances outstanding from foreigners.
(3) Advance payments from foreign customers for fu-

ture shipment of goods.
(b) Short-term, payable in foreign currencies:

(1) Same types as those payablp in dollars.
(2) Acceptances made directly for reporter's account by

foreigners.
(c) Long-term-total only; no dollar-foreign currency breakdown.

Same types as short term, where applicable.
2. Claims:

(a) Short-term, payable in dollars, including but not limited to
the following:

(1) Accounts, notes, bills, and drafts receivable from
foreigners.

(2) Advance payments to foreigners for future shipments
of goods.

(3) Dollar deposits held abroad in reporters' own name.
(4) Participations in loans of international lending in-

stitutions.
(5) Acceptance made by the reporter for foreigners.

(b) Short-term, payable in foreign currencies:
(1) Deposits: Demand and time deposits held abroad in

reporter's own name.
(2) Other, including but not limited to the following:

(a) Accounts, notes, bills, and drafts receivable
from foreigners.

(b) Bills purchased from others, if drawn on
foreigners.

(c) Advance payments made in foreign curren-
cies.

(d) Investments in short-term foreign govern-
ment obligations and in other short-term
foreign securities.

(c) Long-term-total only; no dollar-foreign currency break-
down-including but not limited to the following:

(1) Loans and advances.
(2) Participations in loans of international lending in-

stitutions.
C. Exclusions: Form C-1/2 specifically excludes the following:

1. Liabilities and claims held through banks in the United States (pre-
sumably reported on forms B-1 and B-2).

2. Liabilities to, and claims on, reporter's own allied organizations
(covered by Commerce Department direct investment reports).

3. Long-term securities (transactions covered by form S-i).
4. Unutilized credits.
5. Contingent liabilities and contingent claims.
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Supplement to Form C-1/2-Short-Term Claims on Foreigners (monthly)

A. Who must report: All reporters on form C-1/2 who report on that form total
short-term claims on foreigners of $5 million or more and whose claims
reportable on the supplement amount to $1 million or more as of March 31
or September 30 are required to file on the supplement for each of the fol-
lowing 6 months (April-September; October-March).

B. Items reported:
1. Short-term claims payable in dollars:

(a) Deposits:
(1) Demand deposits.
(2) Time deposits, including time certificates of deposit.

(b) Short-term investments: Holdings of negotiable and other
readily transferable commercial and financial instruments
payable in dollars. Reporters are required to exclude
claims not regarded as short-term investments such as
loans, accounts receivable, and acceptances made by the
reporter for account of foreigners.

2. Short-term claims payable in foreign currencies:
(a) Deposits:

(1) Demand deposits.
(2) Time deposits, including time certificates of deposit.

(b) Foreign central government obligations, including obligations
issued by instrumentalities of central governments or by
local governments, with the guarantee of the central gov-
ernment.

(c) Other short-term investments: Holdings as described under
short-term dollar investments; includes obligations issued
by instrumentalities of central governments, or by local
governments, without the guarantee of the central govern-
ment.

C. Memorandum columns:
1. Long-term foreign securities within 1 year of maturity, payable in

dollars: Holdings of negotiable and other readily transferable for-
eign government or corporate bonds, notes, debentures, and similar
obligations having an original maturity of more than i year, which
will mature within 1 year of the date of the report.

2. Long-term foreign securities within 1 year of maturity, payable in for-
eign countries: Same as above, payable in foreign currencies.

(1 and 2 are not included in quarterly form C-1/2 but their acquisition is
presumably reported on Form S-1)

3. Interest-bearing deposits and investments held through allied organi-
zations, payable in dollars:

(a) Items acquired by transfer of funds to foreign subsidiaries
or branches for investment abroad at reporter's direction:

(1) Time deposits, including time certificates of deposit.
(2) Short-term investments, as defined above.
(3) Holdings of long-term foreign securities within 1

year of maturity.
(b) Proceeds of dividends and other receivables which reporter

has directed allied organizations to invest abroad in lieu
of payment to reporter.

4. Interest-bearing deposits and investments held through allied organi-
za tions, payable in foreign currencies: Same as above, payable in for-
eign currencies.

(Items 3 and 4 are presumably included in direct investment questionnaires
of the Commerce Department)

ORE FORMS

The following forms are used by the Balance-of-Payments Division, Office of
Business Economics. U.S. Department of Commerce. to collect data on U.S. direct
investments abroad, and foreign direct investments in the United States.

Survey of American business investments abroad, 1957

All persons, corporations, or other economic units with "direct" investments
abroad (more than a 10-percent interest in a foreign enterprise) were required
to report, except that individuals with reportable assets valued at less than $25,-
000 were exempt. The basic form, BE-1OB, was required for each foreign en-
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terprise in which the reporter held an interest of 25 percent or more; a some-
what simpler form, BE-bCr, was required for foreign enterprises in which the
reporter held from 10 to 25 percent of the voting stock.

For national wealth purposes, only sections 6, 9, 14, and 15 are of Interest, and
these are reproduced below. As indicated in the text, this survey provided data
on the U.S. equity in the foreign organization, at book value as reflected on the
books of the latter. Only a very general description of the real assets was re-
quested; there would be no possibility of using these data to adjust the value
of the underlying assets to a depreciated replacement cost basis.

B. If the answer to question 5 is "foreign corporation," give information regard-
ing ownership of the securities of the allied foreign organizations.

Nonvoting stock, bonds,
debentures and other
long-term debt

Percent of _ _ _ _ _ _ _ _ _
Ownership voting stock I

owned Amount in
Percent currency in
owned which

payable

a. U.S. reporter - -------------------------------------
b. U.S. affiliates:

c. Foreign affiliates:
Names:- - -----------------------------

d. Nonaffiliated U.S. interests _
e. Nonaffiliated foreign interests - _

L. Total amount outstanding -100 100

9. Balance sheets: Submit data of the allied foreign organization as of Dec.
31, 1957, and Dec. 31, 1956, or as of the close of the organization's fiscal years
ending nearest these dates. Specify the dates of the reports. (Data reported
in items 9 through 16 must all be as of the same dates or period covered.)

Dec. 31,1957 (or date) Dec. 31, 1956 (or date)

Item In currency Converted In currency Converted
used on to currency used on to currency
books of of parent books of of parent

allied foreign organization allied foreign organization
organization (specfy) organization (specify)

(specify) (specify)

ASSETS

a. Total current assets
b. Investments in and advances to branches,

subsidiaries, and affiliates-- - --- -- - -- - - - - - -- - - - - - - -- - - - - -- - - - - - - -
c. Fixed assets, at cost ------- ' - -
d. Less related reserves
e. Other assets --------------------------

f. Total assets (items a-e)

LIABILITIES

g. Current liabilities - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -
b. Long-term debt - - - - - - - - - - - - - - - - - - - - -- - - - - - - - - - - - - -- - - - - - -
5. Other liabilities and liability reserves

J. Total liabilities (items g-) -- ----- -

NET WORTH

k. Capital stock
1. Surplus (or deficit)-- - - - - - - - - - - - -- - - - - - - - - - - - - - -- - - - - -- - - - - - - -

m. Surplus reserves (specify)
n. Other I ------

0. Total net worth (items k-n)

I Show in this item home office account of branches, net proprietorship account, or partnership account.
38-135--64----35
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14. Investment of parent organization In the allied foreign organization:

End of year (or date) Beginning of year (or date)

As carried on the As carried on the
As books of the allied As books of the allied

carried foreign organization carried foreign organization
on books I on books

Item of and of and
Percent in cur- In Con- Percent in cur- In Con-
owned rency currency verted owned rency currency verted

of parent regularly to cur- of parent regularly to cur-
organi- used on rencyorgani- used on rency
zation such of parent zation such of parent

(specify) books organi- (specify) books organi-
(specify) zation (specify) zation

(specify) (specify)

a. Current liabilities
owed to parent

b. Long-term debt
owned to parent

c. Common stock
owned by parent

d. Preferred stock
owned by parent.

a. Parent's equity in
surplus (deficit)

1. Capital sur-
plus ------. .__ _ _ ___. _ _ __ ----------

2. Earned surplus
(deficit).

f. Parent's equity in
surplus and other
reserves (specify):

-- - - -- - -.-- - -- - - ----------- - - - - -

b; Total (items a-g)-

I Show home office account of branches, net proprietorship account, or partnership account.
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15. Investment of allied foreign organization in parent company:

End of year (or date) Beginning of year (or date)

As carried on the As carried on the
As books of the allied As books of the allied

carried foreign organization carried foreign organization
on books on books

Item of and of and
Percent In cur- In Con- Percent in cur- In Con-
owned rency currency verted owned rency currency verted

of parent regularly to cur- of parent regularly to cur.
organi- used on rency organi- used on rency
zation such of parent zatlon such of parent

(specify) books organi- (specify) books organi-
(specify) zatlon (specify) zation

(specify) (specify)

b. Long-term debt
c. Intercompany ac-

counts, notes, and
advances

d. Other (specify)

e. Total (items a-d) _

Survey of foreign business investments in the United States, 1959
The form used in this survey, BE-145, was substantially similar to form BE-

10B, and is not reproduced here. All branches of foreign enterprises were cov-
ered, and all domestic corporations, etc., in which a foreigner, or related group
of foreigners, held 25 percent or more of the beneficial ownership.

Current reports
Estimates of the value of U.S. direct investments abroad and foreign direct

investments in the United States are extrapolated from the benchmark pro-
vided by the two surveys just mentioned, using data collected on quarterly re-
port. These reports, mandatory since 1962, cover about 90 percent of the in-
vestments involved (on a value basis-about 30 percent of the companies by num-
ber). There are several forms, to suit various special situations. However,
forms BE-577 and BE-578 are representative of the group and are reproduced
below. These forms provide data on capital movements and reinvested earnings,
and hence provide a quite reliable estimate for extrapolating the value of the
investment.
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Budeet BU.eoC No. 41-R6Z0.12i Ae-otal Epies ArIi 30, 1967

FORM BESR 577u.S. DiPUflE-TCF COMOZ.CE Quarter ended
cr rronai Oerico cr SOSINESS ECONOMICS

Nooe of U.S. oporree

CONFIDENTIAL QUARTERLY REPORT
TRANSACTIONS WITH FOREIGN SUBSIDIARY Name of fore-ig -p0t ,ny

OR AFFILIATED CORPORATION

Plese see Ins... .ioea on R-e-ea Side before Coepfnrrg Fo-r Country of frerigocom-pany oper-riono

TO. Offin, ol Baioes. EconoeIs U.S. DepU.S. ent1 of CmrCee.
Woshiegroo, D.C. 20230. Rooting Mo. BE-50

Ieos rece ived or entered into i- .p.y Ac.o.ntn O(Ir d.(I.

1. DiOidends
(o) On co. .oo stock (T.o neithheld S

(b) On preferred sno1k

2. Iaerens on hoods, ont. od-aoces* etc.

3. Royoltie.. (jcose fees, and reor-sf

4. R(epting cotpaoy'r cho-gos fIo oer-Iceo -ende-edr iocludiog m pnge-,nt, ollona-ed
e-peonen, etc.

Enter only otto. o oeo (see rnertstrootlr
S. Repnet,'s equiry in foreign c.op..yrs .oo.al AIoE. t to forergoadreency A.Countio U S. dofloen

oee iocorn (or oosf. for she pear eoded....A -___A..IUS__

6. Repoeter' cquity in tire fo-eigo corpoty.s
ened orpl. -.o.n. at Ibh cod of........

7. Crnr o- sho--te-minteecotyuny acconsn .roes, ad.dv ndes o.ts. er...odiog o a ml#r-t, oetv-se ortoe)
Curreocy Unit Shor thi. item in the c-rr ney in cAficf it in tyatble

(SOe 13atra- toJ Doe no U.S. Repn-et Payable by U.S. Rc po-te

Begionfig of
QOor.ee

b. End of
Quon te

Do Ho. FUI In
Ne, Change

8. Bonds. ooleo aod fnng-teror dta.ee. ounrsa.ding (OrI,&entstoe. t orer one year)

Careecy Uoin Shonthis ite in the curre-ecy io schirh R is payable
(S.. Ifnat-yIonF. DOe so U.S. Repoter Poysbie by U.S. Relok e

BegInning of
Ouooner

b. End of
Quoseee

Do Nno Fill In
Net Chfane

9. Change in U.S. ReportIr' holdings of espiral tock of. sed/or e-pial crnvibtioni ro, fIe c bsidine o- offrli-te
ob Type of eoatry o ooannuof Vansao- d. M.ensolsetleen Pent ofroe

Olocresaoeon

Decroease after ao enct ions

I. Other par-ieS no e lansactruna (Ch- .e.n g. If a -tnly-pnqiaed for igo enterp ise. iomicrne ype
of bonloess .od p iotipa peraedr or eeroe.

7 FP ign [D U S. (CG l .. .-eddar.. II U.S.)

L _ _ __ _ _ __ _ _ __ _ _ __ _ _
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GENERAL INSTRUCTIONS
Prpose -Reports no this form ace required in order to
provide reliable and op-to-dote ifonation on the
foceigo investtent operation- of U.S. bosioeno affect-
in 5g te U.S. Woloce of ioreratioal paymeot. Re-
Ilaed lofortatian in coIlected on Formo BE-578
(foreiga unaicorporated branlhen), BE-35 (foreign nob-
sidiatien end braocheo of U.S. motion pictre coi-
panleal, BRE-578B (foreign aniocorporated branchen of
U.S. bhking fira), BE-578-1 (foreign nobtidiories -nd
brotohes of U.S. inonoonce compaoiet), BE-577A
(foreign on.ocioted co-poan-i), ood BE-577S (ecca-
droy foreign corpOration). (See definioons below).

The following io n condennation of the opplicable set
of inntncctoo nod reg-lorion; a complete net will be
neat on request.

Authority -Repos an Foain BE-577, BE-578, BE-35,
BE-57B, BE-578-1, BE-577A, nd BE-577S ate onoda-
tory onder Section B(b) of the Brettno Woodn Agree-
ments Act (59 Sta 515, 22 U.S.C. 206f). The report
han been approved by the Bureau of the Bodger cadet
the Federal Report Act (Public La. No. 831, 77th
Congres). All replica will he held it cofidence an-
de thhe proeinions of Section 4(b) of that Act nd Sec-
fion tc) of the Bre-ton wooda Agreemrent Act.

Who Most Report. Separate repocts on Form BE-5i7 aee
requited from U.S. corpor-tinos and other U.S. residents
for ttononccions with each freign achnidiory or affili-
ated corporation io which they own 25 percent or more
of the votiog stock, either directly or together with other
U.S. or foreiga affiliates. MI the cane of j(ior owoerohip,
one owner may file a combined repoet Reports are alto
requited for dinect iranoctiono with necondacy foreign
corpooti-nn (oee definiriono below), or with companies
owned by affiliated U.S. wowers
Filing of Report. Farm BE-577 isa qurterly report.
A single copy of each report shoold be tent to the
Departmatr of Commerce, Office of Basineno Fc-nnm-
ica, Balance of Paymeorn Divinion, Wanhiogran, D.C.
20230, wihio 30 days after the clone of each calerdar
or fiocrl qorter, eacept for the final quarter of the
calendar or fincal year when rep-rts mop he filed wih-
in 45 days. Reqoets for exteasion of the filiog dtes,
oddirinnal forms, an clarficortos of the reporniog re-

qainemenarts instnctions shoald be directed to the
name add-es.

E .emption A U.S. renident otherwise required to report
is -empted from filing a report if the agg-egavevaloe of
hin investment ond thot of his dmestic nubhidiaries or
affiliates, in foreign braaches, subidiaries, affiliated or
asnociated crporarinos, inclading applicable prnportioo
of surplus accounts and deht, is Ica than 2,000,000,
at the beginning of the calendar year. bhed on the
books of the fareign enterprises Reports fon foreigo
nabsidianies or affiliaren which ore inctive, or hone

a book valo. incloding sarplus accounts and inter-
company indehtrdnes, of less than £25,000 may be
omitted with a note to that ,ffr-r
Consolidti.os .Consolidated reports may be filed
covering more than one shbsidiary or affiliate in the
name count.y nod indnstry (fnreigo bhrtnh operations
shoald be reported on Form BE-578, inventorrasin
onnocinred foreign companien an Farm PF-577A, and

reports far nenondary foreign affiliates an Farm BE.
577S unlens already consolidaed in Form BE-577).

DEFINITIONS

U.S. Residnt -Any person (inoluding carararinan
trats, estates) nader the joridiction of the United
Stares ardinarily residing in the United Saten, inolod-
iag it. tert-ionien or ponsessions
For-igt Sobhidinry or Affiliated Coepoapy For pat-
poses of these reports, acy foreign incorporated com-
pany in which a U.S. owner, t affiliated groap of
o-ners, holda 25 percent or mare of the voingtock,
di&-ctly or indirectly, as provided bkow
Asso..ated Foreign Company -A toarign-innrapravd
company in which a U.S. owner, an affiliated group of
oners, directly holds at leant 10 peroent bht lena than
25 percent of the voting stock (fee Form BE-577A).

Primary Fnmnjgr Corpotti.nt A foreign shbnidiaay or
affilinred compony in which 25 percent or moor of the
voting stack in owned by U.S. resideots, either
directly or together with domestic or foreign affiliates.
Swoondary Fnreign Carporatfot .A foreign subnidiary
or affiliated company is which a U.S. ownership of
25 percent or more of the 1otiog ns-ck in held throagh
ownership of at leant 50 perce- of the voting stock

ima primary foreign corporation which in -mo owns or
leant 50 percent of the earing orci, of the secondory
flreign corporation (see Frm BF-5775).

Foreitg Banch An ninncrporared foreign bhsirn.s
operation condocted by a U.S. resident or poop of
persons (coporate or atherwioe) fn foreign country
fare Farm BE-578).

SPECIFIC INSTRUCTIONS

Items 14 Enter only amo..ts .. isolly receined or
cntered int- the intercompacy acco-nta daimg the re-
poring period. Stock dividends should be repored it
tre 9 (le below).

Ite 3- Report 11 oyltien and fern incloding patent
-yolriev, prodnti.n royaties, copyright royaltie-,
etc. o well an licnse fees and rentals received, or
entered into intercompany ocon.et, daring the report-
ing perind.

Item 4- Repot all enetipts or allocated charges of re
petter far profesnio.l. administrative or management

Itemo S This item into he filled in once ench ye
the repeat far the qaftrer doring which the relevant
figtres become onnilabl The omanar catered far this
item shbld be shown in the currency is which the
books of the foreign company ae- kept, nod in U.S.
dollars if vuch casvetsions me ordinarily made, and
shonld represe your portian of the foreign campcy's
net ncome (orlss) loathe year, before provision for
(a) anrealized nochange Insnes aad gains; (k) common
dividends; bht efter provision far foreiga income troo
tnd the payment ff prefeored dividends Comynoirs
whane faceiga entrpnrises ore engrged in crovacrive in.
d-hrries should report ret income befere depletian
charges, except charges representing the amocricarion
of the nctnal cast of capitol ansets If a report is filed
which acvens .ransactians with hort primary and n
nadary foreign sobsidinries, the net income given
thould nsolidate the income of secondary companies.

Iten g .Repm your equity in the foreign companyn
roored sarplas 00000cr as of the end of the year

shown in Iem 5 The mvount entered in this item
should he shown in the rrrnenv in which the hooks of
the manegonacmpany are kept.

It-ms 7- . If the currency unit ased in ancorns re-
ported in Iems 7 and 0 is other thn U.S. dollars,
pleose specify. Rep b in these items all accots he-
twee the U.S. parent or its domestic affilisres end the
foreign organization regardless tf the ctrreacy in which
theso achounts are payable. incsldiog accooats whick
mayibe klnnhed or arrant fgola.f carried on the re-
porter's honks. Entries made in Items 7 nod B shosld
he noaviorent with entries made ia Items 1-4 insofar as
they reflect these msf When thereis nothint to re-
port, please state Noon'" or 0,.

Item 9- Ecterhete any changes in the reporter' sand/ar
isdmscaifilaes'hldiygs of capital stack fthe
foreign subsidiary at affiliated company inclading p
ferred stoch, nod commona or ardinary sock. Snook divi-
dends, capital contriknrioan by the parent company, nod
copitoliratina of intercompany acconcts nhoald also
be ivcluded bar should he identified senoaraely. Ifa
company is wvholly liquidared or sold in foreign inter-
rota, show the amsorn obtained in liqaidation, ar sales
price. Reprt also the amoant of profit or lays an the
liqoidatias or tale of the enterprise hosed an the knob
viaru of the reporter's equity an shown an the loreiga
companyns hookos
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For- Apr-nedf fUdoer B-e. No. 41-FR621.t2

reron E.578 U.5. Os EAh THEs OF CO". ERCE Quarter ended

Nrme of US. reponer

CONFIDENTIAL QUARTERLY REPORT
OPERATIONS OF FOREIGN BRANCHES OR

OTHER UNINCORPORATED FOREIGN BUSINESS Cor.a.ry of for-isrt oper-tto-s
OF U.S. REPORTERS

If rhit it . first report, todiorte she rype of buntoess

Pi... I ....ntr..tion. no R-ee... Sid. be.or. Compf.tiog Fortm .d priocip.l prodact or neroti-

TO: Offlir of Bantr..s E.. norio.. U.S. D.pot--ront of Co.orr..,
Wo..hipnon. D. C. 20230. Rooting No. 8E.50

Irea ~~~~~~~~Cbsones itiovrnlrrt Antoot.

I Netinottmentin Ir¢;S counry (0boo Oralutt fotntottnninl (to qatto _

2 Ho.. offic. chre o ahrmr- rmrhnie ahrey r hipped ro b,-hc

3 Royslti.., lice.- f-e, od -. 1.~ ch.r&ed by h-~ offi,. I. b-hac

4 Home offic hre for -_ l-metxric U S .xp-oss llo-td, c

S Interest cbthted by htot offi oe so brooch

6 Ncr in-oo- (or los) of fo-cigo brooch or p-rp-ni-s

7 Other addti.o. (P . r.e.I,,)

b TOTAL ADDITIONS (1f-t 2 tV 7)

9 Cnh treht-nne- o i...ooe Io ho-e olfice

10 All ohlrer on re-ri-pcen to hore office

I1 Shiptonorn of oerrhondine. etc., to or for account of the horro office

12 Other dedoctorn (Pt ... p..r..ly)

13 TOTAL DEDUCTIONS (Itmr 9.tt t)

14 U inreaLied ptofi or lonn resulting front nchanor rc o s

IS N et jrestent in foreigo c-o-ry nr boo.k volue tt nd of q.
_ (ftnr= t 0e trtS - Otot t$ (tortm 00

DO NOT FILL IN
16 Net c.. h.en

Flenne onre in thin space any contoetns or Sr nltlicotroos _bicb poun feel orghr be belpfol
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NET FOREIGN CLAIMS

GENERAL INSTRUCTIONS
Purpose -Repots on thin fono ant required in order
m provide reliable nod np-n-date in-formation on the
foreign investment operations of U.S. business affect-
ing the U.S. balance of international payments. Re-
lated infonnation is collected an Farms BE-577.
(fareign-incorpatated eatecprises owned by U.S. owners
to the enrent of at leant 25 percent of eating
stock). BE-35 (foreign sabsidianies arid brunches of
11.S. motion picture companies), tE-578B (freign
unincorporated bra-hwes of U.S. basking finns), BE-
5781 (foreign subsidinries and branches of U.S. imst-
once companies), BE-577A (foreign associated cam-

-nnes), and BE-5775(secondary foreign corporations)
(See definitions belom.)

The following is a condensation of the applicable set
of instructions and regulations:; complete set mill be
sent no refuest.
Authority -Reports on Fans BE-577, BE-578, BE-35.
BE-57813, BE-5781, BE-577A and BE-577S are manda-
tory under Section 8(b) of tihe Brerron Woods A eents
Act (59 Stat. 515, 22 U.S.C. 28Sf). The repor has been
approved by the Bnreau at tme osdget ander the Fea-
oral Reports Act (Public Law No. 831, 77th Congress).
All replies mill be held in confidence under the pr-
visions of Section 4(b) of that Act and Section 8(c) of
tie Brerron Woods Agreements Act.
Who Mnso Report -Separate reports on Farm BE-578
acrequired from U.S. corporations and other U.S.
residents for eacch unincorporated foreign branch or
business office and other property or direct foreigs
o<perarions of U.S. reporters, including the develop-
ment and operations of foreign minimg claims, oil coo-
cessios held directly or jointly wish others, and other
pyprety such as real estate, an reflected on the books
of she head office in the U.S. Separate repors should
be fiied for each foreign branch; however a combined
report may be filed where the reporter or pemrons
affiliated -ith him have seceral foreign branches in
the some country and industry. In the case of jourt
ownership or interests one owMer may file a combined
report. Royalties. service fees rod interest received
from foreign branches by domestic companies affiliated
with the reporter should be included in this report.
(Foreign subsidiaries or affiliated corporations should
be reported on Form BE- 577).
Filing of Report -Form BE-578 is a quarerly repor.
A single copy of each report should be sent m rhe
Depatoneor of Commerce Office of Business Econ-
omics, Balance of Payments Division.,Washiogtoo. D.C.
20230,wishin 30 drys after the close of each calendar
or fiscal quarter, nocep for the final quarter of the
calendar or fiscal year when reports ay be filed with
in 45 days. Requests for ostession af she filing dates,
additional f..rmsor clarifications of shc reporring
requirements or instructions should be directed to the
the same address
Exemption -A U.S. resident otherwise required to re-
pant is enempred from filing a report if she aggrera-e
value of his investment and that of his domestic affil-
ioses in foreign branches, subsidiaries, affiliated or
associated corponosions, including applicable proportion
of surplus accounts and drbt, is less than 82,000,000,
ot the beginning of she calendar year., based on she

books of the foreign enterprise Reports for foreign
subsidiaries or branches which are inoctive or hone
a book value, includiog surplus accounts and inter-
compony indebtedness, of less than $25,000 may be
omitted with a note to that effect.

Coesolidotions. Consolidated repots may be filed
covering more thun one booch in thse some country
and indostpy (fnreign-inrpnrased enterprises ahould
be reporsed on Forn BE-577 and 577S; investments
in osuncioted foreign companies on Form BE-577A.)

DEFINITIONS
U.S. Roi dent -Any person (including curpor..i.ns
mints, estates) sude- the jurisdiction of the United
Staswe, ondinarily residing in she UniRed Sttes in.-
cluding is territoies no possessions.
Foreign Subsidiory or Affilioted Compooy -Foe pot-
t-se, of these reports, any fureign-inrnepnrased con-
poty in which a U.S. owner, on affliated gaop of owners,
holds 25 percent on none of the uting rock, directly on
indirectly.
Assonioned Foreign Coapory. A foneign incorpaorted crm-
pony io which A U.S. owner,o affiliated grop of ownes.,
directly hold as leass 10 percent bin lens than 25 percent of
she s ing stark.
Prim-ry Foreign Crporaio. -A foneig. ribsidinry an affil-
iated coopnay in which.25 percen o- none of the suing
stock is owned by U.S. residents, eidher directly no together
sith du err:o or fo.g, ffilikes (see F.n- BE-577!.
Senno..dey Foreign Co-porusion -A foreign subsidiary
or affiliated company in which a U.S. ownership of 25
percent or more of the voting stock is held through
ownership of as least 50 percent of the eatiog stock
is a primary foreign coeporstion which in turn owns or
leans 50 percent of hie cosing stack of the secondary
foreign corporasion (see Form BE-577S).
Foreign Benrch -An uniocor-orased foreign business

operation conducted by a U.S. resident or group of
perso.n (corporate or ntheewine)iu n foreign coustry.

SPECIFIC INSTRUCTIONS

Items I sod 15 lot investmens in foreign cuounties
should comprise all assets of the branch locaed
abroad, including those comied only on the home office
bonks, less foreign liabilities.
Item 3 -Report all royalties and fees including patent
royalties, production royalties, and copyright oyalties
as well as license fees and rentals received oncred-
ised r the home office during he reporting period.

Item 4 . Report all receipts or allocated chages of re-
porter for professional, odronistriative, or management
services, Do not inclade United States income sanen.

Item 6 -Report the net income (or loss) of foreign
prperties, when saken upon the bookm of she home
office, before provisions for U.S. income rtoes and
unrealoied enchange losses and gains, hat after de-
duction for other expenoes incurred in the United
Stases by or on behalf of the foreign branch. (It in as-
somed that such other enpenues mould be eflected in
Items 2 though 5.) Companies whose foreign branches
are engaged it e uoctive industries should report net
income before depletion charges, except charges rep-
resenting the omortirasran of the own

1
cost of capital

assets.

Item 10 -If remittances ire nor segregated as to po-
pose, report all cash romittances i r his item.

Item 14 -Report here the ominou for unrealired profit
or loss resulting from exchangerevaluasions. Es-
clude thin amoan from ite 6, net income (fr loss)
of foreign branch.
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PREFACE

The Working Group on Agricultural Wealth met on three occasions:
May 20, July 10, and September 20,1963. Mr. Griliches did not par-
ticipate in the final stages of this report. Committee members other
than Mr. Griliches participated in the discussions and reviewed a pre-
liminary draft of this report; however, final responsibility for the
report rests with the secretary.

A number of other persons attended meetings of the working group
and made helpful suggestions including David J. Hyams, John W.
Kendrick, and Neal Potter.

The report is, of course, the responsibility of the secretary. I have
attempted to reflect the consensus of the group, although no member
should be held responsible for all the views and recommendations
contained in the report. Individual members of the working group
were free to write supplementary statements, clarifying their individ-
ual views or dissenting from recommendations, but none chose to do so.

PiLIP T. ALLEN.
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AGRICULTURE

I. UslES AŽwTICIPATED FOR ImPROVED ESTIMATES OF
AGRICuLTuRAL WALTH 1

If existing estimates of agricultural wealth are strengthened andbroadened as recommended in this report, we believe the data would
be valuable in many ways. In the first place, the objectives of the
overall study would be served-the wealth of the agricultural sectoris, of course, a significant part of the Nation's total wealth. For this
reason, reasonably accurate data on agricultural wealth on a basis com-
parable with that of the other sectors are essential.

But uses much beyond this minimum are possible, and in our opinionare a reasonable goal, well worth the additional cost. The improved
wealth estimates would make possible the calculation of many eco-
nomic magnitudes-such as capital invested per worker or per farm,returns to capital, and capital-output comparisons. With the figures
available over time, by regions, and classes of farms, their potential
value is great. In fact, a number of such calculations are made and
used now even though the underlying data and concepts need to be
strengthened.

An important part of the benefits of the wealth study would be thegreater range of comparisons that would be made possible between
the farm and the nonfarm sectors. Heretofore such comparisons
have been of somewhat limited usefulness mainly because of thegreatly different methods of valuing capital-agricultural values are
largely on a market-value basis, while nonagricultural valuations areto a considerable extent on an original cost-less-depreciation basis.

We have suggested the use of surveys and other methods of obtain-ing needed improvements in the data that underlie some of the es-timates of agricultural wealth. In addition to improvements in the
data, we have recommended that greater detail be shown in thepresentation of various statistics, particularly those on farm income,
to permit different users of the data to make such combinations asdesired for various purposes. Greater detail, and alternative pres-entations are also suggested for the "Balance Sheet of Agriculture."

These uses we visualize for agricultural wealth data are reflected
in our recommendations appearing later in this report. In addition,
our recommendations are influenced by the special characteristics of
agriculture, and by the condition of the pertinent agricultural data.In agriculture, production and consumption aspects of living areintertwined to a much greater extent than in any other sector. Sev-
eral of our recommendations relate to separating these two aspects.
We have gone further along this line than has generally been done inthe past partly because of the needs of comparability with other sec-
tors of the wealth study and partly because, with the increasing com-

'The working group on 'agrlcnltural wealth was the first of the 14 working groups to beorganized as part of the Wealth Inventory Planning Study.
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526 MEASURING THE NATION'S WEALTH

mercialization of agriculture, this division seems less artificial than
it once did. However, we are insisting that separate figures be shown
on the consumption or farm household aspects, so that data of this
nature can be recombined with the production figures if desired.

The agriculture sector also is characterized by its rental of a sizable
portion of the assets it uses. Thus our recommendations include means
for separating ownership and use, both within the agricultural sector
and outside. In a related way better information is especially needed
on the expanding agricultural services industry, and on the wealth this
sector provides to the farm sector.

Because of the increasing importance of borrowed funds in agri-
culture, even though in the aggregate the agricultural sector is still not
heavily indebted at this time, it is desirable to have information on
financial claims and also financial assets of the sector, that can be re-
lated to the estimates of the physical wealth of the agricultural sector,
and to the income of the sector. The debt/asset and debt/income rela-
tionships in agriculture could also be compared, on a more adequate
basis than is now possible, with debts, assets, and incomes in other
sectors of the economy.

II. SUMMARY REVIEW or AVAILABLE DATA RELATING TO

AGRICULTURAL WEALTH

The principal physical asset in agriculture is farm real estate. As
reported in the 'Balance Sheet of Agriculture 1963" 2 the estimated
market value of farmland including the residences of operators and
hired hands as well as service buildings and other structures, on March
1, 1963, was $144 billion. Other physical assets, defined in the balance
sheet to include goods used for farm family living as well as goods
used in farm production, were valued at $55 billion. Within this
group machinery and motor vehicles were largest in value, about $19
billion, and livestock next largest-about $17 billion. Nonphysical
assets-mostly demand deposits, savings bonds, and investments in
cooperatives-made up the remaining $18 billion of the total value of
assets of $217 billion. Debts owed against these assets by the farm
operator and landlord owners totaled $30 billion.

Methods of valuing farm real estate and some of the problems that
need solution for wealth study purposes are discussed in detail in a
later section of this report.3 The basic data are from the periodic
censuses of agriculture in which farm operators answer the question
"about how much would the land and buildings (on this farm) sell
for?" Values based on these answers have been given a variety of
checks over the years by the Department of Agriculture and it has
been found that the values approximate market values. The valuation
of buildings as distinct from farmland presents some problems which
are reviewed in this report. In general the underlying data on farm
real estate are considered as strong. Adequate State estimates are

2 Garlock F. L. and others under the direction of Norman J. Wall, 1947-63. "The
Balance Sheet of Agriculture," 1947 to date. Washington, D.C. USDA, Economic Re-
search Service.

3 For a detailed description of farm real estate statistics see U.S. Department of Agri-
culture:

1957: Major Statistical Series of the U.S. Department of Agriculture. How they are
constructed and used. Vol. 6: Land Values and Farm Finance, Agricultural Handbook 118.

Other volumes In the handbook series may be of interest especially: Vol. 3: Gross and
Net Farm Income. Vol 8: crop and Livestock Estimates.



AGRICULTURAL WEALTH

available. The problems with which the agricultural working group
was mainly concerned related to such matters as completeness of cov-
erage, comparability with definitions in the overall wealth inventory
planning study, and problems of data conversion to constant dollars.

The crop and livestock data needed for the wealth estimates are also
strong and are available in considerable detail. A few small gaps in
the data can be filled without difficulty.

Probably greatest attention will need to be given to measures of the
value of farm machinery and equipment on farms, and to the value of
liquid asssets owned by farm operators. U.S. Department of Agri-
culture estimates of the value of farm machinery are based on an out-
dated benchmark, and on data of uncertain quality since the bench-
mark year. There is little disect relationship possible between esti-
mated values and numbers of machines as reDorted in various cen-
suses of agriculture. Moreover, State data on values are unavail-
able. Finally the determination of the present value of farm ma-
chinery and equipment has become increasingly complex because of
the establishment of revised depreciation rules by Internal Revenue
Service. This report considers means of achieving the desired im-
provement in the machinery and equipment data.

The USDA estimates of financial assets owned by farmers are also
probably not very accurate. These estimates are based largely on
indirect measures-such as basing estimates of saving bonds purchases
by farmers on the saving bonds purchases of all persons in a particular
region. It is not known to what extent these indirect measures are
applicable. Sample surveys and other means are suggested in this
report to improve these financial wealth estimates.

Information on the rapidly growing "agricultural services" industry
is scarce and constitutes a major weakness in measuring the total
wealth used in the production of farm products.

III. SUMMARY OF RECOMMENDATIONS

Our recommendations follow the traditional breakdowns and in
this order-land and buildings, crops, machinery, livestock, and
financial assets and claims. Our focus is on "census farms" as defined
in the 1959 census with account being taken of underenumeration, of
certain agricultural lands not included in farms, and of the few soil
bank farms. While the agricultural services are to be covered by the
services sector working group, we indicate in this report the need for
new information in this area and the kinds of data we believe are
needed.

We make three general types of recommendations:
1. Redefining concepts and providing for more detailed presenta-

tions of data to improve comparabilities within the agricultural sector,
and between the agricultural sector and other sectors.

2. In the data collection category-recommendations for new data,
more accurate data, or more detailed data.

3. Recommendations for the development of new measures of vari-
ous items using existing data or data collected in 2 above.

The major recommendations, summarized here, are described in de-
tail in later sections of this report.
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1. Recommendations -for redefining concepts and more detailed
presentations:

(1) Land and buildings-to improve comparability with other
sectors, the value of all residences on census farms should be trans-
ferred from the agricultural sector to the household sector.

(2) To permit more adequate comparisons with the wealth
estimates we suggest that greater detail be shown in the "off
farm" component of the income of farm operators. Sufficient de-
tail is needed so that farm operators' total income can be grouped
into three classes, as follow:

1. Income from the sale of farm and forestry products
produced on census farms.

2. Income from secondary sources associated with the same
land and equipment that is used to produce farm products.
Examples of such income are imputed rents of farm resi-
dences, mineral leases, royalties, and certain recreational
income.

3. Personal income of the farm operator from wages, sala-
ries, nonfarm investments, etc.

With income and expenditure items relating to the "im-
puted rental value of the farm residence" available in detail
in the farm income accounts, comparisons of the appropriate
income figures with estimates of farm wealth less the value
of farm residences would thus be possible.

(3) To improve the comparability of concepts in the "balance
sheet of agriculture" with concepts in farm income, crops under
Commodity Credit Corporation loan should be excluded from
balance sheet assets, and the loans excluded from the liabilities.

(4) The value of household furnishings and equipment (like the
value of the farm homes) now shown as a balance sheet asset,
should be transferred out of the agricultural sector. The physical
assets remaining in the balance sheet would then be owned or
rented assets that are used exclusively for the production of farm
products, or used jointly for the production of farm products and
of products that yield "secondary" income to the agricultural
sector.

(5) Financial assets and claims associated with the farm house-
hold would be transferred out of the agricultural sector.

(6) The most important lessors of agricultural wealth are two
types of landlords-either landlords who themselves operate farms
in addition to farms they lease to others, or nonoperating land-
lords. We recommend that the wealth of farm-operator landlords
be considered as entirely owned in the agricultural sector, and
that the agricultural wealth of nonoperating owners be considered
as owned by the real estate industry. Some of these nonoperat-
ing owners are governments and institutions. The wealth of all
of these nonoperating owners would be considered as leased by
farm operators from outside the agricultural sector.

(7) In all of the shifts listed above it is essential that
separate detail be available for the items shifted so that regroup-
ings or recombinations of the data may be made in any way
desired.
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(8) Classifications recommended for the presentation of the
wealth data:

1. That the goal be to present the major part of the wealth
data on a State basis, except in the few States where agricul-
ture is a nominal industry, and regional groupings would
suffice.4

2. That wherever feasible the State data be shown for four
economic classes of farms as defined in the 1959 Census of
Agriculture: 5

(1) large commercial farms-1959 gross value of sales
of farm products of $20,000 or more.

(2) medium size commercial farms-commercial
farms with value of sales of $5,000 to $19,999.

(3) small commercial farms-commercial farms with
value of sales of less than $5,000.

(4)' noncommercial farms.
2. Data collection recommendations:

(1) Land and buildings:
1. Collection of value-per-acre data for specified classes of

land to be used in the calculation of constant dollar Values
for farm real estate. As a minimum, separate valuations
would be needed for irrigated cropland, nonirrigated crop-
land, and pastureA

2. A special benchmark survey to provide a basis for allo-
cation of values between farmland and buildings, and be-
tween farm residences and other buildings.

3. It is believed that the bulk of the information needed
to determine the value of farmland that is rented, and the
classification by sector of ownership, can be obtained from
the census of agriculture. (As indicated later, perhaps one
or two additional questions would be needed in the 1969
Census of Agriculture.)

(2) Farm machinery and equipment:
1. Collection of data showing numbers of farm machines,

by appropriate classes and characteristics, to improve pres-
ent value estimates and to permit State estimates. As indi-
cated later, a pilot survey may be made to help determine
whether farm machinery values can be estimated with reason-
able accuracy by respondents.

2. As part of the above survey, information on the owner-
ship of machinery can be obtained.

3. An important use of this survey data will be to assist
in evaluating present USDA procedures for estimating de-

4 The working group on agricultural wealth did not specifically consider the potential
value of wealth data for areas smaller than States. It has been suggested that one of the
main uses of the wealth data might be In area development for which tabulations would be
needed by groups of counties or other local governmental units. However, the cost of ob-
taining data at the county level may limit the number of Items available at that level.

5 The decision regarding the exact class interval limits can be postponed until after the
1964 census. Continued increases in the average size of commercial farm suggest that by
1909 the upper open-end classification may be $40,000 or more gross sales. Also, there Is
interest In the large number of farms of very small size. Thus more than the minimum
number of classes suggested above may be desired, and, in view of continued Improvements
in data processing, such tabulations probably would not be excessively costly.

I Mr. Hurley comments: "Increasingly tracts of land have value because of their effect
on the scale of operations of the purchasers. Land is not sold by classes and there Is no
way of obtaining values by classes that mean anything."

3S-135-64 i 36
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predation and the related values of the stock of machinery
and equipment on farms.

(3) Livestock:
1. We believe adequate information on ownership of live-

stock could be obtained from a small survey of livestock
ownership under various leasing arrangements. These data
could then be expanded on the basis of the information ob-
tained in the census on lease arrangements.

(4) Financial assets and claims:
1. Collection of data showing, by principal categories,

holdings of financial assets of various types, by such regional
grouping of States as are appropriate for the overall wealth
estimates. State estimates of these items are considered to
be unduly costly.

2. An effort will be made to allocate, on the basis of a small
survey, financial assets and debts between farm business sector
holdings and household holdings.

(5) Agricultural services:
1. We recommend that a detailed study be made of the

standard industrial classification grouping of the agricul-
tural services with a view toward developing a new grouping
that would be more suitable than the present one for agri-
cultural wealth measures.

2. That each of the agricultural services be covered by a
census-type survey.

3. That sample farm survey data be developed on expendi-
tures by farmers for agricultural services to supplement the
data obtained in a survey of the services.

(6) Possible farm balance sheet, income and expenditure, and
land ownership and use survey.

Because of the need to collect so considerable an amount and
variety of wealth, income, and expenditure data as indicated in
this report, we recommend that consideration be given to an
alternative procedure of collecting all of the needed information
(and perhaps data needed for other uses as well) in one broad sur-
vey of farm income and expenditures, of assets and debts, and of
land ownership and use.

3. Development of new measures:
(1) Land:

1. To assist in developing a constant dollar measure of land
values, a research project is recommended to investigate the
value of private and public improvements to farmland such
as drainage, land clearing, various soil conservation meas-
ures, and similar items." Present depreciation and invest-
ment accounts for farm buildings also need further study
and refinement.

(2) Crops:
1. A technique for valuing growing crops as a "goods in

process" component of agricultural wealth is outlined in the
report for crops.

7 Mr. Hurley disagrees with this recommendation.
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(3) Livestock:
1. Inventory values of "broilers"-for some reason not

previously included in the value of livestock on farms-can
be estimated by methods recommended later in this report.

IV. DEFnrNION OF AGRICULTURAL SECTOR, ASPECTS OF COMPARABILITY

OF WEALTH AND INcoMrE CoNcErrs, AND AGRiCULTURAL SERVICES

Census farms are the focal point of the "agricultural sector" uni-
verse. We seek to measure the total wealth used on census farms
(plus small acreages of land not included in census farms as indicated
below). This wealth may be owned within the agricultural sector

by operators of census farms) ; or it may be owned in another sector
largely by nonoperating landlords) and leased to farm operators in

the agricultural sector.
C:ensus farms are farms of 10 or more acres with a value of agri-

cultural products sold in 1959 of $50 or more, and farms of less than
10 acres with a value of agricultural products sold of $250 or more.
This definition was used in the 1959 census; it would need to be ad-
justed for earlier or later censuses to the extent the definition differed
from that used in 1959.

Census farms do not include all places on which livestock or poultry
are kept nor all places on which crops are harvested. In 1959, there
were an estimated 800,000 places not qualifying as census farms, on
which some livestock or poultry were kept or crops harvested. Ap-
proximately 570,000 of these places were under 10 acres in size and
230,000 over 10 acres in size. These places would be excluded in their
entirety from the agricultural sector.

The land in census farms does not include all land used for pasture
or grazing. In 1959, there were approximately 64 million acres of
grazing lands administered by the U.S. Forest Service and used for
grazing under a permit. Likewise, rangelands administered by the
Bureau of Land Management of the U.S. Department of Interior,
used under permit are not included as land in census farms. These
grazing lands totaled approximately 161 million acres in 1959. This
land, like land rented from individual landlords, constitutes part of
the wealth used to produce farm products, and as such should be
valued and included as part of the agricultural wealth leased from
others. Provision for accomplishing this is included in the section
of this report dealing with farm real estate.

Census farms, land in farms, and the value of land and buildings
include a large number of places not used primarily for agricultural
purposes. The 1959 census included 882,000 part-time farms and
404,000 part-retirement farms. These "noncommercial" farms repre-
sent, primarily homes for persons having nonfarm jobs or for persons
fully or partially retired. _These accounted for less than 4 percent
of all farm products sold. However, they contained 9 percent of all
land in farms and accounted for 11 percent of the value of farmland
and buildings.

Included in the noncommercial farms, as reported in the 1959
census, were approximately 3,000 institutional farms. These farms
contained about 43 million acres of land, about 4 percent of the national
total of farmland.

531



MEASURING THE NATION'S. WEALTH

The Standard Industrial Classification System (U.S. Executive
Office of the President, Bureau of the Budget, 1957) provides the
following definitions of agricultural operations:

"Agricultural operations consist, of the production of crops or
plants, vines, and trees (excluding forestry operations); or the keep-
ing, grazing, or feeding of livestock for animal products (including
serums), animal increase, or value increase. Livestock as here used,
includes poultry of all kinds, rabbits, bees, and fur-bearing animals
in captivity, in addition to mules, asses, burros, horses, cattle, sheep,
goats, and hogs. This division also includes activities such as dry lot
or farm dairies (and feed lots) ; nurseries, greenhouses, sod farms;
bulb, flower, and vegetable seed crops; mushroom cellars; cranberry
bogs; apiaries and fur farms."

Our committee felt this definition of "farming operations" should
be broadened for purposes of income-wealth comparisons to take in
account operations carried out on census farms of a type "secondary"
or incidental to the output of farm products.

Many farm operators, in addition to income earned from their farm
activities per se, also realize income from sources other than farming.
Some of this income is earned by use of land or other capital normally
employed in the farming activities. Income from hunting and fishing
rights, for example, involves the use of a farmer's land and perhaps his
time and some of his equipment normally used for farming. Income
from oil leases and mineral rights, also, may be derived from his land.
In pricing farmland, it is a common practice to include the capitalized
value of such income, so that it is virtually impossible to separate this
component of farmland values from the component reflecting the capi-
talized value of income from farming only. Much of the same problem
exists for farm equipment used for purposes other than farming per
se. On the other hand while the income and wealth associated with
farm residences are closely associated with farming, we think the data
are adequate to permit separation.

Income from oil leases, mineral rights and recreational uses of all or
part of the farm is thus derived from an incidental or secondary use of
capital resources normally or originally used in farming.

Wealth used in the agricultural sector, therefore, is considered to
include wealth that is not used exclusively for the production of farm
products; wealth used jointly to produce farm products and also these
secondary products is considered to be entirely agricultural wealth ex-
cept-as in the case of farm residences-where a separation is possible.

To facilitate relating primary and secondary farm income to the
value of the capital resources used to produce this income, for the pur-
pose of measuring returns, it is therefore recommended that income
totals from such sources be shown separately, if possible, in estimates of
income of farm operators from off-farm sources. Rate of return meas-
urements on a comparable basis will thus be possible.

Turning now to what is to be measured, we want to include all wealth
(1) used to produce farm products and "secondary" products and (2)
we want to know the sector of the owner of this wealth.

In the first place, the land, equipment, etc., owned and used by farm
operators of census farms are of course wealth "in" the farm sector-
both in a use sense and in an ownership sense.
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Some farm operators own land and other wealth that they do not use
exclusively, or at all, on the census farms they operate. This includes
(a) the landlord activities of those farm operators who own land they
rent to other farm operators and (b) the custom work that some farm
operators perform on a fee basis for other farm operators. All of this
wealth-the land rented to others, the equipment used for the custom
work, and other such wealth-is considered as both used and owned in
the farm sector. This treatment corresponds with that used by the U.S.
Department of Agriculture in the farm income accounts, and adopted
by the Department of Commerce in their national income and product
accounts. However, in keeping with the overall plan of the wealth
inventory and also-because such information would be useful in its
own right, provision is made for showing estimates of wealth rented
within the farm sector.

Some persons or enterprises who are not farm operators own some
farmland and other wealth used to produce farm products. We recom-
mend treating this wealth (though used in the agricultural sector) as
owned "outside the agricultural sector" as is now implied in the USDA
and Department of Commerce treatment of farm income. On the other
hand, in the "Flow of funds" accounts of the Federal Reserve Board,
nonoperating landlords are considered as in the farm business sector.
However, if adequate detail is shown, rearrangements of the data can
be made as desired.

For some purposes it is desirable to show income by use of resources.
Especially for productivity analysis, all resources used in an industry
(regardless of ownership) should be included. Thus gross rent paid to
nonfarm (that is, nonoperating) landlords for the use of these leased
resources, which is now deducted from gross farm product and trans-
ferred to the real estate industry in the income accounts of the Depart-
ment of Commerce, may be moved back into farm product in the farm
sector for such purposes. Then both incomes and resources would be
on a comparable basis.
Agricultural services

In addition to farm operators (including operators who do custom
work), and nonoperating landlords, some other individuals and estab-
lishments own wealth that is used exclusively or in part in producing
agricultural products. Much of this wealth is in the agricultural serv-
ices industry, although a part is in other industries.

Very limited statistical information is available regarding the re-
sources used for the performance of agricultural services. None of
the agricultural services have been covered by agricultural or business
censuses. As agriculture becomes more and more specialized and the
span of operations on individual farms is narrowed, more and more
agricultural operations are being performed by various custom opera-
tions, and service organizations. Failure to take such changes as these
into account sometimes can lead to erroneous conclusions. For ex-
ample, one of the most popular agricultural statistics is the number
of persons fed per farmer, with the increases in this number implying
gains in farm efficiency. Part of this gain, of course, is a result of
increased use by the farm sector of products, labor, and capital goods
from the other sectors. The lack of output, income, employment,
wealth, and other data for this group of services constitutes a serious

533



MEASURING THE NATION'S WEALTH

gap in our basic statistical system and imposes a serious handicap on
all studies relating to agriculture and related sectors.

The SIC classification of agricultural services, we feel, is in need of
revision. In the first place, the classifications are at least partly obso-
lete-there are some services now being performed that are not listed
(such as farm management services) and some of the services listed
are no longer important (such as threshing). Furthermore, we would
restrict agricultural services to those services performed for farmers
and would exclude farm marketing services performed primarily for
nonfarmers.

We would arbitrarily classify as "agricultural production services"
those establishments in which more than one-half of their total income
was paid to them by operators of census farms.

This treatment will result in a slight overstatement of wealth used
in the agricultural sector that is provided by the agricultural produc-
tion services. However, it will also be true that certain nonagricultural
services may be providing services to farmers, and none of the wealth
associated with these services will be included as wealth used in agri-
culture. We believe the overstatements of agricultural wealth will
be approximately offset by the exclusions.

So far as agricultural wealth estimates are concerned, we would in-
clude as wealth used in agriculture all the land, structures, and equip-
ment of the agricultural production services as defined above. Such
wealth would be shown as leased by the farm sector from the services
sector.
Recommvendations

(1) That the classifications and concepts of agricultural services be
studied carefully with a view of increasing their usefulness for the
agricultural wealth estimates. The agricultural services would doubt-
less need to be studied in the context of the entire services sector.

(2) We tentatively recommend the following groupings of agricul-
tural production services: 8

1. Cotton ginning and processing.
2. Grist mills, including custom flour mills.
3. Poultry hatcheries.
4. Veterinarians and animal hospitals.
5. Miscellaneous animal husbandry services-animal breeding,

boarding, and training of horses.
6. Corn shelling, hay baling, and threshing services.
7. Contract sorting, grading, and packing of fruits and/or

vegetables for the grower.
8. Machinery and equipment leasing.
9. Bulk feed handling.

10. Crop dusting.
11. Bulk blending and direct application of fertilizer.
12. All other miscellaneous agricultural services-farm man-

agement services, fruit picking, grain cleaning, harvesting, plow-
ing, etc.

s This proposed subgroup differs in the following respects from the present SIC arrange-
ment:

1. Two new groups have been added: (a) machinery and equipment leasing, (b) bulk
feed handling.

2. Crop dusting has been taken out of miscellaneous and upgraded to a separate group.
3. Farm management services has been added to the miscellaneous services group.
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Those services now included in present SIC service groups classifica-
tions should be broken out and transferred to the new subgroup.

In establishments conducting services for both farm and nonfarm
sectors, classification would be made on the basis of whether a majority
of their income is derived from sales to farm or nonfarm users.

The proposed creation of an expanded subgroup of agricultural
production services industries quite naturally raises the question of
whether such data should be collected as part of the Census of Agri-
culture or as part of the Census of Business. This jurisdictional
question, however, should not be too difficult to resolve inasmuch as
both data gathering groups are qualified to collect the necessary data.
At any rate questions of jurisdiction or responsibility should not be
allowed to negate the real need that exists for such data.

Data for such industries should be collected in either census on (a)
sales by customer (farm and nonfarm separately, and (b) value of
each of the major categories of physical assets, e.g., land, structures,
equipment, and inventories.

(3) It may be desirable to obtain directly from farmers data show-
ing the source and amount of their expenditures for services. This
would permit services to be allocated by economic class of farm, and
would serve to check the data obtained from a census-type survey of
the agricultural production service industries.
Detail desired for agricultural wealth estimates

Much of this is covered in the various sections of this report. We
make this overall recommendation:

(1) For broad groupings-land, machinery, etc., the data be
shown by States, except in areas of limited agricultural activity
where some groupings of States would be satisfactory.

(2) For each State the data be further subdivided into four
farm classes:

Large commercial farms-farm product sales of $20,000
or more.

Medium size commercial farms-2sales of $5,000 to $19,999.
Small commercial farms-sales of less than $5,000.
Noncommercial farms.

Large commercial farms as defined above, in 1959 would have in-
cluded about 8 percent of the farms which produced 50 percent of the
value of farm products sold; medium size commercial farms would
have included 30 percent of the farms which produced 37 percent of
the products; small commercial farms would have included 27 percent
of the farms which produced 9 percent of the output; and the non-
commercial group would have included 35 percent of the farms, pro-
ducing 4 percent of the products. In 1964 and later years the large
commercial farms would become relatively more important and the
other three groups less important.

V. VALUATION OF FARmi REAL ESTATE

De/Initions, conwepts, limitations of present estimates
Presently available valuations of farm real estate carried in the

"Balance Sheet of Agriculture" and elsewhere in USDA statistics
represent estimated current market values for all land in farms, as
enumerated in the various censuses of agriculture, and include perma-
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nent land improvements such as irrigation and drainage as well as
farm dwellings and service buildings. Such estimates are available
annually by States (except Alaska and Hawaii), and are calculated
as of March 1 for each year. These estimates -could be adjusted to
January 1 by means of the index of average value per acre, as cal-
culated by the USDA. These indexes are available for March 1, July
1, and November 1 of recent years.
- Because these estimates are constructed at the census level of farms,
and match census definitions as to land in farms, they contain the
following deficiencies:

.(a) Underenumeration, as determined by postcensus field
checks. The land in farms reported by the 1959 census was esti-
mated to be about 6 percent less than the true universe total.
USDA has developed estimates of numbers of farms and land in
farms taking underenumerations into account, but no valuation
exists for such lands. However, if State average values for all
land is attached to the land that was missed, the 48-State total is
increased about $6 billion for 1959, 5 percent more than was re-
ported in the census.

(b) All rural properties that meet the definition of a farm are
included in the value estimates. Farms are further classified in
the agricultural census into two main classes-commercial and
noncommercial. Noncommercial farms are essentially part-time
and retirement places that could be removed from the agricultural
sector if the wealth accounts are to be used as a measure of the
principal assets used in agricultural production.

(c) Land in farms, as defined by census, includes substantial
acreage of publicly owned lands in the Western States. Con-
versely, there is also a significant acreage of federally owned land
used for grazing but not included as land in farms because such
lands are used jointly with other ranchers under grazing permits.
In the first instance, an estimate of the value of publicly owned
land would be necessary if it was desired to classify lands by
sector of ownership. In the second instance, the value of such
permit lands would need to be determined and added to land in
farms if it was desired to obtain a measure of all lands used in
agricultural production. The valuation of such public lands is
more properly a problem to be handled by the working group con-
cerned with natural resources, or with the government sector.

(d) Census valuation of land in farms include nonagricultural
values to varying degree, depending upon the geographic area. In
the Northeast, reported values are substantially above strictly
agricultural values because of proximity to large urban centers and
the potential site value of much of the land now in farms in this
region. Similar site values are attached to farmland in metro-
politan counties elsewhere in the country, notably in California
and Florida. A part of the speculative value of subsurface min-
erals, particularly oil and gas, is also included in the values of
farmlands reported in Texas, Oklahoma, and other States where
such minerals are widespread. By- no means all of the market
value of minerals is included in land values, however, because
mineral- rights have been severed by separate deeds on many
properties. As indicated previously, we are seeking to take some
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account of as many of these farmland characteristics as possible
by suggesting changes in the farm income accounts. Mineral
rights associated with farmland may be of concern to the working
g roup dealing with the valuation of natural resources.

Additional problems of measurement result from the need to allocate
the total value of farm real estate between land and buildings. An
annual series intended to measure production assets which appears in
the Balance Sheet excludes the value of operators' dwellings. Sep
arate estimates of dwellings and service buildings also have been made
for use in the farm income estimates, but these are based on frag-
mentary, and often outdated benchmarks. The sharp decline in the
number of farms in recent years has greatly complicated the construc-
tion of such estimates. A new survey conducted in April 1963 may
provide the basis for more refined estimates than are currently avail-
able.
Valuation in constant dollars

The initial step in such estimates is a valid allocation of total real
estate values between land and structures. The approach followed
in the joint National Bureau-U.S. Department of Agriculture study
of physical capital in agriculture 9 was continued until about 1960 in
the Balance Sheet accounts. However, some basic discrepancies have
developed between market value estimates for buildings, and the net
investment estimates carried in the farm income accounts. Briefly,
the perpetual inventory method of valuing buildings produces esti-
mates that are $10 to $15 billion higher than the estimate of current
market values of buildings. This difference can be attributed chiefly
to the decline in numbers of farms, and the resultant loss in the num-
ber of sets of farm buildings which was not specifically allowed for in
the farm income estimates. Recent work appears to have removed
most of this difference, although the results from the April 1963 survey
referred to above have not as yet been incorporated into the revised
estimates.

Even if the depreciation and capital investment accounts for build-
ings can be reconciled with changes in market values, difficult problems
remain in the calculations of constant dollar valuations. The min-
imum approach would be to establish values for several broad catego-
ries of land use in the benchmark year, then to measure the shifts in
acreages of land in various use categories that occur in subsequent
years. The resulting constant-dollar valuations would then reflect
changes in land qruality, as well as changes in total acres in farms.
However, value differentials by class of land are unobtainable from
market sales data, and can only be roughly approximated by regres-
sion analysis. Judgment estimates supplied by farmers are available
for irrigated and nonirrigated cropland and for pasture land. These
were used in preparing State estimates for 1960 and published in the
June 1962 issue of Farm Real Estate Market Developments, issued by
the U.S. Department of Agriculture. Considerable refinement would
be needed in these estimates if they were to be used as part of the basis
for constant-dollar estimates.

9 Tostlebe, Alvin S., "capital in Agriculture: Its Formation and Financing Since 1870."
A joint study by the National Bureau of Economic Research, Inc., New York, In coopera-
tlon with the Bureau of Agricultural Economics (now the Economic Research Service),
U.S. Department of Agriculture. Princeton University Press, Princeton, N.J., 1957.
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A more refined approach would require the development of a gross
investment account with respect to land, and also an offsetting account
to recognize depletion and loss of capital value by various means.
The gross investment account would include both private and public
investments that become incorporated in land, such as drainage, irriga-
tion, soil conserving structures, flood protection, upgrading of high-
ways, and other off-site investments which contribute to agricultural
output, reduce the cost of production inputs, or increase the price
received for agricltural products. A new highway which improves
access to a fluid milk market, for example, may substantially increase
the net returns from farms served by the new highway, or make it
possible to produce more profitable crops than before. How much of
the total cost of such public investment is directly reflected in market
prices is difficult to determine. Also, only fragmentary data are avail-
able to measure the extent of private investment in land improvements.

Even though acceptable solutions could be found for such problems,
costs of land improvements are not necessarily directly reflected in
market values nor in the productivity of the land resource. Some types
of investments may enhance land values by more than their cost, while
others may be only partially recoverable in the market. Public in-
vestments in land improvements are especially difficult to appraise in
these respects.

Although land does not depreciate in the same sense as buildings,
numerous examples of different kinds of depletion can be found.
Changes that result in a downgrading in land use from cropland to
pasture, or pasture to forest may be accompanied by a loss of capital
value. Irrigated lands become waterlogged or accumulate salts which
forces the shifts of such lands to lower-profit crops. Ground water
levels have declined in some areas, increasing irrigation costs, and
threatening eventually to make irrigation infeasible. Yields of
orchards, vineyards and groves, likewise, decline after a period of
years. Such deterioration of soils could be treated in much the same
manner as depreciation of buildings. However, comprehensive data
are almost totally lacking with respect to the investments made in such
types of land improvements, and the number of years over which
depreciation should be charged. Likewise some attention also should
be given to the stock of plant nutrients stored in the soil in which with-
drawals as a result of crop production would be matched against
fertilizer applications to arrive at net gains or losses in soil fertility.
Such changes have occurred over long periods of time in other coun-
tries, and this may be an appropriate time to initiate work in this area.
Considerable exploratory work would need to be done with soil scien-
tists and agronomists to determine the validity of the stock concept of
soil-held plant nutrients, the empirical evidence now available, and the
research techniques needed to yield definitive results.
Allocation of vakwe of residences on farms between farm business and

household sectors
Considerable discussion has been directed to alternative concepts for

handling the valuation of dwellings on farms. Present estimates of
values of farm real estate include all dwellings on farms, including
those occupied by farm operators, workers, and nonfarm families.
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One approach, followed in the present estimates of farm production
assets as developed by the U.S. Department of Agriculture, is to exclude
the value of dwellings from the asset accounts. When returns to these
production assets are computed the imputed rental value of dwellings is
excluded from the income account. The rationale here is that dwell-
ings on farms represent a household investment entirely separate from
the farm business.

An alternative approach, which would have merit in achieving
greater consistency among sectors, would be to retain a part of the
value of operators' dwellings in the farm business sector, and allocate
the remainder to a nonfarm account. Present tax laws which permit
an allocation of certain expenses associated with the operators' dwell-
ing as a deductible farm business expense support this approach. We
have no information as to ho w w idely this practice is followed, nor the
basis used by taxpayers in making the permitted allocations. Internal
Revenue has suggested guidelines in terms of the proportion of the
total floor area of the structure that is devoted to business use. Imple-
mentation of this concept would likely require a rather arbitrary deter-
mination of the business-household ratio as only judgment estimates
could be obtained directly from farmers. In view of a series of prob-
lems that becloud the issue we recommend that no account be taken
of the small portion of the value of farm residences that could properly
be considered essential to the conduct of the farming operations.

The value of all dwellings on farms should be allocated outside the
agricultural sector. When comparisons of wealth estimates with in-
come estimates are made, the imputed rental value should be trans-
ferred from the present farm income account. These accounts
presently include the imputed rental value of all dwellings on farms in
gross farm income in part because farm expense estimates include the
expenses on all dwellings.

Valucatio'n by sector of ownership
In addition to the private-public sectoring referred to previously,

it will be necessary also to allocate privately owned land in farms be-
tween farmer and nonfarmer landlords. The present basis for this
allocation in rental estimates is the physical residence of the landowner,
as determined by a benchmark survey many years ago. Substantial
improvement would be possible by using recent agricultural census
data with respect to the acreage of land owned by farm operators and
rented to others; the difference between this figure, and total land
rented from others (also a census figure) can be assumed to be land
rented from nonfarmers. A small number of these "nonfarm" indi-
viduals may physically reside on farms as fully retired farmers and
the like but they would be treated as if they were a part of the nonfarm
sector. Such discrepancies are bound to exist between an occupational,
and a residential classification, but the occupational basis for clasisfica-
tion is the most compatible with classifications used in other sectors.

Recommnvndations
1. The 1969 Census of Agriculture is likely to provide the best bench-

mark of the market value of farm real estate. This estimate should
be adjusted for underenumeration, and further allocated between com-
mercial and noncommercial farms, as these may be defined at that time.
The feasibility of obtaining farmers' estimates of market values for
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several major classes of land (cropland, pasture, etc.) in their farms
also should be explored.

2. A supplemental benchmark survey should be conducted, either
as a part of the 1965 or the .1970 Agricultural Censuses, or as a part of
a special census of structures, to determine a basis for the allocation of
total value of farm real estate between land and structures. Farm
structures should be further allocated between operators' dwellings and
service buildings.

3. Research should be undertaken to develop appropriate capital
investment and "depreciation"' accounts for land, apart from struc-
tures, which will provide a basis for developing and maintaining esti-
mates of the value of farm real estate in constant dollars.10

4. Several specific questions and appropriate tabulations should be
planned in connection with the 1969 Agricultural Census to permit
allocation of market values of farm real estate by sector of ownership,
as well as by sector of use. This would require specific determination
of the acreage and market value of publicly owned lands included in
farms. Data on land owned by private landlords can be obtained from
present censuses of agriculture.

VI. CROPS
Data avaiZable

Estimates are available of the stocks of most major crops at mills,.
elevators, warehouses, and processing plants as of January 1. The
onfarm inventory position comes from estimates of the Crop Report-
ing Board, SRS, USDA, and includes all crops stored on farms, in-
cluding crops under loan to the Commodity Credit Corporation. The
CCC owned or controlled stocks are reported by the Agricultural
Stabilization and Conservation Service. Data are available both for
stocks on farms under CCC loan and for stocks not under loan.

For certain crops whose stocks are not estimated by the StatisticalReporting Service, it is assumed that the quantity held by farmers for
sale as of January 1 represents the farm inventory. For example,
peanut stocks on January 1 are estimated as the difference between
the total quantity to be sold from the crop year production and the
quantity actally sold or put under loan through December.

Using the bushelage or poundage data reported as the January 1
inventory estimates, a value estimate of the farmer-owned crops stored
on and off farms (including crops under loan to CCC) can be obtained
covering 27 crops-wheat, buckwheat, rye, rice, soybeans, cottonseed,
flaxseed, peanuts, corn, barley, grain sorghum, oats, hay, corn silage,
corn forage, sorghum forage, cotton, cabbage, onions, potatoes, broom-
corn, dry edible beans, dry field peas, tobacco, tung oil, and seeds for
hay and pasture crops.

Prices received by farmers on December 15 for the various items are
used as the best available indicator of the unit price of the various
items.

For most of the major items for which data are available, regional
and State allocations can. be made with little difficulty.

Data for Alaska and Hawaii are not available in most cases. How-
ever, increasingly in the next several years, most series will likely in-
elude data for these two States.

10 See footnote 6.
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Several important product items on farms are not covered in peri-
odic SRS reports. These include forest, nursery, and greenhouse prod-
ucts on farms.

Also, growing crops (not harvested or still maturing) on January
1 are excluded from all inventory valuations. Winter wheat and bar-
ley, for example, are in the ground and citrus products are on the
tree.
Recommnendatiomn

(1) For items for which inventory data are not available such as
forest, nursery, and greenhouse products we recommend estimating
such values by calculating the ratio of the inventory value of all
known crop items to cash receipts from marketings of these crop items;
this ratio would then be applied to the estimated cash receipts of the
items for which inventory data are not available.

(2) For goods in process, such as the winter wheat crop, we rec-
ommend estimating the per acre outlays incurred up to January 1 for
major inputs such as seed, labor, herbicides, and others (not includ-
ing overhead costs). This estimated outlay would be applied to the
estimated fall wheat plantings as reported in the USDA intentions
report. For citrus, we recommend somewhat the same procedure
as for wheat in attempting to estimate the value of the crop on the
tree or in process of maturing on the tree.

VII. FARM MACHINERY AND EQUIPMENT

Data a'vailable
Numbers of autos, tractors, and trucks on farms are available by

States through 1959. From 1960 on, motor vehicle numbers have been
estimated on a U.S. basis and distributed among the States on the 1959
basis.

Estimates of the numbers of certain types of farm machinery are
prepared annually for the United States by the Farm Production Eco-
nomics Division, ERS, USDA; Census data supply benchmarks by
States. For the minor types of farm machines and equipment on
farms, the National Survey of Farm. Machinery, 1956, conducted by
Agricultural Research Service, USDA, furnished benchmark data for
the United States.

Prices by States are available for new tractors and selected items of
farm machinery from the Statistical Reporting Service, USDA. Unit
prices paid by- farmers for new autos and trucks are not available by'
States but State-to-State differencesain prices paid are probably~small.
Data on prices of used farm machinery and equipment are scant and of
doubtful accuracy.

Data on the value of farm machinery and equipment on farms are
much less reliable than are the data on numbers. In making estimates
of value the USDA values the stock on farms' at- estimated- current
replacement cost. The value of the stock on farms is the cumulative
total resulting from carrying forward yearend depreciated values.
There have been no benchmark surveys of the total value of all farm
equipment since 1945. All computations are made on a constant dollar
basis and converted to current dollars by use of suitable prices paid
indexes. The current replacement cost of capital'equipment on farms
is conceptually the dollars necessary to replace existing capital equip-... ., ptually ... .J .... .. . - -



542 MEASURING THE NATION'S WEALTH

ment with similar equipment of the same capability and with the same
remaining "life."
Limitations and recommendations

The overriding limitation on an inventory of farm capital equip-
ment lies in the absence of reliable State, regional, and national esti-
mates of values. Currently, the estimate of the stock value is based on
an outdated benchmark, and on annual data since the year of the bench-
mark that are incomplete and of unknown accuracy.

Sector of ownership is unknown for farm capital equipment.
In order to meet the needs of a "Wealth Inventory" for agriculture,

we recommend a benchmark survey that would provide State data as
follows: (1) Type of equipment on farm; (2) age of equipment; (3)
value of equipment-both current market value and original cost; and
(4) ownership and use of equipment by sector. This survey should be
repeated, at least on a sample basis, to provide more timely estimates.
A survey may yield information on age and type of equipment by eco-
nomic class of farm, by regions, and perhaps by States. However,
response to value type questions is more difficult and pilot surveys may
have to be undertaken and compared with available data such as used
machinery prices to determine whether respondents can approximate
the value of their capital goods at current prices.

Furthermore, such a survey of machinery stocks may aid in recon-
ciling the several depreciation rates considered applicable to capital
goods used in agriculture. For example, the USDA considers the
tractor depreciation rate to be about 18.5 percent annually. Based on
a study of used machinery prices, Zvi Griliches of the University of
Chicago estimates the rate to be around 12 percent, while the IRS
apparently suggests a rate somewhat over 20 percent annually.

VIII. LIVEsrocE
Data available

The Statistical Reporting Service reports the January 1 position on
.jarmm of numbers of cattle (by age and classes), hogs,,sheep, chickens,
and turkeys. Livestock and poultry not on farms are excluded. An
inventory value of livestock on farms is arrived at by using the average
price per head for various classes of livestock and poultry reported as
prevailing in localities at the time of inventory by crop reporters.

Current estimates do not include horses or mules on farms-this pre-
sents a minor problem in estimating price per head since a quantity
figure can be arrived at with reasoniable accuracy. Goats~onfarms are
reported for Texas only on both a quantity and price basis (i e;, ptimes
q=$25.8 million, January 1, 1963).

Commercial broilers are not included in the inventory position as
revoted.

n general, State and regional data are available in reports on the
livestock inventory of U.S. farms.
Recommendations

(1) Our recommendation is to obtain a cumulative total of weekly
broiler placements for- the 10 weeks prior to January 1, and adjust this
total for under enumeration (reports are made for only 22 States).
Since on the average the broilers would be only half grown we would
take only one-half of the cumulative total., We would apply an aver-
age farm price for commercial broilers to this estimated number to
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arrive at a January 1 inventory value figure for the United States
and then allocate this total to the States based on placements and other
data.

(2) The inventory position of several minor "livestock" items such
as ducks, geese, pigeons rabbits, and fur-bearing animals on farms
are not reported. For these items, we recommend the application of
the ratio of the value of the stock of certain poultry items to cash re-
ceipts for those items to be applied to the estimated cash receipts from
marketings total for miscellaneous and other livestock items.

IX. FIxANCIAL ASSETS AND CLAIMS

Financial assets and claims, together with the value of the physical
assets used in agricultural production, residences on farms, and
"household furnishings and equipment," are combined into "The Bal-
ance Sheet of Agriculture" which is published each year by the Depart-
ment. Physical assets are treated elsewhere in this report and will be
referred to here only in their Balance Sheet context. The estimates of
farm debts and to some extent the financial assets have a wide variety
of uses apart from their use in the Balance Sheet.

TABLE 1.-Balance sheet of agriculture, January 1, 1963

ASSETS
Billion
dollars

Farm land and buildings (including residences)------------------------ 142.8
Physical production assets other than land and service buildings, total____ 45.9

Livestock-------------------------------------… …---------------- 17. 2
Machinery and motor vehicles ----------------- - ------------------ 19.5
Crops stored on and off farms------------------ -- --------------- 9.2

Household furnishings and equipmentL----------------------------- 8. 7
Financial assets ----------------------- ---------- __--------------18.4

TotaL--------------------------------------------------------215. 8

LIABrLTIES

Real estate debt --------------------------- ----------------------- 15.2
Non-real-estate debt, total-------------------------------------------- 16.6

Owed to reporting lenders (except CCC loans)…--------------------8.5
Owed to nonreporting lenders--- .- - -------------------------- 6.0
Owed to Commodity Credit Corporation--------------------------- 2. 1

Total debt ------------------------- 31. 8

Proprietors' equities------------------------------------------------- 184. 0

Financial assets were reported in the following detail:
Liquid financial assets: dollars

Currency -------------------------------------------------------- 1.9
Demand deposits---------------------------- -------- -- -_______-4.0
Time deposits…----- ------ ----- ----- …------- ------ - …-3.3

U.S. savings bonds------------------------------- - ------- 4.4

Total---------------------------------------------------------- 13. 6
Other financial assets: Investment in cooperatives. _-_________________ 4. 8

Total financial assets--------------------------------------------- 18.4

1 Includes the estimated total value of automobiles on farms rather than only the 40
percent of value estimated as used for farm production purposes.
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General comments
1. Assets and liabilities are included that are associated with farm

household activities, as well as the assets and liabilities connected with
the production of farm products or "secondary" type products.

2. Assets and liabilities of farm operators, and the farm-related
assets and liabilities of all landlords, including nonfarm landlords,
are both intended to be included in the balance sheet.

3. Generally the data on farm debt have a much stronger statistical
base than the financial assets. Judgment is liberally used to supple-
ment the scarce data on the financial assets. Although of relatively
small magnitude, the financial asset estimates carried in the balance
sheet are probably in greater need of improvement than are any of the
other asset or liability items which have been considered in this report.
Available data and their limitations

Currency.-Estimates are based on the assumption that farmers
hold the same amount of currency in relation to their demand depos-
its as do all individuals, including farmers. It is not known how ac-
curate this assumption is. Nothing is known about whether reason-
able State figures could be derived.

Demand deposits.-For a number of years up to 1960 demand de-
posits owned by farm operators were estimated by the Board of Gov-
ernors of the Federal Reserve, based on an annual sample survey of
commercial banks. The estimates were intended to cover only the
deposits held by farmers as businessmen; nonbusiness deposits were
excluded. The estimates were reported by Federal Reserve districts.
Since 1960 the Board has not been making its surveys, pending study
of various aspects, and it is not clear when the survey will be resumed,
or whether farm operators' business-type demand deposits will be
reported separately.

In the meantime USDA estimates are based primarily on changes
in total demand deposits held by Federal Reserve member banks in
cities of under 15,000 population. It is not known how good these esti-
mates are. Presumably regional estimates could be made on this basis,
but probably not State estimates.

Time deposits at banks.-Time deposits are estimated as a percent-
age of the estimate for former-owned demand deposits at banks. This
percentage is derived in part from yearend ratios of time deposits to
demand deposits in banks in 600 counties which, based largely on data
in the 1940 census, were defined as "primarily agricultural counties."
One question is whether this method of estimating agricultural totals
from data for primarily agricultural counties is appropriate now-
because the county has become so much less rural than it was in earlier
years.

U.S. savings bonds.-Farmers' ownership of savings bonds is based
on data and judgment. The data are mostly annual U.S. Treasury
Department reports on purchases of the-various types of bonds in
some 600 agricultural counties. -Per capita-farm purchases by regions
are surmized from these data. Farmers are assumed to redeem bonds
more slowly than nonfarmers; this assumption is based on some bond,
redemption data by counties that were available for 1945-52. These
estimates of purchases, together with estimates of accrued interest, are
added to- the; previous- year's estimated outstanding, balance,. and re-
demptions subtracted. . , . - .
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Regional estimates of annual bond purchases by farmers have been
published on occasion, but not estimates of the value of farmers' total
holdings of bonds.

It is not known how good these estimates are, but they could prob-
ably be improved considerably. Consideration is currently eing
given to obtaining certain sample data on bond holdings and other
liquid assests of farmers in the next census sample survey of agricul-
ture.

Investments in farm cooperatives.-Balance sheet data on this item
are obtained from several sources, mostly the Farmer Cooperative
Service of USDA, the Rural Electrification Administration, and the
Farm Credit Administration. The Farmer Cooperative Service has
underway quite a comprehensive survey which will yield better esti-
mates than heretofore of the net worth of marketing and purchasing
associations (which together make up about one-half the total of farm
cooperative investments). State estimates will be obtained from the
survey data.

A problem in this area is that some of the net worth of farmers'
cooperatives is owned by nonfarmers.

Financial assets not included.-Some important farm business and
farm consumer financial assets are not included in balance sheet esti-
mates because of lack of data:

1. Corporation stocks, various bonds other than U.S. savings bonds.
2. Savings in financial institutions other than commercial banks.
3. Cash value of life insurance.

Goals for financial assets and claims reporting
Since detailed data on financial assets and liabilities are not con-

sidered as essential to the accomplishment of the national wealth
inventory as are some of the physical asset data, it may be satisfactory
to report these items in less detail, and perhaps with less accuracy,
than is desired for the physical asset items. We, therefore, suggest
these as reasonable goals:

1. To present data for suitable regional groupings of States, rather
than for individual States.

2. To improve the accuracy of the financial asset data used in the
balance sheet and to broaden the coverage of financial assets.

3. To permit preparation at the regional level of a variety of balance
sheets as follows:

(1) Operators of census farms showing:
(a) Production and consumption assets and liabilities sepa-

rately.
(b) Showing owned and rented assets separately.
(c) Showing the four groupings of farms separately (large,

medium, and small commercial, and nonconmmercial).
Recommendations

To accomplish the goals listed above we make these recommenda-
tions:

1. To improve the financial asset figures, we recommend first a
pilot survey, and later a survey of the necessary size for making
regional estimates:

(1) Of financial assets now in the Balance Sheet.
(2) Of financial assets not now included in the Balance Sheet.

(This recommendation to be coordinated with the household wealth
38-135- 64-- 37
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working group, and the financial claims working group; and also
plans for the 1965 Sample Survey of Agriculture.)

2. As part of the pilot survey above, to determine whether there is a
feasible way to obtain from respondents the data needed to allocate
financial assets between business and household purposes. Other-
wise this allocation may need to be done arbitrarily.

3. A part of the above survey, or by including additional questions
on debt in the samples survey of agriculture, to obtain the data needed
to allocate debts between business and household purposes.

4. Estimates of debt held by "nonreporting lenders" are being
considerably improved as a result of the 1960 Census Sample Survey
of Agriculture. Future benchmark surveys of similar nature will be
needed.

5. The debt questions in subsequent sample surveys of agriculture
should be of such nature that farm debts of nonfarm landlords can
be separated from those of farm operator landlords. Also, at some
time the size of the sample should be increased to permit needed
regional estimates.

6. The census mortgage surveys of operators and landlords, if con-
tinued at 5-year intervals, should largely care for the mortgage debt
needs.

7. Some part of the farm debt, especially mortgage debt, is owed
within the agricultural sector. How this is to be treated will depend
in part on overall wealth inventory study decisions.

8. Commodity Credit Corporation loans, and the assets securing
these loans, should be excluded from the balance sheet data.
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PREFACE

The Working Grouip on Natural *Resolircms Wealth met as a whole
on September 9 and December 11, 1963.

The Subgroup on Minerals met on September 9 and October 2, 1963.
The Water Subgroup met on September 9 and November 23, 1963;

it met briefly without the Chairman on October 29, 1963.
The Timber Resources Subgroup met on September 27 and Decem-

ber 11-12, 1963.
The Fish and Wildlife Subgroup met on September 9, 1963, and

January 31, 1964.
The Public Lands Subgroup met on October 3 and October 29,

1963.
Mr. Allen V. Kneese, of Resources for the Future; Mr. James Flan-

nery, of the U.S. Public Health Service; and Mr. Walter Langbein,
of the U.S. Geological Survey, assisted at certain stages of the WTater
Subgroup report. Mr. Donald C. Duncan of the U.S. Geological
Survey assisted as alternate for Mr. McKelvey. Mr. John Ryan as-
sisted as alternate for Mr. Kruizenga.

Much assistance and many helpful suggestions were given by Mr.
John W. Kendrick and Mr. Joel Popkin of the staff of the study.

All members of the working group have aided in the preparation
of, and have had an opportunity to review a draft of this report;
however, final responsibility for the group report rests with the group
secretary. The subgroup reports were drafted in each case by the
chairman of the subgroup; these drafts were discussed, modified, and
approved by members of the subgroup, except as noted by footnotes
of dissent or supplementary views. NEAL POTER.
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NATURAL RESOURCES

I. POSSIBLE USES OF AN INVENTORY OF NATURAL RESOURCES

Inventories of the physical resources available to the Nation can be
of great importance to both public and private policymaking. Such
estimates contribute to rational decisions related to conservation and
development of natural resources, to national defense policies in stock-
piling and other critical fields, to import and export policies, to policies
for depressed areas, to retraining of workers, etc. Solutions to many
problems related to geopolitics-alliances, defense preparations, for-
eign aid, etc.-may be aided by such information. Important deci-
sions in the field of private business also depend in part on data in this
field: orderly marketing, avoiding the periods of speculative excesses
resulting from shortages or surpluses; investment in exploration,
development and extraction facilities; investments in conservation
holding, and development of resources; the economical location of
manufacturing facilities; etc.

The simple physical counts of available units are of course not
adequate as a basis for developing answers to all the questions that
arise in these fields. Geographic location, physical qualities, freedom
from impurities, degree of accessibility, costs of extraction, and similar
attributes need to be specified. Each of these aspects is generally
somewhat complex and in the last analysis can best be described in
quantitative terms. These measurements generally have no common
denominator, so it is desirable for practical purposes to place an eco-
nomic value upon the resource, as a measure of the various quality
aspects taken together. The importance of a timber stand to the na-
tional wealth, prosperity, or security is dependent not only on the
volume of the stand, but on its average size, freedom from defects,
cost of transporting to market, year of expected salability, etc. The
significance of an oil deposit depends on its total quantity, depth,
gravity, sulfur content, gas pressure, distance from refineries or tide-
water, etc. These qualities can be summarized, for many purposes, in
one datum-market value.

Thus, value data are a most important adjunct to physical data to
make possible rational decisions in the allocation of funds to conserva-
tion; to projects of exploration, research, or development; to research
and development for the production of substitutes: to the finding of
proper answers in the fields of area redevelopment, local taxation
bases, etc. Without value figures, it is impossible to determine the
most economical course of conduct; lack of such data is one of the
causes of the numerous decisions made irrationally and wastefully in
this portion of the national economy. There are serious charges that
much of our most valuable heritage of natural resources has been
wastefully used and foolishly allowed to deteriorate; there are also
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charges that many conservation efforts are largely wasted expendi-
tures. Even moderately good wealth data would go far to guide public
and private decisions into more economical and productive lines.

II. PROBLEMS OF AN INVENTORY

The enormous dimensions of the problems which a moderately good
wealth inventory could contribute to solving are matched by the
dimensions of the difficulties involved in getting such data.

In principle the ways of making a wealth inventory in the field of
natural resources 1 and the importance of making such an inventory
are no different from the problems and values in any other field of the
economy. Natural resources are traded in the market, they are in-
volved in economizing decisions, they should not be wasted, they are
substitutable for each other and for manmade goods in greater or
lesser degree. Nevertheless, they have certain peculiarities in com-
mon which make them difficult to handle:

1. They are nonreproducible, either for long periods or forever.
The possibilities of substitution, and of devoting more capital to
refining low-grade ores, to exploring for and to reducing the use
of scarce resources, etc., somewhat impair this generalization, but
it is a significant one nevertheless. While fish, wildlife, and tim-
ber reproduce, the time required to establish or restore commer-
cially usable stocks is quite long compared to that needed for
production of large outputs of manufactured products and most
farm products. Water supplies are renewed by the rains at least
annually; but the supply available for actual consumption is
rather strictly limited in any given river basin.

2. Natural resources have traditionally been free for the taking
(originally from the Indians or from the Government) thereby
having an initial price of zero.2

3. The extent and quality of the physical inventory is often
unknown, as in the case of most minerals and many varieties of
fish. Many of the important physical aspects of water and of
lands are also unknown.

1. The quality of nonreproducibility makes natural resource mate-
rials unstable in price, since supply is quite inelastic as contrasted with
a nearly infinite elasticity for many manmade goods. Demand also
tends to be inelastic because of the quality of uniqueness or poor sub-
stitutability. Highly variable prices make difficult the writing of
price tags even for a known physical inventory.

2. The tradition of a zero price for the first claimant of resources
newly discovered or made available, makes historic price or "book
value" unusable for natural resources in many cases. It is true that
sales by the original claimants and by subsequent owners of resources
have eliminated this problem for most land in private hands but the
problem still remains for most of the public lands and remains in
the case of water (except where water rights are sold separately from
land), and in the case of fish and wildlife. The problem also persists

I Here taken to include all natural resources, industries, and assets except agricultural
and site land.

2 In recent years Federal policies have changed with respect to some important mineral
leases and timber sales.
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in the case of minerals, because free staking of claims is permitted on
the Federal lands and because transactions in known or proved mineral
properties are uncommon except for petroleum and gas.

3. The lack of knowledge of physical inventories may make impos-
sible a straightforward census in the case of most minerals. It may
still be possible, however, to get value and quantity figures on developed
properties; and to supplement these data by figures on the total physi-
cal inventory, estimated by methods of geological inference.

The great difficulty of finding market values in the natural re-
sources field has led to exploration of the possibility of capitalizing
an expected income as a means to estimating values. The explorations
have however led to a general rejection of this approach because where
resource commodities are sold in the market, the great bulk of their
prices usually consists of the costs of locating, extracting, and process-
ing them. Much doubt was expressed as to whether mineral reserves
would show any value at all in many cases, if the price in the ground
were estimated from the market price of a processed ore or an ingot
metal by subtracting the costs of extracting and processing it. Small
errors in estimating these costs could lead to large relative errors in
the residual value assigned to a ton of the mineral; and a significant
error in the price per ton of the mineral could lead to a large error
in the value assigned to the total tonnage in estimated reserves.

The general lack of a market-or in other terms, the general tradi-
ton of making goods free for the taking-may make valuations of
water resources and of fish and wildlife impractical. There are un-
doubtedly large social values attached to these resources; but these
values can be reduced to dollar or market terms only through the use
of complex and debatable analyses which make values in these fields a
better subject for special studies in universities than for a census-type
inventory. The inventory may well, however, cover the physical as-
pects of these resources, since these data have great usefulness apart
from value figures. In the case of water, the need for systematic plan-
ning for development of the resource has long been recognized; im-
proved hydrologic and water-quality data are needed for this purpose.
These data can also furnish important basic material for the value
studies mentioned above, which can lead to further great improvements
in public and private planning. Value data can be collected in these
fields on the structures and equipment used to capture and handle the
resource: dams, conduits, sewers, boats, fishing gear, etc.

III. SUMMARY CONCLUSIONS

The diverse natures of the industries and of the problems that come
under the heading of "Natural Resources" led to the formation of five
working subgroups to deal with them:

(1) Minerals.
(2) Timber resources.
(3) Fish and wildlife.
(4) Water.
(5) Public lands.

The reports of each of the subgroups appear at the end of this group
report. Their conclusions are summarized here, with a few comments.

A3inerals.-It is assumed that the considerable investments in ore
mills, transportation equipment, etc., can best be valued by the methods
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that will be used in manufacturing. Mineral reserves and their in-
separably associated extraction facilities, such as wells, shafts, valves,
elevators, etc.. should be valued by (a) using the prices in sales of com-
parable properties, in the case of oil and gas; (b) simply asking the
owners to estimate present values in the cases of all other minerals
(checking this latter category by estimates of other knowledgeable
parties). Annual updating would be based on capital outlays and de-
preciation and depletion allowances, probably on an annual sample
basis, as income tax data are probably not usable for this purpose
Quinquennial censuses would probably require major adjustment of
the annual series for the most recent 5 years, as mineral discovery and
development is a notably uncertain and variable line of enterprise.

Timber resources.-A good physical inventory of standing timber
is now available, as of 1952 and as of 1962, prepared by the U.S. Forest
Service. Valuations are lacking.

For solid stands of mature timber, valuation seems fairly simple.
The physical aggregates, by categories, can be multiplied by the prices
established in market sales of "comparable" stands.

In the case of mixed stands of mature timber and growing stock
or of growing stock alone, one cannot properly value the timber with-
out knowing its opportunity to remain on the land and grow to ma-
turity-in other words, the land and the growing timber are a unit
that cannot be valued separately. The timber resources subgroup
proposes that the valuation be done on an acreage basis, by finding
prices on market sales of comparable land with growing stock on it.
It appears to this writer, however, that only the greatest care can
prevent the mixing of speculative values on such land with its value
as a timber resource. A great deal of timbered land has value for rec-
reational, suburban residential, commercial, or industrial purposes. It
would seem to be a better approximation to the value of the timber
resource if the volumes of all marketable or accessible growing stock
were estimated separately from the value of the land, probably by the
use of estimates based on sales of tracts where speculative values for
other purposes are known to play no part; or by discounting the value
of a mature stand from the year in which maturity is expected. A
few cases, in which small timber values will be lost through premature
cutting at the time of bulldozing for suburban development or the
like, will not cause a great error in the value of the total timber re-
source; but erroneous inclusions of speculative values of land could
cause large errors in the valuation placed on the timber resource.
Moreover it will not be possible to ascertain any values of timber on
the large acreage of farm woodlots unless it is done by the method
suggested here. Most farm woodlots are sold as part of farms, and
timber values can probably not be ascertained at all except by some
method which applies a timber price to a volume of wood.

If the problem of pricing stumpage can be solved along these lines,
the necessary physical data to which to apply to such unit prices is
available in good detail from the forest surveys conducted by the
U.S. Forest Service.

Water.-A great deal of physical data with respect to waterflows
and qualities is needed to prepare programs to meet effectively the
Nation's rapidly growing needs for water; the subgroup's report indi-
cates how very extensive are the requirements in this area. Valuation
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of water is unfortunately made difficult or impossible in most cases
because charges for water, beyond the cost of collection and distribu-
tion, are rare. The water rights transactions in the arid West are
the principal instance of such a market value. The subgroup never-
theless proposes some pilot studies of ways to assign values to water
itself, because rational allocation of water to one or more of a number
of competing uses requires such data, and the need becomes greater
as water grows scarcer and greater decisions hang on the availability

.*of such estimates. Agencies now having some expert abilities in
obtaining of physical and value data are listed.

Fish and wildlife.-Because most fish and wildlife are not made
subject to private ownership or management, they have no market
values. In important cases this no-charge policy results in the de-
votion of excessive amounts of labor and capital to fishing. as free
enterprise responds to high prices and low costs.3 It is suggested
that rational allocation of scarce factors of production would be aided
by collection and estimation of data showing the necessary. as well as
the actual, fishing vessels, equipment, and men devoted to taking
the existing levels of catch. The capitalized value of the excess of
the actual over the necessary inputs would provide an estimate of the
value of the fish resource itself, and would aid in designing measures
of taxation or control to rationalize the industries.

Without such estimates of wasted capacity, the only portions of
the resource that can be given a market value are those subject to pri-
vate ownership, such as certain oyster beds, fishponds, and private
game reserves. The chief capital to be enumerated would be the
equipment used in fishing, including excess as well as necessary vessels
and gear.

Public lands.-The public lands are a large group of assets
for which value data are inadequate because of the lack of transactions.
Many of these lands have been held since the beginning of the Repub-
lic, and have never entered a market transaction. Others were bought
so long ago that the price is irrelevant to today's values. Values of
public properties transferred to private owners are frequently set by
such special legal formulas as to have little relationship to market
value.

For these reasons it is proposed to set up appraisal boards in each
State or area to make estimates of values in view of all the circum-
stances and conditions applying to each parcel and kind of public
land. Standards and procedures for determining these values would
of course need to be established by, and supervision supplied from, a
central office, to insure comparability among estimates.

It is recommended also that the values estimated by these boards be
those for land alone, not including the timber or mineral values on or
under the land. These values should be covered by the methods of the
mineral and timber inventories.

a This Is only one of many instances throughout the economy in which excessive inputsare applied, causing significant wastes. Probably most are due to some form of monopolis-tle competition; some are due to "external diseconomies," in which real costs of produc-tion are not paid by the producers, but are put upon others, like the noxious effluents ofmines or chemical plants, or the noise and dirt of highway traffic. Because of the prev-alence of excess inputs, there are substantial doubts related to whether estimating theirextent in commercial fishing would involve the wealth inventory in problems of too broada scope.
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IV. EXISTING DATA ON NATURAL RESOUIRCES AND THEIR VALUES

Existing published data on values or quantities of natural resources,
and data which are believed to be useful in estimating such values and
quantities are summarized here. The subgroup reports, which follow
this concluding section of the group's report, deal mainly with prob-
lems of, and recommendations for, strengthening and expanding na-
ural resource wealth data.

Minerals.-The chief source of direct data on wealth in the mining
industry is the data tabulated by the Internal Revenue Service from
balance sheets of business firms, principally corporations, submitted
with their annual income tax returns and published as "Statistics of
Income." Additional data, particularly the more complex cross tab-
ul ations and greater industry detail are available in the source book of
worksheets available at the IRS in Washington.

Data are available by size-of-total-assets classes, by size-of-business-
receipts classes, by size-of-income classes, by IRS district of principal
office of business, and for eight subindustries (iron; copper, lead, zinc,
gold, silver; other metals; bituminous coal; oil and gas; oil and gas
services; stone, sand, and gravel; and other nonmetals (including
anthracite)).

Balance sheet items given separately include cash, receivables, in-
ventories, investments, depreciable assets, depreciation, depletable
assets, depletion, land, intangible assets, and other assets. Liabilities
are also given, with the following listed separately: Accounts payable,
deposits, notes, other current liabilities, bonds, other liabilities, pre-
ferred stock, common stock, capital surplus, and earned surplus. Re-
ceipts and deductions are also itemized, although the great bulk are
listed as "business receipts" and "cost of sales and operations." How-
ever, items of interest for a study of wealth include "rent paid on busi-
ness property," "amortization," "depreciation," and "depletion."

The fact that these data are classified on a company basis rather
than by establishments taken singly impairs their value for both in dus-
try and subindustry breakdowns, as well as for geographical distribu-
tions, which are based only on the district in which returns are filed,
which generally means the State in which the principal office of busi-
ness is located. Thus we note that for 1959-60 the "depletable assets"
listed in the manufacturing industry, "Petroleum Refining and Re-
lated Industries" were 60 percent larger than those listed under the
mining industry "Crude Petroleum and Natural Gas" and that the
depletable assets listed under "Metal Mining" were a little smaller than
those listed under the manufacturing "Primary Metal Industries."

No State (district of filing) data are published by industry, as the
IRS regards such cross tabulations as of little value ("Statistics of
Income, 1959-1960: Corporation Returns," p. 36).

A special survey of large corporations in 1960 provides a cross
tabulation of depreciable assets devoted to activities in various indus-
tries, classified by industry in which each corporation was classified.
This provides a biased sample of diversification, but does little to pro-
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vide a basis for correcting the distribution of assets given in the reg-
ular "Statistics of Income" tables, not only because large corporations
are not representative of all corporations, but because the industrial
classification used in this table (pp. 18-20 of the "1959-60 Corporation
Statistics of Income" was not the same as that employed in the tables
covering all active corporations.

The aggregate values of depreciable assets of all corporations re-
ported in "Statistics of Income," however, were found by Goldsmith
to correspond fairly closely to his own estimates based on the perpetual
inventory method (aggregating assets purchased or constructed, less
estimated depreciation), though he notes that the agreement of aggre-
gates might occur as a result of many offsetting differences.4

*Whatever the value of the aggregate figures on depreciable assets,
the data on depletable assets are probably much more dubious, not
only because ofrthe inherent difficulties in valuation, but because the
depletion allowances taken by most mining companies ("percentage
depletion") have no relation to the value of the assets; hence there is
no motivation to give the IRS a true value. It seems likely that
undervaluation is general in these data. 5

The various censuses of mineral industries made by the Bureau of
the Census (most recently published, 1958) since 1919 have provided
no data on values of assets, but do provide figures which cover the
universe on an establishment basis in various ways which may help
in taking a census of wealth, or in making estimates based on a properly
stratified sample. Among these are-

Value of shipments.
Value added in mining.
Products shipped, with quantities.
Number of employees.
Horsepower of equipment, separately for prime movers and

electric motors, and in some cases by type of equipment and of
motor used.

While assets on hand are not listed in the census tabulations, there
are data on dollars of new capital expenditures made during the year,
classified as "Development and Exploration," "Preparation Plants
Constructed," "Other Construction," "New Machinery and Equip-
ment," and "Used Plant and Equipment." A separate classification
gives the value of "Purchased Machinery Installed During the Year."
The crude petroleum and natural gas industry report gives a table on
the number, footage, and cost of drilling and equipping oil and gas
wells.

* Raymond W. Goldsmith, "The National Wealth of the United States In the PostwarPeriod" (Princeton University Press, 1962), pp. 8S-86.
1f For a notable effort in using 'Statistics of Income" In combination with census datato estimate mining wealth by large industry classes, see Daniel Creamer. Sergei P. Dobro-volsky, and Israel Borensteln, "Capital In Manufacturing and Mining" (published bvPrinceton University Press for the National Bureau of Economic Research, 1960). These'authors also Dresent a more optimistic view of this data than that given here.
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Most of the census data are tabulated by State and/or by producing
district; by size of establishment; and by type of operation (strip,
shaft, placer, with and without preparation plant, producing and non-
producing, etc.). Many are also tabulated by number of employees;
by output per man-hour; and by ratio of payroll to value added. In
some cases there are data tabulated by county for principal producing
areas.

The physical data on mineral reserves come from a number of inde-
pendent sources, and are generally unassociated with value tags of any
sort. Largest source of original estimates is the U.S. Geological Sur-
vey; the Bureau of Mines publishes these estimates (generally on a
national basis, rather than for States or mining fields separately) in
the annual "Minerals Yearbook" and the occasional volumes of "Min-
eral Facts and Problems."

Trade associations are another source of data: for petroleum,
"proved" reserves are reported annually by the American Petroleum
Institute; this was supplemented in 1961 by the National Petroleum
Council's report on petroleum and natural gas reserves; it is supple-
mented biennially by estimates of secondary recovery possibilities
by a committee of the Interstate Oil Compact Commission. For
natural gas, annual estimates are published by the American Gas
Association.

Thus it appears that for mining as a whole, and for the various
subindustries. there are no data. on wealth which are sufficient for
analyzing investment, productivity, or economic development prob-
lems. though there are a number of landmarks which establish orders
of magnitude and provide guidance for sampling stratification and
physical volumes requiring unit value data.

Some of the existing figures from the "1958 Census of Mineral In-
dustries" and the "19,59-60 Statistics of Income" (corporations only)
are transcribed below. The figures are uncoordinated; they are sim-
ply offered as a handy reference to svstems of tabulation now used, and
to the relative importance of the subindustries. The serious deficien-
cies of the "Statistics of Income" data were noted above. It is well
also to remember that the same difficulty besets the census data in lesser
degree: some data on manufacturing operations are included, where
the particular establishments were engaged principally in mining
operations; some data on mining operations are omitted, where the
establishments tabulated were engaged primarily in manufacturing.
However, a number of separate tabulations were made which make
possible the separation of some data for the two aspects of such mixed
establishments.
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[Dollar amounts in millions]

Mineral industries Mining capital assets
(census 1958) (corporation tax

returns, 1959-60)

Value Persons Capital Depre- Deplet-
Industry added engaged expend.i- eable able

-l -__h (000) Itiures

All mineral operations -$13, 681 790.4 1 $2,800.0
All mineral industry establishments 13,381 769.5 2,798. { 0 $1,2 $ 3,39

( 2 5, 8(4 2 1,614
Metals -1,187 94.3 214. 0 2,682 967

2 1,211 2 377

Iron-- - - - 31.7 43.0 |
Copper -266 27.7 45.0
Lead - 48 7.1 4.5
Zinc-26 4.4 4.1
(}old and silver--a 4.3 1.2
Bauxite- 15 7 1.4
Manganese -20 2.3 2.2
Tungsten-8 .7 .1
Other ferroalloys -46 2.8 4.2
Mercury -7 .7 .9
Titanium 13 1.0 2.3
Uranium-radium-vanadium -175 8.4 102.0
Not elsewhere classified -2 .3 7
Services -23 2.3 1.3 - -

Anthracite - --- 164 24.7 17.0 -
Bituminous coal and lignite-1, 610 195.0 18S. 0 { 1.6 20 410

2 884 2 167
Oil and gas ----------------- 9,8035 333. 2 2,150.0 22868 251 012

Petroleum-
Natural gas
Natural gas liquids
Services

Nonfuel nonmetals:

All operations

All mineral industry establishments..
Establishments included in manufac-

turing industries-
Stone, dimension:

Included in mineral industries&..
Included in manufacturing indus-

tries.
Stone, crushed:

Included in mineral industries.-
Includedj in manufacturing in-

dustry
Sand and gravel

Included in manufacturing in-
dustry

Clay and related minerals
Chemicals and fertilizer .

Potash, soda, borate minerals
Phosphate
Sulfur.
Other

Services ---------
Miscellaneous (gypsum, talc, peat,

etc.).

6,823 177. 1, 707.0 3 .-
517 17.2 236.0 -- - - - - - - - - - - -
588 10. 6 93. 0 ---- - - -- - - - - - -

1, 108 122.3 151. 0

1,684 143.1 1 192. { 1,768 189

1,384 122.2 189.0

299 20.9 '2.5

13 2.6 1.2

54 9.9 2.5

446 42.7 69.0

117 5. 0 (') -- - - - - - - - - - - -
434 40.0 57.0

63 2.5 ( )
129 11.6 13.0
335 20.7 39.0

111 6.7 11.0
64 5.4 5.7
94 3.7 16.0
66 4. 9 5. 7 -- - - - - - - - - - - -

6 1.2 .8

86 6.9 9.

I This figure includes, from among operations classified as "manufacturing," only dimension-stone
quarries with dressing plants.

I Accumulated depreciation or depletion against assets in preceding line.
2 Represents dimension-stone quarries with dressing plants only.
4 Not available.
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Timrber resources
The corresponding industry in the standard industrial classification

is "forestry," which includes only planting, growing, holding, and
caring for trees, plus gathering of gums, bark, and miscellaneous ma-
terials like nuts and balsam needles.

Logging and sawmills, pulpmills, etc. are included in manufac-
turing.

There are few data covering the values in this field. However, the
forest surveys, complete for 23 States and partial for others, provided
a basis for good quantitative estimates of the timberlands and stands
in the United States as of 1952; 1952 data were reported in the U.S.
Forest Service's "Timber Resources for America's Future," published
in 1958. These estimates were given by State and region and by prin-
cipal species of trees. Estimates were also provided on sizes of trees;
certain quality classes; rates of growth; cut, fire, and disease losses;
uses of timber cut; ownership of lands; etc. Breakdowns were given
for commercial and noncommercial stands, and private and public
ownership.

A separate appendix in this book rated the "Adequacy of Data." In
it the authors indicated that the figures were good enough for national
and regional analyses, and for some but not all State comparisons.

A similar comprehensive tabulation of forest survey data, for the
year 1962, is scheduled for publication in 1964.

Limited valuation efforts have been made from time to time, as for
example the national forest public domain values submitted to the
House Government Operations (Dawson) Committee, and the tenta-
tive estimates adding up to $8 billion prepared for the National Bu-
reau of Economic Research in 1947. The latter may be found on page
233 of "Studies in Income and Wealth," volume 12 (1950).

Some possibly helpful data are contained in the census of manufac-
tures (industry 2421) including cost (but not quantity) of stumpage
cut, value and quantity of logs and bolts bought (and sold), and value
and quantity of pulpwood sold.

Water
There are no adequate wealth data in the field of water resources or

water facilities, though expenditures on new construction are given for
Federal facilities in the annual budget, and for State, local, and Fed-
eral facilities in the Census Bureau's annual "Government Finances."

There is a considerable quantity of data available on the physical
aspects of water resources. The most extensive sources on water
supply are the "Water Supply Papers" of the U.S. Geological Survey,
of whi&h over 1,800 have been published. Summary reports on stream-
flow through 1950 are contained in papers 1301 through 1319; each
volume covers a major river basin. Summary reports covering 1951-
60 are in process of publication. Other summary reports describe
gound water levels and artesian pressures, and the chemical quality and
sediment characteristics of streams. Most comprehensive is Water
Supply Paper 1800, "The Role of Ground Water in the National
Water Situation." Further information on sources is given in "Publi-
cations of the Geological Survey."

USGS circulars also describe water conditions in certain local areas.
Maps and graphic descriptions, with brief accompanying texts, are
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published in a series called "Hydrologic Atlases." Much information
on streamfiow and other water conditions can be obtained from State
offices of the USGS.

Water quality information is published by the U.S. Public Health
Service in "National Water Quality Network: Annual Compilation of
Data." A biennial report, "Municipal Water Facilities Inventory,"
is published for communities with a population over 25,000. Data for
communities down to a population of 100 are published at 5-year in-
tervals. The Public Health Service also publishes data on waste treat-
ment facilities, at 5-year intervals. Nine volumes have been issued,
latest of which is "1962 Inventory of Municipal Waste Facilities"
(Public Health Service Publication No. 1065).

A comprehensive survey entitled "Federal Water Resources Re-
search Activities" was compiled by a task force of the Federal Council
for Science and Technology and published in 1963 as a committee print
of the Senate Committee on Interior and Insular Affairs.

A number of significant studies were prepared by the staff of the
Senate Select Committee on National Water Resources, and published
in 1959-60.

The U.S. Army Corps of Engineers and other public agencies are re-
sponsible for comprehensive river basin planning efforts which result
in compilation and projection of water use and water quality statistics
for certain river basins.

Many States collect data on their water resources, notably the more
arid States, and particularly California. Several of the major cities
and metropolitan areas have published data on local water supplies;
New York and Los Angeles reports are most comprehensive.

Regional organizations, such as the Ohio River Valley Sanitation
Commission (Orsanco) and the Interstate Commission on the Potomac
(Incopot) publish data on their respective river basins.

Data on water use are relatively scarce but are increasing. The
U.S. Geological Survey has published summary data for 1950, 1955,
and 1960 in Circulars 115, 398, and 456. Other Federal agencies have
tabulated certain uses of water in connection with censuses or regula-
tory functions.
Fishoerle8

Fisheries industry definition (SIC) : This industry includes salt and
fresh water catching of fish, whales, shellfish, sponges, etc., and fish
hatcheries, fish farms, etc.

Independent dock establishments fall in the transportation industry,
rather than in fisheries. Independent cleaning, etc., plants are in food
manufacture.

As of January 1964, there were no data on the aggregate value of
capital in fisheries. "The Statistics of Income" do not separate this
industry from agriculture and forestry, and the Bureau of Commercial
Fisheries' annual "Fishery Statistics" gives no value figures. The lat-
ter does, however, list vessels, boats, and gear in some detail by States
and regions. Data are given for number of motor vessels and total
tonnage, number of sailing vessels and tonnage, number of motorboats
and of other boats, number and length of different types of nets, and
number of traps, lines, spears, dredges, hooks, tongs, etc. The 1961
volume (pp. 80-101) gives age of all vessels 5 years old or older.

38-135-64-38
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The Bureau of the Census is expected to secure in 1964 the first
capital value data for the industry. Questionnaires will ask original
cost of vessels and their age. The tabulations of these reports, by
States, form of business organizations, etc., should provide a useful
landmark, though depreciation charges and the value of boats and gear
will not be available.

The available physical data should constitute a reasonably good basis
for estimating current values if the current market prices of sample
vessels, gear, etc. can be collected. Fairly active markets exist for
used boats, vessels, and gear.

Estimates of the values of commercial fisheries that would exist if
these fisheries were rented instead of being open on a free-for-all basis
are available in a few cases (cited in footnote 3 of the subgroup report
below) .

The values attributable to sports fishing and hunting resources are
currently derived from data on fees charged for private facilities,
total sportsimen's expenditures, total participation estimates, and other
related materials which constitute a basis for further studies which
may yield national wealth estimates. The data are available in the
Department of Interior's Bureau of Sports Fisheries and Wildlife.
Public lands

Private lands fall in the categories of consumers' capital and capital
in the agriculture, real estate, forest, mining, manufacturing, transpor-
tation, and other industries. Public lands fall in the categories of
Federal, State, or municipal governments; many of them present prob-
lems which are different from those presented by the capital associated
with Government activities, and different also from those presented
by land in private ownership. Thus they may be worth special con-
sideration and a special report.

The largest in size and probably in value are the holdings of the
Federal Government. The General Services Administration reported
Federal holdings in the United States at 770 million acres as of June
30,1963 ("Inventory Report on Real Property Owned by the United
States Throughout the World"). Of this, 719 million acres was "pub-
lic domain," held by the Government since acquisition through agree-
ment with the Original Thirteen States, treaties with foreign coun-
tries, et cetera. Only 51 million acres had been purchased or other-
wise acquired from private owners so that a dollar "cost" figure could
be attached to it. The sum of these cost figures was $3.5 billion; the
present value of these lands is probably several times this. In addi-
tion, the estimated present value of the "public domain" is $18 billion
(U.S. Congress, House Government Operations Committee, "Federal
Real and Personal Property Inventory Report," as of June 30, 1963,
p. 319).

In addition, on the same date some 1.7 million acres were involved
in Federal leases in the United States and some 0.1 million acres in
leases outside the United States.

The method of acquisition, surface area, and using or holding agency
is given by States in the annual "Public Land Statistics" published
by the U.S. Department of Interior, Bureau of Land Management.
This report also gives much information on the entry of mineral
claims, homesteads, oil and gas leases, timber sales, grazing leases, and
other disposition of Federal lands and their products.
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In the State and municipal fields, Marion Clawson has compiled and
adjusted data from the National Recreation Association on the num-
ber and acreage of State parks and municipal parks by city, for cities
of 100,000 population and over. These are to be found in his "Statis-
tics on Outdoor Recreation" (published by Resources for the Future,
Inc.), in appendix tables 11, 12, 13, and 17. Capital expenditures on
municipal and county parks are given by States and regions in reports
of the National Recreation Association, published annually in the U.S.
"Statistical Abstract." Capital expenditures on State parks are given
in the National Park Service's "State Park Statistics" (also given in
U.S. "Statistical Abstract").

V. MiINXFRALS SUBGROUP REPOR1T

'this memorandum is intended to refled;, tith CuiiSenSuS on the meas-
urement of mineral wealth which has been reached in the meetings of
the minerals subgroup. The consensus is limited, but since we are not
concerned to present an appearance, of unity, divergent or supple-
mental ideas are freely included, with any isolated position labelled as
such.

Although it is a mistake to insist that all potential uses be foreseen
clearly before initiating a new program of data collection, some uses of
wealth data for the mneral industries can be foreseen. Wealth data,
for these industries are necessary for the handling of all questions in-
volving the quantity of capital in use in these industries, in regions, or
in all industries. John Kendrick's work on productivity and Edward
Denison's work on economic growth come readily to mind as examples.
Glearly a wealth inventory will improve the income accounts series
and their interpretation.

There are uses of such data that are more narrowly applicable to the
mineral industries, however. These center around the problems of
search and exploration. In some of the mineral industries-and to
some degree in all-we know very little in a statistical way about the
relations between outlays directed to these ends and the results there-
from. A wealth inventory, together with data on certain outlays be-
tween inventory dates, could contribute to further progress on such
questions.

A minerals wealth inventory inevitably will reveal mineral deposits
in many areas which are known or are thought to be rich deposits in
the physical sense but which in fact have very little value. Many
people persist in associating economic value with physical richness,
an~ as a result sometimes come to espouse positions on various ques-
tions of public policy which are economically indefensible. The ef-
fects of bringing into the open the facts on economic value of mineral
deposits can be only salutary, for this will stimulate inquiry into the
reasons for these values.

Wealth estimates ara difficult to make at best, but they are especially
so for the mineral industries because the physical description of the
asset in question is far ]ess definite than is the case with assets that
are entirely visible, such as agricultural or site land or depreciables.
We are not sure that a good inventory of the wealth of the mineral
industries can be made. It is altogether likely that estimates will turn
out to be wide of the mark or that some procedures may be too expen-
sive to be used on any but a very small scale. Therefore, the sug-
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gestions made here are very tentative. Initial efforts to produce a,
wealth inventory for these industries should avoid a large connuitment
to a particular method. Instead, the problem of valuation should be
approached in different ways to obtain that weak check on accuracy-
consistency of results obtained by different methods.
Scope of mineral industries wealth estimate

In the case of petroleum, the bulk of the wealth is in proved reserves
of oil and gas and should include on-lease production facilities. Min-
eral rights on undeveloped oil and gas lands under lease should be in-
cluded and probably can be with a fair degree of success. Unleased
mineral riglhts ought to be included where it is reasonably clear they
have a market value, but it may be difficult to do so.

In the case of the other mineral industries, all mineral rights which
have a market value ought to be included in principle but initial ef-
forts obviously should be concentrated on operating mineral proper-
ties and on idle but developed properties. These categories contain
the bulk of the market value of the properties. It may prove possible
to include undeveloped properties for a few special cases and locations.

In the case of operating establishments, the "Standard Industrial
Classification" definitions should be used to divide mining establish-
ments from nonmining, following the usage of the census of mineral
industries. This mode of definition will not only provide a suitable
line of separation, but is especially appropriate in view of our later
suggestion that consideration should be given to using the Bureau of
the Census as the instrument for assembling some of the desired data.

We note in passing that geothermal energy sources should be in-
cluded, although their market value at present is negligible.
The general procedure envisaged

We doubt that book value figures as of a given date are of much use
to a wealth inventory for several reasons. The lack of correspondence
between book values and market values is much more serious for the
mineral industries than for others even in the absence of price level
and technological change. The age distributions of the "items" in the
capital stocks (or the lives of the "items") are but poorly known.
Hence any corrections for price level changes would have to be rather
speculative.

The following program for a wealth inventory may be feasible:
(1) A market 'value estimate of mineral industry properties would

be prepared initially and thereafter at intervals of, say, 5 or 10 years.
In neither the petroleum nor the other mineral industries does it

appear feasible to estimate the value of mineral resources separately
from the value of the manmade capital that has been invested in them
or is so intimately associated with them. It may be possible, however,
to estimate separately the value of certain tangible categories of man-
made capital. We have in mind especially mobile equipment, con-
centrating units, and so on. For these categories it should be feasible
to collect comprehensive data on book value, which would be on an
original cost basis. Data on detailed type of asset and year of acqui-
sition could be developed by sampling rather than comprehensive col-
lection, as probably would be done with capital in manufacturing.

However, these categories of tangible capital almost certainly could
not be so extensive as to embrace all outlays on mine development,
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and even if they did, the difference between the value of the mineral
property as a whole and the value of these categories (which presum-
ably would be derived from a cost basis unless they are movable)
would be only a difference and should not be taken as a measure of
the value of the natural resource "per se." The value of a natural
resource associated with a going mine is something different from the
value of the same natural resource before development has taken place.

This problem suffers from still another complication, in that the
existence of many deposits would not even be known were it not for
earlier capital outlays directed to the uncovering of their existence.
W-e should expect some tendency-how strong may be conjectural-
for these outlays to be reflected in the value of producing properties.

One possibility for valuing the wealth of the mineral industries is
to use stock market values. This method might be feasible if most
companies had only domestic operations, if they confined their opera-
tions to "Standard Industrial Classification" categories, and if their
stocks were active. Since these conditions are not present, the method
has been rejected. Even if these conditions were met, there would still
be difficulty in separating property beyond the mineral stage and in
allocating property to regions or States.

(2) As a means of periodic adjustments to the benchmark market
value appraisals, annual estimates of capital outlays and capital depre-
ciation and depletion would be prepared. For the tangible capital
categories for which separate sample data on age, et cetera, could be
developed, depreciation estimates would be an easily derived by-
product.

(3) It would be found that the initial market value plus net capital
outlays in, say, the next 5 years would not be equal to the market value
estimates 5 years from now. An important part of the exercise would
be to try to account for this difference, which would be ascribable to
such factors as investment mistakes and windfalls (including changes
in prospects for the commodity and discoveries made cheaply), errors
in capital consumption charges, error in the initial level of market
value relative to the later one, price level change, change in value from
holding for later exploitation, and technological change.
Estimating market value of petroleum properties

The main reliance for doing the first of these three steps, the market
value estimate, can and probably should be different for petroleum
and the other mineral industries. The market for petroleum properties
is more active than it is for other mineral properties and hence is more
reliable as a generator of prices for these properties. While there are
difficulties in evaluating the "price" of some of the larger transactions
in petroleum properties, both because of many factors affecting the
value of a purchase which do not get expressed in a simple price and
because of the different kinds of properties included in the aggregate
consideration, the problem of valuation is far easier than for non-
petroleum properties.

There are two general approaches to the valuation problem that
could be used. The first would begin by examining known large mar-
ket transactions in petroleum properties. Possible sources of infor-
mation on transactions would be the producing companies, banking
ir FitIutions that specialize in the financing of petroleum land transac-
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tions, and occasional published information. The payments in these
transactions would be expressed as payment per barrel or per cubic
foot of proved reserves. These values would then be applied to "sim-
ilar" proved reserves in the same or possibly in other producing areas.

The above method would not automatically produce a good estimate.
The difficulties are very real. First is the question of the representa-
tivenes; of the transactions, a difficulty suggested above by the use of
quotation marks around "similar" when applied to other proved re-
serves. Second is the difficulty of putting the "proved reserve" data
from the known transactions on the same basis as the comprehensive
reserve estimates (e.g., the API estimates) which -would be the means
for deriving the value totals for most of the industry.

The handling of other petroleum lands would depend on the amount
of time and money that could be devoted to them. There are numerous
transactions in them. and prices can be found for local areas. Esti-
mates of acreage under lease, which may be useful in spite of sizable
differences, are made, e.g., by the IPAA and are also available from the
Scouts' "Yearbook."

One possibility that should be investigated is to use the mineral cen-
sus machinery to collect information on transactions prices for mineral
rights, both for the i r ansactions in lands with proved reserves (produc-
ing and nonproducing) and for the potential petroleum lands, although
the canvass -would have to be limited to properties purchased by es-
tablishments in the petroleum industry under present census pro-
cedures.

The mineral rights on land not under lease may have a positive
value and in some cases may be high. It might prove possible to in-
clude some of these lands, depending on how much information is de-
veloped on prices of mineral rights, but the relative error caused by
omission of potential unleased petroleum lands from the total value
of petroleum lands would be small.

In an area where the total inventory of leased acreage is constant,
the average year's outlay on bonuses, rentals, and royalties could form
the basis for an estimate of the mineral rights.

Another general avenue of approach, which can be used to supple-
ment and check the first, is to value proved reserves by applying field
prices to an estimated schedule of production from proved reserves,
then work back to the net annual income of the properties by applying
appropriate expense ratios derived from census and other data, and
finally to reduce these annual values to a present capital sum. This
method has been tried in a preliminary study by an associate of one of
the committee members and yields plausible results.

Each of these methods can yield estimates of wealth with sufficient
geographical detail for purposes of the wealth inventory.

Market value estimates for nonpetroleumn minerals

Transactions in nonpetroleum mineral properties are so infrequent
that to rely mainly on transactions prices, as was suggested for pe-
troleum lands, does not seem to be feasible. The goal is to obtain an
estimate of the market value of mineral properties, just as with pe-
troleum properties, but the method for doing so must be different.

If prices of properties cannot be had from market transactions, there
seem to be only two ways to estimate value of these mineral properties.
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One is to ask those who know something about the property in question
what they think it might sell for in a voluntary sale (voluntary as
opposed to forced). The other method is the same as the second one
suggested for petroleum-to work from mine value of product back
to a net profit or net royalty for the mine, finally reducing this to a
present value capital sum.

The first method would involve direct interviews with company
officials, property owners, State tax officials, or any other persons in
a position to have detailed knowledge of properties. They would be
asked to estimate the price at which the mine in question and the ac-
companying mineral lands could be sold. Since the formation of such
an estimate would require consideration of the mine's reserve status,
this would be a convenient point at which to collect such information.
There may be possibilities here for fruitful collaboration among the.
Bureau of the Census, the U.S. Geological Survey, and the U.S.
Bureau of Mines.

The unit for which such an estimate of market value would be made
would be the mine, which would be substantially the same as the census
mineral establishment. Careful attention would have to be paid to
the scope of the value estimate. Adjustment probably would be neces-
sary to make it conform to the scope of the data on capital outlays
collected by the census.

Estimates for nonoperating properties should be kept separate from
those for operating properties, of course. The latter estimates would
be more reliable.

We wish to emphasize the great difficulty that is present in any
attempt to appraise the value of mineral properties. Property owners
are notoriously unreliable sources of information about the value of
their own property, even in properties such as houses in which trans-
actions frequently occur. Where transactions are infrequent, the
property owner has even less information upon which to base an esti-
mated value, and in such cases the estimate probably would be con-
siderably less reliable. In any case, it would be desirable that the
value of the particular properties selected for evaluation be estimated
by different people and by different methods so as to obtain something
of a check on the results. It may be possible, at least for some of the
particular properties investigated, to work back from mine value of
ore or concentrate to a net "profit" per unit of product. This figure,
together with information on reserves of the particular properties in-
vestigated, could be made to yield a present value capital sum to be
compared with values estimated by those who are able to appraise the
value of the property directly, perhaps on the basis of their familiarity
with transactions or offers for similar properties in the area.

Direct investigation of property values and related quantities would
have to be on a sample basis, although it may be possible to produce
complete coverage estimates for particular areas where such estimates
or similar estimates have been made for other purposes.

The problem of blowing up the sample data to universe size would
have to be studied carefully. One possibility is to use already
assembled reserve data as the vehicle, assuming that comparable re-
serve data can be had for the properties that are studied intensively.
Another possibility is to use annual production data which are avail-
able for each operating unit. The choice between these two methods
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will depend on the variability among properties of the value per unit
of reserves as compared with the variability of value per unit of
annual product.

The expense of a large sampling operation could be avoided by mak-
ing an aggregate estimate of the value of mineral properties in an
industry in the same way as was described earlier for petroleum (i.e.,
the sum of discounted net revenues from an estimated time schedule
of production of present reserves). It is the opinion of at least some
members of the subgroup that the method is of doubtful feasibility
for nonpetroleum minerals with the possible exception of coal. The
difficulties involve two, and perhaps all three, of the factors required
for the calculation of current net rents. Reserve estimates are prob-
ably less reliable for various reasons than for petroleum. Nor is it
clear that a reliable average ratio of net rent to gross mine receipts
can be derived from available data. Even if this ratio can be esti-
mated, some way is needed to check whether reserve data and the ratio
of net to gross in fact fit together or match each other in such a way
as to yield a useful estimate of the value of the mineral properties. If
these difficulties are important in fact, the conclusion seems to be that
there would be sizable risk of large error if sole reliance were placed
on an aggregative estimate of the type described.

If valuations are to be developed by an interview-appraisal pro-
cedure, it is not clear which of the existing agencies working in this
field would be best fitted to handle the program but it should be borne
in mind that the Geological Survey and the Bureau of Mines already
conduct programs for the collection of reserve data and other types of
information from mining establishments. A possibility to be con-
sidered is a test of the feasibility of expanding the coverage of these
efforts to include valuations, reserve, and other related data for a
sample of nonpetroleum properties as described earlier.

Earlier it was suggested that the Bureau of the Census might find it
possible to collect data on actual transactions prices for petroleum
properties purchased by establishments regularly canvassed for the
census. The feasibility of the same procedure for nonpetroleum min-
eral industries should be considered.

Capital outlays
The collection of data on capital outlays in these industries is al-

ready a part of the census operation. This program would need to be
reexamined, however, to insure that the definitions of "capital outlays"
will yield data that can be related to the estimate of the market value
of mineral properties. In particular, outlays on dry holes should be
regarded-for wealth inventory purposes-as on the same footing as
outlays resulting in productive wells.

Special estimates of annual depreciation and depletion would be
necessary since accounting estimates of depreciation and depletion for
financial reporting would not be consistent with periodic estimates of
mineral wealth because of differences between book investment and
market value. It is clear that the figures now developed for tax pur-
poses would be of limited use.'

I One of the group's members suggests. however, that Income tax forms could be a valu-
able source of information on certain types of expenditures If separate Identifications of
them were required. Similarly, information could be required on IRS forms which would
permit an effective division between extractive and manufacturing activities.
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In this connection, information on reserves could be of considerable
value. It has already been suggested that it may be desirable to col-
lect reserve information at the time when the attempt is being made
to ascertain the value of particular properties. In the collection of
reserve information on these and other occasions, however, it may
be useful to give attention to the usability of this information for
valuation purposes, both total value and annual charges.

We wish to emphasize once again the tentative nature of the sugges-
tions that have been made. The feasibility of some of these sugges-
tions is difficult to predict and can be determined only by a test, which
might be of quite limited scope. Nor is there any single cost for a
wealth data program for the mineral industries. This cost could vary
from a few days of highly competent and skilled manpower using
available data and heroic nssunmptions to a painstaking on-the-spot
investigation of a sample of properties large enough to yield consider-
able geographical detail. We are not in a position to suggest what
level would be best, for that would depend on the annual amount of
money available and the costs of preparing estimates for other sectors.

SUPPLEMrENTAL STATEMENT BY MILTON LIPTON

I feel that in any inventory of wealth, and particularly for minerals
industries, a clear distinction should be made between the cost of re-
producible assets and the market value of all assets including natural
resources.

The former has to do with outlays required to find and develop sub-
sequent production and to generate future income from production.
Whether measured by depreciated original cost or replacement cost,
an inventory of wealth so defined would be a meaningful measure of
capital inputs that could be related to "the results therefrom." (I
would note that the potential uses identified in the introduction to the
minerals subgroup report apparently without exception involve this
perspective on wealth data.)

An inventory of wealth based on market value of assets would
necessarily encompass both reproducible assets and natural resources
since in most instances installations have no real market value apart
from their immediate use in resource development. It will be recog-
nized, of course, that market valuations subsume a wide range of con-
siderations, including expected future prices, production rates, and
capital costs. And there may be many reasons periodically to attempt
to assess market valuations, as a reflection of such expectations by the
market place. I question, however, whether the data would be avail-
able accurately to estimate market valuations for minerals industries-
and I feel that the inevitable imputations from limited and scattered
evidence would not really provide a reasonably useful approximation
to market valuations. Perhaps the effort should be made; but the
conceptual and analytical distinction between the two approaches-
cost and value-should be recognized.

At the risk of unnecessary repetition, I would stress that the ap-
proach to an inventory of wealth via capital outlays and depreciation
provides an input/cost perspective on investment in minerals indus-
tries. The approach via market valuation provides an output/income
perspective. Each may have its uses-and the ratio between the two
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could be of considerable interest. But they are quite different per-
spectives on wealth-and the differences warrant much more attention
than is briefly set down in the report, e.g., paragraph 3, page 565.

VI. TIMBER RESOURCES SUBGROUP REPORT

Definition of the resource
For a wealth inventory, the forest land resource must be distin-

guished from other natural resources. The definitions used by the
U.S. Forest Service in its nationwide forest inventory are those on
which the available physical data are based and should be followed in
the wealth inventory.

Forest land is "land at least 10 percent stocked by forest trees of any
size, or formerly having such tree cover, and not currently developed
for nonforest use."

Three broad classes of forest land are recognized which differ
significantly in their characteristics as wealth. These are:

Commercial forest land-"land which is producing or is ca-
pable of producing crops of industrial wood and not withdrawn
from timber utilization by statute or administrative regulation."

Productive reserved forest land-"productive public forest land
withdrawn from timber utilization through statute or administra-
tive regulation."

Unproductive forest land-"land incapable of yielding crops of
industrial wood because of adverse site conditions."

Scope of this report
Only the commercial forest land has value for the production of

timber. But all of the classes of forest land may have value for one or
more of the following ends: water, recreation, wildlife, grazing b
domestic livestock, and esthetics. On the commercial forest land,
these other values-where they exist-are in addition to the timber
value.

Timber values are concrete and can be estimated with reasonable
accuracy. Grazing values are also concrete but are closely tied to the
value for the same use of nonforest pasture and range lands, and are
best estimated in conjunction with the valuation of those lands. The
other values are intangible or very difficult to quantify. They definite-
ly exist, but do not generally have a market price and at present we do
not know how to estimate them.

This report will be limited to the determination of the timber re-
source wealth. It will point out the existence of the other forest
resource values but will not give recommendations for their estimation.

Reasons for making an estimate of timber resource wealth
Representing one-fourth of the Nation's land area and providing the

raw material base for timber-connected activities accounting for some
5 percent of national income, our commercial forest land and timber
resource forms an essential component of any national wealth
estimates.

Within the forest economy itself, timber wealth estimates provide
a guide for determining the economically justified scale for forest pro-
tection, development and research programs in both the public and
private sectors. In addition such estimates throw light on the im-
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portance of timber resources in the tax base of local government and
facilitate the development of forest credit and insurance facilities
through improved knowledge of resource values. Periodic extensions
of benchmark estimates throw light on the changing structure of the
forest economy and aid in regional planning and development.
The data needed for a wealth inventory

Forest land area.-The area of all forest land should be determined
and classified as to whether it is commercial, productive-reserved, or
unproductive. The areas of the productive-reserved and unproduc-
tive forest lands should be shown in the wealth inventory regardless of
whether values can be assigned to such lands or not. As economic, so-
cial, and political conditions change with passing time, some lands will
change from one classification to another. They should be classified
as of the 1970 wealth inventory target year and then reclassified as
necessary for succeeding inventories.

Commercial forest land area.-This should be classified according to
site quality, area condition, stocking, forest type, and accessibility.

Timber of commercial size.-The volume of this timber should be
determined on all commercial forest land. It should be measured in
volume units suitable for the various possible products. It should be
classified according to suitability for sawlog or other products, major
species, diameter class, log grade, and volume per acre.

The productive-reserved forest lands also contain some timber vol-
umes of commercial size. The value of this timber cannot be included
in the wealth inventory because it is reserved from cutting. However,
a physical inventory of the timber on these productive-reserved lands
would be useful for various purposes and should be included in the
wealth inventory.

Forest growing stock.-This consists of all live trees with the excep-
tion of those which for any reason are not producing usable wood.
The volume of this growing stock should be determined on all com-
mercial forest land. It should be classified according to forest type,
species, stand size, and stocking.

Annual timber yield.-This is the total volume of timber produced
during the year. In order to determine it, information is needed on
the net annual growth of timber (the annual change in net volume of
live trees resulting from natural causes) and the annual volume of
timber cut. The difference between the net annual growth and the
volume of timber cut represents an addition to or subtraction from the
standing timber inventory.

Ownership.-All of the above data should be classified by broad
ownership classes.

Regional detail.-Timber resource data should be available for geo-
graphical areas smaller than States, if it is to be most useful. The
data should be on a county basis with provision for combining groups
of counties in order to reduce sampling error for some items.

Stumpage prices.-These are the prices paid for standing timber
of commercial size before it has been cut. They must be in sufficient
detail to recognize differences in the products for which the timber is
suitable, species, diameter class, log grade, volume per acre, physical
accessibility, logging and transportation costs, and the markets avail-
able for the products removed.
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Timnberland prices.-These are the prices paid for land and timber
together when forest properties are sold. They must be in sufficient
detail to recognize differences in site quality, forest type, growing
stock volume, accessibility, and geographic location with respect to
markets for timber.
Existing data

The U.S. Forest Service conducts a nationwide forest inventory on
a continuous basis. Individual States have been remeasured at about
10-year intervals. The Forest Service periodically makes the neces-
sary adjustments to bring the inventory up to a common year for the
entire country. This is now being done for the year 1962 and publi-
cation is anticipated in 1964.

This nationwide forest survey is now collecting most of the physical
data specified above for a wealth inventory. Up to now, it has not
classified this data as to accessibility of the forest land. The survey
also has not inventoried the timber of commercial size on the produc-
tive-reserved forest lands. The forest survey is made in sufficient
regional detail to satisfy the needs of a wealth inventory.

Much less information is available on prices. The census of agri-
culture includes the value of forest products sold for farm woodlands
only. The census of manufactures includes the cost of stumpage cut,
the quantity and value of -products shipped, and the value added for
lumber and other wood products.

The stumpage prices received on national forest timber sales are
compiled and published regularly. Similar prices are available from
other public forest agencies. A few States now attempt to collect and
publish prices for private timber sales. A nationwide stumpage price
reporting service has been proposed but has not yet been brought into
being.

Prices paid for timberland are not being compiled or published by
anyone at the present time.
The problemn of valuation

The most serious difficulty in preparing an inventory of timber re-
source wealth will lie in assigning values to the physical assets.

Cost or book value does not appear to be useful for this inventory.
Such book values do not exist for most of the publicly owned timber
resources and these make up one-fourth of the commercial forest land
area and 40 percent of the timber volume. The book values in the
records of private owners are often the 1913 values required for in-
come tax purposes or are otherwise badly out of line with present
values.

There appear to be two other possible approaches. The following
discussion will try to make clear the characteristics and weaknesses of
these approaches.

The first approach is to apply current market prices to the existing
physical inventory. This physical inventory consists of two different
kinds of assets. One is a stock of commercial-size timber which can
be sold to processors for conversion into wood products. The other is
a timber-growing machine consisting of land and growing stock and
capable of producing wood each year on a continuous basis.

The price which people pay in the market for units of the timber-
growing machine (tracts of timberland) presumably is based on the
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income which they expect to get from their investment by growing
wood. It seems reasonable, therefore, that the value of all of such
timberland in the country should be equal to the total number of acres
of that land multiplied by the average price per acre being paid for
such land in the current market.

The stock of commercial size timber is of a different nature, how-
ever. People buy such timber in the current market with the inten-
tion of logging it within a short time and selling the products they can
get from it to the consumers of those products. This consumer market
will absorb only a limited amount of these products during a year.
The purchasers of stumpage on the average buy during 1 year only
the amount they need to produce the quantity of products that the
consumers will buy. If they buy more than this amount, they will
have to hold it for use during a fituflre, vear with the consequent cost
of interest on the capital they have invested. It appears, therefore,
that all of the existing stock of commercial size timber cannot be as-
signed the value per unit that such timber is selling for in the current
market. The portion of the existing stock which exceeds the amount
that can be converted into consumer products and sold during this
year must have a lower value than the current market price.'

In trying to decide what price is legitimate for this excess existing
stock, a further complication arises.

If the forest growing stock is properly regulated by size and age
classes, a tract of timberland will produce a certain yield of wood that
may be cut each year in perpetuity without changing the volume
remaining in the growing stock or the size of the future annual yields.
However, some more of the growing stock besides just those trees that
should be removed as annual yield will always be large enough for
use and could be sold at the present time. This merchantable portion
of the growing stock can be valued as a part of the timber growing
machine or as a product salable in the present market. But both of
these values cannot legitimately be assigned to these same trees.

In regions of the country where mature virgin timber still exists,
many forests contain a greater volume of growing stock than is needed
to maintain a maximum sustained yield. This surplus timber can only
be valued as product and not as part of the machine. Market prices
for land with timber may well include the value of some of this kind of
surplus growing stock. By contrast, if market prices for timber alone
(stumpage) are applied to all of the merchantable timber on a tract,
the result will not include the value of the submerchantable sized grow-
ing stock and the land. The market price approach will require a
careful combination of the market prices of both stumpage and com-
plete timberland properties in order to avoid either double counting or
omission of part of the asset in the valuation.

'This statement appears to be In contradiction to the principle that In a competitive
market, goods of identical qualities cannot sell for different prices. In the present instance,
buyers of timber In the "current" market would switch to buying In the "deferred cutting"
market, If there were any distinction between the markets, and if timber in the latter
market bore a discount. Differences in prices can result only from differences in quality
of wood, uniformity of stand, accessibility, monopolistic Influences among buyers and/or
sellers, ignorance on the part of buyers or sellers, special conditions Imposed on the cutter
(such as cutting only designated trees, avoiding damage to undergrowth, replanting, or
tie-in sale of unwanted stands with desired stands), etc. Holders of mature timber for
future sale must expect a rise In price sufficient to cover the cost of holding (interest,
taxes, Insurance, protection, etc.), or they would be acting irrationally and uneconoml-
cally-Neal Potter, Secretary.
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The second possible approach is to calculate a capital value for the
timber resource on the basis of the net annual revenue expected from
the resource. If the amount of timber cut annually from the forest
is known, this can be valued at market prices in the region for such
timber. The value (also at market prices) of the change in the stand-
ing timber inventory during the year must be added to or subtracted
from the value of the annual cut (depending on whether the growing
stock volume increased or decreased) to obtained the gross value of
the total yield. From this gross value must be subtracted all of
the costs of managing the timberland and retaining ownership during
the year (except for interest on the investment in timberland). The
resulting net value of the total yield is attributable to the timber re-
source. The value of that resource can be obtained by capitalizing
this net annual revenue at an acceptable rate of interest.

Although this capitalization approach avoids many of the problems
of the market value approach, it has its own share of difficulties. Re-
liable data on the current management costs either are not available
or will be difficult to segregate from the other costs of administering
organizations. A more serious problem is the rate of interest to be
used in the capitalization. Part of this capitalization rate is an allow-
ance for risk. In order for the timber wealth estimates to be com-
parable with those for other sectors of the economy, it will be necessary
to estimate the relative riskiness of an investment in timber resources.
Since a substantial segment of this resource is in public ownership,
there is also a question of whether the same rate of interest is accepta-
ble for both public and private investments.
The problem of overlap

The nationwide forest survey obtains information for all commer-
cial forest land in the United States. A value based on this inventory
will therefore be a complete figure for the timber wealth of the coun-
try. However, some of this same timberlaRd will be picked up in
other wealth inventories. The agriculture inventory will include the
value of farm woodland. The public lands inventory may include
the value of publicly owned timberlands. The real estate inventory
may include timberland being held for future development for other
purposes. The manufacturing sector inventory may include the value
of timberlands owned by wood using and mining firms. It will be
necessary in consolidating the total wealth inventory to eliminate these
duplications. For this purpose, timberland values should be identi-
fled and shown separately in every sector inventory where they may
exist.

One important natural resource in the United States is the range
and pasture land used for the production of domestic livestock. A
part of the rangeland is forest range and is included in the forest land
area. Some of this forest range is commercial forest land and pro-
duces or is capable of producing timber as well as forage. The area
of land grazed is known to the people who use it and should be avail-
able from the public land managing agencies and from the census of
agriculture. Grazing values can be placed on this land and in the
case of commercial timberland these will be in addition to the timber-
value.
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Some of the existing forest land is potentially suitable for con-
version to agricultural, residential, industrial, or other uses because of
its quality or geographical location. The current market value of
such land is often based on its probable future conversion to these
other uses and in such cases is usually higher than its value for timber
production. Since these lands are actually forested at present, they
will be picked up in the timberland inventory. It does not appear
that the total timber values involved are sufficient to justify much con-
cern on account of the timber resource inventory. However, where
they can be recognized, such lands should be picked up in the real
estate inventory and excluded from timber values.
Forest wealth comrnpared to timber wealth

The total value of the Nation's forest resources is a composite of
their value for timber, recreation, grazing, water production, flood
control, wildlife, protection from wind and adverse weather, and
esthetic enjoyment. This is the value which really should be included
in the national wealth inventory. However, with the exception of
timber and grazing these are very difficult values to measure. The
protection and esthetic values are almost entirely intangible. No satis-
factory method has so far been developed for imputing back to the
land resource its share of the value of the water and wildlife produced
on it. Afore progress has been made on recreation but the valuation of
land and forests for recreational use is still in a very primitive stage
of development.

It seems best to place monetary values only on the timber- and
forage-producing aspects of the forest resource. However, it is en-
tirely possible that the Nation's forest resources actually have a greater
real value for the other products and services they produce than they
do for timber and forage. In order that the relative importance of
the forest resources not be understated in the total wealth inventory,
we suggest that this inventory include a section which describes in
qualitative terms these total forest values and points out the sig-
nificance for national wealth of the extensive forest resources pos-
sessed by the United States.2
Proposals for data collection

We feel that to a large extent the basic physical data required for an
inventory of forest resource wealth are being collected currently by the
Forest Service in its nationwide forest inventory. The Forest Service
has been constantly improving the techniques and coverage of this in-
ventory, and we may anticipate further improvements in it.

Accessibility is a prime factor in the value of a forest. The sepa-
ration of forests into accessible and not accessible would be very use-
ful from a wealth viewpoint. The statistics produced by the nation-
wide forest inventory do not at present provide any such separation.
We recommend that the Forest Service be requested to study the possi-
bility of classifying commercial timberland in the forest survey on
some basis of accessibility that will be usable for wealth inventory
purposes.

2 It should also be noted that the restrictive conditions often imposed on the cutting oftimber in municipal watersheds, conservation areas, etc., may make the timber worth lessto the buyer than timber sold under ordinary commercial conditions, which impose fewlimitations on the freedom to use the most economical methods of harvesting. Thesedifferences will need to be borne In mind in applying prices in particular sales to other"comparable" timber stands.
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The greatest difficulty in preparing an inventory of timber resource
wealth will lie in placing values on the physical assets. Because of
the complexity of this problem, it seems best that some one agency be
given the responsibility for studying it, developing procedures for
accomplishing it, and making the necessary arrangements to obtain
the price data for that purpose. We recommend that the U.S. Forest
Service be asked to assume this responsibility since it is already col-
lecting thel physical resource data for the whole country.

We believe that the most fruitful immediate approach would be for
the Forest Service to undertake a series of pilot studies designed to
cover the range of conditions that affect the value of timber and
timberland. Such pilot studies might be made of the value of the
timberland resources of individual counties or similar areas. In these
pilot studies, the Forest Service should have the cooperation of other
Tandowning agencies and the assistance of advisory boards made up
of people with experience and knowledge in the evaluation of timber-
lands.

Although it should be the responsibility of the Forest Service to
work out satisfactory techniques for valuing the forest resource, we
have some suggestions as to how they might start. It appears that
it will be desirable to separate the resource into two parts: (a) mature
merchantable timber and (b) land and immature growing stock. Be-
cause of the double-counting possibilities mentioned earlier, these
two values will have to be combined and not merely added together.
The only reliable source of information on prices appears to be trans-
action evidence, from current sales. Such transaction information
should be collected from all possible sources and compiled for areas
in which conditions are reasonably similar. Since timberland sales
are infrequent in some areas, it will probably be necessary to sup-
plement this information with the estimates of knowledgeable local
people.

As a check on the values obtained for timberlands from transaction
evidence, it appears that it will be desirable to calculate values by
capitalizing the value of the current annual timber yields. The same
kind of a check on stumpage prices may be made by appraising stump-
age value through a residual rent approach similar to that used on
the national forest timber sales.

This approach starts with current market prices for the final prod-
ucts which could be manufactured from the timber; subtracts manu-
facturing, transportation, and logging costs typical of a local operator
of average efficiency; and then subtracts an allowance for profit and
risk sufficient to maintain an average operator in business in the long
term. The residual is considered to be a fair value for the timber on
the stump in the forest.

In carrying out these pilot studies, the Forest Service should have
the overall guidance of the agency responsible for compiling the na-
tional wealth inventory in order that the methods used for valuing
the timber resources will be consistent with those used in other sectors
of the wealth inventory.

Annuazl extensions of the benchmark estimates
The timber resource inventories could be extended annually by using

the information collected on the annual net growth and the annual
timber cut. It would be best if the entire timber resource inventory
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could be brought up to date at 5-year intervals instead of at 10-yearintervals such as passed between 1952 and 1962. If careful estimatesof net growth are prepared at 5-year intervals, they will be sufficientlyaccurate for annual adjustments during the succeeding 5-year period,perhaps with additional corrections in areas where new data becomeavailable. The timber cut figures could be adjusted annually to con-form to the statistics obtained from other sources on the production
and consumption of wood products. Such annual extensions wouldbecome less accurate with each succeeding year but should not bebadly out of line by the time the whole inventory is revised in the5th year.

VII. WATER RESOURCES SUsBoGROP REPORT

PREFACE

Subcommittee on. Water Resource8.1
The Subcommittee on Water Resources recommends that a physicalinventory of water supplies, including lakes, reservoirs, and groundwater, be included in the national wealth inventory. Measures shouldcover quality as well as quantity. (See sees. II and III.)
Capital facilities pertaining to storage, delivery, intake, water treat-ment, waste treatment, hydroelectric power, navigation irrigation,

and so forth, should be inventoried (as to physical characteristics andvalue), and are included in this report (secs. IV and V), even thoughsome of these items may be in the jurisdiction of other Wealth Inven-tory Planning Study groups. It is also recommended that some infor-mation bearing upon the value of water per se be collected (sec. VI)and that further study be given to ways of improving information oithis character.
Data sources are suggested at various points in the report. Agen-cies now largely concerned with each type of data are listed in sectionVII of the outline.

NATHANIEL WOLLMAN.
EUGENE W. WEBER.
DOUGLAS R. WOODWARD.

INTRODUCTION

Man's development and use of water resources is characterized bydirect interdependencies between otherwise independent decision units(individual households, business enterprises, units of local govern-ment). As a consequence it is frequently possible for such units toescape certain costs of water uses, for example, when quality deteri-
orates. Similarly they often fail to obtain any payment for utilities
which are provided other parties, for example, all downstream parties
may benefit when a particular user regulates streamflow for his ownpurposes. Consequently, the market fails to perform its ordinary
allocative function adequately with respect to water.

Furthermore, structures such as dams involve far-reaching econo-
mies of large scale. Because of hydrological interdependency between
flow-regulating structures scale economies may extend to the planning
and operation of basinwide systems of reservoirs.

1 The subcommittee Is deeply Indebted to Allen v. Kneese for his Invaluable assistance.
38-135-61 39
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For these reasons, collective (government) action with respect to the

development and use of water resources has long been recognized as
essential. In this regard water differs at least in degree from other
natural resource commodities.

This distinction has several implications for collection of data in

general and particularly with respect to physical and economic wealth
data.

1. Data collection must be planned and implemented with a view to
its utility in planning for the speciflt allocation of the resource.

2. For reasons apparent from the above discussion, watersheds and
river basins are significant water resource management units. Water

resource data have little utility, even for projections as to its general
availability, unless they relate to specific watersheds and basins. For

many purposes, quality management is an example, they must be even
more localized.

3. Detailed data on physical availability are particularly important
in the case of water resources.

4. From a planning standpoint value data have their primary util-
ity in aiding forecasts of demand and accordingly for estimation of

the productivity of water in alternative uses. Unfortunately, the mar-
ket provides comparatively few dependable guidelines. Even where
water rights are exchanged, as in western priority doctrine States,

subsidy and other legal institutional factors make the resulting values
less than ideal. Nevertheless, systematic information on such trans-

actions could have considerable utility and should be developed. In
riparian doctrine areas, useful information can be obtained from data
concerning the relative valuation of riparian and nonriparian lands
especially if distinctions between types of water use and quality of
water can be drawn.

The data on investment in facilities which is described in some de-

tail in subsequent sections is of less utility for management purposes
in specific basins and watersheds. These data will, however, be of

considerable general interest and will be a significant element in the

overall estimates of national and reg ional wealth.

I. GEOGRAPHIC DISTRIBUTION

A. Insofar as practicable all data should be tabulated by county.

While it would be useful to have data tabulated for all counties the
expense of doing so for many of the less important ones might not be
warranted. It is suggested that detailed information be provided for
perhaps 500 counties. The USPHS and the USGS should determine
these counties on the basis of criteria such as importance as a source of
water and importance of points of water use and waste disposal. These
agencies should also investigate the practicality of recording specific
points of streamflow measurement and major points of water intake
and waste discharge on the basis of some form of coding system.

B. For purposes of additional data tabulation, the United States

should be divided into major drainage divisions with appropriate sub-
division, all boundaries to follow county lines. Basically the 22 re-
gions used by the Senate Select Committee on National Water Re-
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sources can be used. The following modifications should, however, beconsidered:

1. Rebound the lower Missouri to follow a watershed boundary.2. Divide the Western Gulf by a north-south line in the neigh-borhood of the 20-inch rainfall line.
U. The lower Arkansas-White-Red Basin can be merged withthe lower Mississippi, leaving 22 major regions. Alternativelythe lower AVR, the lower Mississippi, and the eastern half of theWestern Gul f can be combined into a single region.4. Each major region should be subdivided into appropriatesubbasins, also along county lines. For example, the Coloradoregion might be divided as follows: Upper Main Stem, Green, SanJuan, Little ColoradQ, Gila, Lower Main Stem.
5. Counties should be grouped by State segments within sub-basin or major region. This would facilitate combining countiesinto State totals.

C. All relevant counties should be coded by subbasin, major regionand, of course, State. Where appropriate, data should be aggregatedby State segment of subbasin, by State, by subbasin, and by majorresource region.

II. PHYSICAL INVENTORY: QUANTITY

A. Surface waters:
1. Streams, at specified points of discharge:

(a) Flow equal to or more than designated quantities 95,90, 80, 70, and 50 percent of the time.
(b) Mean flow.
(c) The following special computations should be con-sidered:

1. Reconstituted undepleted flows with their respectiveprobabilities.
2. Mean velocity.
3. Mean length of reach.
4. Mean depth at mean velocity.

2. Lakes (including reservoirs):
(a) Average, minimum, maximum volume, and durations.
(b) Surface area-as in (a).
(c) Depth-as in (a).
(d) Outlet control.
(e) Other data.

3. Reservoir sites* (assume "full development")
(a) Volume.
(b) Depth.
(c) Surface area.
(d) Physiographic characteristics.

B. Ground water:
1. Estimated cumulative volume available at various depths.2. Depth to water table.
3. Well capacities.
4. Rates of natural recharge.
5. Rates of depletion-drop of water table over last 5 years.6. Transmissivity of aquifer. Artificial recharge capacity atleast as a rank.

*Identify In relation to specified points of fow control.
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C. Water supply productivity of watersheds: Study of methods to
determine runoff and ground water as a function of precipitation and
wild evapotranspiration is needed.

NoTE.-Items under II fall within normal range of responsibility
of USGS.

Item C may be best done through university research.

m. PIYSICAL INVENTORY: QUALITY

A. Surface waters: Quality measurements interact with quantity
measurements. It is important therefore to develop statistical sum-
maries for relevant characteristics analogous to a flow-duration curve,
e.g., values equalled or exceeded percentages of time.

1. Quality measurements as given in National Water Quality
Network reports. County data will not be available from this
source but it provides consistent measures at a number of points
for a large number of parameters. These data as a minimum
should be subjected to the statistical treatment indicated above.

2. Waste discharged into fresh water 2_

(a) Into streams.
I. Level of treatment prior to discharge, by type of

discharger.
II. BOD, by volume, by type of discharger (munici-

pal, industrial, government agency).
III. Other pollutants by type of discharger, including

nitrogen and phosphorus discharged from waste treat-
ment plants and pollutants carried by surface runoff and
drainage.

(b) Into lakes: I, II, III as in (a).
(c) Into coastal or estuarine waters: I, II, III as in (a).

B. Ground waters:
1. Identification of mineralized waters, degree of mineraliza-

tion, volume, etc.
2. Identification of other types of pollution, amount of water

affected, degree of pollution, type of discharger, as under III,
A, 2.

NoTEs.-Quality characteristics of ground water may be integrated
with quantity measurements.

Items under III are dealt with by USGS and USPHS at the Federal
level. Large amounts of data are, however, in the hands of municipali-
ties and industries.

IV. CAPITAL INVESTMENT IN WATER USE AND CONTROL FACILITIES

All capital values should be measured by original cost and by re-
production cost less depreciation. All value figures should be accom-
panied by relevant physical capacity data.

2Large amounts of data of this type are in the hands of individual industrial plants and

municipalitles. They have never been systematically collected and tabulated and It

may be difficult to get many of them. One Improvement urgently needed is better census

of manufactures data. Presently the census does not even distinguish polluted process

water from unpolluted cooling water. A committee should be convened to consider re-

vision of the census data collection in view of current needs for information. This note
also applies to IV F below.
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A. Dams and reservoirs (all purposes) : Separate categories for all
single-purpose dams. All multipurpose dams should be put together
in a separate category.3 Include dam, administrative facilities, land,
access facilities, and costs of displacement and relocation of utilities,
roads, communities, etc. (Number and major purpose or purposes of
dams should be included.)

B. Hydroelectric power installations except dams and reservoirs.
C. Recreation facilities at dams and reservoirs.

1. Boat ramps, camping facilities, etc., public and private (ex-
clusive of hotels, motels, etc., unless operated in direct connection
with the reservoir).

D. Water delivery systems:
1. Long-distance aqueducts, canals, pipelines, tunnels, siphons,

diversion weirs, channel improvements, etc.
2. Irrigation distribution facilities:

(a) Mains and laterals, pumps, etc.
(b) On the farm distribution and drainage.

E. Flood control:
1. Channel improvements.
2. Levees, floodwalls, floodways.
3. Flood proofing of buildings.
4. Shore protection works and hurricane barriers.
5. Storm sewers.

F. Pollution abatement:
1. Sanitary sewers.
2. Household and community septic tanks.
3. Waste treatment plants:

(a) Municipal.
b) Industrial.

-4. Lagoons and ponds:
(a) For retention of wastes.
(b) For finishing of treatment.

5. Barges and other facilities to dispose of solids.
(a) Should fertilizer plants be included?

6. Effluent disposal facilities:
(a) Ground water recharge fields.
(b) Special outfall sewers.
(c) Other (some irrigation gets picked up here).

G. Heat reduction facilities:
1. Cooling towers, spray ponds, etc.:

(a) Steam-electric power.
(b) Manufacturing.

H. Drainage facilities:
1. Is this properly a value attached to land? Will it be picked

up by group measuring land values?

B There was some question among the subgroup members as to whether there should be
any recommendation cauling for the allocation of joint costs of dams among the different
uses which they. serve.
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1. Local treatment and distribution facilities:
1. Municipal:

(a) Water supply treatment.
(b) Distribution facilities-pumps, mains, laterals, etc.
(c) Local storage.

2. Industrial.
(a) Water supply treatment.
(b) Local storage.

J. Fresh water navigation facilities:
1. Docks, canals, locks, channel improvements.

K. Ground water facilities:
1. Wells, pumps, windmills:

(a) Irrigation and other agricultural uses.
(b) Municipal.
c) Industrial.

(d) Domestic.
2. Well drillin facilities.
3. Storage ponds and tanks, not elsewhere classified.
4. Other related facilities-troughs, conveyances, etc.
5. Ground water recharge facilities.

L. Coastal facilities:
1. Navigation channels, seawalls, breakwaters, docking facili-

ties; intercoastal waterways, navigation aids.
2. Salt water intrusion control works:

(a) Surface water barriers.
(b) Ground water barriers.
NoTE.-Responsibility for collection of data under IV is

widely diffused.

V. CAPITAL INVESTMIENTS IN WATER PRODUCTION AND RESEARCH
FACILITIES

(Ori inal cost and, where applicable, reproduction Cost less depre-
ciation.p

A. Soil and moisture conservation:
1. On the farm.
2. On public domain.
3. Silt detention dams.
4. Channels to reduce evaporation and nonbeneficial consump-

tion.
5. Modifications of land cover to enhance water production.
6. Evaporation suppression devices for lakes and reservoirs.

B. Desalination plants.
C. Water resource research facilities.

1. Agricultural research leading to improved adaptation to
limited water supplies.

2. Water and waste water research.
3. Engineering research.
4. Hydrologic research.
NoTE.-No systematic collection of data.
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VI. VALUE OF WATER PER SE

Because this section poses some rather formidable conceptual issues
somewhat more detailed discussion of the various problems and possi-
bilities is provided than in previous sections.

A. Value of water under appropriation law: In 17 Western States
the 'appropriation rights" doctrine prevails to one or another degree.
In several States rights exchange independently of land. In the latter
instances the market value of rights yields information concerning the
discounted marginal value of water.

Even in these areas however it must be noted that markets are some-
times thin and that the taxing power is frequently used by public
districts and other agencies to provide water to users below cost.
Where this occurs the value of rights cannot be added to the value of
dam anii irrigation facilities without danger of some double colunting.
It would appear to be possible to reasonably adjust the data for this
factor, however. Accordingly, a systematic effort should be made to
collect data on the value of water rights.

In several Western States water rights are considered to adhere to
parcels of land. In these instances the two are traded as a package
and the transaction will reveal nothing concerning the separate value
of either. In such cases the only possibility of obtaining an estimate
of value of water per se would appear to be in comparisons of land
value with water rights and the value of land otherwise equivalent
but without water rights. The agencies responsible for collecting
land value data should be encouraged to obtain information suitable
for making such comparisons. Even in strict appropriation law
States riparian owners without diversion rights will obtain some
value from adjoining bodies of water. This may take the form of
sport fishing, boating, swimming, or other recreation use or simply the
esthetic amenity which propinquity with water offers.

Another important riparian benefit is low-cost waste disposal into
the water course.4 Again land value data should be collected in a
form which permits comparison of the value of riparian land with-
out water rights and otherwise equivalent land. Accompanying this
should be information concerning the character of the benefit which
contiguous water confers-waste disposal, recreation by type, amenity,
etc., and the character of the water body-lake or stream and ideally
also volume, physiographic characteristics, quality, etc.

In at least nine Western States there are important elements of
"riparian doctrine" in water laws. In these States security attaches
to ownership of an appropriation right and information on the value
placed upon such rights would be valuable. The comments above
concerning the values not "captured" by the appropriation right hold
with additional force in these States and riparian nonriparian land
value comparisons will be especially important.

Values derived from comparisons of riparian and nonriparian land
prices may involve some double counting if they incorporate capital
values of water use and control facilities. This results if the use of
water yielded by such facilities is subsidized. In this case an appro-

4Waste disposal and some other water uses impose external diseconomies. At any
given time internal economies and external diseconomies might not be In optimum balance.
There Is presumably a set of restrictions on riparian rights, which would tend to result
In maximum asset value of the resource. In an estimate of existing wealth we can
accept the asset value which corresponds to a given set of rights and restrictions.
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priate portion of reproduction less depreciation of such facilities
should be subtracted from land value.

One other important utility yielded by water is not captured by
appropriation rights under current interpretation of the law. This
is the value of head and flow for hydropower generation. This aspect
is discussed subsequently.

B. The value of water under riparian law: The "riparian doctrine"
which does not confer rights to specific amounts of water but permitsthe riparian owner to use any amount of water so long as he leaves
it "reasonably" unimpaired in quantity and quality holds in the East-
ern States. Where this doctrine prevails, market transactions reflect
the value of water use per se through the values of riparian real estate
and much more indirectly through the transportation and access costs
which nonriparian users incur.

The first of these-real estate values-which result largely from
relatively inexpensive water supply and waste disposal and the value
of navigation, recreation, and amenity, is at least in principle subject
to census. It would be desirable to collect land value data in such a
way as to permit comparisons between riparian and nonriparian lands
with the former classified by use and character of the contiguous water
body.

The second type of utility which the market reveals is payment foraccess by nonriparians-largely for recreation use.5 This is an im-
portant element in the value of almost all large bodies of water. Re-
search has shown that a consistent measure of demand can be derived
from such data. Questionnaire methods may also be useful for getting
at the evaluation of nonriparian users. These methods are still under
development, however, and while the committee sees great value in and
wishes to encourage research along these lines, it does not feel that a
stage has been reached where appropriate data could be included in a
census-type activity.

It should be noted of course that the comments made with respect to
the possible incorporation of capital value of flow regulation facilities
in riparian land prices under point A apply to point B as well.

C. The value of head and flow for hydro power: It has been noted
that the full benefit accruing from recreation is not captured in land
values although a major part of it probably is. The benefit least likely
to be reflected in land values appears to be hydropower. The huge
uncertainty involved in anticipating the timing and value of specific
hydroelectric developments probably means that very little of the hy-
dro protential is capitalized in advance. After development there is
(in contrast to say, recreation or navigation value) no opportunity to
do so if the potential is publicly developed.

For hydropower the value of the benefit stream minus associated
operation, maintenance and replacement costs (in principle including
internal opportunity cost such as reduced recreation value due to reser-
voir drawdown) is the asset value of existing installations. The bene-
fit stream could be estimated for various regions by the alternate cost
technique. Similar calculations could presumably be made for eco-
nomically feasible but not yet developed installations by discounting

*f The value of recreation as such either as reflected In land values or as deducible fromwillingness to pay for access does not appear in the national Income accounts.
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the overall cost and benefit streams if some timing of development is
assumed. The committee believes it would be worthwhile to experi-
ment with calculations of this kind utilizing data from Federal agency
studies. If these prove feasible, results should be included in the
wealth estimates."

VII. DATA SOURCES

A. Possible assignment of responsibility for data collection and co-
ordination. It is not meant to imply that the agency listed will always
be the primary source of data.

1. Item I: Federal Interagency Committee and interested re-
search institutions.

2. Item II: USGS.
3. Iite III: USGS and PHS.
4. Item IV:

A. Federal construction agencies (Corps of Engineers,
Bureau of Reclamation, Soil Conservation Service, Tennes-
see Valley Authority); other authorities and Federal-State
agencies (e.g., Idaho Power and Light, etc.).

B. Federal Power Commission.
C. Federal and State agencies-maybe Bureau of Outdoor

Recreation can do the job.
D. 1. Corps of Engineers, Bureau of Reclamation, and

States: 2. Bureau of Reclamation and USDA.
E. Corps of Engineers, Bureau of Reclamation, Soil Con-

servation Service.
F. All except 3(b) USPHS: 3 (b)-Bureau of the Census

(censuses of manuf acturing and mining)
G. USPHS.
H. USDA.
I. 1. USPHS; 2. Bureau of the Census (censuses of manu-

facturing and mining).
J. Corps of Engineers.
K. USDA.
L. Corps of Engineers.

5. Item V:
A. Soil Conservation Service.
B. Office of Saline Water.
C. USDA, PHS, SCS, Bureau of Reclamation, Corps of

Engineers.
6. Item VI:

A, B. Land and water right sales and records are State
and local. It will require specific research to supply this in-
formation. Normal recordkeeping will not reveal the requi-
site data. Perhaps a grant can be made to a university or
research foundation.

C. Corps of Engineers, Bureau of Reclamation, and Fish
and Wildlife Service; States; river basin authorities; Federal
Power Commission.

-Again possible double counting may occur if subsidized electric power rates are capl-tallzed Into real property Included in other parts of the wealth study. The committeebelieves this can be neglected for the time being.
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B. Data for the physical inventory and for inventory of capital
facilities are either already being acquired or capable of being acquired
with relatively little additional difficulty by agencies engaged in cen-
sus and inventory activities. Data on various measurements of the
value of water per se are not likely to be available in such form as can
be acquired by routine collection methods. Special research projects
can, however, supply benchmark data on at least a sample basis from
which estimates of the entire universe can be constructed.

VIII. FiSH AND WILDLIFE SUBGROUP REPoRT

ISSUES

The problems that must be solved to measure the national wealth in
the commercial fisheries and in recreatiwnal fishing and hunting are
as follows:

1. To markedly increase the amount, quality, and kinds of statistical
data available.

2. To establish for purposes of estimating the national wealth
meaningful and logically defensible values for the American commer-
cial fisheries and for outdoor recreational activity dependent upon
fish and wildlife resources.

Data are needed on values in the commercial fisheries to enable
private investors and Government policymakers to better gage the im-

portance, profitability, and efficiency of the industry, and to judge
the wisdom of various proposals for regulating, aaidng and taxing
the industry.

An inventory of fish and wildlife populations is needed for the guid-
ance of Federal and State administrators of fish and wildlife pro-
gflrams, for outdoor recreational planners, and for land and water use
planners. The International Association of Game, Fish, and Con-
servation Commissioners at their September 1962 meeting expressed
the need as follows: "A thorough knowledge of present and future
fish and wildlife needs and potentials is necessary to adequately plan
for and justify future fishing and hunting space."

The U.S. Fish and Wildlife Service and representatives of the asso-
ciation were asked to investigate possible sources of funds to "organize
and conduct standardized State surveys which will result in a national
survey of fish and wildlife resources, future needs and potentials."
The resolution is interpreted by association officials to extend, not only
to surveys of users of the resource, but also to an inventory of the re-
source itself in depth, with a view to determining its size and distribu-
tion. Projection of future demand and supply were also to be covered.
The Fish and Wildlife Service has estimated minimum costs on the
order of $12 million assuming the complete cooperation of State fish

and game agencies. There is no present source of funds.

SUGGESTED SOLUTIONS

A. The problem of adequate data

(1) 1963 census data on commercial fisheries: A progressive step
is being taken to improve the data available on the commercial fisheries.
In 1964 the Bureau of Census will conduct a census of commercial
fishing. One question on the reporting form (as presently drafted),
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will solicit information on the capital investment in fishing vessels (in-
cluding engines). It is planned to obtain the data on the basis of
original investment value together with data on the age of the vessel,
making it possible to calculate estimated depreciated book value. The
information to be obtained for year 1963 will be broken down on a
State basis. Also it will be available by ownership unit, i.e., individual,
corporate, or other.

These data represent a benchmark for investment data on the com-
mercial fisheries. This benchmark may become the basis for future
censuses of fisheries and intercensus estimates by Federal Government
statisticians.

(2) Sport fish and wildlife data: As indicated in 2, above, the data
on sport fish and wildlife populations and utilization are inadequate.
Estimates on the size and distribution of the various resources can be
prepared, given sufficient funds and personnel for a coordinated na-
tional effort involving sample population surveys and habitat evalua-
tions. This would require close cooperation with State fish and game
agencies which generally exercise principal responsibility for resource
management of resident species. Surveys of recreational participation
in activities based on these resources are needed to establish the level
of current utilization for many species.

National surveys of participation in sport fishing and hunting, in-
cluding monetary expenditures, were made for 1955 and 1960. It is
tentatively planned to update these studies in 1971 to cover the calendar
year 1970.
B. The valuation process

The determination of the market value of any asset involves two
basic estimation processes. It is necessary to estimate the revenue the
asset will generate in the future, and the rate of discount appropriate
to the particular asset.

The present value of the discounted future revenue provides a basis
for determining the market value of the asset. The future returns esti-
mated to be generated by the asset are net returns, i.e., gross revenue
less expenses of using the asset (carrying on the business).

This set of calculations, simple in theory, is of course, very complex
in practice. Where it is necessary to secure agreement on the calcula-
tions involved in valuing specific assets, as in property taxation or
public utility regulation, the process may take years, and involve
arbitrary assumptions and compromises. When it is possible, on the
other hand, to find a reasonably competitive market, in which the
prices are set by the calculations and competitive bidding of a number
of buyers and sellers, the existing market price is taken as the best
current evidence of true value.

In the case of fish and wildlife resources, however, markets for
establishing the capital value of the resource in the wild state are rare.
Most are available with a zero or nominal charge, though frequently
with some restrictions on methods and quantity of capture. Under
conditions of free access to the resource in the long run the theory of
fisheries points out that the net economic yield will be driven to zero;
i.e., the resource will not have any market value. Any value over
and above the cost of capture will provide commercial fishermen with
an excess profit or wage which, over the long run, will attract more
participants to the industry or area, until the catch per man is worth
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just enough to keep the labor and capital in the industry.1 As long
as present conditions of exploitation remain, the tendency will be for
these resources to have no market value, except in the cases where pri-
vate ownership or leases currently exist (as in fishponds, private
hunting preserves, and leased oyster beds). If the wealth inven-
tory is tobe confined to coverage of market values, the only things to
cover will be the vessels, boats, gear, docks, etc., plus a few privately
owned or State-leased resources.

However, limiting the wealth inventory in this way will make im-
possible the use of the resulting data for the primary purpose for
which economic data are gathered; viz, the rational organization of
production. If no value is assigned to the resource, it cannot enter
into economic calculations in either the public or private sphere; it
cannot be a guide to decisions about investment or regulation-such
decisions will perforce continue to be made either arbitrarily, or by
political pressures, or by standards which are not precisely relevant,
such as maximum biological potential. Where values in fish and
wildlife compete with other values-as in the case of dams which
interfere with salmon runs, or where lack of sewage treatment spoils
oyster beds, or land drainage destroys spawning or nesting grounds-
lack of value data may be quite a serious detriment to policy decisions.

For this reason we wish to enter a plea for estimates of the value of
the resource as it would be under rational conditions of use. Such
estimates can be made in many if not most cases without excessive
difficulty. Moreover, both the commercial and recreational aspects of
fishing are expected to rise greatly in importance in the decades ahead.
It is high time to establish some benchmarks for future research and
policy decisions.

(a) C:ommercial fisheries: The most practical method for valuation
of commercial fisheries appears to be through estimation of the man-
power and equipment technically required to make the optimum
catch; i.e., the catch which would yield the maximum gross income
over costs of capture and protection.2

Pilot studies of this kind have been made by Crutchfield, by Donald
H. Frye, and by Lynch, Doherty, and Draheim.3 The difference be-
tween total costs (including wages) at the optimum level of oper-
ation and the gross revenue expected at that level of operation
would provide an estimate of the annual rent to be expected from a
rationally operated fishery. This annual yield could then be capital-
ized at some acceptable rate of interest to give the desired estimate of
capital value of the resource. A somewhat simpler calculation, yield-
ing nearly the same results for many fisheries, would be to estimate the
manpower and equipment charges minimally required to take in the
present levels of catch. Subtracting these costs from those now in-

AJames A. Crutechdeld, "Valuation of Fishery Resources," Land Economics, May 1962,
p. 146.

2 One difficulty in this connection is that there is frequently only limited knowledge
about the most effective techniques or their costs. Gear restrictions, season limitations,
etc. are imposed for the purpose of decreasing efflciency, and the drive of the entrepreneurs
for efficiency is pushed into artificial channels, such as vessels of excessive size or speed.

8Willlam F. Royce. James A. Crutchfield, et al., "Salmon Gear Limitation in Northern
Washington Waters" (Seattle, University of Washington Publications in Fisheries, vol. II,
No. 1, 1963) ; D. H. Frye, "Potential Profits in the California Salmon Fishery," Cali-
fornia Fish and Game, vol. 48, No. 4, October 1962; Edward J. Lynch, Richard M. Doherty,
and George P. Drahelm, "The Goundfish Industries of New England and Canada" (Wash-
ington, U.S. Fish and Wildlife Service, Circular 121, July 1961), in particular ch. III
on haddock.
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curred (which tend to equal total revenue) would give the annual
yield of the resource to be capitalized.

These estimates can be supplemented in some cases by estimates
based on the observed market value of fishing grounds where access
has been limited and leased to particular fishing firms, as in the case
of some oyster beds.

The most severe limitations on this approach to valuation of com-
mercial fisheries will arise from (1) conditions in the high seas fish-
eries, where the share available to U.S. fishermen is not determinate,
and competitive waste will be inevitable until adequate international
agreements on sharing are reached; (2) uncertainty in the data, be-
cause of wide variations in the catch, or because exploitation of the
species is new or underdeveloped.

(b) Sport fishing and hunting: The case of sport fishing and hunt-
ing is different, for the object here is not maximum efficiency in har-
vesting food, but maximum efficiency in providing recreation. Arbi-
trary limitations are generally provided to preserve the species and
the sport, but monetary charges, other than license fees, are rare.

Nevertheless, it is proposed that admission or privilege fees charged
by private operators be used as the basis for estimating the daily val-
lies of the different kinds and locations of recreational opportunities
based on wildlife and fish. These daily values, multiplied by total
use of each class of fishing or hunting resource-estimated along lines
already begun in the National Survey of Hunting and Fishing-will
yield estimates of total gross annual receipts for recreational use of
these resources. The problems of comparability among different fish-
ing and hunting opportunities will of course loom large in such an
operation; but we believe the results will be well worth the effort.
Some indication of the importance of the industry may be obtained
from the fact that private expenditures on various goods and services
in connection with fishing and hunting were estimated at $3.85 billion
in 1960 (as against $2.85 billion in 1955) ,4and from the fact that
large public expenditures will probably be needed soon in the field of
recreation.5

The paucity of data on private charges for fishing and hunting will
no doubt force resort to alternative approaches of a more hypothetical
nature. One of considerable interest is that based on an inferred
demand curve, derived from the rate of use (per 1,000 of population)
of recreational sites by residents of cities of varying distances from
the site.' Capitalizing of the maximum net income estimated to be
derivable from user charges based on such a demand curve, would
constitute the estimated marketable value of the resource.

Numerous considerations enter into judgments concerning the col-
lectible charges on particular facilities, however, and amenities other
than the fish and wildlife are certainly a consideration for most fish-
ermen and hunters, so that it will not be possible to attribute the en-
tire "rent" to the fauna. However, for lack of more solid ground,
those working on development of water resources are currently using

4 U.S. Fish and Wildlife Service, Circular 120, "1960 National Survey of Fishing and
Hunting" (Washington, 1961), pp. 4-5.

5 Marion Clawson, "The Crisis in Outdoor Recreation," in American Forests, March
and April 1959.

"Marion ClawEon. "IMethods of Measuring the Demand for and Value of Outdoor Recren-
Hlon," reprint 10, Resources for the Future, Inc., Washington, February 1959.
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a "judgment" table of daily unit values representing net income an
operator might derive from fees for hunting and fishing. These range
from $0.50 to $6, and were based in part on a limited survey of estab-
lishments levying such charges.7

APPLICATION OF THE VALUATION PROCESS

The census of fisheries described in (1) above will provide some
basic data for valuation of the commercial fisheries. This should
be supplemented by the considerable amount of related data available
on the value of these manmade assets

For many specific fisheries it will be reasonable to assume that out-
put is at or above the maximum physical yield the resource will sus-
tain. In those instances it will be possible to estimate yield of the
fishery with a rationalized number of inputs. In certain cases these
estimates have already been prepared in usable form; in some addi-
tional cases, data are available which can be used as a basis for such
estimates, for example the Pacific halibut fishery.8

This estimation process can be carried out largely by the economists
and gear technologists of the Bureau of Commercial Fisheries. Given
knowledge of the peculiarities of individual fisheries and especially of
the relative productivity of particular units of gear, reasonable esti-
mates can be prepared without extensive investigation in the field.

In the case of fish and wildlife resources as a base for recreational
activity it will be necessary to continue and extend current efforts to
estimate the demand for the utilization of those resources. Some com-
plete and many partial estimates are available, based on demand studies
already carried out.

On the valuation aspects of recreational fishing and hunting, ad-
ministrative values assignable to daily units of activity are in regular
use in river basin analysis. These values are considered to be net of
associated development and operating costs. The $0.50 to $6 range
of daily values chosen is based on a limited survey of operators of
private shooting and fishing preserves and on the informed judgment of
persons knowledgeable in the field.

In addition to the several thousand going operations in which daily
fees are charged for hunting or fishing, there are a number of examples
of leases of hunting and fishing rights which might assist in the estab-
lishment of values. It was recently estimated that seasonal leases for
hunting deer in Texas, where hunting leases or charges are almost
universal, range from $15 to $75 annually per hunter for "fair" hunt-
ing to $100 to $150 for "excellent" hunting. A Minnesota survey of
49 waterfowl hunting leases in 1959 found the average annual pay-
ment (revenue) to be $409, or $5.10 per acre. These are representa-
tive of a great and increasing number of hunting and fishing leases
which might yield information of importance in establishing values.

7 Inter-Agency Committee on Water Resources, Subcommittee on Evaluation Standards,"Report of the Panel on Recreational Values on a Proposed Interim Schedule of Values forRecreational Aspects of Fish and Wildlife," Washington, U.S. Department of the Interior,May 24, 1960.
S James Crutchfield and Arnold Zellner, "Economic Aspects of the Pacific Halibut Fishery,"U.S. Department of the Interior. Bureau of Commercial Fisheries, April 1962.
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IX. PUBLIC LANDS SUBGROUP REPORT

One basic issue is which "public" lands to include. The attached
checklist briefly describes the chief Federal, State, county, and city
lands to be included. Although the Federal lands are grouped accord-
ing to managing agency rather than according to land type, this is
operationally sound because the estimates will almost surely be made
by agencies and because there is some interest in separate figures for
the lands administered by each agency. The checklist includes Indian
lands, which are privately owned, but which might otherwise be over-
looked. Their value should be included with the values of other priv-
ate land. Similarly for privately owned in-holdings, within the vari-
ous public land areas, which should not be overlooked, but included
in private property.

Estimates of values of pLublic land (as defined above) should exclude
the values of commercial and other timber on the land, of minerals
in the land, of publicly owned streets and highways not primarily for
the use and enjoyment of these lands, and water originated from these
lands. These values are excluded here because it is assumed that they
will be included in the estimates of forests, minerals, etc. However,
this requires that the groups estimating these latter values have sepa-
rate subcategories for the forests, minerals, etc., on public lands, so that
these values can be added to the values included in this statement, in
order to get a total for public lands. The land value estimates to be
covered in the public land category are those for the land alone, exclud-
ing values of the forests, minerals, etc. The land value of cutover for-
ests would be included, for instance; also the bare land value of forest
land, the value of whose trees was included under forest values. The
value of grazing land, including grass and other forage, would be in-
cluded since forage ordinarily does not have a value separate from
the land.

One major problem is the degree of double counting involved in
estimating values of public land. It seems probable that much, per-
haps nearly all, of the values of the public land have been capitalized
in the values of the private land, because the income from the use
of public land generally accrues to the owners of private land used in
the same productive enterprises. This is especially likely to be the
case for grazing land values, less so for timberland and mineral val-
ues, and least of all for recreational values. However, there is much
interest and value in separate estimates for public land. We propose
that they be made on the basis described below, but that the values
of the separate items be excluded from national totals of all wealth,
to the extent that the various items represent double counting.

A related matter is the values arising out of multiple use of much
public land. One can estimate separately a grazing value for a tract,
a recreational value, a wildlife value, etc.; but in this case one must be
careful that one type of value does not unintentionally include some of
the value arising out of other uses. Or one can estimate a single value
for each tract, which takes into account its manifold possibilities and
uses. If done carefully, each method should yield the same or closely
comparable results; the essential consideration is that the process
be explicit.

Data are generally available on acreages of land in the various citte-
gories of public land shown in the attached checklist. While such data
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are neither completely accurate nor perhaps wholly inclusive of all
public land, yet the errors here are small compared with those in the
land prices field.

The most serious deficiency for valuing public lands lies in the ap-
propriate price to apply to acreage figures. For several reasons, it is
not possible to use commercial sales prices. Much public land is never
sold-one reason why national and other parks are in public owner-
ship is to prevent their public sale. Purchase costs, even when known,
are often irrelevant to present-day prices. Some public lands are
sold, but often under prices or conditions determined by law, definitely
divergent from competitive sales prices. Such sales prices in many
instances would be more misleading than helpful. Use of public lands
is also generally at charges or fees lower than commercial rates, rang-
ing from zero or nearly so for many parks, to grazing fees well below
commercial fees, and to other charges that more nearly approximate
a full commercial lease price. Capitalization of such artificially low
rentals would therefore be highly misleading.

After consideration of all approaches, and in full recognition of all
the difficulties, the subcommittee proposes the establishment of a sys-
tem of "shadow prices" for public lands. Specifically, we propose
that there be established in every major area (a State, usually) an
appraisal board. We think that, on the whole, it would be better to
have a single board for each geographic area, to appraise the value of
all public lands, than to have separate boards for the different kinds
of land; but administrative or other reasons might lead to the estab-
lishment of different boards for different kinds of land. We think
such boards should include the chief administrative officer for each
major kind of public land within the general area (or his representa-
tive); any specialized appraisal personnel (such as Federal land bank
appraisers) that might be available; agricultural college and other
educational institutions personnel familiar with land values and in-
comes; and perhaps simply knowledgeable citizens in the area.

Such boards should seek to estimate the price per acre that the
various types of public land would bring in the open market, if offered
for sale in optimum size parcels. In arriving at this estimate, the
board should use any and all relevant data-sales prices, when the sales
reflected truly competitive sales conditions; sales prices of physically
similar but privately owned land; any appraisals that might exist; or
any other data. We judge, however, that most boards would be forced
to come up with a "judgment" figure. We think it would be impos-
sible for such boards to undertake research specifically for this prob-
lem, but of course they should use the results of any research existent.
Moreover, given the intangibility of many of the values, we think
boards should be discouraged from detailed appraisals; the desired
figure is a reasonably accurate general average for rather large areas,
not a specifically accurate figure for particular tracts.

In making this suggestion, the Subgroup is fully aware of the dif-
ficulties of arriving at such shadow prices, but we think this method
more defensible than any other. As carefully drawn instruction as
can be written and careful supervision during the process of estimat-
ing the shadow prices would help to produce more consistent, if not
more accurate, results. We think it better to have a rough estimate
for the properly defined price than to have an exact figure for the
wrong kind of price.
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CHECKLIST

I. Governmental units and jurisdictions to be considered in an inventory ofpublic land resources:
A. Federal Government:

1. Bureau of Land Management.
2. Bureau of Sport Fisheries and Wildlife.
a. Bureau of Indian Affairs.'
4. Bureau of Reclamation.
5. Park Service.
6. Forest Service.
7. Soil Conservation Service.
8. Department of Defense.3
9. Veterans' Administration."

10. Tennessee Valley Authority.'
11. Bonneville Power Administration.'
12. General Services Administration.' 6

B. State governments.
C. Counties.
D. Cities and towns.
E. Other political subdivisions:

1. Water districts.
2. Drainage districts.
3. School districts.
4. Other.

II. Uses of land to be considered in an inventory of public land resources,' andrecommended jurisdiction:
Uses Recommended jurisdiction

A. Forests and woodlands…--------------Forest resources subgroup.
1. Commercial…----------------- Do.
2. Noncommercial-------------- Do.

B. Minerals and petroleum------------- Minerals subgroup.
C. Grazing_---------------------------

1. Domestic livestock…-----------Public lands subgroup.
2. Wildlife --------------------- Fisheries and wildlife.

D. Wildlife habitat ……------------------- Do.
E. Recreation ……------------------------Public lands subgroup.

1. Designated areas ----------- Do.
2. Nondesignated areas_-------- Do.

F. Watershed ------------------------- Water resources subgroup.1. Designated areas …0_----------- Do.
2. Nondesignated areas_-------- Do.

'The estimates of public land wealth should be made In recognition of the concept of"multiple use"; any given parcel of land may have more than one use and yield morethan one product or service. Thus an Inventory might well Include some values withinthe public lands concept as well as within some other concepts (e.g., grazing land withinnational forests or on military reservations, etc.) This checklist serves to indicate thoseagencies holding public lands that should be screened for Inclusion In the "public land"concept by virtue of their uses, services, and product.
'Indian lands properly must be considered as private lands. They are owned byIndians and only held In trust by the Federal Government. They should be inventoriedIn the private sector, and are included in this list only as a reminder, lest they be over-looked.
3Some lands held by these agencies are used for grazing or other "public land" uses inaddition to their primary purposes.
' Should be screened for appropriate Inventory listings.
6Also a source of Information about "public land" holdings of agencies not IncludedIn this checklist.
eAny given parcel of land may have more than one use, product, or service. Forexample, one area of publicly owned land may yield water, timber, and minerals, andbe used for recreation, grazing, and wildlife habitat. This checklist of uses should becross-referenced, in each category, against the checklist of governmental units.1 Grazing by "big game" such as deer, elk, moose, antelope, etc.
8 "Designated areas" refers to National parks, State parks, and other identified camgrounds and recreation facilities. Much recreational use is made of publicly owned landson areas not specifically Identified or improved.
9 Includes water management areas such as reservoirs.
10 Some areas of publicly owned lands are set aside, or "designated," specifically aswatersheds, but most watersheds are open to other uses.

.S-135-64--4 0
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PREFACE

The Working Group on Construction Wealth met first on Sep-
tember 4, 1963, and again on February 12, 1964. A fairly detailed
report had been prepared in the interim which formed the basis for
discussion at the second meeting. As a result of discussions at the sec-
ond meeting, a new draft report was prepared and circulated to the
members of the working group.

Not all members of the working group attended both meetings or
reviewed both drafts. In particular, a number of additional members
were added to the working group after the first meeting. The list of
working group members following the title page includes all persons
who participated at all in this project. Dissenting comments and
additions are included as footnotes. However, final responsibility for
the following report rests with the chairmen.

Other persons who attended meetings of the working group and
made helpful suggestions included John W. Kendrick, David J.

lyams, and Joel Popkin of the Wealth Study. Insights as to how the
leasing industry operates were provided, through interview, by Ber-
nard Schwartzman of Schwartzman Associates, Washington, D.C.

ROBINSON NEwcoMB3.
DAVID K. GILLOGLY.
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CONSTRUCTION

I. GENERAL OBJECTIVES

THE WORKING GROUP

The Working Group on Wealth in the construction sector is charged
with advising the main committee and staff on the Wealth Inventory
Planning Study on the most suitable approaches to measurement of
wealth assets of the construction sector, insofar as specialized knowl-
edge of that sector is required. The working group was selected pri-
marily from representatives of industry, trade associations, and
Government, whose unique positions provide strategic insights to the
pertinent issues. The group membership is presented on page ii
of this report.

THE MAIN OBJECTIVES

The more specific general objectives include the following:
(a) Determining potential data uses and users of wealth data on

the construction sector.
(b) Determining the practical data objectives of a wealth inventory

of the construction sector.
(c) Reviewing and appraising available data.
(d) Determining the proper parameters of the construction sector

with respect to data objectives, feasibility of measurement, and com-
patability with the goal of measuring wealth in all sectors of the
economy without overlap.

(e) Assessing the probable characteristics of wealth assets em-
ployed in the construction sector, and relative significance for
measurement.

(f) Determining and analyzing the special problems that will exist
with respect to proper and adequate measurement of the construction
sectors wealth assets.

(g) Making recommendations, in the light of the foregoing con-
siderations, as to suitable approaches to the measurement of the wealth
assets of the construction sectors, including suggestions of reasonable
alternatives.

II. POTENTIAL USES AND USERS OF CONSTRUCTION SECTOR

WVEALTH DATA

EXISTING USES

Since, with a few exceptions, almost no wealth data exists on the
assets of the construction sector, there obviously is very little use of
such data. One notable exception appears in the highway and road
building areas. Periodic surveys by both the Bureau of Public Roads
and by the American Road Builders Association have been conducted
for various purposes-most often to determine capacity for expansion
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with respect to proposed highway programs. The information col-
lected is primarily related to the types of equipment, age, and ca-
pacity. Some dollar valuation data also are being obtained.

Equipment manufacturers make their own estimates and projections
of equipment stocks, with respect to activity and future market ex-
pectations. These must be based on fragmentary information, and
are likely to be quite crude and inaccurate.

Trade publications are known to have made crude surveys from time
to time to demonstrate that their subscribers buy such equipment, and,
therefore, provide a suitable advertising media for manufacturers.

The Bureau of Labor Statistics, in its labor input studies, attempts
to determine the costs allocable to equipment usage (rental or depre-
ciation costs) per thousand dollars of contract for various types of
construction. This is a capital consumption figure and may not quite
qualify as wealth data, but wealth data might have future use in such
studies. The present figures are derived from fragmentary informa-
tion, combined with knowledgeable judgments.

GENERAL USES

Wealth data have very little use, in their present state, except as a
subject of academic curiosity. A great deal could be said about their
potential usefulness by a variety of users-but little can be said along
these lines which is unique to the construction industry. Potential
uses common to all sectors, and uses in general economic analysis have
been well covered in appendix I, part A. There is little need to dupli-
cate here. However, many potential uses cannot be foreseen until theneed arises. Some added general uses mentioned below may help
supplement the staff paper:

If one of the chief uses of wealth data is in policy formulation, as
by the Federal Government, then it likewise follows that its use isequally important to those who hope to influence policy formulation.
This would include, for instance, nonprofit research foundations, and
universities. It would include also private business firms and trade
associations, and theoretically at least, consumers. As often as not,
the findings of these groups are as influential in Federal policy formu-lation as is the Government's own initiative.

But of equal importance is the growing demand for sound economic
planning in the private sector. Wealth estimates which would become
a basis of improving productivity measurement would contribute to
developing a sound factual foundation in collective-bargaining issues
between labor and management; to forecasting; to policy on alloca-
tion of resources and research. The productivity area is particularly
neglected in the construction industry due to the lack of adequate
information.

Construction equipment producers and material manufacturers are
sorely in need of data which would permit better analysis of their
markets-both short and long term.

Construction firms could likewise utilize data which would permit
an analysis of their operating efficiency with respect to size of firm,
investment and renting policy, substitutions of capital and labor, etc.

It would seem essential that wealth data collected in the construction
sector meet the test of usefulness for business purposes as well as for
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Government policy formulation, if any significant collection expense
is to be justified.

Some other possible uses in addition to those mentioned above could
include the development of operating ratios and standards, analysis
of opportunities for new product development, evaluation of IRSguideline life expectancies, estimates of capacity expansion potential,
etc.

It is, of course, difficult to forecast the full range of potential uses ofwealth data on the construction sector. Much depends on the abilityto relate such information to other data.
Without elaborating here, it is appropriate to point out that the

data gaps-both quantitative and qualitative-in basic economic intel-
ligence on the construction industry are substantial. Thus, it wouldbe mrisleading to suggest that wealth data, per se, had a very sub-
stantial priority among the needs for this sector. This is particularly
so if the data cannot be collected or presented in a way that is com-
patible with important parts of the existing body of data.

III. DITA OBJECTIVES

WEALTH DATA NEEDS

Data which would merely provide a general estimate of wealth of
various general forms, but which fails to identify other important
aspects, would be of marginal usefulness. Both national policy and
practical business utilization require that the data be somewhat de-tailed. In particular, it is important to identify the industry of use aswell as the industry of ownership. (A great deal of heavy equipment
is leased in the construction industry.)

One aspect of the need for detail is the desirability of aggregating
for comparability with other available data. While it may be neces-
sary to aggregate by SIC industries, it should also be possible to aggre-
gate also by national economic accounts, or, more important-according
to the concepts and definitions of the construction industry itself asrepresented by existing statistical series.

REQUIREMENTS FOR WEALTH DATA BY THE CONSTRUCTION INDUSTRY

Requirements necessarily relate to both the potential users and thepotential uses. As previously stated, it is difficult, if not impossible,
to forecast what these might be in the future. The need for manytypes of data often doesn't become apparent until the data are actually
available and analyzed. An example of this is shown by the com-
ponents of change data developed in the national housing inventory in1956. Although there was a vague understanding of the kinds of
changes which occurred in the existing housing inventory, almost noone had anticipated the substantial extent of such changes. That
lesson would suggest that statisticians, economists, and market ana-lysts should tend to seek all of the useful details which can be reason-
ably obtained-even though not in obvious current demand-so longas new vehicles for data collection are not required, and the detail doesnot make the cost so high as to endanger the project.
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The need for detail by sector has been mentioned in connection with
the need for different data combinations for use with various other
data series. Maximizing the collection would improve the quality of
year-to-year revaluations, and perhaps reduce the need for frequent
surveys. For instance, if equipment items are separately identified,
future changes might be traced through shipments, transfers, and
scrappage, so as to form a basis for a perpetual inventory wealth
estimate.

The following constitute the five major types of details to be sought:
1. Details on the SIC industry type; e.g., probably at the four-digit

level, to break out construction activity outside the contract construc-
tion sector, per se. Industry code 2433 (prefabricated wooden build-
ings and structural members) would provide a key data cell, for
instance, in evaluating measurements of the use of wealth assets in
construction process. The progressive transfer of construction proc-
essing to the manufacturing and other sectors is important in produc-
ing sound data, as well as evaluating the effects of this change.

2. Regional details would also be important. Labor input studies
by BLS have revealed significant regional differences in the mix of
labor, materials, and equipment in contract construction. There are
important problems here, though, as construction equipment is mobile
and many contractors are multi-State, nationwide, or worldwide
operators.

3. Asset types. In addition to the separation of financial assets,
land, buildings, and equipment, it would be desirable, if feasible, to
identify equipment in very substantial detail. This is needed because
of the problem of rapid obsolescence, as well as for other reasons.

4. Asset characteristics. For equipment it would be desirable to
have data on quantities, sizes, capacity, age and life expectancy, main-
tenance costs, rental costs, operator requirements (or some measure of
productivity per man-hour), etc.

5. Evaluation details. It would be desirable to have evaluation
data of several types-including book values, market values, original
cost basis, depreciation allowances-and perhaps some basis for capi-
talization of earnings. This will be difficult to handle.

It is particularly important in the construction industry to obtain
information on wealth assets used-irrespective of the industry of
ownership. Leasing and/or rental of major equipment items is ap-
parently common. Another detail which is possibly desirable is an
inventory of options. Separate options both for extension of leases and
for purchase of leased equipment are quite common in connection with
long-term equipment leases. This type of option generally has a value
much greater than the amount required to exercise it. Another type of
option is possibly of greater importance, and this is the option on land
which is in common use among operative builders. Almost nothing is
known about the latter, but it may represent a significant claim on
wealth assets.

GOVERNMENT USE

Data on the amount of equipment and other capital used in the con-
struction industry will be of relatively little value to the Government
or anyone else if. it is just one overall figure. But as a basis for judg-
ments as to productivity, changes in productivity, capital attached to
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the industry, trends in efficiency and use of capital, and the amount of
capital required to expand the construction industry, such data would
be valuable.

It has been assumed by many that productivity is low and is improv-
ing only slowly in the construction industry. The construction indus-
try accounts for about 11 percent of the total GNP and the value added
by the on-site construction operations themselves is possibly in the
order of 45 percent of total construction activity. The trends in effi-
ciency and in capital requirements of 11 and 5 percent of the activity
of the country is important enough to affect allocation of resources. If
construction is becoming more efficient, there will be a trend toward
more construction activity though not necessarily toward greater ex-
penditures for construction. Judgments as to labor and capital re-
quiremenits in thle construction incIustry are an important Dart of the
Department of Labor's projections and should have a bearing on deci-
sions on tax policies and Government policies affecting highways, as
well as housing, urban development, and metropolitan planning as a
whole.

PRIVATE USE

Private use of data of the sort we are discussing would be more
specific in some respects and more difficult to describe in others.

Producers of construction equipment are woefully ignorant of the
stock in the hands of contractors and others doing construction opera-
tions. As a result, orders tend to fluctuate relatively sharply. When
business starts to pick up, contractors order too much. When business
levels off, contractors' orders drop too much. The production of con-
struction equipment varies far more than does the construction activity
itself. So inventories in the hands of contractors tend to fluctuate
and, of course, employment among the firms turning out equipment
fluctuates, too. Data which would help production firms to gage stocks
in the hands of builders, and the requirements for the coming year
would be useful. It would help leasing and rental firms as well as help
production firms.

SOME USEFUL DETAILS

Many of the potential uses depend, of course, on the nature and
extent of detail. Few useful judgments could be made about the
function of investment in the construction industry on the basis of
value data above. Information is needed on-

(a) Types, age, and capacity of equipment items.
(b) Utilization rates by type (some highly specialized machines

may be used only infrequently-as needed).
(c) Lease or rental versus ownership practice re various types.
(d) Forms of organization (legal, relationships to other firms,

etc.).
(e) Obsolescence factors-rapid innovation in machines in ob-

soleting much equipment before it would otherwise be depreciated.
(f) Other significant business interests of construction firms.
(q) Allocation of assets by both usage and ownership.
(h) Attachments and modifications to above equipment items.
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IV. REVIEW AND APPRAISAL OF AVAILABrLE DATA

IRS DATA

The following is a breakdown of the type of assets held by corpora-
tions in the contract construction group reporting to IRS for fiscal
year 1961: Billions

Cash------ --------------------------------------------------------- 
$1.6

Receivables---------------------------------------------------------- 5.6

Inventories… ___________________ - 1. 6

Investments…--------------------------------------------------------- 
1.7

D epreciable assets…--------------------------------------------------- 1 2.5

D epletable assets…1--------------------------------------------------- .1

Land ------------------------------------------------------------___ .3

Other---------------------------------------------------------------- 
1.9

TotaL----------------------------------------------------15.4
1$5.4 less depreciation allowance of $2.9 equals net book value of $2.5.

As previously mentioned, however, there are three facts which make
these figures of little value even as orders of magnitude: (1) the con-
struction industry uses a substantial but unknown amount of leased
and rented quipment; (2) the IRS reports do not begin to represent
the total construction industry; and (3) construction firms may own
assets used for business interests other than construction.

The following list provides data on the number of firms reporting
in fiscal year 1961, broken down by type of contractor and legal form
of business. This list excludes approximately 48,000 corporations
and an unidentified number of noncorporate firms listed as operative
builders under an SIC real estate classification. The published break-
down on operative builders is not as fully detailed as that for con-
tractors, and noncorporate operative builders are not identified sepa-
rately from other real estate operatives. There is a substantial over-
lap of operative builders with general contractors, and with some who
may report as special trade contractors, as well as other businesses.
These 48,000 builders reported only $1.7 billion receipts-but houses
"built for sale" during the period should have totaled around $10
billion. Some part of the difference may be in noncorporate returns,
not identified separately in published data.

Firm8

[Thousands]

Corporations
Total Proprietors Partnerships including

1120-S

All construction fis-799 6655 63 81
General contractors- 16 110 18 35
Special trade contractors -_ - 595 511 41 48

Not allocable -41 34 4 8

NoTE 1.-Includes 204 consolidated returns involving 524 subsidiaries. No information on number of
subsidiaries and affiliates Ming separately.

NoTv 2.-Subdividers developers, and operative builders-not included above-(corporate only) re
ported receipts of $1,800,600,000 for 48,000 firms.
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Gro8s receipts

[Billions of dollars]

Corporations
Total Proprietors Partnerships including

1120-S

All construction firms 15 7 33
General contractors -30 6 4 20

Special trade contractors -23 8 3 12
Not allocable- 1 1

X Less than one-half billion dollars.

As8ets

[Billions of dollars]

Proprie- Partner- Corporations
Total tors ships including

1120-S

All construction firms - -(25) -15
General contractors - -(15) -10
Special trade contractors -(9)- 5
Not allocable -()-(-)

I Less than one-hall billion dollars.

NOTM.-Figures in parentheses estimated from corporate assets to receipts ratios.

Source: Statistics of June 1960-61, IRS.

OASI data follows approximately the same classification system as
IRS.

The problem of identifying construction firms is critical. The most
thorough research would have difficulty in identifying all important
construction firms no matter how it is done. Methods considered have
included the use of phone books, directories, mailing lists, trade pub-
lication subscribers, trade association membership lists, IRS returns,
and OASI data. A study of the construction industry done recently
for Producer's Council turned up the fact that small subcontractors
tend to work mostly for a single operative builder account. The rest
of their work consists of minor contract work plus repair services
to the public. This is particularly true in case of trades like plumbing
and electrical work. The possibility that these firms would either not
be listed in any directory at all, or would be listed under repair service
categories, seems quite high.

DATA ON INVENTORIES OF UNSOLD NEW CONSTRUC1ION

A new survey initiated a couple of years ago by the Bureau of the
Census does provide quarterly figures on the inventory of unsold
houses, both completed and under construction, and in the hand of
operative builders. These data are in terms of numbers of units but
can be readily converted to market value (except for difficulties in
separating land value from new construction value).
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CONSTRUCTION PUT IN PLACE

Deficiencies in the construction put-in-place data are well known.
While this is activity data rather than wealth data for the construc-
tion industry, the product represents additions to wealth in other sec-
tors. Maintenance and repair data are not included, and the Census
Bureau states that their coverage, particularly of force account work,
may be substantially incomplete.

LABOR INPUT DATA

One other item which deserves mention are the BLS Labor Input
Studies which, as a byproduct, develop information on equipment
usage. These have covered various types of contract construction, and
much of the data on the actual types of equipment used has not been
published. Such data are presumably available at BLS. (BLS
charged depreciation costs into projects on a per thousands of dollars
of contract value basis.)

WEALTH INVENTORY CHANGES

There is a substantial variety of data on new construction, the pro-
duction and shipment of durable goods and producer's equipment, etc.,
all of which represent gross additions to wealth. But we have almost
no data which would indicate scrappage, abandonments, or other con-
versions, which would permit a compilation of net figures.

MAINTENANCE AND REPAIR DATA

The conceptual issue of the treatment of maintenance and repair
service as part of the construction industry was discussed earlier in
this draft. Estimates of the total volume of maintenance and repair
are compiled annually with no breakout. A new series which at-
tempts to differentiate between maintenance and repair, replacements,
and additions and alterations-for residential construction only, has
been under development by the Bureau of the Census (series C-50).

CONSTRUCTION CONTRACT DATA

This is actually similar to the construction put-in-place data except
for timing differences, and forms a large part of the basis for put-in-
place data together with building permit data and public construction
data collected from various sources. It probably suffers from sub-
stantial omissions of small contracts and force account work.

EMPLOYMENT DATA

BLS data follows SIC breakdowns and is unsatisfactory for
reasons similar to those which make IRS data unusable. Employ-
mient data from the CPS sample surveys of census are at higher levels,
but still suffer from industry classification problems. CPS data
classified by occupation are also not usable, since many of the same
trades appear in shipbuilding, mining, cabinetmaking, electronics, etc.
Common labor cuts across all industry definitions.
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V. DEFINITIoNs OF THE CONSTRUCTION SECTOR

WHIAT IS CONSTRUCTION?

Construction could be liberally defined as any manmade alteration
of real property-other than mining, timbering, quarrying, well drill-
ing, or agriculture. (Some of these activities also include force ac-
count new construction, as well as operations that are closely related.
A clear division may not be possible.) Generally speaking, construc-
tion could be broken down into the following categories:

(a) Newbuildings.
(b) Nonbuilding structures (bridges, dams, etc.).
(c) Nonbuilding, nonstructural construction-such as high-

ways, dikes, and other earthworks.
(d) Site preparation including grading and excavation.
(e) Additions and alterations to existing construction.
(f) Maintenance and repair of existing construction (other

than custodial services, etc.).
(g) Demolition and removal of existing construction.

Inclusion of maintenance and repair is a controversial subject, part-
ly because it is generally an expense item rather than a capital invest-
ment item. Even though construction as an industry performs re-
pairs, this activity is not normally treated as construction in other
economic accounts or other commonly used statistical series. Data
collection and estimates on the activity are limited. A large propor-
tion of the activity is by force account, and by households. However,
there are many argument for its inclusion. It consumes similar mate-
rials and utilizes much of the same work force and equipment as does
construction. It also renews capital and offsets real depreciation, irre-
spective of accounting practices. On balance, it should probably be
included in any comprehensve definition of "construction."

An item not ordinarily included as part of construction activities is
architectural and engineering services. It should probably be in-
cluded. Similar services are automatically included in manLfacturing,
wholesaling, and retailing trades. It is a direct cost in the construc-
tion process and not merely an overhead item, though it is tradition-
ally treated separately. It is rather easily isolated, although some
architects and designers are in the employ of the construction indus-
try and the value of their work is then included in reports. The fees
and receipts of independent architectural and engineering firnms run
to about $1.5 billion per year. In addition, there is an unknown ex-
penditure of this type by many firms employing contractors, and by
governmental agencies. Such firms are sometimes directly engaged
in construction and would thus own or use equipment assets.

As a generalization, construction activity is most often regarded
as that activity carried on at the construction site. The use of more
sophisticated materials and methods has gradually reduced the amount
of actual work performed at the site. A builder or contractor may
fabricate large parts of the construction either at a central location
on site or in an off-site shop. By some definitions this would con-
stitute manufacturing rather than construction. But it would be most
commonly regarded as construction. The so-called manufactured
housing industry (and prefabricated component manufacturing) con-
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stitutes a gray area, since it primarily duplicates construction, using
the same materials and approximately the same methods. It gains
its efficiency through supervised shop conditions, and the use of jigs
and larger machinery. House manufacturing and prefabrication can
take place also in the shops of lumber dealers, etc. These activities
obviously must be taken into account in any measures of construction
productivity, etc.

WHO DOES CONSTRU1CTION?

The construction industry as defined by SIC may account for about
75 percent of the reported construction volume put in place. The
series generally omits engineering and architertural fees, since these
are not included in construction contracts. It excludes also the profits
of operative builders, but does include the profits of general con-
tractors (and subcontractors as well).

Three other types of "construction operatives" deserve mention: (a)
Investment builders, who do part or all of their own construction for
investment on their own account, Webb & Knapp is an example; (b)
land developers who prepare sites for sale to others may do their own
grading, streets, utilities, etc.; (c) owner-builders who build (all or in
part) their owvn living quarters, vacation houses, etc.

In addition to contract construction accounted for by the SIC con-
struction classification, perhaps as much as $10 billion annually is re-
ceived by operative builders, who are classified as "real estate" rather
than "construction" firms. Business and government firms in all
economic sections may have handled 20 percent of construction activity
on force account. Transportation firms, chemical and petrochemical
firms, and utilities particularly do substantial force account construc-
tion. Contract construction is also carried on in substantial qualities
by a number of other industries not classified as "construction" in SIC.
American Bridge Division of United States Steel for instance, is a
construction organization of substantial size. Large department store
chains-in particular, Montgomery Ward and Sears, Roebuck-have
been getting increasingly involved in contract construction. They are
primarily active in the home remodeling field, but also erect small
prefabricated buildings, such as garages. A number of home manu-
facturers are also directly involved in construction activity-both as
contractors and operative builders. Building materials' dealers are
also frequently active as both contractors and operative builders. The
main point which all this illustrates is that the SIC classifications are
almost wholly inadequate to identify the industry.

The nature of construction, as it affects our problem, is an operation
that is carried on by all types of industries. It is not an operation
handled only by a "construction industry" as such. It does not there-
fore lend itself to standard classification or tabulation procedures. It
resembles the transportation industry in some respects. A company
may ship goods by common carriers-by rail, road, or air-or it may use
its own trucks, or on occasion its own planes. And individuals may
travel by commercial air, bus, or rail carrier, or use their own cars or
planes. A standard industrial classification system which secured
perfect reports from all transportation companies on the capital they
used, would still miss major parts of transportation operations. But
many, though not all of the transportation omissions could be caught
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through the use of entirely separate statistical series, such as auto and
truck registrations, and related data and totals could be developed by
inferences. No comparable cross-check device exists for construction.

In short, there seems no basis for simple estimates of the sector's
wealth assets, no matter how the sector is defined. All that can be
done is to develop specific wealth data from specific contractors who
report both their wealth and their activity. By getting an adequate
sample, it would be possible to develop factors which could be used
to develop estimates consistent with specific definitions and universes.

VI. CHARACTERISTICS OF WEALTH ASSETS EMPLOYED IN THE
CONSTRUCTION SECTOR

T1fYPE OF WEALTH ASSETS EXPECTED

The construction industry assets structure can be fairly well antici-
pated. As far as contract construction is concerned, the principal
tangible wealth asset should apparently be equipment. There also
could be a fair amount of materials and undelivered work in process.
Financial assets, of course, will be found, as in any other line of com-

. merce. Since office operations are minimal in contract construction,
buildings and land may comprise only a minor part of assets. Aside
from small offices, the major buildings used would be sheds for storage
of equipment. The equipment assets of contractors consist primarily
of such items as earthmoving equipment, cranes, grading equipment,
paving equipment, portable scaffolding, generators, pumps, and a
variety of other large ticket items.

The operative homebuilder on the other hand usually possesses very
little in the way of equipment items, but could be a very large holder
of wealth assets. He may be holding a large inventory of undeveloped
land held for future development. If he has an active subdivision,
he may have several model homes, usually furnished. These houses
together with their furnishing might be regarded as "display fixtures,"
and may aggregate as much as $0.5 to $1.5 billion. The operative
builder plays a dual role of producer and retail merchant. Some oper-
ate exclusively by taking orders from their model homes, while others
operate basically as inventory merchants ("speculative builders").
The majority probably do a combination of both operative and specu-
lative building, and their principal wealth asset is an inventory of
unsold homes-both in process and completed. New survey data from
the Census Bureau indicates that this inventory of unsold homes, as
distinguished from display houses, may run anywhere from 200,000 to
400.000 units-with a value of from $2 to $5 billion.

Small homebuilders and trade contractors will usually own such
items as autos, jeeps, station wagons, power generator, pumps, small
trucks, and a variety of handtools and portable power tools. For any
one operator the value may be small-say $5,000 to $10,000 as the
range of a likely average. But with nearly 800,000 firms reporting to
IRS under contract construction alone, the total volume could well run
several billion dollars.

38-135-64-41
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ORDER OF MAGNITUDE OF CONSTRUCTION SECTOR ASSETS

The reported volume of construction put in place per year is running
in the neighborhood of $65 billion. An all-inclusive definition and per-
fect reporting might add $30 billion to this figure. But the value
added by construction operations themselves is much less. If, as a very
rough estimate, it is assumed that on-site employment represents 30
percent and that overhead and profits of the site operations represent
15 percent of the value put in place, the value added by reported con-
struction operations may be less than $30 billion per year. If each
dollar of capital used in construction turns out $1 in value added, the
total value of capital involved in reported construction operations
may be somewhere in the neighborhood of $30 billion. If the total
value of all reproducible tangible assets in the country is now in the
neighborhood of $1.5 trillion and the total national wealth in the
neighborhood of $2 trillion, this figure of $30 billion represents under
2 percent of the assets of the country, and 10 percent of the total stock
of durable equipment. This is a large enough proportion of the total
to be worth examining with some care, but it may not be large enough
to be worth expensive and painstaking efforts, for instance, to hold
errors to within 5 percent.

OTHER ASSETS

Just as construction-type assets will be found in other sectors, so,
will assets allocable to other types of activity be found in the construc-
tion sector-depending principally on the firms "primary" activity.
There is no doubt a major overlap in the operative builder type of
activity (classed by SIC under "real estate").

OPTIONS

Options on leased equipment may represent substantial value not
on books, and are discussed in section headed "The Leasing and Rental
Questions" found below. But land options are another item-this be-
ing a common method of holding land inventory for operative build-
ing. No tangible data exists on the extent and nature of the practice,
but some builders are known to option land as far as 5 years ahead of
projected development. The option price may often represent a sub-
stantial portion of the total price to be paid, for various reasons.
peculiar to the business.

VII. SPECIAL PROBLEMS

GENERAL COMMENT

Special problems are in evidence throughout this report, and this
section does not undertake a complete itemization that would require
repetitive comment. Some items mentioned elsewhere are nonetheless,
further commented upon here, when appropriate.

610
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THE LEASING AND RENTAL QUESTIONS

The questions of leased and rented equipment would seem to pose
special problems for the wealth inventory. One important aspect of
the question is the distinction between renting and leasing. There
may not be an important dictionary distinction, but so far as the "leas-
ing" is concerned, there is a very important distinction. Renting gen-
erally refers to a short-term contract for a piece of equipment by the
day, week, or year, and is strictly an expense item. There are no op-
tions on renewal contracts, and the payment is entirely for the use of
the equipment. In some instances, it is virtually impossible to distin-
guish renting from subcontracting because the rental requirements may
sometimes provide that the "rental" organization also furnish the
operator (as well as other maintenance personnel, etc.).

Though it would seem reasonable to expect that the rent-with-
operator type of operation would generally identify itself as a sub-
contractor rather than a rental establishment, we have no real assur-
ance that this is so-and such firms in practice, identify themselves as
in the rental business.

Leasing on the other hand, almost always refers to a special type of
contract, which normally amortizes the full purchase price of the
equipment over the period of a relatively long-term lease. The unique
feature of the lease is that it generally involves an option to purchase
the equipment item at the end of the lease period. Options are
generally included in an entirely separate document, since the In-
ternal Revenue Service (IRS) has recently ruled that a lease with
option to purchase is a conditional sales agreement and thus monthly
lease payments would not be deductible as rent. The dual document
arrangement, however, is apparently acceptable to IRS, or at least
they have as yet found no way to block its use. Nonetheless, the pur-
pose of amortizing investment over a relatively short period of time
for tax purposes is still being achieved.

A typical lease arrangement would provide for perhaps a 3- or
4-year term on a piece of equipment with a life expectancy of 10 years.
A $100,000 item, for instance, might have monthly rental payments of
$3,500. At the end of the 3-year lease, the lessee could exercise the
option-normally 10 percent of the original purchase price-and take
title to the equipment. The mathematics are complicated but there is
an immediate savings in taxes which usually more than offset the cost
of this approach to financing-both in the short and long run. The
tax benefits can, of course, vary widely from firm to firm, and will
depend in part on the terms negotiated. Leasing companies tend to
regard themselves more as financial institutions than as rental com-
panies. They carry no physical inventory and normally deal mostly
with ne w equipment, most often selected and arranged for by the lessee.
Manufacturers of equipment also deal through lease arrangements
directly for their own account. There are, of course, many other rea-
sons for leasing besides tax advantages. These needn't be explored
here.

What may be important is to realize that the lease iS basically a
method of financing or acquiring wealth assets. The contractor firm
which leases equipment is not only the user of the equipment, but also
is in virtual full control and possession of the equipment, and further
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holds an option which virtually assures transfer of title if the lease
has any maturity at all. The option itself is a kind of redeemable
claim which will probably never show in the accounts. It may not be
carried on the company's books. But the option on the above example
lease may have a market value between $60,000 to $70,000 when the
lease expires, and could have a discounted present value as high as
$50,000.

One reason for belaboring the leasing question is that for survey
purposes, a contractor may regard the equipment as actually owned-
since he has possession of it and intends to retain it. Since this could
result in double accounting, questions on a wealth survey should
probably be carefully worked out to separately count owned, leased,
and rented equipment.

This is believed to have caused duplication problems in some of the
highway capacity studies, since some contractors tended to list equip-
ment they felt they had access to by rental as well as that owned. The
problem is particularly affected by the common practice of contractors
to rent idle equipment to other contractors.

IDENTIFICATION OF FIRMS

The SIC approach to the wealth inventory is almost a predetermined
necessity-both to assume complete converage and to prevent dupli-
cation in the inventory. Reports by firms must be tabulated by de-
tailed SIC classifications so that they can be blown up to match both
the contract industry universe and the construction activity universe.

SEASONALITT

Another type of problem which must be faced is seasonality. The
equipment in the hands of contractors and others doing construction
work, and in the hands of lessors, may not vary greatly in total from
season to season, but the amount of equipment in use, or in the hands
of contractors, will change with the seasons. The amount of equip-
ment which is rented in June in Northern States may be appreciably
greater than the amount that is rented in February. But a figure for
the equipment on hand, on an average, throughout the year, might
serve our purpose.

Inventories on the site and owned by contractors will vary sharply
not only seasonally but as work progresses. A job 90 percent finished
may have very very little equipment that is not in use, or material
which is not in place. Similarly, a job which is just 10 percent under-
way may have relatively little material on the site, but considerable
equipment being prepared for use, and a large amount of material on
order. A job half done may have a large amount of materials and
equipment on site, or otherwise owned by the contractor. Careful
attention would have to be paid to definitions of "materials" and
"inventories," and possibly to relating returns to the status of the job
being reported, or it may be advisable to ignore the value of materials
or of equipment which is due to be incorporated into buildings or
other projects.
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MULTIPLE CORPORATIONS

Industry authorities report that the use of multiple corporations
is common among the larger contracting firms. These may be formed
along several different patterns of ownership, legal form, and func-
tional purpose. One not infrequent form is for all equipment to be
placed im a separate corporation and leased to the corporation actually
doing the construction. Unless it is a wholly owned subsidiary, the
leasing corporation would probably not ordinarily report as a con-
tracting firm. This would further impair IRS data, or the use of IRS
reporting, as a medium for collecting wealth data on any kind of
useful basis.

Operative homebuilding operations likewise utilize multiple cor-
porations -foor a wide variety of legal purposes. Collapsible corpora-
tions offer a particular problem in identifying firms and maintaining
continuity.

TURNOVER OF FR3f S

The turnover of construction firms is known to be quite high-but
little is known about it other than that the industry has the highest
failure rate of any major sector. But many more firms are in and out
for purely discretionary reasons, or because they weren't low bidders
on contracts, or because they "graduated" to something else, etc. The
turnover could be as high as 20 percent, including new entrants.

VALUAT10N PROBLEMS

New earthmoving equipment now coming on the market has much
greater capacity and horsepower per unit than a few years back.
Thus we are adding fewer machines but just as much capacity-pos-
sibly at less cost per unit of capacity. Across a broad spectrum,
obsolescence is affecting valuation of equipment perhaps faster than
depreciation, but at much different rates for different types of equip-
ment. IUse of age tables for depreciation of original cost may not
work satisfactorily on construction equipment. A side aspect of the
problem-wide regional variations in wage rates may make a piece
of equipment obsolete in one area but quite acceptable in another
area (there may be a similar effect between union and nonunion con-
tractors).

VIII. RECOMMENDATIONS

CENSUS OF CONSTRUCTION

Inclusion of wealth inventory data objectives in the proposed census
of construction could easily be the most important single recommenda-
tion this group can make. Hopefully, such a census would not limit
itself to the SIC contract construction definition. But for the purposes
of overall wealth inventory, firms could be identified by their SIC
group.
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Though there is as yet no decision to mount a construction census,
the combination of the dual objectives could well provide the added
potential yield that would make the need for a construction census
more compelling.

The addition to the collection task would probably be minor; a sep-
arate survey of wealth for this sector could be avoided; and the
wealth, establishment, and activity data would be compatible. From
the viewpoint of those specifically interested in the construction sector,
at least, this would seem by far the best solution.

The most difficult and costly part of either a construction census,
or a wealth inventory (construction sector) may be that of adequately
identifying the firms and determining the universe. If it is done for
either, 'it is essentially accomplished for the other.

CENSUS OF STRUCTURES

A census of structures would seem to be an obvious and much needed
extension of the Federal census system. Such a census would go a long
way toward providing wealth data, though it could conceivably pre-
sent problems of reconciliation with data collected on an industry or
SIC sector basis. This, however, is not the problem of this committee.

USE OF IRS RECORDS

The committee recommends against any attempt to use IRS records
or an expansion of IRS reporting as a primary vehicle for developing
wealth data.

Such data would be of little use to the construction industry, or to
those interested in relating wealth data in any meaningful way to
other data on the construction sector-because of the many problems
which clutter the definitional area.

There is some possibility of using IRS and OASI as a secondary
device for identification of firms along SIC lines to prevent overlaps
and insure full coverage of all sectors-but beyond that, the complex-
ities of developing rational usable information on construction are
greater than the results would warrant by this approach.

VALUATION OF EQUIPMENT

Equipment appears to be the main valuation problem unique to the
construction sector. Presumably, other valuation problems which are
common to all sectors are the responsibility of the advisory committee
or other.

Since obsolescence appears recently to be having as much or greater
effect on true values of equipment than does actual depreciation, tra-
ditional approaches to valuing these assets may be unrealistic. Thus
as a suggestion, a panel of experts from the equipment industry, and
others as appropriate, might be used to establish a schedule of market
values for equipment similar to the "blue book" in common usage for
determining the value of motor vehicles. This would, of course, re-
quire collection of the equipment inventory data in physical terms-
make, model, age, capacity, and original cost. This would be desirable
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in its own right-irrespective of method of converting to dollar value,
and would provide the best basis of updating wealth estimates on an
annual basis.

VALUATION OF LEASES AND OPTIONS

The working group wishes to point out that options to purchase
are a form of financial claim not ordinarily carried on books of ac-
count or reported in any set of financial data. Since they may have a
value well beyond their original cost, or cost to exercise, they can be
expected to be used in most instances. These may not be of such mag-
nitude that they are worth the trouble of getting at-but they at least
should be considered. As a very rough guess, the net value outstand-
ing-all sectors-may run above $1 billion.

USE OF TRADE ASSOCIATIONS

Informal inquiries suggest that most of the significant trade asso-
ciations connected with the construction industry would be willing to
cooperate in surveying their memberships with respect to an inventory
of wealth assets. A good deal could be accomplished through mail
surveys this way, and the trade associations through their good offices
would probably facilitate better cooperation-either with mail sur-
veys or interviews-than could be obtained without their help.

This approach would have both advantages and disadvantages.
Trade association membership is not necessarily a representative cross
section of the universe-and it would be necessary to determine what
characteristics members and nonmembers had in common that would
permit imputing survey results to the universe and how these two "sub-
universes" were stratified. There would also be many problems in-
volved in identifying the universe. (These problems are not discussed
in this report, in detail-since they have been well covered in an un-
published report prepared by Garth Mangum for the Bureau of the
Census relative to the census of construction.)

An advantage of using a trade association approach is that their
memberships usually include most of the largest contractors. Since
the size distribution of contract firms is highly skewed, there is an
obvious requirement for high sample ratios among the largest con-
tractors. Small sample ratios will generally suffice for the smaller,
nonmember firms.

This approach might, for instance, start with preparation of a work-
ing draft listing the types of data and detail to be sought. Pro-
posals could be worked out in detail with representatives of AGC,

ational Association of Home Builders, the American Road Builders
Association, some of the larger public utility companies, some of the
larger engineering and architectural firms, such as those turning out
chemical and petrochemical plants, and with lessors and renters of
construction equipment, for specific types of questionnaires. Since
some of the data yield might be of specific use to these organiza-
tions, including the possibility of special questions or cross-tabs, there
may be some oportunity to negotiate cost-sharing contracts with them
on a limited basis.
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INSTANTANEOUS VERSUS ANNUAL MEASUREMENT

If estimation of the Nation's total wealth were a sole objective, then
ideally, instantaneous measurement of the ownership of wealth assets
would be most desirable-that is, all assets owned as of June 30, 1965,
for instance. However, because of the widespread practice of leasing
and renting, both between firms within the sector, and between other
firms, and because of the seasonality of construction, such a figure
would have very little realistic value from the industry point of view.
In addition to the leasing and renting companies, both manufacturers
and the Federal Government lease equipment to other sectors, includ-
ing construction. It may thus be necessary to collect information on
both an instantaneous and an annual measurement basis. On the an-
nual basis, the schedule of assets wouldlist assets together with an esti-
mate of the time the asset was held, such as 2 weeks, 3 months, and so
forth, including both leased and renting equipment, as well as equip-
ment purchased sometime during the year, or disposed of during the
year. This kind of data might create problems of overlap, and so
forth, and the instantaneous data, if also collected, could be used to
reconcile the accounts.

OWNERS VERSUS USERS

When the wide variety of means by which assets are held by the
construction industry is viewed, it becomes obvious that ownership is
not as pertinent as usage-at least insofar as relating capital invest-
ment requirements to activity. If practical, it is recommended a sched-
ule of assets be accompanied by a schedule which indicates percent of
time used, percent of time idle, and percent of time leased to others,
including an indication of the sectors to which the asset is being leased
or rented.

IDENTIFICATION OF FIRMS

As pointed out previously, a very significant portion of construction
activity may be conducted by firms which will not identify them-
selves as primarily engaged in contract construction. It is necessary,
however, to avoid duplication of reports from firms which report their
wealth under other classifications. So reporting must be limited to
contract construction categories, and to others which can be clearly
separated from other categories. The anomaly of investment builders
and operative builders, heavily engaged in residential construction but
nonetheless classified under the "catchall" sector of finance, insurance,
and real estate, makes a straight SIC approach very unsatisfactory for
the use of those interested in construction as an industry. So also the
construction activity engaged by retail lumber materials dealers, ma-
terials and component manufacturers, financial institutions such as in-
surance companies, and major divisions of large multiple interest
companies-such as the American Bridge Division of United States
Steel, or the Kaiser Engineering Division of Kaiser Industries.
Where possible, such firms should be put in separate cells so their data
will not be included twice, and so that these important forms of activ-
ity can be included in construction, but not included twice in totals.

The best approach to developing comprehensive data on the con-
struction industry as distinguished from construction activity, if this
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could be done, would seem to be to identify the construction activity
itself, as a means of identifying the firms engaged in it, at that time
determining how they would be classified under SIC. Experiments
should be undertaken to see to what extent this could be done.

To summarize, the approach which seems to offer the best possi-
bilities of meeting the broadest range of requirements, still producing
satisfactory data on wealth, seems to be through use of a census of con-
struction. If this is not feasible, sample studies should be made using
IRS and OASI classifications, and using time intervals or timespans
which would allow for seasonal variations. Totals should be blown up
by cells using all sources available for estimating the universe. Trade
association technicians and executives, as well as Government officials,
should be relied upon heavily in the operation.



APPENDIX II: PART H

REPORT OF THE WORKING GROUP ON
MANUFACTURING WEALTH

Prepared by JoEL POPKIN

619



MEMBERSHIP OF THE WORKING GROUP ON MANUFACTURING WEALTH

Maxwell, R. Conklin, Industry Division, Bureau of the Census.
Peter Gajewski, Division of Research and Statistics, Federal Reserve

Board.
Patrick Huntley, Business and Defense Services Administration, De-

partment of Commerce.
Lester S. Kellogg, director of economic research, Deere & Co.
W. H. Krome George, economic evaluation division, Aluminum Co.

of America.
Milton Moss, Office of Statistical Standards, Bureau of the Budget.
Vito Natrella, Office of Economic Research, Securities and Exchange

Commission.
Ralph L. Nelson (chairman), Director of the Foundation Invest-

ment Study, Foundation Library Center.
Joel Popkin (cosecretary), Wealth Inventory Planning Study, The

George Washington University.
Edward A. Robinson (cosecretary), Industry Division, Bureau of the

Census.
Benjamin Slatin, economist, American Paper & Pulp Association.
Sidney Sonnenblum, National Planning Association.
Robert C. Wasson, Office of Business Economics.
Ashley Wright, economics section, Standard Oil Co. of New Jersey.

620



PREFACE

The Working Group on Manufacturing Wealth was formed as part
of the Wealth Inventory Planning Study. Its purpose has been toanalyze the problems connected with, and prepare proposals for, the
improvements of basic data and estimates required for a comprehen-
sive inventory of the tangible wealth of the manufacturing sector.

The working group held meetings on June 26, August 29, and De-
-cember 5, 1963. Additional discussions were held between individual
members of the working group and Wealth Study research staff
members.

Appreciation is due to Murray Dessel of the Census Bureau, whohas provided the working group with material which has been in-
corporated in this report; to Joel Darmstadter of the National Plan-
ning Association who reviewed the drafts in behalf of Sidney Sonnen-
blum; and to John W. Kendrick who oriented the group-on the nature
of the Wealth Studv and the overall uses of wealth data. In addition,appreciation is due to three members of the working group, Maxwell
Conklin, Edward Robinson, and Robert Wasson, for the special reports
they prepared which have been drawn upon for the group report.

While this report is the responsibility of the undersigned, every at-
tempt has been made to present the consensus of working groupopinion. However, no member should be held responsible for ail
the views and recommendations contained in the report.

JOEL POP]IN.
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I. INTRODUCTION

Any inquiry into capital formation in the American economy must
place important emphasis on the manufacturing sector. Based on
data available for 1956, the fixed assets (in constant 1929 dollars) of
manufacturers accounted for almost 30 percent of the total fixed assets
of all nonfarm business. The sector accounted for about 33 percent
of private nonfarm employment and 29 percent of gross national
product (1954 dollars) in that year, also. The importance of manu-
facturing in the total economy has caused the working group to weigh
heavily the uses of wealth data, within both the sector and the economy,
against the knowledge that the cost of obtaining data necessary to
the preparation of meaningful and widely useful wealth estimates is
not inconsiderable. While many of the uses to which any body of
data can be put emerge subsequent to its publication, some current
uses for tangible capital estimates in the manufacturing sector are dis-
cussed in the remainder of this section. It was considered important
to take the current uses into account in planning improvements in
existing data. The overall uses of wealth data are elaborated in the
Wealth Inventory Planning Study staff report (see ch. II, and app. I,
pt. A).

A comprehensive national wealth inventory would provide a bench-
mark for continuing wealth estimates to accompany the national in-
come and product estimates, thus expanding the kit of tools for gen-
eral economic analysis. In particular, capital output ratios for the
economy and its inidustrial divisions are useful for studying past
changes in productivity, and as a background for projections. Many
manufacturing firms currently use similar, internally generated data
in the same manner. Real capital stock estimates may be used in ca-
pacity studies, and related business cycle analysis and forecasting.
The information required to prepare depreciated cost estimates of
reproducible assets-ages, useful lives, depreciation curves-would
most likely prove to be extremely useful in their own right. Age dis-
tributions of capital goods help in investment demand analysis; and
estimates in considerable detail by type of good, and by age class,
if available, would help in market analyses by capital goods manufac-
turers. The capital asset values would also have relevance to tax
questions. All of these uses would also apply at the regional level
if such a disaggregation were made. These estimates, in conjunc-
tion with other variables, could help explain regional differentials in
levels or trend of economic development.

623



MEASURING THE NATION'S WEALTH

II. REVIEW OF EXISTING DATA AND ESTIMATES

The scope of this data review is the definition of the manufacturing
sector found in the "Standard Industrial Classification Manual."
The sector comprises major groups 19 through 39. Where coverage
of particular data differs from that of the SIC, the differences will
be noted and explained.

WEALTH DATA FROM GOVERNMENT SOURCES

Census Bureau data
For many years prior to 1920 the Census Bureau collected informa-

tion on the historical cost of depreciable assets of manufacturers.
However, because of problems of concept and definitions and inade-
quate accounting records of the respondents, the Bureau each year
questioned the validity of these figures. The comment appearing in
the "1919 Census of Manufactures" volume is typical:

The data compiled in respect to capital * * * as well as to all preceding
censuses of manufactures, have been so defective as to be of little value except
as indicating general conditions. In fact, it has been repeatedly recommended
by the census authorities that this inquiry be omitted from the schedule. While
there are some establishments whose accounting systems are such that an accu-
rate return for capital could be made, this is not true of the great majority, and
the figures, therefore, do not show the actual amount of capital invested.

Since 1922, accounting definitions and practices have become more
standardized and refined. Thus, the Census Bureau encountered little
opposition and no major reporting difficulties when it added supple-
mental inquiries on assets and rental payments at manufacturing
establishments to the "1957 Annual Survey of Manufactures" (form
MC-D11).

The 1957 inquiry requested data on gross book value of assets
(depreciable and depletable) as of the end of 1957, accumulated depre-
ciation to the end of 1956, and depreciation and depletion during 1957.
It was sent to 50,000 establishments in a universe of about 300,000
manufacturing establishments. The reported data were cast into uni-
verse estimates. Data were published by four-digit SIC industries at
the U.S. level and two-digit, major groups at the State level. The
gross book value data reflect actual cost at the time of acquisition plus
costs, such as transportation and installation, incurred to make the
assets usable. Depreciation and depletion appear to have been re-
ported generally on the accelerated basis used for tax purposes,
although respondents were given the option of using alternative
methods. Increasing interest in industrial wealth, and company-level
statistics, led to many requests for the collection of information on
assets and rent, both at the manufacturing establishment level and the
company level through the 1963 economic census.

After much discussion, the 1963 asset inquiries which were sub-
mitted to the Bureau of the Budget for approval requested both manu-
facturing establishment and company-level information on the
following: (1) gross value of depreciable and depletable assets at the
beginning of 1963; (2) net values of these assets at the beginning of
1963 (gross less accumulated depreciation); (3) capital expenditures
in 1963; (4) expenditures for other acquisitions of assets; (5) depre-
ciation, depletion, and amortization during 1963; and (6) other
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deductions for fixed assets; and, finally, (7) a calculated net value at
the end of 1963. The establishment information was to be collected
on form MIA-100 which is sent to the 60,000 establishments sampled
in the annual survey of manufacturers and that on the company, on
form NC-KI, "Company Summarv Form" sent to the 10,000 largest
industrial and business firms.

When the 1963 establishment Form MA-100, Annual Survey of
Manufactures, was submitted for approval with this asset inquiry as
well as a rental inquiry on buildings and equipment, industry spokes-
men maintained that many of the larger companies could no longer
provide reliable figures on depreciation reserves at the establishment
level. The recent modification of the tax regulations has encouraged
companies to establish depreciation reserves for broad asset groups.
Many concerns have, chosen to do this only at the company rather than
at the plant level. Thus, it is no longer necessary for the companies
to maintain depreciation reserve accounts for establishments. It was
felt that attempts to prorate depreciation chargeable at the company
level to individual plants could produce unrealistic results.

Further, industry spokesmen felt that the tax allowances for de-
preciation were becoming unrealistically far removed from the eco-
nomic concept of depreciation, apparently despite the fact that the
new guidelines were adopted to bring the two closer together. Any
net value derived after depreciation at rates allowable under the tax
laws, would not be a meaningful measure of residual economic value.
They agreed that the companies could report reliable gross book value
for the plant and equipment at each establishment without significant
difficulty. As a result, the annual survey of manufactures inquiry
is confined to a single line requesting data on gross book value of
depreciable (only) assets as of the end of 1962 and the end of 1963.

However, Form NC-K1: Company Summary Form was approved
substantially as submitted. Thus, in the 1963 censuses, approximately
10,000 of the largest industrial and business firms (accounting for
over one-half of all employment reported by the 3 million firms in
these census-covered sectors) will be asked to report the following
company aggregates: gross (book) value and net (depreciated) value
of depreciable and depletable fixed assets, as of the beginning of 1963.
Each of the various components of change during the year in these,
fixed assets will also be requested-capital expenditures for plant and
equipment, plus other acquisitions (due to mergers, etc.) ; less depreci-
ation and depletion charges; less other deductions (assets sold, retired,
scrapped, etc.).

Finally, a 1963 yearend summary of total company assets will be
requested, with a breakdown showing the net value of depreciable,
and depletable assets, all other domestic assets, and all foreign assets.

The census of manufactures and annual survey of manufactures.
contain figures on inventories by stage of fabrication and capital ex-
penditures at manufacturing establishments for many years. Because'
of the length of the capital expenditures series, which provide esti-
mates both on an industry and geographic basis. they have been used
to estimate stocks of capital at various times using the perpetual
inventory method.

38-135--64 42
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Selective figures on the stock of specific types of capital equipment
are also available. Figures on the value of production (and quantity
in census years) of various classes of capital equipment are available
from the annual survey of manufacturers. Figures on machinery in
place are also available in census years for some industries such as
textiles, and oilseed crushing equipment. Detailed figures on trucks
and tractors were collected in 1947. In 1954 and also in 1962, figures
on horsepower rating by industry are available.

In the 1957 Annual Survey of Manufacturers information on rental
payments was collected. A single entry appeared on form MC-D11
requesting total rents paid for buildings and machinery. These data
were published in the same industry and regional detail used to show
the breakdown of depreciable assets.

When a similar question on rents paid was planned for the 1963
survey it was pointed out that many companies rent buildings and
equipment centrally and assess a charge against plant operations.
The rental inquiry on the establishment report has been retained how-
ever, with modification that where the rental account was handled
separately, the plant should report the estimated share of the central
rental payments or the equivalent overhead or service charges assessed
by the company.

Also, rental payments data will be collected for the entire company,
distinguishing between those paid for use of buildings and structures
and those for rentedmachinery and equipment.
Internal Revenue data

The most comprehensive single organized source of basic account-
ing records on the book value of fixed assets, depreciated and unde-

reciated, covering all industries in the private business sector, is the
Federal annual income tax return filed with the Internal Revenue
Service by all active business firms.

From corporation tax returns, the balance sheet schedule provides
summary information on inventories, land, depreciable and depletable
assets, and their accumulated reserves, while the income and expense
statement provides data on depreciation, depletion, and accelerated
amortization charges for the year, property losses, rental payments,
and rents received. In addition, the supporting depreciation schedule
(schedule G) generally includes information on each of the groupings
or classes of property accounts listed by the company (i.e., original
cost, additions and retirements during the year, accumulated and cur-
rent depreciation charges, method of computation, and useful life of
the asset class).

Published annually, these data are broken down by two-digit IRS
industries which conform closely to SIC industries. Companies are
classified into the IRS classes based on their largest receipts category.
Even if the IRS used SIC classes strictly, totals for the same SIC class
would differ because IRS is classifying returns from firms? as defined
for tax purposes, by primary industry while census is classifying each
establishment. Beginning with 1963 data, IRS has shifted to tile in-
dustry classification used by the Securities and Exchange Commission.

In "Statistics of Income for 1959-60," IRS allocated the gross de-
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preciable assets of firms classified by primary industry among the
actual two-digit IRS industries in which they were used. This was
done for a sample of large firms whose gross depreciable assets were
52 percent of the total published for tax years ending July 1959-
June 1960.

The IRS also tabulates the data described above for its three-digit
industries. Though not published, these tabulations are available
from the IRS source book maintained in the Washington office and
available on microfilms to qualified investigators.

Data on gross and net depreciable and depletable assets at the IRS
two-digit level are also distributed by asset and receipt size.

Similiar if slightly less detailed information is obtained on partner-
ship returns. Sole proprietorships, while not required to prepare a
balance sheet, do provide dat]a on business property losses. inventories,
and depreciation and depletion charges, as well as supporting depre-
ciation schedules.

These balance sheet and income and expense statements are used
to develop the fairly detailed estimates shown in the IRS "Statistics
of Income" series. The latest available estimates are based on a
stratified sample of about 110,000 sole proprietorship returns, 35,000
partnership returns, and 170,000 corporate returns, including all large
business firms in the 3 categories (i.e., all above specified minimum
dollar amounts of sales and receipts, net income, and total assets).

Summary tables of the depreciation methods used by corporations
also appear in the corporation income tax returns-"Statistics of In-
come for 1959-60." In addition, more detailed information on de-
preciation is available as a result of three studies designed to appraise
asset lives for depreciation purposes established in 1942 in Bulletin F.

The first of these is the "Life of Depreciable Assets Study," con-
ducted by the IRS and available in the source book cited above. The
study was based on a sample of 1959-60 tax returns for about 55,000
corporations (derived from the "Statistics of Income" sample). De-
tailed information was extracted from the depreciation schedule in
each tax return for each asset class listed, including the asset type,
the year of acquisition, and the depreciation method used. The re-
sults were cross tabulated in detail, by 60 major industry groups, 200
asset types, 6 depreciation methods, and by period of acquisition-
pre-1954 and post-1953.

The Treasury conducted a study using a smaller sample-2,000 re-
turns-covering 58 percent of total assets, compared with 71 percent
in the IRS study. The information was collected by questionnaires
sent to respondents rather than from the tax return depreciation
schedules. Detail was similar to that in the IRS study.

The third was a series of field-conducted engineering surveys of
current and prospective technological developments in seven impor-
tant industries: Textiles, aircraft, automobiles, electrical machinery
and equipment, machine tools, railroads, and steel. The results of the
three studies were used in developing the "IRS Depreciation Guide-
lines and Rules," issued in 1962 to replace the 1942 Bulletin F as a
guide to depreciation allowances.
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Data on rents paid are available for corporations, partnerships, and
sole proprietorships. The totals are not all inclusive, however, since
some rental payments are combined with cost of goods sold. Rental in-
come is available for partnerships and corporations only. "Rents
paid" appears to include all business properties leased, such as com-
puter equipment. "Rents received" appears to cover only that portion
of rents accruing from the leasing of assets which are not the primary
product of each company. Thus, rents paid to IBM, for example, are
available, but IBM's business receipts include those received for both
the sale and rental of equipment.

QUARTERLY FINANCIAL REPORT FOR MANUFACTURING CORPORATIONS,
SEC-FTC

Since 1947 the Federal Trade Commission and Securities and Ex-
change Commission have been publishing balance sheet and income
statement data for manufacturing corporations. For tangible assets
the usual balance sheet aggregates-land, depreciable and depletable
fixed assets and inventories-appear. The data are based on a sample
drawn from balance sheets of firms filing income tax return 1120 with
IRS. Seven percent of the firms filing these returns are included in
the sample. These firms have about 86 percent of manufacturers'
assets.

Companies, based on the total-enterprise concept rather than the
company as defined for tax purposes, are classified according to the
Standard Industrial Clasification. Data are published in two-digit
detail, with some supplementary industries such as iron and steel and
primary nonferrous metals shown separately.

WEALTH DATA FROM NONGOVERNMENT SOURCES

Trade associations and publications generate considerable data on
the physical stocks of tangible assets and information related to them.
Trade association data are largely physical counts of production equip-
ment, sometimes accompanied by estimates of the physical output such
equipment could produce if operated at "capacity." Examples of
trade association data on wealth are provided by the published reports
of the American Iron & Steel Institute and the American Pulp & Pa-
per Association.

The American Iron & Steel Institute published information until
1960 on the number and capacity of coke ovens, blast furnaces, and
steelmaking furnaces. Detail was provided on the location of each.
facility and the owning company.
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The American Pulp & Paper Association publishes data on capacity
for paper, paperboard, building paper and board, and wet machine
board. In a recent publication the association presented survey data
on capacity in the industry-actual and projected-for the 1962-66
period. Capacity is rated on both a "historical" and "maximum or all-
out" basis. The former assumes that a normal working year has 310
(paper) or 313 (paperboard) days; the latter is based on operations
for the entire year excluding union holidays and repair shutdown time.
For 1962-66, data are also reported on the number of new machines and
improvements, actual and anticipated, measured in output units. The
industry is broken down into 19 subgroups.

American Machinist magazine, a trade publication of McGraw-Hill,
conducts an inventory of metalworking equipment every 5 years. De-
tailed breakdowns of 167 machine and equipment types for 24 geo-
graphical areas and 44 using industries are given. Age categories-
less than 10 years old, 10 to 20 years old, and over 20 years old-are
also reported. For the 1963 survey, questionnaires were sent to 34,000
metalworking plants; 7,370 responses were received.

The McGraw-Hill survey of anticipated plant and equipment ex-
penditures generally provides data on investment flows only. Some-
times questions on the type of the investment such as replacement and
modernization or expansion for buildings, motor vehicles, and machin-
ery and equipment, and on capacity, utilized capacity, and age of in-
stalled capacity are included.

In addition to the sources mentioned above there are other trade
organizations and publications which collect selected physical measures
of plant and equipment and capacity. Time has not permitted a com-
plete survey of these private data sources, however.

WEALTH ESTIMATES FOR THE MANUFACTURING SECTOR

Capital stock estimates have been made for manufacturing and in
conjunction with broader measures of capital for the economy as a
whole. A summary of these estimates appears in table I which is
reprinted from a preliminary monograph prepared by Patrick Huntley
of the Business and Defense Services Administration, Department of
Commerce. The work of Daniel Creamer, "Capital and Output
Trends in Manufacturing Industries" (NBER Occasional Paper No.
41, 1954), that of Creamer, Dobrovolsky, and Borenstein, "Capital in
Manufacturing and Mining, Its Formation and Financing" (Prince-
ton, 1960), and that of Jaszi, Wasson, and Grose, "Expansion of Fixed
Business Capital in the United States," Survey of Current Business.
November 1962, are illustrative of two different approaches to estimat-
ing capital stocks, enumeration, and perpetual inventory.



TABLE 1.-Summarized features distinguishing BDSA estimates of manufacturers' stocks of depreciable capital assets from alternative estimates

BDSA series in Census Bureau OBE from NBER NBER NICB Huntley's estimates

Item present study estimates from special project (Creamer's (Goldsmith's (discontinued from his doctoral

(by Huntley) special survey (by Wasson) estimates) estimates) series) dissertation

Date of publication -Forthcoming: 1964. 1961 -1962 - ------ 1960 -- ------ 962- 1938 - ------ 1960.

Universe covered -Establishments in Establishments in CCompanies in the ompanies in the Indstrial cori corn tims in

contiguous contiguous United States. United States. panies 'in the pantesi contiguous
United States. United States, continental_

Depreciable assets series-

Time covered-

Cross-sectional detail-

Methodology of estimate-

Sources of data-

continetalUnited States.

Plant and equip-
ment,2 machin-
ery and
equipment.

1947-62 (both
series) .

State distribution,
industry groups
at 3-digit level
per 1957 SIC
code.'

Perpetual inven-
tory. 7

Expenditures
principally from
Census Bureau.

United States.

Plant and equip-
ment, machin-
ery and
equipment, and
structures.

1957 (all sets)-

State distribution,
industry groups
at 3-digit level °
per 1945 SIC
code.'

Physical inven-
tory. 7

Direct query in
special survey.

Depreciation schematic - - Linear- Not applicable -

Basis of useful life of assets-

Magnitude relative to BDSA esti-
mate.

Statistieal esti- do-
mate.'

.------------------- Virtually the
same.

Plant and equip-
ment, machin-
ery and
equipment, and
structures.

1928-61 (all series)

None -------

Perpetual inven-
tory.

Collected from
various govern-
mental sources.

Linear (exponen-
tial and quad-
ratic available).

Statistical esti-
mate.8

P. & E. greater,
M. & E. greater,
and structures
virtually the
same.

Fixed assets -.

1890, 1900, 1904,
1929, 1937, 1948,
1953.4

Industry groups
at 2-digit level '
per 1945 SIC
code.'

Physical inven-
tory.'

1929 forward-
Internal Reve-
nue Service;
prior 1929-
Census Bureau.

Not applicable-.

Plant and equip-
ment,2 machin-
ery and
equipment, and
structures.

1945-54 (M. & E.),
1945-58
(structures).

None - --------

Perpetual inven-
tory.

Departments of
Commerce and
Labor.

Linear-

do----------I Assumed 8--------

Greater (even
after adjust-
ment for incom-
parability).

M. & E. much
greater, struc-
tures virtually
the same.

Equipment and
tools-

United States.

Plant and equip-
ment.

co
CQ

1931-37- 1954-56.

None ------

Physical inven-
tory.

7

Internal Revenue
Service and
Moody's Invest-
ment Manuals.

Not applicable--

Nearly the same -

State distribution,
industry groups
at 2-digit level
per 1945 SIC
code.'

Perpetual inven-
tory.

Expenditures
principally fromCensus Bureau.

Linear and quad-
ratic.

Statistical esti-
mate.8

Slightly lesser.

e
x

3i
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Valuation base: net stock - Historical cost No estimate - Historical cost, Historical cost, Historial cost.ad Historical cost - Historical cost andconstant cost, constant cost, constant cost, constant cost.
and currant
cost.

Gross stock - do -Historical cost - do -No estimate - No estimate ---- No estimate -- No estimate.
Price Index -Not applicable.--- Not applicable - Internally devel- Self developed '-- Departments of Not applicable --- Machinery andoped.0 of Commerce Allied Products

and Labor. Institute.

I Industrial companies' universe is principally manufacturing cosnpanies, but mining Creamer objected to classification of his methodology as physical Inventory, insistingcompanies and perhaps some trade and service companies are Included. See textural that it is a balance sheet approach. Huntley's response is that this is a moot point, fordiscussion. conceptually from the researcher's viewpol t statistics obtained from a summation of
7 Structures (also called plant) were not estimated directly in the Hustley work but coupanies' balance sheets are tastamount to a count of values being given to him.can be obtained by subtraction of machinery and equipment from plant and equipmant. a 'The statistical estimate of this study and that of Office of Business Ecnornoics were ~Such operation was performed for some industries in the text. Similarly, the Gold- obtained by quite different methodology although their esuree is fundamentally thesmith estimates lack plant and equipment which can be obtained by addition of the same, i.e, the Internal Revenue Service; se, textual discussion. Goldsmith's compositecome tis, life estime also is from lIternal Revenue Service although it lacks statistical procedurem reamer's fixed assets include land and depletable assets, involving weighting of classes of assets.4 Creamer has updated these estimates in 2 later publications of the National Industrial 5 The Office of Business Econonsis draws upon other governmental agencies and non-Conference Board: "Studies in Business Economics" Nos. 72 and 79. The latter, en- Government sources to piece together a price index for machlisery and equipment andtitled "Recent Changes in Manufacturing Capacity," includes 1561 figures. a separate index for structures. Its structures index and the one iseed by Creamer for5Bureau of the Budget, "Standard Industrial Classification Manual." 1917 issue recent years are based on Turners Construction Index. Creanser's index on structuresdiffers from 1945 classification at 2- and 3-digit levels, covering earlier years is developed from unpublished worksheets of Simon Kuznets5Bureau of the Census has available some 4-digit industry estimates; Creamer's esti- and Raymond WV. Goldnsmith; similarly he built uip an index on machinery and a nip-mates include some 3-digit industrial groupings but not all 2-digit groups are estimated ment using several sources: Simon Kuzuets, William H. Shaw, and Lowell D. C, aw- zseparately. ncr-but see Creamer's app. A.0

Physical inventory ordinsrily means a directly observable count, hut in this caseit is given modified meaning: the Census Bureau queried establishments for the "count" Source: Patrick Huntley, "Capital Assets: The Wellspring for Economic Growth,'and Creamer, in one instance, NICB in another, used Internal Revenue Servic baane preliminary monograph, Business and Defense Services Administration, Departmetofshseet statistics which obtain from companies' records. In both tatter instances adjust- Commerce.ments ware made to include noncorporateecompanies. In discussion with the author Mr.
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Creamer et al. used the census of manufactures for benchmark years
between 1880 and 1919. For benchmark years from 1919 through 1953a,
the "Source Book of Statistics of Income" was used. Estimates were
made for 11 years of the 1880-1953 period. The census definition of
the manufacturing sector was used for the most part. Capital esti-
mates were made for fixed capital (land, buildings, and machinery
and equipment) and working capital (cash, inventories, and accounts
receivable). These estimates for 1880-1948 are available for each of
41 manufacturing industries, for 1948-53, for 18 manufacturing
groupings. The data consist of book value figures net of depreciation
adjusted by price indexes based on 1929 prices. In addition, an up-
dating of these data has been published in the "Studies in Business
Economics" series (Nos. 72, 79) of the National Industrial Conference
Board.

The estimates of Jaszi, Wasson, and Grose were prepared, using the
perpetual inventory method. These capital stock estimates, built up
from capital expenditures series, covered the structures and equip-
mnent located in the United States and owned by U.S. private business
(including private ownership of residences), nonprofit institutions,
and foreigners. Eight separate service lives were used, future work
will employ 40. Since assumptions made about useful lives and de-
preciation are crucial to the perpetual inventory method, estimates
were made using different sets of assumptions. The estimates, in
1954 dollars, were broken down into structures and equipment for
the farm, manufacturing, and "other" sectors. Huntley's estimates,
referred to in table I, are also based on the perpetual inventory
method; these estimates are for three-digit industries and for States.

The estimates of Creamer et al., adjusted when appropriate, have
been used as the basis for the capital stock measures employed in the
recent NBER studies by Goldsmith, Kendrick, and Kuznets.

III. EVALUATION OF GROSS BOOK VALUE AND SUPPLEMENTAL DATA

REQUIRED To MAKE 'WEALTH ESTIMATES

This section discusses the suitability of the available data for wealth
estimates. The discussion is broken down into three subsections. The
first deals with book value figures, the second with the revaluation of
such data to gross current day values, and the third, with the calcula-
tion of depreciation necessary to obtain net stock estimates. Another
subsection deals with problems of estimating manufacturing wealth
by industry of use, i.e., the adjustment necessary to take account of
leased assets.

GROSS BOOK VALUE DATA

The gross book value data collected by census in the annual survey
of manufactures have the attribute of being collected by establish-
ment. Such data can be more precisely allocated among four-digit
industries and can be presented in geographical area detail, as is cur-
rently done in census reports. IRS company data cannot be allocated
as meaningfully among industries; IRS attempts only a three-digit
breakdown. Geographical breakdowns are not possible with IRS
data.

As presently collected, there are some problems associated with the
use of census data on gross book value.
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Problems of coverage
The gross book value figures fail to reflect fully the underlying

physical assets for several reasons. First, these data do not reflect
asset purchases which are expensed. While expensing certain items
is a correct procedure for tax purposes, the result may be at variance
with the economist's definition of fixed canital. O)B eurrently esti--
mates investment charged to current account in preparing its gross
national product accounts.

The second problem is that book value figures include items bought
second hand, either directly or through mergers and acquisitions.
Thus, the data are not consistent throughout the economy and
are influenced by the volume of used equipment transactions.
Capital expenditures data, which appear in the 1958 Census of Manu-
factures, brolkn r down into outlays for new and used plant and equip-
ment, indicate that this problem is important only in selected indus-
tries. The major industry groups with relatively high ratios of used
to new equipment outlay in 1958 were textile mifl products, transpor-
tation equipment, leather and leather products, and electrical ma-
chinery.

A third problem is that the data for establishments collected in the
annual survey are limited to manufacturing establishments and thus
exclude the tangible assets of central administrative offices and auxili-
aries. These tangibles will be included in the 1963 company summary
form referred to above. Selected data, other than those on tangible
assets have been collected by the Census Bureau for central accounting
offices and auxiliaries and published in Enterprise Statistics. Figures
found there indicate that, in 1958, 4 percent of the employment of
manufacturing firms (excluding sales personnel) was located at cen-
tral offices and auxiliaries.

Finally, census data exclude manufacturers' land. Book values for
land are shown, however, in the IRS tabulations. The problem is to
link the IRS company data to census establishment information.
Progress made on linking the two sources is discussed below.
Issues in presenting detail by industry and geographic area

The census data on gross depreciable assets are presented in four-
digit industry detail which is the finest level of detail in the collection
of establishment-wide statistics. There are two major issues in classi-
fying tangible assets by four-digit industry. The first is that estab-
lishments are classified by primary activity. Thus, the assets used to
extract minerals from the earth would be included in the manufac-
turing sector if manufacturing activities were carried on at the mine
site and represented the primary activity of the total establishment.
Published product specialization ratios gauge the extent of this prob-
lem in each industry. A second problem is that data being collected
on the tangible assets of central offices and auxiliaries cannot, and
probably should not be, allocated where the central office services es-
tablishments in more than one four-digit industry.

The census data on gross assets (depreciable and depletable) were
published in two-digit detail at the State level. However, data in the
annual survey of manufactures are presented in three-digit detail for
most States and in two-digit detail for many standard metropolitan
statistical areas. This latter degree of detail would be preferable for
gross book value data.
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The current geographical distribution used for central offices and
auxiliaries is limited. The regional breakdown of employment data
by State and selected SMSA's is published in Enterprise Statistics for
manufacturing as a whole. There is no detail by industry or type
of facility such as is provided for the national totals.
A88et-type detail

The only source of detail by asset type is that for tax year 1959-60
tabulated by the IRS and the Treasury in connection with the studies
of useful lives for purposes of revising depreciation rates (see under
II, above). The IRS is its "Life of Depreciable Assets Study" used
200 asset-type categories but not all of these were tabulated. The cate-
gories were obtained from among those reported by corporations in
explaining their depreciation deductions. However, with the adoption
of the new "Depreciation Guidelines and Rules" by the IRS, taxpayers
will only be required to report the following asset classes appropriate
for manufacturing:

(1) Office furniture, fixtures, machines and equipment.
(2) Transportation equipment (various major types).
(3) Land improvements other than buildings.
4) Buildings (various types)

(5) Manufacturing equipment aggregated over all types of
equipment for each of the 30 subindustries.

Thus, except for a few structure and equipment classes, detail
will be presented by industry rather than type.

The Office of Business Economics used the IRS equipment-type
tabulations to check their own capital stock estimates for 19 classes
based on commodity flow data. For many categories, the IRS totals
were under the OBE estimates; however, the reverse was true for the
category, "general industrial equipment." This finding reflects, at
least in part, the fact that in tax reports respondents were inclined
to put more equipment into the "general industrial equipment" class
than did OBE, using commodity flow data.

Asset-type detail is important as such in estimating market de-
mand, and in revaluing gross book figures. Its importance for the
latter purpose will be discussed in the next section.

THE INFORMATION REQUIRED TO REVALUE GROSS BOOK DATA TO CURRENT
DAY PRICES

In order to achieve consistency over time and cross sectionally in the
historical cost data which reflect assets acquired at different market
prices, it is necessary to revalue the assets to take account of price
changes. This can be achieved by "reflating" the book value data for
each asset class, distributed by age group, by the appropriate price
index. This procedure requires three basic ingredients: (1) Infor-
mation by asset type; (2) an age distribution of each of these asset-
type classes; and (3) price indexes for each asset type. Each of these
three ingredients will be discussed in turn.
As8et-type detail

Book data by asset type, reflecting categories in which there have
been different price movements, are needed. For the 19 producers'
durable goods categories for which the Office of Business Economics
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maintains capital stock estimates, price increases through 1962, based
on 1954, ranged from 4 to 35 percent. Undoubtedly, a different struc-
turing of equipment categories would yield a different range of price
increases. Thus, it is apparent that the theoretically ideal equipment
classification would be one which would break equipment down into
classes, each of which was associated with a particular price trend.
However, classes established in this fashion would probably not be
suitable for all of the other uses of asset-type detail. Some classes
would have to be combined and weighted; i.e., composite price in-
dexes used.

Asset-age detail
Once the asset-type categories were established, the next step would

be to classify the assets in each category by age. An age distribution
of each class of equipment is, of course, needed so that the price index
appropriate for each year can be applied. To group each equipment
type by year of acquisition would entail an extremely large volume of
work in collecting and processing data. Rather, it would seem more
practicable to array each asset class by groups of years of acquisition.
Age class intervals should be constructed with the end in mind of mini-
mizing the errors due to what is essentially an averaging process; i.e.,
reflating the dollar outlays for a group of assets acquired, for example,
during a 5-year period by an average price index for the same period
based on the current year. Price changes themselves could serve as a
guide to the delineation of periods. The determination of the actual
age class intervals would require more intensive study. It would
probably be more practicable to collect these asset-class data, arrayed
by groups of years, from a sample of firms rather than on a census
basis.

An alternative approach to getting an age distribution from a sam-
ple of firms would be to use existing commodity flow data as a guide.
To do this would require, as in the perpetual inventory method, that
retirements were always of the oldest vintage. This assumption is
probably not met to a great extent in the real world, especially in in-
dustries experiencing rapid technological change. But if it did not
prove feasible to collect asset data, by type, by age, an "analytical"
approach to reflating book value would have to be considered.

Price indexes
The general topic of price indexes for revaluation is discussed in

the Wealth Study staff report and appendix I, part J. The problems
discussed below and others are considered there in greater detail.

A price index is needed for each equipment class. When revalua-
tion to current replacement cost is desired, the index must be based on
the current year. The index should cover a period of time equal to the
age of the oldest tangible asset to be revalued. The price indexes re-
quired for revaluation fall into three main categories; those for use
in revaluing land, for structures, and for equipment.

No indexes for valuing nonf arm land currently exist. Ideally, such
indexes should be constructed for each major type of land-site, pro-
ductive, vacant, etc. There should also be regional indexes by stand-
ard metropolitan statistical areas. An alternative though less desir-
able method would be to multiply acreage data by appropriate current
price estimates for different types of land in different geographical
areas.
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For structures there are currently available construction price in-
dexes computed by Government agencies and private concerns. Some
of these indexes have been criticized because input rather than output
prices have been used. This methodology fails to take into account
changes in input productivity.

The Bureau of Labor Statistics publishes capital goods price in-
dexes. A major problem is that these price indexes do not cover some
types of capital equipment, due largely to the infrequency of trans-
actions for many of them.

DEPRECIATED REPLACEMENT COST-DEPRECIATION ESTIMATES

The decline in value of tangible assets over time leads to the neces-
sity of estimating depreciation so that the gross book value data can
be revalued to a net basis. Depreciation can be calculated by multi-
plying the original cost data, reflated to replacement cost, by some
ratio of age to useful life. The exact ratio used depends on the as-
sumptions made about the way in which an asset declines in value
over time; i.e., constant amount per year, constant percentage per year,
etc. An alternative to this approach would be to collect data on sec-
ondhand prices which the depreciated replacement cost estimates at-
tempt to approximate. Since secondhand prices are not available
for many important types of manufacturers' tangible capital, depre-
ciated replacement cost estimates are more feasible. Gross replace-
ment cost estimates were discussed above; in this section the focus
is on the calculation of depreciation necessary to arrive at net stocks
at replacement cost.

In order to estimate depreciation, four bodies of data or information
are needed: (1) Asset-type detail; (2) age of asset; (3) useful life of
asset; and (4) the way in which the asset declines in value over time.

Two essentials-asset type and age-have been discussed above.
They enter, also, into the computation of depreciation. Different
types of equipment may have substantially different useful lives. It
is necessary to separate the data into asset-type groups reflecting
different useful lives so that separate depreciation rates, based on these
useful lives, can be applied appropriately. The asset-type detail prob-
lem is similar to that discussed above in connection with price indexes.
Thus, asset-type detail requirements vary depending on the point of
view-asset-type detail for its own sake in assessing market demand
for different classes of equipment, for use in reflating gross book value
data to replacement cost, and for facilitating the estimation of depreci-
ation. The determination of the actual detail obtained must rest on a
consideration of these three needs and the availability of the detail
from respondents.

The most recent information on useful lives resulted from studies
which led to the new guideline lives adopted by the IRS for tax pur.
poses. The IRS "Life of Depreciable Assets Study" and a similar one
conducted by the Treasury are discussed above. These studies at-
tempted to determine the extent to which companies were using lengths
of life different from those established in 1942 in Bulletin F. To
depart from Bulletin F lives would have required that the firms
justify the change to IRS. It cannot be concluded that these "nego-
tiated lives" would coincide with "economic lives."
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In their article which appeared in the November 1962 Survey of
Current Business, Jaszi, Wasson, and Grose used both Bulletin F
lives and 20-percent shorter lives in deriving their commodity flow-
based estimates of fixed business capital. The net stock estimates for
the end of 1961, under the assumption of straight line depreciation,
were $366 billion (constant 1954 dollars) based on Bulletin F lives,
and $3801 billion-or 18 percent less-based on lives 20-percent shorter.
This finding highlights the importance of the useful life assumption
in determining the level of capital stock. It underscores the need for
additional studies to get useful "economic" life estimates rather than
those based on negotiations between firms and the IRS.

Akin to the problem of deriving useful life estimates is that of deter-
mining the way in which the value of an asset declines over itsuseful life. The Survey of C a-nt Business article presents net stock
estimates under both the assumptions of "straight line" decline and
"double declining balance." The latter method is based on the as-
sumption that the absolute decline in the value of an asset is greatest
in the years just after its acquisition; the former assumes a constant
absolute decline in value over time. Net stocks at the end of 1961
based on straight-line depreciation totaled $366 billion (constant 1954
dollars), based on double declining balance, $297 billion or 19 percent
less. This example indicates the difference in estimates which can
arise as a result of the assumptions made about the actual depreciation
curve to be used.

Studies are needed to determine the appropriate depreciation curves,
which probably differ among equipment types. More analytical work
as well as field studies are called for. An analytical approach which
should be explored further is the use of series on secondhand prices
for different equipment types as a guide to the way in which each type
declines in value over time.

An alternative, though less desirable approach, is to collect data
on depreciation reserves and to reflate these data on the same basis
as the corresponding gross book value data. The reflated depreciation
reserves could then be subtracted from the reflated gross book value
data to arrive at depreciated replacement cost estimates. There are
two major undesirable features of this approach. One is conceptual,
the other, a data collection problem; both have been elaborated in the
section on depreciation. First, the approach assumes that deprecia-
tion reserves are based on economic, rather than "negotiated" lives
and that the selection of the depreciation method by the company is
based on the actual life curve rather than tax considerations. Second,
with the adoption of the new IRS depreciation guidelines, data on
depreciation reserves may not be obtainable at the establishment level,
or in sufficient detail at the company level.

-Aand DATA ON OTHER ASSETS

Aggregate data on the book value of land are available from IRS,
broken down by IRS three-digit industry and firm size (based on
both receipts and total assets). There is no available breakdown by
use-site land, productive land, or vacant land.

For revaluation, much additional information is needed on land
Iprices. Price indexes would be highly desirable so that the mixture
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of historical costs embedded in land accounts could be put on a con-
sistent basis.

As an alternative, current land prices, per acre, could be applied to
data collected on acreage. For the manufacturing sector, little data
on acreage is available. Some information has been developed in
"land use" studies for selected regions.

Inventories
The value of beginning and end of year inventories is collected in the

census of manufactures and end of year inventories, in the annual sur-
vey of manufactures. Separate inventory figures are collected for each
stage of fabrication-finished products, work in process, and materials,
supplies, fuel, and other inventories. These are published in four-digit
detail.

According to the census of manufactures, "respondents were asked
to report their inventories at approximate current costs if feasible;
otherwise at book values." Because of this the dollar inventory figures
reflect a mixture of valuation methods-market price, FIFO and
LIFO. The former is the most desirable method for purposes of the
wealth inventory. The error introduced by the inclusion of FIFO-
valued stocks may not be too large. With this method, the items
remaining in inventory are of the most recent vintage and their asso-
ciated prices may be close to current market. For LIFO-based in-
ventory valuation, the problem is more serious. The items in the year-
end holdings are of the oldest vintage and their prices are less likely
to reflect the current market. This problem is inherent despite the rate
of inventory turnover and would only cease if a firm completely
liquidated its inventory before reordering.

ASSET LEASING

The significant increase in the leasing of plant and equipment com-
pels the presentation of wealth estimates on both an "industry of
ownership" and "industry of use" basis. To enable the transition from
the former to the latter, information on leased plant and equipment
is necessary.

IRS data mirror the sharp advance in rental payments, although
they cannot be used for strict comparisons because of inconsistencies.
Manufacturing corporations reported, for the 1947-48 tax year, rental
payments of $675 million. For 1960-61, latest information available,
rental payments of $2,370 million were reported, an increase of 251
percent from 1947-48. When these totals for rental payments are ad-
justed for the number of firms filing returns in each of the 2 tax years,
the resultant increase, which reflects the rise in the importance of rental
payments to the individual firms, is 137 percent. Part of the increase
is due to rising prices. No suitable price index is available to deflate
rental payments. The implicit GNP deflator, a possible gauge, rose
38 percent from 1947 to 1960, a small advance compared to percentage
changes in rental payments, and rental payments per firm.

In a supplemental inquiry for 1957 to the 1958 Census of Manufac-
tures, a sample of manufacturing firms was requested to supply data
on rents paid by all their establishments. These data totaled $1,411
million for the manufacturing sector in 1957. If these rental payments
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were capitalized at 10 percent, in order to derive a proxy for the gross
book va ue of leased assets, the capitalized value would be $14.1 billion,
13 percent of the gross book value of depreciable and depletable assets
as of the end of 1957. (The gross book value data were collected along
with rental payments from the same sample of firms; these are de-
scribed above in II.) The 13-percent figure is a measure of the im-
portance of leased assets in the manufacturing sector. Of course, part
of the rental total represents intraindustry leasing. However, it is
still relevant when four-digit manufacturing detail is considered.

In order to make the transition from an "industry of ownership"
to "industry of use" basis, data on the gross book value of leased assets
are required. It would be impracticable to ask such information of
the lessees who use these assets. (Perhaps some lessees would know
the purchase prices of assets they were leasing since presumably at
some point they compared them to leasing costs in deciding to lease.)
Rather, lessors would have to be asked to report the gross book value
of leased assets and the rents received from leasing them. From
these data, broken down by asset type, a capitalization rate could be
established for each major type of leased equipment. For consistency
these equipment classes should be the same as those used in collecting
data on an industry of ownership basis. These capitalization rates
could then be applied to the data on rentals paid, broken down into
the same equipment classes.

The foregoing methodology obviously calls for much more informa-
tion than is currently collected. The company summary form to be
used in 1963 breaks down rental payments into only two categories-
buildings and structures, and machinery and equipment. Data on
rents received are, also, inadequate. The only current source, IRS,
tabulates the tax form line item, rents received. There is no indica-
tion of what is included in the figure, but it does not include the reve-
nue received from manufacturing firms whose sales take the form of
leasing contracts.

IV. RECOMMMNI)AMONS

The Working Group on Manufacturing Wealth commends the effort
of the Industry Division of the Bureau of Census for the excellent
framework which it has provided for the collection of wealth data.
The census of manufactures and the annual survey of manufactures
should be used to the greatest extent possible, both to provide, as in the
past, the book value data at the core of the wealth estimates and as a
vehicle, whenever appropriate, for obtaining additional information
in the detail necessary to produce the estimates in their final form.

The group recognizes the ultimate need for data on the wealth of the
manufacturing sector, valued at prices reflecting the current market.
For reproducible assets, replacement cost less depreciation seems to be
the best approximation to current value. To arrive at such estimates
three steps are involved: (1) The collection of data on the gross book
value of reproducible assets from manufacturing establishments; (2)
the revaluation of such data by the application of appropriate price
indexes to an age distribution of these gross book value figures; and
(3) the calculation of depreciation by multiplying the gross book
values at replacement cost by ratios reflecting the ages and useful lives
of the assets and the way in which they lose value over time.
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Step 1 is a data collection problem to be handled by the Census
Bureau. Steps 2 and 3 involve analytical work conducted by an
agency processing wealth data and preparing wealth estimates. Some
of the information needed to carry out steps 2 and 3 could appro-
priately be collected by the Census Bureau in conjunction with its
collection of the book value data.

GROSS BOOKE VALUE DATA

The first step in the wealth estimation process is the collection of
gross book value data. The census of manufactures and the annual
survey of manufactures are the appropriate vehicles for collecting
this information.
Scope, gaps, and overlaps

The working group recommends the use of the census of manufac-
tures' coverage of the manufacturing sector, which employs classifica-
tions established in the Standard Industrial Classification Manual as
most recently revised. For the purposes of the census of manufactures
the manufacturing sector is composed of SIC major groups 19
through 39.

The collection of data on an establishment basis, as is currently done
by the Census Bureau for many industries, poses problems. However,
where the establishment basis of collecting statistics is employed, the
data so obtained are of greater use in productivity and other analyses.
The concept of manufacturing industries of establishments as the
basic building blocks for wealth data should be maintained. Totals,
as currently collected, for industries of establishments will, of course,
differ from those for industries of companies. The problem of rec-
onciling company and establishment data is beinog studied in the
"Census-IRS link project." The identification of the establishments
of a company is necessary as a means of linking data on tangible
wealth collected from establishments with those on financial and cen-
tral office tangible assets which can only appropriately be collected at
the company level. Such identification also provides a necessary check
on the comprehensiveness of the tangible wealth estimates. Existent
gaps can be found and closed if the establishments of a company can
be identified and the total of their tangible wealth can be compared to
the total reported by the company as a whole. These problems under-
score the need to continue the "link project."

The establishment reporting system used currently to collect tangible
asset data needs to be extended to central administrative offices and
auxiliaries. The rising trend toward centralization of many manu-
facturing functions shonld lead to continual increases in the percent-
age of manufacturers' tangible wealth located in central offices and
auxiliaries. It would be useful to obtain tangible asset data for central
offices by the same categories used in Enterprise Statistics: (1) Cen-
tral administrative offices; (2) research, development, or testing; (3)
storage (warehlouse) ; (4) all other functions.

Care should be taken to be certain that the book value figures col-
lected are comprehensive and consistent. Book value data may be
difficult to interpret due to the failure of firms to capitalize or ex-
pense outlays along lines consistent with an economists' definition of
capital. The line between these two possible treatments is difficult to
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draw. The fact that it has been drawn by conventions established for
tax or other reasons in each industry, and perhaps by each firm, cer-
tainly leads to inconsistencies. However, it is doubtful that respond-
ents could provide enough information on their capitalizing-expensing
policies to permit adjustments to be made to the book value data they
report. If the problem can be handled at all, the solution lies along
the path of making adjustments at a more aggregative level, similar to
those made by OBE.

Gross book value data collected from establishments include both
the original cost of new plant and equipment and the acquisition cost
of secondhand plant and equipment. Secondhand assets are found
in all industries but are probably important only in some of them.
It is necessary to get additional information on them on a sample
basis. Tho respondent could be asked the age and origi nal cost of
the secondhand equipment. Alternatively, a method could be estab-
lished to estimate the original cost of secondhand equipment if the
respondent provided only its age, acquisition cost, and approximate
date of purchase. A study is needed to detcrmine the approach to be
used in coping with this problem in industries in which it is significant.
Detail by industry, region, and asset type

With respect to industry detail, the establishment reporting system
used in the census of manufacturers readily permits the consolidation
of data at the four-digit SIC level. There would be no significantsaving as a result of presenting data only at higher levels of aggrega-
tion. Four-digit detail would increase the analytical usefulness of
wealth data. It is the level at which data review is carried out by the
Census Bureau. Even if the wealth estimates were presented in only
two- or three-digit detail, worksheets with four-digit detail should be
available to analysts.

The main obstacles to four-digit detail are problems of disclosure
and the allocation of assets, such as those of central offices and auxil-
iaries, among the industries they service. It is recommended that cen-
tral offices and auxiliaries be shown separately but broken down to
the finest relevant industry detail, probably in the order of the 21/2
digit classifications used in Enterprise Statistics.

The collection of geographical detail for establishments by county
and city, as is currently done in the census of manufacturers, should
be continued. From these data, State and standard metropolitan
statistical area figures can be obtained. Even for the sample used in
the annual survey of manufacturers, reliable three-digit industry de-
tail is available for most States and two-digit detail for many standard
metropolitan statistical areas.

Data on the tangible assets of central offices should be shown sep-
arately from those of establishments, but with the same regional de-
tail as that applied to the latter wherever possible. The concept of
standard consolidated areas used in Enterprise Statistics is an addi-
tional geographical breakdown appropriate for the tangible assets of
central offices ad auxiliaries.

Data on tangible assets of manufacturers should be collected for the
broad categories of land, structures, improvements other than struc-
tures, producers' durable goods and inventories. In the manufactur-
ing sector, detail on producers' durable equipment poses the main prob-
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lem. Information on structures can be readily classified into major,
easily identifiable, categories such as plants and office buildings as de-
fined in the Department of Commerce construction activity reports.
With respect to land, a threefold breakdown into site land, productive
land, and unimproved land would suffice. The continued collection
of inventory data by four-digit industry and stage of fabrication is
recommended. Conferences with industry representatives should be
held to determine if other inventory detail; such as, a breakdown by
commodity for raw materials is desirable and can be obtained.

Additional detail for producers' durable goods would be useful,
both for its own sake and for the revaluation of capital to a depreci-
ated replacement cost basis discussed below. Because of the adoption
of new depreciation guidelines and rules by the Internal Revenue
Service the desirable amount of asset-type detail may not be obtain-
able. zThe new "guideline" classes are discussed above. Detail by
guideline class should be the minimum objective, augmented wherever
possible by more detail collected on a sample basis from firms which
either continue to keep detailed property records by establishment
or do not adopt the guideline classes.

If greater detail proves to be available, the delineation of equipment
classes should be governed by several considerations. Attempts to col-
lect too much detail would be quite costly and the problem of classify-
ing a piece of equipment would increase as the number of categories
rose. The IRS had to abandon its initial attempt to tabulate each
of about 200 equipment categories in its "Life of Depreciable Assets"
study. On the other hand, a minimum amount of detail should be
obtained so that wealth estimates by asset type could be tied into the
producers' durable equipment accounts used in the national accounts,
the 1958 Census Classification and the detail used in the interagency
input-output model. Detail should also be provided for categories
for which other working groups have recommended national totals
be obtained, such as tra'nsportation and construction equipment.

Categories should be well defined and represent significant equip-
ment classes. Classes which are too general, such as "general indus-
trial equipment," should be avoided since it is difficult to tell what re-
spondents have included in them. When such categories exist, re-
spondents may choose to use them rather than to take the trouble of
trying to determine whether their equipment should be included in
other, more specific, classes.

While the broad classes of equipment would presumably be uniform
across industry lines, further detail on type of equipment probably
will vary by industry. For example, a class such as 'special industry
machinery and equipment" would be composed of different subclasses
in each industry.

Subject to these guidelines, conferences with industry representa-
tives and feasibility studies should be undertaken to establish specific
asset-type classes. By these means it should also be possible to deter-
mine how much asset-type detail can be obtained from the existing
records of manufacturing establishments.

Book value data by broad asset-type should be collected by census
from all respondents. Asset-type detail (by period of acquisition,
see below) could be obtained from a sample of establishments in each
industry.

642



MANUFACTURING WEALTH

ESTIMATES OF REPRODUCIBLE FIXED ASSETS AT REPLACEMENT COST

Once the book value data have been collected as indicated by the
above discussion, the next step is the revaluation of these data by the
agency which is to prepare the wealth estimates. In addition to these
gross book value data enumerated bv the Census Bureau, the other
basic ingredients for revaluation are an age distribution of the assets
by type and price indexes for each type. This information would
enable the historical cost data to be recast into replacement cost
estimates.
Asset-type detail

As discussed above, asset-type detail by the new IRS "guideline"
categories is the minimum detail to be collected. This detail may prove
insufficient for revaluation purposes. Greater detail should be ob-
tained. A feasibility study is needed to assess the possibility of get-
ting additional detail. Such detail is necessary in order to avoid the
use of price indexes which are too gross and mask divergent price
movements in important components.
Age of assets

Information on the age distribution of the gross book value of the
assets which comprise the historical cost data, should be obtained on a
sample basis for each type of asset. Aside from their use in revaluing
gross book value figures, age data can be used in the calculation of
depreciation (see below) and as a tool in market demand analysis.

Feasibility studies are necessary to determine the age class intervals
to be used. Much depends on the adequacy of corporate records. Even
the records of companies which maintain detailed property accounts
may be inadequate because they have acquired companies with poor
records. On the other hand, at a minimum, it should be possible to
obtain an age distribution with intervals reflecting changes in corpo-
rate tax laws, but these have probably been too infrequent to provide
a sufficiently detailed age distribution. The use of commodity flow data
in estimating age should also be explored. Ideally, data on capitalized
alterations or improvements to structures and equipment should also be
obtained by year or groups of years. The feasibility study should
also cover the availability of such information.
Price indexes for revaluation

With respect to price indexes for producers' durable equipment, the
relevant wholesale price indexes of the Bureau of Labor Statistics and
unit value estimates based on census value and quantity data provide
fairly broad coverage. Nevertheless, it is recommended that BLS con-
tinue to expand its price work in the capital goods field, as urged by
the Price Statistics Review Committee, to further narrow existing
gaps and to further assess the problem of quality change (see app. I,
pt. J). In view of the well-known deficiencies of the available con-
struction cost indexes, it is further recommended that the Commerce
Department continue its research into the possibilities of improving
these indexes. More specifically, price indexes for structures are
needed which reflect changes in productivity of the construction
industry.
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DEPRECIATED REPLACEMENT COST ESTIMATES

The final step in arriving at depreciated replacement cost estimates
is the calculation of depreciation. A detailed study to determine the
useful lives of structure and equipment classes is important and over-
due. The approach should be one of an intensive examination of the
experience of companies which have been making such studies. This
should throw significant light on the problems and methodology in
estimating useful life. These studies should examine the changes in
useful lives over time and the differences in the useful lives of the same
equipment class when employed in different industries. Existing
studies of useful life such as those of the IRS and Treasury and those
using the commodity flow approach should be evaluated further. Per-
haps it may be necessary to use the results of these existing studies,
modified where appropriate, for making estimates of depreciation until
the results of the special study recommended above can be obtained.

Where markets for used industrial equipment exist, prices of various
types of equipment of varying ages should be collected and analyzed
in order to determine the appropriate method of depreciation (viz,
straight line or declining balance). It might be practicable to expand
the detail on used plant and equipment purchases collected in the
"Annual Survey of Manufactures."

Data on depreciation reserves should be collected from all firms, and
from a sample of establishments when available. These data can be
used as a check on the depreciation estimates calculated through the
use of information collected on useful lives.

It is also suggested that a sample of respondents be asked to estimate
the depreciated replacement cost or market value of their tangible
assets if it is found that enough firms can do this. This, too, could
serve as a check against the value figures calculated by the agency
ultimately responsible for wealth estimates. Care needs to be taken
in assessing the responses before they can be given weight in checking
the wealth estimates.

VALUATION OF OTHER ASSETS

Land
As indicated above, the book value of land should be obtained from

the respondents separately from structures, and then converted to
current-day values. For this operation, regional price indexes of land
are essential. Since no nonfarm land price indexes are now available,
the recommendation of the Price Statistics Review Committee that
the appropriate Federal statistical agency should be provided resources
to commence the compilation of land price or value data and prepare
indexes based thereon for major standard metropolitan statistical
areas should be underscored.

Inventories
Data on inventories should be collected on the same basis as is cur-

rently done by the Census Bureau. Four-digit industry detail and
detail by stage of fabrication-raw materials, goods in process, and
finished goods-are useful breakdowns.

For valuation purposes data on the commodity composition of in-
ventories, particularly for raw material inputs and the age of stocks,
should be obtained. Information on age should be collected from both
firms u'sing LIFO and those using other methods of inventory valua-
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tion. It is of particular importance in estimating the current value
of LIFO-based stocks and other than LIFO-based stock changes. In
addition it would be useful to obtain from some respondents their own
estimate of the current replacement or market value of their inventory
holdings, particularly those on a LIFO basis. It is the opinion of the
working group that all of the data necessary to revalue inventories
should be collected on a sample basis.

LEASED ASSETS

Structures and equipment leased "in" are an important source of
capital input in the manufacturing sector. It is recommended that
leased assets be identified so that wealth estimates may be presented
both by industry of ownership and industry of use. Care should be
taken to avoid double counting.

In order to do this the Census Bureau should obtain a broad break-
down by type of asset of the rental payment data collected in the annual
survey of manufactures. For the same asset-type classes, data on rents
received and the book value of assets leased to others should be col-
lected. With this information it would be possible to estimate the
additions and deletions necessary to go from an ownership to use basis.
Rental receipts and payments should be put on an "annual rate" basis.

Capacity, capacity utilization, and other supplemental measures
Measures of capacity and its utilization would significantly increase

the usefulness of wealth estimates. Wealth measures would also facil-
itate the construction of certain capacity indexes. The working group
wishes to encourage the continuation of work currently underway to
improve capacity measures. Hopefully, the state of knowledge in this
area will be such that by the time wealth estimates appear-around
1970-capacity measures will be available which can be used in con-
junction with them, thus adding to their usefulness.

Currently available physical measures of assets should be used to the
greatest extent possible to augment wealth estimates. These data are
useful in market analyses and emergency planning.

SUMMARY OF FEASIBILITY TESTS AND PILOT STUDIES

The foregoing recommendations have called for feasibility tests and
pilot studies. The feasibility test most critical to wealth estimates, as
conceived in this report, is that to determine the asset-type detail which
can be obtained. The guidelines for asset-type detail have been pre-
sented above. What remains is to determine the degree to which the
desired detail can be obtained from the records of manufacturing firms.

Coordinate with the need for this feasibility test is the need for a
pilot study on the economic lives of various types of reproducible fixed
assets. While this study is of the highest priority, it may be necessary,
because of the depth in which such a study should be made, to use
existing information, such as that obtained in the IRS "Life of De-
preciable Assets" study, in the interim.

A feasibility study has also been recommended to determine what
information on gross book value data by age is available. In addition,
pilot studies are necessary, to establish age class intervals, since the
collection of gross book value by year, except for the most recent years,
is probably quite impractical.
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PREFACE

The Working Group on Finance, Insurance, and Real Estate Wealth
held two meetings to discuss the topics covered in this report. The
writer of this report, who served as group secretary, wants to thank
nmembers for their participation and to acknowledge their very large
contribution to the report.

However, the wording of the report is the responsibility of the sec-
retary. While he has attempted to reflect the consensus of the group,
no member should be held responsible for all the viewvs expressed.

DAVID J. HYAmS.
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I. PURPOSE AND SCOPE OF REPORT

This report examines major sources of information relevant to the
making of wealth estimates for the sector. The kinds of data needed
for wealth estimates are discussed, and recommendations are made
about the collection of basic data and the presentation of final
estimates.

The scope of this report is limited formally to the finance, insurance,
and real estate (FIRE) industries described in the "Standard Indus-
trial Classification Manual"; i.e., all those in Division G. Real estate,
of course, is the most important class of tangible asset owned by busi-
ness units within the FIRE sector, and the interests of the working
group center on this class of asset. Since real estate also is an impor-
tant asset in other economic sectors, certain recommendations are ap-
plicable to real estate, whether owned by this or another sector of the
economy.

Estimates by Raymond W. Goldsmith indicate that over two-thirds
of the Nation's tangible wealth consists of land and structures. Pro-
vision of benchmark value data in the detail herein recommended
will serve in the analysis of a variety of economic problems, which are
described in chapter 2 of the staff report and will not be repeated
here.

Availability of supplementary physical measures would enhance the
usefulness of the value data, particularly if the physical measures are
cross classified by type of economic activity. For example, a major
data gap would be closed if measures of land area could be related to
site activity. The eventual availability of time series relating these
variables would help in filling out the structure of urban land develop-
ment theory.

II. REVIEW OF ExIsrING DATA

At the beginning of the current decade, the FIRE sector owned
tangible assets with a gross book value of over $120 billion. This
estimate, based largely on Internal Revenue Service data, can be
broken down into three major components. About $10 billion belong
to the financial industries (banking, insurance, etc.). Somewhat more
than $40 billion represent the tangible assets of business units which
filed corporation, partnership, and sole proprietorship returns and
were classified within the real estate industries. The remaining $70
billion represent the income properties of individuals claiming de-
preciation on rental property as an expense on their IRS form 1040's.'

'The estimate of $70 billion Is equal to the depreciation expense claimed by individuals
in connection with rental properties times the ratio of the cost of related assets reported by
partnerships to the depreciation claimed by partnerships classified In real estate.
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IRS DATA

The Internal Revenue Service currently is the only source of data
on the bulk of the assets of the FIRE sector. Alternative collection
vehicles do exist for data about the tangibles owned by credit institu-
tions subject to Federal supervision and the tangibles owned by in-
surance companies. IRS data on the FIRE industries are generated
from the returns filed by corporations, partnerships, and indivduals
reporting rental or sole proprietorship income. Balance sheets are re-
ceived from corporations and, based on the experience of a recent
year, about 45 percent of the partnerships. (These partnerships ac-
count for 70 percent of the receipts.) The balance sheet completed
by corporations and partnerships spreads beginning and end of year
tangible asset balances among the following asset classes: buildings
and other fixed depreciable assets, depletable assets, and land. De-
preciable assets are shown both gross and net of accumulated amor-
tization and depreciation.

Depreciation charged against current income, whether that of a cor-
poration, partnership, sole proprietorship, or an individual with rental
property, is supported by a schedule which calls for one of two
sets of supporting data. Taxpayers who have not adopted the new
depreciation guidelines (Revenue Procedure 62--21) show the fol-
lowing items of information:

Description of property.
Date acquired.
Cost or other basis.
Depreciation allowed in prior years.
Method of computing depreciation.
Rate (percent) or life.
Depreciation for this year.

Taxpayers who choose to follow the new procedure provide these
items of information:

Group or guideline class.
Cost or other basis at beginning of year.
Asset additions in year.
Asset retirements in year.
Depreciation allowed in prior years.
Method of computing depreciation.
Class life.
Depreciation for this year.

The cost or other basis of fully depreciated assets still in use is a
newly required item of information. The total shown is not dis-
tributed by asset type.

The IRS tax forms also call for data on rentals. Corporations and
partnerships report gross rents received and paid as separate items.
Partnerships report rents received on a supplementary schedule in
which each rental property is identified. Sole proprietorship sched-
ules attached to individual income tax returns shows gross rentals paid
but not those received. Those received may be found grouped with
other proprietorship income, or they may be reported in the rental
schedule of form 1040. This schedule also is used by individuals to
detail their rental incomes.
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In addition to the data they report to the IRS, the business units
considered below file annual or more frequent reports with certain
Federal and State supervisory agencies. Consideration should be
given to the use of the statistical programs of these agencies as ve-
hicles for the collection of needed additional data in the benchmark
year.

BANKING

The great bulk of the tangible assets of this industrial group is
owned by business units which report to one of the three Federal agen-
cies which supervise banking. Nonreporting institutions which are
a part of the industrial group as defined in the " Standard Industrial
Classification Manual" include some State-chartered banks and certain
units performing bank-related functions, e.g., clearinghouses, check-
cashing agencies, etc.

Federally regulated banks file a call report four times each year.
Additional information is collected during annual bank examinations.
Identical condition reports are used by the Federal Reserve System
for State member banks, and by the Federal Deposit Insurance Cor-
portation for insured nonmember banks, and at most call dates by
the Comptroller of the Currency for national banks. Tangible assets
are thrown into the following accounts: Bank premises owned; furni-
ture and fixtures; real estate owned other than bank premises. Bal-
ances shown are book values rather than historical costs. Book values
may not be related at all closely to market values.

The bank examination reports provide some additional data on
bank tangibles. The examination forms differ among the super-
visory agencies. The form used by Federal Reserve examiners spreads
the book value of premises among land, buildings, and leasehold im-
provements. An estimated or appraised value is placed on each of
these categories and on furniture and fixtures. Other real estate
holdings are itemized, including cost of acquisition, book value, and
estimated or appraised value. The national bank examination form
used by the Comptroller of the Currency provides an estimated mar-
ket value for real estate other than bank premises. Land costs in
connection with present or future bank premises are shown. The
FDIC form provides an assessed value for bank premises.

In order to estimate the reproduction cost of tangible assets in
banking, historical costs (in addition to book values) by year or
period of acquisition will have to be reported. Also required and
not currently reported are total rental payments and receipts, by
major asset type.

CREDIT AGENCIES OTHER THAN BANKS

Three data sources at the Federal level exist for the major part of
this industrial group. Savings and loan associations accounting for
more than 95 percent of that industry's assets report data to the Fed-
eral Home Loan Bank Board. The great bulk of the institutions ex-
tending agricultural credit file reports with the Farirn Credit Admin-
istration. About half of the credit unions are federally chartered
and report to the Bureau of Federal Credit Unions (HEW). In
addition to reports from federally chartered organizations, the Bu-
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reau receives summaries from the States of major items on the reports
filed by State-chartered credit unions.

The annual report filed by members of the Federal Home Loan
Bank System treats tangible assets in the following accounts:

Real estate owned.
Office building.

Less allowance for depreciation.
Furniture, fixtures, and equipment.

Less allowance for depreciation.
Real estate owned is valued conservatively and may reflect a write-

down of acquisition cost.
Rental receipts are thrown into "Gross income from operation of

real estate owned" or "Gross income from office building." Rental
payments for office space are grouped with utility expenses. Rentals
for the use of property other than office space may be grouped with
other classes of operating expenses.

The Farm Credit Administration receives periodic reports from the
agricultural credit institutions which it supervises. These include
Federal land banks, Federal intermediate credit banks, and banks for
cooperatives. The FCA also receives the reports filed with the inter-
mediate credit banks by production credit associations as well as
the reports filed with the land bank associations. The periodic re-
ports of these various institutions are similar in their treatment of
tangible assets. The value of banking premises is separated from the
value of other owned (defaulted) real estate. Furniture, fixtures,
and equipment are grouped into a single account. A separate ac-
count exists for automobiles in balance sheets filed by most types of
agricultural credit organizations. Both gross and net balances are
shown for premises and furniture. Net figures may reflect unrealisti-
cally high depreciation rates. Other real estate usually is carried at
acquisition cost.

Gross receipts from the rental of bank buildings are not shown.
Expenses associated with the lease of bank space are grouped with
payments for utilities. Similarly, rental payments for other types
of assets are grouped with other categories of expense.

The balance sheet filed by federally chartered credit unions shows
premises separately. Other tangible assets are grouped with miscel-
laneous financial claims.

Rental payments are included with other expenses of building op-
eration. Rental expenses associated with other types of assets are
merged with other kinds of expenses.

SECURITY AND COMMODITY BROKERS AND EXCHANGES

Brokers and dealers regulated by the Securities and Exchange Com-
mission are required to answer an annual questionnaire. Security
exchanges are required to file an annual balance sheet with SEC.
Tangible asset accounts are not standardized.

The Commodity Exchange Authority (USDA) receives annual
balance sheets from brokers dealing in regulated (agricultural) com-
modities. A standard report form is not prescribed. Commodity
exchanges are not required to file an annual statement.
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The SEC and CEA could collect data in the benchmark year by
providing brokers with a special schedule on tangible assets and
rental receipts and payments.

INSURANCE CARRIERS

Practically all business units falling within the scope of the insurance
industries defined in the SIC are regulated by State commissions.
Each commission requires the filing of an annual financial report by
each carrier operating within its jurisdiction. The report forms used
by the States have been standardized through the efforts of the Na-
tional Association of Insurance Commissioners (NAIC).

Within any one State, four different annual statement forms exist,
each corresponding to one of the following classes of carriers: life,
accident, and health; fire and casualty; title insurance; and fraternal
orders.

In connection with the assembly of data from these reports, most
insurance carriers are required to file a copy of the NAIC report along
with their Federal income tax returns. Stock casualty, benevolent
life, and certain mutual companies, including those that are tax
exempt, may but are not required to file a copy of the NAIC state-
ment with their tax return. Some 1,500 life insurance companies
belonging to the Institute of Life Insurance (New York, N.Y.) file
a copy of the annual statement with that organization. The com-
panies hold more than 95 percent of the assets of the life insurance
industries. We note that summary data from these reports currently
are being made available to the Office of Business Economics. The
annual statement filed by life, accident, and health carriers is similar
in structure to the statements filed by other carriers, although details
do vary.2 The book value (after depreciation) of admitted and non-
admitted tan ible assets are recorded in exhibit 13 of the report.
Separate totals are shown for these standard categories of property:

Real estate:
Properties occupied by the company.
Properties acquired in satisfaction of debt.
Investment real estate.

Other assets:
Furniture.

Other types of property (investment and otherwise) are thrown
into categories chosen by the reporting carrier. Historical costs
rather than book values should be the basic data for wealth estimates.

Real property is the only category for which supporting detail is
available. Schedule A of the report provides the following selected
information on real estate owned at yearend:

Location and description of property.
Date acquired.
Year of last appraisal.
Amount of encumbrances.
Cost to company.
Book value less encumbrances.
Market value less encumbrances.

s In statements filed by fire and casualty, title, and fraternal insurance carriers, state-
ment A shows data on each piece of real estate owned whether acquired In the current or
In an earlier year. On the other hand, the statements filed by fire and casualty, and title
Insurance carriers do not show the amount of interest deducted from recorded rental
receipts.
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This information is provided for each property acquired during
the current reporting year; properties relating to an earlier year and
valued at less than $100,000 may be grouped.

A separate section of schedule A shows the amount of real estate
owned in each State (and foreign country). Aggregate market values
for each State are divided between farm and nonfarm properties.
This geographical classification provides the basis for the State-by-
State allocation of insurance realty. We note that estimates of mar-
ket values are not arrived at uniformly by reporting companies.

Estimates of gross wealth must rest on an age distribution of orig-
inal costs adjusted through the use of appropriate price indexes. The
amount recorded under "Cost to company" in schedule A may reflect
acquisition rather than original cost. In addition, the "Cost to com-
pany" includes a value for land as well as structure, two major asset
types which should be separated.

Rental payments are recorded in exhibit 5, "General Expenses."
Payments associated with insurance activities are separated from those
relating to the management of investments and shown on one of several
lines: Line 1 "Rent" is used for premises occupied by the company,
including rent on space owned by the company. Expenses associated
with tenancy also are included in the balance for this line. Line 5.6
shows amount paid for the rental of office machines. Line 9.1 "Real
estate expenses" includes some rents associated with this investment
operation.

The allocation of wealth from sector of ownership to sector of use
requires that all rental payments be shown separately and associated
with particular asset types.

Aggregate real estate income is shown in exhibit 3. Rental income
includes rent for the company's occupancy of its own buildings.
Schedule A, discussed above, relates rental income to particular prop-
erties or groupings of real property. Rental data exclude interest
payments on encumbrances, although the annual statements of some
classes of insurance carriers footnote interest payments on encum-
brances. It is necessary to know gross rental receipts since allocation
of real estate to other economic sectors is based on reported rental
receipts and payments.

LESSORS OF RAILROAD PROPERTIES

Lessors of railroad properties are required to file annual reports
with the Interstate Commerce Commission. The report form (E)
used by lessors is an abridged version of that used by large line-haul
and switching roads. The form used by the latter roads is reviewed
in the "Report of the Working Group on Transportation." For a dis-
cussion of the contents of that report, see appendix II, part L.

III. DATA REQuIuRD FOR WEALTH ESTIMATES

BASIC DATA

It is desirable that estimates of tangible wealth be made available in
these three planes of detail: industrial, geographic, and type of asset
(see ch. IV for specific recommendations). The first part of the pres-
ent chapter discusses required basic data and their relation to currently
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available data. The latter part of the chapter considers the valuation
of real estate.

The raw data for wealth estimates are the gross (undepreciated)
values from the books of account (actual or constructed) of economic
units within the FIRE industries. These data can be gathered by
global enumeration and by sampling. The relative extent to which
the two collection techniques are employed depends on the degree of
detail at which wealth estimates are to be published.

Book values must be collected in a detail sufficient to make wealth
estimates by asset type within geographic area within industry. For
example, data from a multiactivity company must be spread among
the several industries to which the company belongs. The tangible
assets of economic units operating at several locations must be related
to specific geographic areas. Finally, since the number and contents
of company accounts vary, some restatement of the book values will
be necessary. This may involve nothing more than aggregating or
spreading existing accounts. On the other hand, it may be necessary
for some reporting units to recast balances in a number of existing
accounts.

Existing data collection vehicles generally fall short of providing
the information needed for wealth estimates. The IRS tax reporting
system represents the only vehicle currently covering all segments of
the FIRE sector. Of the economic units filing returns, corporations
and, to a lesser extent, partnerships, file balance sheets. Sole pro-
prietors and individuals with rental properties do not provide data
on nondepreciable assets.

With reference to depreciables, each of the four classes of taxpayers
is expected to complete a detailed schedule supporting his claimed de-
preciation.1 Experience shows there is wide variation in the way in
which taxpayers complete the schedule. Thus, it was expected that
the IRS "Life of Depreciable Assets Study," which developed infor-
mation on the ages of various classes of depreciable assets, would be
based exclusively on depreciation schedule data. However, data re-
ported in the schedule proved inadequate. In a substantial number
of cases, it became necessary to contact the taxpayer for additional
data. The experience suggests that it may be preferable to collect
needed information directly from the respondents rather than
through their tax returns. Aside from the problem of getting adequate
and consistent detail in terms of asset type, the tax form represents
the report of a company which may engage in more than one SIC
industrial activity in more than one geographic area. Of course, the
schedule supporting claimed depreciation does not request informa-
tion on these two variables.

It is too early to know whether there will be an improvement in the
quality of reported data in the returns of firms adopting the new de-
preciation guidelines.

1 Assets for which no depreciation is claimed, i.e., those that are fully depreciated, and
which are still in use are grouped and their total cost is reported.

38-135--64-44
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THE VALUATION OF REAL ESTATE

Wealth statements contain two measures of reproducible assets. The
first is a gross value and is equal to the cost of reproducing given assets
at price levels obtaining in a particular year. The second measure of
wealth is the market value of given assets at a particular time. When
market values are not available, attempts to approximate them often
are made by adjusting gross values for the depreciation that has oc-
curred since the assets were new. This technique is less than ideal
since at any point in time the market may place different values on
similar buildings on similar sites. This results from variations in
the rates of occupancy and other factors affecting income.

Some of the problems associated with making estimates of the gross
and market values of buildings are discussed in the following para-
graphs. Gross values are obtained by adjusting "aged" book costs
with price indexes appropriate to the asset type being revalued. Two
problems can be pointed out in connection with these book costs.

First, since wealth estimates of the various economic sectors will
include separate values for land and structure, the cost of the latter
must be separated from the total original cost. Many economic units
maintain this separation since they are entitled to charge depreciation
against income for tax purposes, e.g., most members of the FIRE
sector. However, other economic units either file no tax returns, as
in the case of governmental entities, or have no reason to separate the
two assets, e.g., households.

Even when cost data are available, they doubtlessly refer to acqui-
sition rather than original costs when the current owner is not the
original owner. This creates a major valuation problem when deal-
ing with assets having long lives and which have had several owners.
The problem of obtaining original costs also arises in connection with
additions and alterations to structures. Determining what alterations
have taken place (even assuming one owner) and the associated costs
is troublesome where the structure is old and property records are
poor.

Price indexes used in revaluation should reflect changes in input
prices, efficiencies in production techniques, and regional differences
in both prices and techniques. Traditional construction indexes do
not allow for improvements in construction techniques.

Unless the structure is new the estimation of a separate market value
for land and another for structures raises both conceptual and prac-
tical problems. If the structure is new, its market value is assumed
to be equal to the cost of construction, although, as mentioned above,
prospective occupancy rates can create a spread between cost and mar-
ket. The problems arise in developing a basis for depreciating a less-
than-new structure since that is what is done, in effect, when market
price is decomposed into values for land and structure. The lifespan
of structures often is associated less with physical wear than with
changes in the demand for the site land. The conventional linear
curve based on life experience does not reflect the erosion of value due
to wear. Recourse to market data is necessary to develop curves re-
flecting the changes in value due to age. Market depreciation studies
require the collection of the market prices of properties (sites and
buildings) similar in all respects (including occupancy) but the age
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of the structure. The resulting array of values provides the basis for
market depreciation rates. As a practical matter, of course, assembly
of such data is difficult.

The need for market depreciation data exists whether wealth in
buildings is approached by applying ratios to collected estimates of
real estate values or by adjusting estimates of reproduction cost to ac-
count for physical wear. Ratios of land to total real estate values
can be obtained from assessment data in many jurisdictions, although
their accuracy in reflecting true market values of land and buildings is
open to question.

IV. RECOMMENDATIONS

1. Wealth should be valued on two alternative bases. The first cor-
responds to gross reproduction cost; the second, to market value.
Wealth estimates should be distributed by asset type, i.e., land, build-
ings, equipment, materials and supplies, and inventory. Land and
buildings whether or not owned within the FIRE industries, should
be associated with major site uses, i.e., residences, retail stores, multi-
use offices, manufacturing activities, etc.

2. The major goal of a wealth inventory is the generation of value
estimates. However, there is a need for better data describing the
physical characteristics of real estate whether or not owned within
the FIRE industries. To the extent practicable, we recommend the
simultaneous collection of both categories of data. We call attention
to the need for the following measures of the characteristics of build-
ings: type of structure; number of floors; whether or not equipped
with elevator; whether or not air conditioned. Collection of data
showing the space (square feet within structures and land areas) dedi-
cated to various economic activities would fill a major data gap. The
activity classification chosen should be consistent with whatever uni-
form land-use coding system emerges from the current efforts of the
Housing and Home Finance Agency and others.

3. In collecting raw data for value estimates and information on
physical characteristics, maximum use should be made of current Fed-
eral reporting vehicles. In the benchmark year, reports should be
expanded to collect required data. Agencies currently collecting data
include those supervising banks, savings and loan associations, and
farm credit institutions; also those supervising Federal credit unions,
security and commodity brokers. The fact that most insurance carriers
file copies of the annual NAIC statement along with their Federal
tax returns provides a central source of data from these statements.

The contribution that IRS can make in providing data for wealth
estimates needs early and thorough study. It is a fact that IRS has
the only statistical reporting system covering the hulk of the tangible
assets in the FIRE sector, i.e., the more than $40 billion owned by busi-
ness units other than financial intermediaries and individuals with
rental property. However, IRS experience with the "Life of De-
preciable Assets Study" shows that tax returns (at least, those filed by
corporations) fall short of providing all needed data. It is doubtful
whether that tax-collecting agency would be willing directly to sample
taxpayers for additional data unless the needs of the wealth estimator
and tax collector coincide. There are some grounds for expecting such
a coincidence, given their mutual interest in the lives of depreciables.
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Where tax returns are inadequate and recourse to the taxpayer by IRS
is not possible, then a new Census Bureau program represents an alter-
native vehicle for collecting benchmark data from corporations, part-
nerships, and sole proprietorships in the FIRE industries. In the case
of individuals with rental properties, it may be more efficient to collect
required data as part of the enumeration of household wealth, even
though these rental properties are not classified as household wealth.

4. The usefulness of data on real estate is increased with the degree
of geographic detail since markets for building space are essentially
local and nonmovable. The provision of data at the county level is a
desirable longrun goal, since counties are the building blocks of
standard metropolitan statistical areas. Counties, unlike SMSA's,
are remarkably invariant to change.

5. Data on the tangible assets of business units within the FIRE
division should be presented in some industrial detail. Each two-
digit industry should be distinguished. Finer detail should be shown
within certain of the two-digit industries. These are indicated below
by appropriate indentation.
Banking (60)

Mutual savings banks (603)
Credit agencies other than banks (61)

Savings and loan associations (612)
Bond and mortgage companies (6152)

Security and commodity brokers, dealers, exchanges, and services
(62)

Insurance carriers (63)
Life insurance (631)

Insurance agents, brokers, and service (64)
Real estate (65)

Operators of nonresidential buildings (6512)
Operators of apartment buildings and of dwellings other than

apartment buildings (6513-14)
Lessors of agricultural, forest, mining, oil, and public utility

properties (6515-16, 6518)
Lessors of railroad property (6517)
Lessors of real property, n.e.c. (6519)
Agents, brokers, and managers (6531)
Title abstract companies (6541)
Subdividers and developers (6551)
Operative builders (6561)

Combinations of real estate, insurance, loans, law offices (66)
Holding and other investment companies (67)

Real estate investment trusts

Our recommendations respecting industrial detail are consistent
with the SIC with one exception. We suggest that data on real estate
investment trusts be shown separately. These trusts do not now
correspond to any SIC industry.

While it is necessary that the industrial divisions selected for the
presentation of financial data (which is the responsibility of another
working group) will differ in detail from the industries used for tangi-
ble assets, both should be capable of collapse into identical groupings
at the two-digit level.
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6. Estimates of wealth used by industry (as companions to esti-
mates of wealth owned) require the collection of additional data from
business units within the FIRE industries. Lessors will have to re-
port the value of leased properties by major asset type (single-fam-
ily residence, multifamily residential building, office building, etc.)
and associated rental receipts. Lessees of property will report rental
payments by major asset type. With these data, it will be possible
to allocate wealth from industry of ownership to industry of use.
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PREFACE

The Working Group on Wealth in Trade met twice, on October 4
and November 15, 1963. At both meetings the group considered con-
cepts of wealth with particular reference to wealth in trade, examined
the uses of wealth data in the wholesale and retail trades, and, in some
detail, discussed the problems of collecting, assembling, and presenting
such data. At its second meeting the group also reviewed a memo-
randum outlining currently available relevant statistical series. Fol-
lowing the second meeting a draft report was circulated to all members
for comments, recommendations, and criticisms. However, the final
wording of the report is the responsibility of the secretary. While he
has attempted to reflect the concensus of the group, no member should
be held responsible for all the views expressed. Individual members
have been free to write supplementary statements presenting their
own views if they so desire.

A number of persons in addition to members of the group, including
David J. Hyams and John W. Kendrick, attended meetings of the
group and made helpful suggestions.

STANLEY C. HOLLANDER.
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I. USES OF WEALTH IN TRADE DATA

Statements as to the general usefulness and limitations of a wealth
inventory as part of overall national aggregative statistics, as for ex-
ample, in macroeconomic forecasting, appear in the staff report.
Duplication of such statements here seems redundant, and the discus-
sion at this point will be limited to the trade-related utility of wealth
data.

However the group does want to point out that many of the most
significant benefits to trade from a wealth inventory will arise out of
the accumulation of information about wealth in nontrade sectors.
Consumer wealth information should be particularly useful in indi-
cating market conditions and hence in directing trade activity toward
its most useful applications. The wholesale trades will benefit from
pictures of industrial, consumer, and retail trade investment. Simi-
larly trade wealth data should be quite useful to manufacturers and
to other suppliers for the analysis of distributive channels. City
planners, urban geographers, real estate developers, lending institu-
tions, and others with either theoretical or operating interests in the
location and size of distributive institutions will gain from the trade
wealth inventory.

Nevertheless, the trade wealth inventory will have many applica-
tions within the fields of wholesale and retail distribution themselves.
It will further several major lines of theoretical investigation. One
of these is in the promising area of comparative marketing studies,
where an attempt is being made to examine the variations in market-
ing practices and institutions that are associated with environmental
differences. Although this approach is not new, it has received in-
creasing impetus in recent years from the growing outreach of trade
and from recent worldwide improvements in national economic sta-
tistics. Perhaps the outstanding work in this field is Margaret Hall,
John Knapp, and Clement Winsten's study of the relationships be-
tween population, income, and urbanization on one hand, and the
number, size, variety, and employee sales performance of British,
Canadian, and United States retailers on the other hand.' This study
is particularly significant because of its detailed exploration of intrana-
tional, as well as international, variations. Although most other
recent studies in this field have painted with broader strokes, detailed
work undoubtedly will follow as the data become available. Informa-
tion on the nature and distribution of trade assets, as well as of trade
population and sales, would greatly facilitate such analysis.

A second major line of investigation is in the field of retail and
wholesale productivity. The desirability of being able to measure the

1 "Distribution In Great Britain and North America," New York: Oxford University
Press, 1962.
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relationships between inputs and outputs in various branches and sec-
tors of the distributive trades is obvious. However, for lack of a
better unit, most studies in this field have been forced to use such meas-
ures as sales per employee or, at best, value added per employee, as if
labor were the only input factor. Figures on a per employee basis,
always unsatisfactory, will become even less useful if the current ap-
parent trend toward increased use of capital in trade continues. In-
creased use of automation and of self-service should reduce the
meaningfulness and usefulness of employee-based data. A wealth
inventory would help furnish a better basis for measurement of pro-
ductivity in the trade sector by providing information on the capital
inputs in that sector.

A valuable byproduct of productivity studies will be identification
of promising areas for research and experimentation in marketing.
The ratio of rented plant and facilities to owned plant and facilities
seems to be higher in the distributive trades than in many other eco-
nomic sectors. Recent marketing analyses in the Department of Agri-
culture suggest, as one might expect, that productivity comparisons
based solely upon total capital used will differ markedly from com-
parisons based solely upon capital owned. The group recommends
that use, as well as ownership, figures be reported in the inventory.

Many observers believe that the nature of wholesale and retail trade
is changing at the present time, and that automation and self-service
techniques are gradually increasing the capital intensiveness of those
trades. These beliefs, however, are very largely only impressions.
A wealth inventory would provide a valuable benchmark for the
measurement of future change.

As indicated below, many governmental and private statistical
series are now prepared for interfirm comparisons in the distributive
trades. Although these series are mainly concerned with operating
and income statistics, an asset inventory would provide a firm sta-
tistical anchor for many of these reports. If it should prove possible
to make any detailed supplementary analyses of the inventory data,
e.g., distributions of assets of particular trades by asset size or
distribution of income/asset ratios, new insights might be obtained
into the relative heterogeneity or homogeneity of individual trades.
These insights, in turn, probably would be very useful for, among other
things, testing and defining the proper applicability of many current
series.

The wealth inventory can be useful to management in indicating
conditions of balance or imbalance between the market for, and the
supply of retail and wholesale facilities. To some extent this applica-
tion requires geographic breakdowns, such as are discussed below
in the recommendations.

The inventory should provide useful guidelines or indicators of
average investment per establishment in the various distributive
trades. Such information will be helpful to entrepreneurs, bankers,
suppliers, and others involved in trade investment decisions. Many
consumer goods wholesalers, in particular, assume guidance respon-
sibilities toward their retail outlets, and would be aided by this type
of information.
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Other uses of the data undoubtedly will suggest themselves over
time. However, we should at least note in passing that the wealth
inventory would help in pointing up the often overlooked major na-
tional investment in distribution.

II. CURRENTLY AVAILABLE DATA

In addition to the reports described below, a considerable number of
statistical series are prepared on behalf of individual trades by
various trade associations, university research bureaus, and other
organizations. These series are extremely valuable in the context
of their own objectives, and in some cases will be quite useful for
rough checks on wealth inventory results.

But, in general, these nongovernmental series have not been designed
to serve as a base for a wealth inventory. They mainly relate to the
operating statement, rather than to the balance sheet. (Some do obtain
inventory turnover rates, and may or may not have dollar inventory
figures. Also some series do obtain sales/total asset ratios. However,
the emphasis in these series is usually on operating and income sta-
tistics.) The data are drawn, as a general rule, from voluntary, non-
random samples, and hence are not subject to estimation of sampling
error. Considerable variation exists in the degree of rigor and control
exercised in the reporting and analysis of the data: most of the series
provide inadequate detail on asset structure; geographic asset data
are rare; many of the series are prepared on a firm-by-firm basis; and
the kind-of-business classifications in at least some cases depart from
SIC categories. Moreover, regardless of the statistical merits of
each individual series, it must be remembered that the collecting agen-
cies have worked individually, and have not designed their reports to
be additive.

Therefore the group finds itself close to the view expressed in 1949
by the International Chamber of Commerce's International Committee
on Distribution Statistics:

The International Committee on Distribution Statistics, in devoting its atten-
tion primarily to the problems of distribution censuses, has not overlooked the
great importance of developing other sources of statistical data useful for
studying distribution problems. It recognizes that important contributions can
by made by the work of trade associations, individual firms, and research agencies
in compiling statistical data, particularly by the use of sampling techniques.
The International Committee on Distribution Statistics considers, however,
that reliable census data are the foundation of statistical research into the
problems of distribution, and the experience of countries where distribution
censuses are well developed seems to confirm this. (Distribution Censuses: An
International Study, pp. 5-6)

The major sources of wealth data for retail and wholesale trade at
the present time are:

A. INVENTORY DATA
1. Retail inventories

(a) The Bureau of the Census Annual Retail Trade Report shows
cost value of vearend inventories, and computes sales-inventory ratios
for retail trade. A breakdown bv kind-of-business provides totals for
each two-digit major group, for some three-digit groups, and for some
four-digit industries. In a few cases, even finer classifications are
shown. Thus industry 5511 "Passenger car dealers" is subdivided be-
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tween franchised and unfranchised dealers. Inventories are valued
at cost, using the respondents' own valuations.

Data are obtained from a probability sample that contains approxi-
mately 125,000 to 135,000 establishments. Total coverage is obtained
of group II firms, i.e., those operating 11 or more stores. The re-
mainder of the sample consists of stores located within 233 census
sample areas. All "large" stores within the sample areas are polled,
the definition of large varying with kind of business and area: all
"special" or intermediate sized stores within specific geographic sub-
samples of the sample areas, and rotating panels of all remaining
stores with the same subsamples complete the sample. The group II
(large, multiunit) organizations report on a firm-by-firm basis. How-
ever the general practice among these organizations is to develop at
least yearend establishment dollar inventory figures for internal con-
trol and for tax purposes. Probably, most of these organizations also
develop interim or perpetual dollar inventory figures on an establish-
ment basis. For many or most of the remaining stores (i.e., the group
I organizations) the establishment and the firm are identical.

(b) A monthly retail inventory series, based on reports drawn from
the same sample, is published by the Office of Business Economics.
While the fixed portions of the annual and monthly report samples
are the same, the yearend report embraces data from more of the
rotating segment stores than are used in any one monthly report.
The annual data are also superior in that many of the respondents,
particularly the smaller stores, are able to provide more precise fi-ures
at the yearend. In f act a fair number of firms within the sample do
not maintain inventory records that show month-end figures. Some of
these firms estimate their monthly inventories, using methods that
vary considerably in accuracy. Others simply do not report monthly
figures; and as a result, the monthly reporting is less complete than
the annual series.

(c) Censuses of business. All multiunit firms with 250 or more em-
ployees (approximately 6,500 firms) are being asked to complete 1963
Business Census form NC-K1, which requests year opening and end-
ing inventory figures at cost. Some 600 single unit nonmanufacturing
firms may be asked to complete a similar form, NC-K1-S, which is cur-
rently under consideration. The two forms, if both are used, would
provide data for approximately 1,200 retail firms.

(d) The Federal Reserve Board has published an annual and a
monthly index of department store inventories, valued at retail sell-
ing prices. Data were furnished by a voluntary sample, consisting
(January 1962) of some 1,539 stores estimated to hold about 73 per-
cent of all department store inventories. The sample included in-
dependent department stores, and sectional, regional, and national
department store chains. In recent years there has been considerable
controversy as to whether the FRB sample was sufficiently representa-
tive of total general merchandise business, or whether some more com-
prehensive unit of analysis would be more meaningful. Sampling
error could not be estimated for the FRB figures. The FRB has re-
cently discontinued this series, and the Bureau of the Census will now
provide all of the official monthly inventory estimates.

(e) Internal Revenue Service. The IRS series "Corporation Income
Tax Returns" (D.l.a.) includes inventory figures for retail corpora-
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tions, collected on a firm-by-firm basis. Data for integrated firms are
not broken down by segments. The IRS series "U.S. Business Tax
Returns: Sole Proprietorships, Partnerships and Corporation" in-
cludes inventory figures for retail trade firms, divided into the three
legal-form-of-organization categories, and into detailed kind-of- busi-
ness classifications.

(f) Harvard figures. The Division of Research of the Harvard
Business School collected operating statistics for several types of re-
tailers, such as department stores, variety stores, and grocery chains
annually up to and including 1962. These series are now being trans-
ferred to other institutions. The Cornell University College of Agri-
culture is assuming responsibility for the grocery chain series. The
National Retail Merchants Association will prepare the department
store and departmentized specialty store figures, subject to some re-
vision in concepts and content. These Harvard reports have been
based upon voluntary samples that have varied in size from year to
year. Only operating statistics have been presented, mainly as
weighted averages of ratios to sales. However, the published reports
do contain average inventory turnover rate data that may possibly be
useful as checks upon other data.

(g) In October of every year, Dun's Review publishes its "14 Im-
portant Ratios for Retail Trade." The figures published are entirely
in ratio form, but several of the ratios report on the relationships of
inventories to various balance sheet and income statement items. The
data are classified on a kind of business basis, but the extent to which
the classification coincides with census categories is not known.

(h) The Robert Morris Associates, a national association of bank
loan offices and creditmen, issues its "Statement Studies" annually.
This volume is based upon compilation of operating and balance sheet
statements taken from the files of member banks and checked by mem-
bers of the association. Net inventory is one of the reported figures.
The 1960 studies contained consolidated figures for 4,512 retail firms
divided into 36 lines of trade. Further subdivisions within each line
of trade report on three or four size breakdowns, based upon asset size.
The sample is not a probability sample of all retail firms, and probable
error cannot be computed. No geographic breakdown is published.
The data are confined to those of small- and medium-sized firms, since
limits of $10 and $25 million (asset size) are used, depending upon the
line of trade involved.
2. Wholesale inventories

(a) A basic series appears in the Bureau of the Census' monthly
wholesale trade report. This series reports merchandise owned by
merchant wholesalers at month end, valued at cost. Manufacturers'
sales branches and offices, consigned merchandise, and agent middle-
men are excluded. The agent middleman category includes commis-
sionmen, brokers, manufacturers' agents, and the like who have no
owned inventory when acting in conformity with their classification.
Nevertheless, in actual operation, this group includes firms that hold
varying amounts of consigned and owned merchandise.

The classification of firms is mainly by three-digit industries. Data
are broken out for some four-digit and some even finer classifications
in some commodity fields. Some regional breakdowns are published.
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Data are received from a probability sample of 17,000 firms. One
thousand large firms report monthly. The other 16,000 are divided
into four panels, each of which reports every fourth month. Data are
obtained on a firm-by-firm basis.

(6) Censuses of business. The 1963 Wholesale Census will obtain
beginning and end of year inventory figures for merchant wholesalers,
agents and brokers, assemblers, manufacturers' sales branches and
offices, and petroleum bulk plants.

(c) IRS series "Corporation Income Tax Returns" (D.1.a.) and
"U.S. Business Tax Returns: Sole Proprietorships, Partnerships,
and Corporations," present wholesale inventory figures, collected
on a firm-by-firm basis. The corporation series includes a sepa-
ration between inventories reported on LIFO (approximately $450
million in fiscal 1961), FIFO (approximately $5.8 billion), and method
not stated (approximately $5.9 billion).

(d) The Robert Morris Associates' 1960 "Statement Studies" con-
tained consolidations of statements from 4,350 wholesale trade firms di-
vided into 44 lines of trade.

B. BUILDINGS, EQUIPMENT, FURNITURE, AND FIXTURES

1. Retail
(a) The IRS corporate series (D.L.a) includes depreciable assets,

both before and after the deduction of accumulated amortization and
depreciation. Depletable assets (a considerably smaller figure) are
also reported, both before and after the deduction of depletion re-
serves. Valuations and reserves are based upon the taxpayers' choice
of methods. Some intangibles, such as patent rights (which would
be relatively unimportant for retail trade) are included in the cate-
gory of depreciable assets. The IRS has reportedly encountered con-
siderable difficulty in developing asset and depreciation data from the
distributive trades in satisfactory form for statistical purposes. The
published figures do not provide any breakdown of depreciable assets
by asset category.

(6) Census forms NC-K1 and, if used, NC-Kl-S (1963 Census of
Business, multiunit firms, and large, single-unit nonmanufacturing
firms) request information on 1963 capital expenditures broken down
between new structures and plant additions; new machinery and
equipment; used plant, machinery, and equipment; and mineral prop-
erty development. (The last category, of course, being relatively un-
important for the distributive trades.) Net value of depreciable and
depletable assets is also requested.

(c) "Supermarket Merchandising," in its April issue, reports square
footage of total new supermarket space and supermarket selling space
added during the year preceding, based upon reports from a sample
(method of selection not indicated) of about one-third of all new
markets opened during the period. Discontinuances are not indi-
cated, and consequently net change figures cannot be obtained from
this report.

(d) The Harvard figures discussed above include statistics on
weighted average returns per square foot. Whether absolute square
footage figures could be obtained from this source is not known. In
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any event, it is extremely doubtful that such figures could be projected
to obtain total footage even in the covered lines of trade. The NRMA,
which as noted is absorbing responsibility for the department store
figures, may attempt to develop total square footage reports.

(e) Several local inventories of retail space have been prepared
for various communities in the country. The nature and value of
these inventories, of course, vary from case to case.
2. Wholesale

(a) The IRS corporate series also includes depreciable assets for
wholesale trade..

(b) Similarly, the census forms NC-K1 and, if used, NC-K1-S
will obtain depreciable asset data from the designated large firms in
the wholesale trades.

(c) Some detailed information on spatial facilities in one or two
lines of trade is collected in the petroleum bulk stations and the public
warehousing reports of the census of business.

(d) The 1963 Census of Business will obtain wholesalers' square
footage of storage space, classified between single- and multi-story
building space.

C. INTANGIBLE ASSETS
1. Retail

(a) The monthly retail trade reports (A.l.b.) develop information
on accounts receivable owned by retailers, reporting both totals and a
division between charge and installment credit. These figures are
republished in the annual retail trade report (A.1.a.). Some retailers
include paper owned by financial subsidiaries, others do not. However,
the Bureau of the Census is hopeful of resolving this problem of dif-
ferences in reporting in the near future. Accounts payable assigned
to banks and to other financial intermediaries are not shown.

(b) IRS corporate retail trade figures include notes and accounts
receivable owned by retailers, stated both before and after reserve for
bad debts. The reserve figure is somewhat overstated, however, since
it includes reserves set up against real estate mortgage losses, a sepa-
rate balance sheet item.

(c) The Robert Morris Associates' "Statement Studies" show ac-
counts receivable and marketable securities owned.
2. Wholesale

(a) The quinquennial census report, "Wholesale Trade: Receivables
and Bad Debt Losses," shows merchant wholesalers' yearend receiv-
ables resulting from sales of merchandise and services, broken down
into detailed kind-of-business and geographic classifications.

(b) The Robert Morris Associates' "Statement Studies" publish
the same data for wholesale firms as for retail firms, above.

D. TOTAL ASSETS
1. Retail

(a) The major source currently available is the Internal Revenue
Service series, "Statistics of Income: Corporation Income Tax Re-turns." This series is based upon returns from all large corporations
and a stratified random sample of known probability of returns from
all other income and asset size strata.

38-135--64-45
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The data are collected on a firm-by-firm basis. Assets are divided
into the following major categories: (1) Cash, (2) notes and accounts
receivable, (3) inventories, (4) investment in Government obligations,
(5) other current, (6) loans to stockholders, (7) mortgage and real
estate loans, (8) other investments, (9) depreciable assets, (10) de-
pletable assets, (11) land, (12) intangible assets, and (13) other assets.
Reserves are shown against items 2, 9, 10, 12. The taxpayers' own
valuation and reserve procedures are used, provided that they are in
apparently acceptable form for tax purposes.

(b) Census forms NC-KI and NC-K1-S will request total assets
and changes in depreciable and depletable assets, as well as capital
expenditures. All of these will be in dollar terms. As noted approxi-
mately 1,200 large retail firms will be covered by these two forms, if
both are used.

(c) The Dun & Bradstreet "14 Important Ratios" include some
based upon the tangible net worth of the respondents.

(d) Partnership balance sheet data are published by the IRS every
second year in its "U.S. Business Tax Returns." The series is pre-
pared from reports from about 70 percent of all U.S. partnerships.

(e) The Robert Morris Associates' studies report, in addition to the
figures cited above, cash, other current assets, net fixed assets, all other
assets, and total assets.
2. Wholesalers

In general, the sources of total asset data for wholesalers are much
the same as those indicated above for retailers.

GENERAL COMMENTS

There appear to be more complete data available for inventories
than for other retail and wholesale trade assets. The greatest gaps in
the existingf data are:

(1) Little or no information about wealth owned in other sec-
tors, but used in trade.

(2) Little or no information about physical asset units, except
for data on wholesale square footage.

(3) Inadequate breakdowns of depreciable assets by asset type.
Most series now available simply report a total depreciable asset
figure.

(4) Inadequate information on an establishment basis. Even
the available inventory data are, in many cases, on a firm basis.

(5) Variations and inconsistencies in valuation methods. This
defect in the data probably can never be overcome completely.
Nevertheless, the wealth inventory ideally should impose more
order on the figures than now exists.

Various kinds-of-business classifications have been used by the re-
porting agencies, the differences to a large extent consisting of varia-
tions in the degree to which SIC classifications have been fanned out.
Differences in classification also result from differences in the use of
the firm or the establishment as a basis of classification. It would
seem advisable to divide the wealth inventory data as finely as possible,
so as to permit the resulting figures to be used, separately or in combi-
nation, as benchmarks for as many of the series as possible.

In view of the foregoing considerations, the group makes the follow-
ing recommendations:
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III. RECo0M-ENDATIONS

The working group strongly endorses the proposal for a nationalwealth inventory as a major contribution to our knowledge and under-
standing of the total national economy and to our understanding ofdistributive trade economics in particular. The group recommends
specifically:

1. That the inventory be taken on an establishment basis at leastwithin the distributive trades, and preferably within all economic
sectors where this basis is feasible and meaningful. The use of theestablishment as the basic unit has several advantages. It is consistent
with available census data and with continuing census practice. Thusestablishment statistics seem to have maximum utility for benchmark
purposes. Furthermore, in view of the extent to which firms engagein several types of business through vertical, horizontal, and con-glomerate integration, the establishment appears as a more homo-geneous and useful unit for kind-of-business analyses. In addition,
the establishment provides a better picture of the location of economicactivity.

2. That the inventory report wealth used, as well as wealth owned,by the distributive trades. The group recognizes the existence ofproblems and difficulties in the collection of use statistics, but it feelsthat such data would be most helpful. The relatively high ratio of
leased to owned capital employed in retail and wholesale trade, ascompared with manufacturing and some other sectors, makes usestatistics particularly valuable for these trades. Land, buildings, fix-
tures, display equipment, vehicles, data-processing equipment, andother assets are often leased. Some very meaningful analyses mayrest upon the total of these assets used in trade, rather than upon just
those that trading firms happen to own. The reporting of wealth
used, in addition to wealth owned, will shed additional light on theresults of what will be somewhat legalistic and technical classifica-
tions in the ownership census. (Thus, for many economic and busi-ness purposes, consigned merchandise serves as part of wholesale and
retail inventories, yet the ownership census will have to ascribe thismnerchandise to the supplying sectors.) To be consistent, the use
census should assign to the employing sectors the probably relatively
small amounts of merchandise that are rented out or consigned to othersectors by wholesale and retail firms.

A. Ownership and wealth data may be obtained in two ways, either
by asking the trade firms to divide the assets employed into the twocategories or by asking the leasing sectors to report amounts leased
to trade firms. Both approaches might fit into this study. Thus re-ports on total square footage used by wholesalers and retailers willcover both owned and leased space, but quite probably the typical
establishment will belong in one or the other category, rather thanconsisting of a mixture of owned and leased space. The respondents
might well be asked to indicate ownership status on the return. Fig-
ures obtained in this way can be checked against estimates derivedfrom the reports of the real estate sector. Census form NC-Ki nowrequests annual rental payments, divided between rent for use ofbuildings and structures and rent for use of machinery and equip-ment (including trucks). Figures derived from this report may sug-
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gest some relationships that could also be used as a check on reported
relationships between owned and leased property. Some exploratory
studies may well be needed to determine the most practical ways of
gathering use data.

3. That the inventory should be conducted very largely in dollar
terms. The group examined a number of physical units that are used
for measurement in various trades, including gallonage, cubic footage,
seating capacity, tonnage, number of pumps, number of vending units,
and shelf space. Only two units appeared to be of sufficiently general
applicability and relative use of mensuration to warrant recommen-
dation. One is number of vehicles owned and used by type. The
other, which would be very helpful for managerial analyses of market
cultivation and other purposes is square footage of floorspace. Whole-
salers seem to be considerably interested in a division of floorspace
between space in single-story and in multi-story buildings; retailers
seem less interested in having this classification reported. In various
trades it would appear both useful and possible to subdivide space be-
tween selling, storage, and all other uses. It appears that footage
figures would be desirable for practically all of the kinds of business
discussed in recommendation 8, below.

4. That as a practical matter the dollar valuation of inventories
should be conducted by whatever method the respondent can supply
that most closely approximates cost or market, whichever is lower,
based on FIFO assumptions. A special effort should be made to ob-
tain an indication from the respondent of the method actually used, so
as to facilitate any adjustments that may appear necessary in collating
the reports. Book inventories should be reduced by an appropriate
estimated shrinkage figure. Many large firms use the so-called retail
method, in which the current selling prices of stocks on hand are re-
duced through subtraction of the firm's average initial markup for the
classification of goods under consideration to determine computed
cost figures. The deviation of the result from that which would obtain
under the more traditional method of computation appears trifling. A
large share, and perhaps all, of the relatively few trading firms that
make LIFO adjustments to their inventory valuations would be able
to report preadjustment FIFO figures without difficulty. Further,
the group urges that in the selection of an inventory date, due recog-
nition be given to seasonal and tax date fluctuations of distributive
inventories. Merchandise in transit should be assigned on the basis of
ownership. Although the in transit inventory probably will be only a
small portion of total inventories in this and other sectors, it will pre-
sent a problem that should be handled consistently in all the sectors
where it arises.

5. That the valuation of other physical assets be conducted on the
basis of acquisition cost, less depreciation, adjusted for price level
changes. In order to obtain relatively uniform figures, the group
would prefer to have the depreciation computed by the collecting
agency, using Internal Revenue Service guideline annual rates of de-
preciation for each category of assets. Thus it is recommended, for
example, that retail counters and fixtures be depreciated on a 10-year
schedule. This would mean that acquisition date information would
have to be collected for all depreciable assets. Price indexes would
also be needed for each major asset category, but it is believed that
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reasonably satisfactory indexes can be obtained from a variety of
sources.

6. That the physical assets be broken down into the following
categories:

(a) Merchandise inventory, measured in dollars.
(b) Land, measured in dollars and square footage.

To the extent that it is feasible, shopping center parking spaces,
service areas, and access roads and other land that is used in com-
mon should be allocated between establishments in the assets used
inventory possibly on the basis of the relative floorspace of the
establishments themselves.

A better way of allocating parking space and access roads would
appear to be on the basis of the relative dollar sales volume of
the stores in the center. The extent to which the parking space
is used by the customers of any one store would seem, roughly, to
be the result of the number of transactions in that store multiplied
by the average time per transaction. The dollar sales volume, of
course, is a function of the number of transactions and the dollar
size of the average transaction. Since time and dollar size per
transaction are probably roughly correlated, dollar sales volume
would give an approximate indication of relative utilization of
the space.

Alternatively, if real estate is valued through capitalization of
rentals, the nonincome producing portions of shopping centers
and other structures will automatically be allocated on the basis
of relative rents. One drawback to this alternative, in the case
of shopping centers, is that a number of factors, of which the
desirability of space is only one, enter into the determination of
the individual tenant's rental rate per square foot. The nature
of shopping center leasing would thus introduce some systematic
bias into capitalized rental valuations. Nevertheless, the group
feels that this method probably would deliver reasonably satis-
factory figures.
(c) Buildings, measured in dollars and square footage of floor-
space. (See recommendation No. 3 for comments.)

(d) Motor vehicles, measured in dollars and in number of vehi-
cles, preferably divided between automobiles, trucks, and motor-
cycles.

(e) All other, measured in dollars. The group recognizes the
difficulties of further subdivision within the "all other" category.
Nevertheless, it would urge that, to the extent possible, perhaps
within selected industries, this category should be broken down to
show separate dollar figures for (i) processing and workroom
equipment, (ii) materials handling equipment, (iii) furniture,
sales fixtures, and display equipment, (iv) tabulating, data proc
essing, and computing machinery, and (v) other.

7. That the retail and wholesale trades be defined to include all
establishments within the "5" SIC classification. Manufacturers'
sales offices and branches should be included within wholesale trade.
Preparation of the inventory on an establishment basis would facili-
tate their inclusion.

Although the group is not unanimous on this point in view of the
problems of noncomparability inherent in departing from past classi-
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fication practices, several members very strongly urge that chainstore
warehouses, which really perform a wholesaling function, ought to be
included as part of wholesale trade. If this suggestion is followed,
the warehouse figures should be reported in the fist wealth inventory
in a manner that will permit overlapping comparisons.

8. That the kinds-of-business classifications follow the 1963 Census
of Business lines using about 12 to 15 divisions within retail trade and
about 15 to 20 within wholesale trade. In retail trade, the group
recommends the use of the major divisions: food; eating and drinking
places; general merchandise; apparel; furniture and appliance; lum-
ber, building materials, hardware and farm equipment; automotive;
all other; plus fanned out figures for department stores, gasoline sta-
tions, drugstores, and probably furniture, lumberyards, liquor, and
variety stores.

In wholesale trade the following divisions seem most appropriate:
motor vehicles and automotive equipment; chemicals and allied prod-
ucts; drugs; dry goods and apparel; groceries and related products;
farm products and raw materials; electrical goods; hardware; plumb-
ing and heating supplies; machinery, equipment and supplies; metals
and minerals; petroleum; scrap and waste materials; tobacco and
tobacco products; beer, wine, and alcoholic beverages; paper and
paper products; furniture and home furnishings; lumber and con-
struction materials; all other.

9. That geographic breakdowns be provided to the fullest extent
possible. In both the wholesale and retail trades, for most managerial
purposes, standard metropolitan area breakdowns are more meaning-
ful than State-by-State breakdowns, and so the group recommends
that SMSA classifications be used in preference to, or in addition to
State ones. Nevertheless, the group also recognizes the extra costs
involved in collecting and preparing geographical analyses, particu-
larly if sample studies are used as suggested below. If a choice has
to be made the group would sacrifice geographic detail for kind-of-
business detail. Consideration should also be given to the merits of
collecting only selected items, such as floor space, from large groups
or from the total population, so as to permit geographic breakdowns
or to confining the geographic breakdown to selected metropolitan
areas.

10. That insofar as is consistent with the foregoing recommenda-
tions, sampling techniques be used to obtain data from the large popu-
lation of small businesses in the distributive trades.

11. That breakdowns between single-unit and multiunit firms would
be desirable, at least for the retail trades if the data can be obtained
without too much difficulty. Probably organizations with four or
more establishments should be considered multiunits although a "10 or
more" cutoff would also be satisfactory. However, the classification
of franchised and nonfranchised firms that is used in some enumera-
tions of automobile dealers does not seem easily extendable to other
trades.

12. That insofar as is possible, the data collected, tabulated, and
preserved in a fashion that will facilitate supplementary analyses
such as conceivable distributions by asset size, by ratio of owned to
leased assets, and by income/asset ratio.
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13. The group has not prepared recommendations on the handling
of intangible assets. It does wish to note problems in treatment of
assigned financial claims. It also wishes to note the importance in
business and economic life of such intangibles as good will and human
ability, although it recognizes the impracticality of expressing these
assets in dollar terms in the national inventory.

14. That although existing sources of data should be utilized where
available and satisfactory, the Bureau of the Census is the logical
primary collecting agency. The Bureau's experience, talent, and
public respect particularly equip it to deal with the problems and
difficulties of the inventory.
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PREFACE

This report is the product of three daylong meetings of the Working
Group on Transportation. The writer of this report, the group sec-
retary, takes this opportunity to acknowledge that fact and to thank
members for their participation. Appreciation is also expressed to
the following persons who attended one or more meetings and contrib-
uted to the discussions: B. H. Moore, John W. Kendrick, and Joseph
R. Rose.

The final wording of the report is the responsibility of the secretary.
Whereas he has attempted to reflect the consensus of the group, no
member should be held responsible for all the views expressed. In-
dividual members have been free to write supplementary statements
clarifying their individual views if they so desired.

DAVITD J. HYAMs.
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TRANSPORTATION

I. WEALTH IN TRANsPORTATION

INTRODUCTION

This report is about the measurement and classification of transport
wealth, with particular emphasis on that part owned by private firms
holding themselves out to perform transport services.

In the first chapter, transport wealth is defined and discussed in its
several aspects. The second chapter contains the working group's
recommendations for the classification of privately owned transport
wealth. A large share of this is owned by business units which report
to Federal agencies, usually as part of the regulatory process. It is
possible to compare the data available through the typical regulatory
report with the recommended data objectives and to point out general
deficiencies in data availabilities. In the remaining chapters, the
report moves from the generalities of chapter II through a detailed
industry-by-industry review of data sources, availabilities, and gaps.

TRANSPORTATION: FUNCTION AND INDUSTRY

Transportation can be viewed as both a function and an industry.
The transport function-unlike most economic activities-is per-
formed by all economic sectors. Transport wealth, functionally de-
fined, includes all tangible assets that contribute immediately to the
movement of persons or property between places. It includes transport
vehicles, whether owned by a manufacturing company, a household,
or a motor carrier. It includes such structures as airfields, oil, gas, and
water pipelines, and highways and railways.

Transportation also can be viewed as an industry composed of
privately owned economic units whose primary activities are related
to the provision of transport and related services. The wealth of this
industry is represented by the tangible assets on the books of account
of the constituent business units. These assets consist not only of
immediately identifiable transport-related properties like vehicles and
ways but also the full range of assets which the firm has found it
necessary to own in conducting its transport activity.

Measures are needed of transport wealth functionally defined and
of the wealth of the transportation industries. We recommend the
development of both types of measures.

USES OF TRANSPORT WEALTH DATA

The identification of transport assets on both functional and in-
dustrial bases will serve the needs of a variety of users. The data
requirements suggested in chapter 2 of the main report are met by
classifying wealth on an industrial basis. This classification makes
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possible the study of relationships between the transportation indus-
tries and the rest of the economy or among the transportation indus-
tries-for example, in the analysis of capital/output ratios.

Recognition of transport as a function also is useful-for example,
it will result in the provision of data on the comparative investment
in private and public carriage. The four-way distribution of wealth
among that devoted to local and long-haul service and passenger and
freight carriage that is recommended below adds further to the
analytical usefulness of the data; for example, in linking transport
facilities with traffic flow data.

GUIDELINES FOR IDENTIFYING TRANSPORT VWEALTH

We discuss below the various kinds of economic units that own
transport wealth-conceived both functionally and industrially.

The first group of economic units consists of firms holding themselves
out as for-hire carriers. They are publicly owned like the Alaska Rail-
road or a municipal transit system; or, more typically, they are pri-
vately owned. They are the carriers described in the "Standard
Industrial Classification Manual"-ignoring, for the present, the
distinction there made between public and private ownership.

The second category of transport-wealth owners consists of the
noncarriers providing the ancillary transport facilities described in
the SIC-again ignoring the distinction between public and private
ownership. Wealth owned by these economic units includes such
facilities as Dulles Airport and the Port of New York Authority as
well as their privately owned counterparts.

A third category of wealth holders includes agencies-almost always
public-that own and operate public ways like the highways and
improved waterway systems.

Wealth owned by each class of economic unit discussed above shares
a common characteristic. It is available for public use. This is not
true of the transport wealth owned by economic units engaged in pri-
vate transportation as an adjunct to their primary activity. Included
in this fourth category are the household automobile, the transport ve-
hicles of governmental organizations-other than those already men-
tioned-and the fleets (automotive, shipping, etc.) of nontransporta-
tion business units.

The fifth and final category of transport wealth is owned by business
units conventionally classified in industries other than transportation
but which in a broad sense engage in transportation. These include the
utility gas and water pipelines which are analogous to the pipeline
transmission systems of for-hire oil pipeline companies.

Since wealth data are to be classified initially by economic sector of
ownership, it is necessary to identify separately transport assets owned
by economic units having a primary activity other than transportation.
Distinguishing these transport assets may present some problem. Con-
ceptually, the assets may not be clearly transport or they may be used
jointly in transport and some other activity. Practically, it may not be
feasible for reporting economic units to separate clearly all of their
transport assets. At a minimum, vehicles (including pipelines) should
be distinguished. To the extent practical, supporting structures and
equipment also should be separated from other wealth. We want to

686



TRANSPORTATION WEALTH 687

exclude from transport wealth in-plant transport assets (e.g., farm
tractors, forklift trucks, conveyor belts, mine elevators), and storage
facilities; also multifunction vehicles where the nontransport function
is of equal or primary importance (e.g., military vehicles other than
those with counterparts in the private sector, mobile homes, fire
engines, dredges).

In the pages which follow, attention will be concentrated on the
wealth of privately owned business units engaged in performing trans-
portation and related services, since they are the primary assignment
of the working group. However, much of the following is relevant
also to the presentation of data on transport wealth owned by the public
sector and by other private sectors, i.e., transport wealth functionally
defined.

II. DATA OBJECTrIvEs WITIN THE TRANSPORTATION INDUSTRIES

In recommending data objectives for the transportation industries-
as well as in making our earlier recommendations for the presenta-
tion of transport wealth used by economic units elsewhere classified-
we have been mindful of the following. First, the availability of de-
tail usually increases the usefulness of any data. Second, at some
point the cost of collecting and preparing additional levels of detail
begins to outweigh the importance of the uses to which the data will be
put. Third, the statistics on the transportation industries are col-
lectively but one of the many data blocks which together will measure
the tangible wealth of the United States. We recognize the need for
maintaining comparability with the general data objectives for other
sectors.

In the following discussion of major data objectives, we will refer
to the "typical regulatory report." Many of the transportation indus-
tries are regulated by Federal agencies. These agencies usually require
the filing of periodic reports containing asset data of interest to us.
The formats of these reports are similar. Later we will identify these
reports and discuss them in detail in terms of data objectives. For
now, though, we want to be able to refer to a generalized regulatory
report in the discussion of data objectives. Our treatment of each ob-
jective will end with recommendations for the collection of needed in-
formation not found in the typical regulatory report. This organiza-
tional technique will obviate the need for a series of repetitive com-
rnents and recommendations on the by then quite obvious data gaps
observable after our detailed review of the actual reports filed by
many segments of the transport industries.

We now set out our data objectives, noting the absence of data
needed but not found in the typical regulatory report.

INDUSTRY OF OWNERSHIP

The "Standard Industrial Classification Manual" recognizes 53
"'minor" industries within the transportation sector. It is not desir-
able to present separate wealth data for each industry. Knowledge
about the characteristics of the tangible assets of some industries would
be of little interest because of their economic insignificance. In other
instances, business units regularly engage in activities that cut across
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the industrial divisions of the SIC. While these business units could
be thrown into one industry or the other on the basis of their primary
activity, we doubt the significance of the data as a measure of wealth
for the industries.

We suggest that the 53 "minor" industries be aggregated into the 15
groups shown below. With the exception of warehousing-which we
will recommend be separated from the transport in ustries-our
groupings are consistent with the SIC. The groupings recognize the
distinction between transport modes. To each grouping we have ap-
pended a summary-although not always exact-title. The four-digit
minor industries composing each grouping are identified by the title
and code number used in the SIC. In the interests of brevity, we have
chosen not to repeat here the industry definitions found in the SIC
manual.
Railroad transportation:

Railroads, line haul operating---------------------------------- (4011)
Switching and terminal companies------------------------------ (4013)
Sleeping car and other passenger car service…---------------------(4021)
Railway express service…------------- ------------- ------------- (4041)

Local transit and highway passenger transportation:
Local and suburban transit ------------------------------------ (4111)
Local passenger transportation, n.e.c…----------------------------(4119)
Taxicabs…-------------------------------------------------------- (4121)
Local passenger transportation charter service…-------------------(4141)
School buses… _ (4151)
Terminal and joint terminal maintenance facilities for motor vehicle

passenger transportation…--------------------------------------(4171)
Maintenance and service facilities for motor vehicle passenger trans-

portation_______________________.______________________________-(4172)
Nonlocal highway passenger transportation:

Intercity buslines…----------------------------------------------- (4131)
Intercity highway passenger transportation, n.e.c----------------- (4132)
Passenger transportation charter service, except local______________-(4142)

Local highway freight transportation:
Local trucking and draying, without storage…---------------------(4212)
Local trucking and storage, including household goods_----------- (4214)
Terminal and joint terminal maintenance facilities for motor freight

transportation…-------------------------------------___________ (4231)
Nonlocal highway freight transportation:

Trucking, except local…--------------------------------------------(4213)
Deep sea water transportation:

Deep sea foreign transportation…----------------------------------(4411)
Transportation to and between noncontiguous territories…-----------(4421)
Coastwise transportation…---------------7 --- -------------------- (4422)
Intercoastal transportation… ________________________ (4423)

Nonlocal inland water transportation:
Great Lakes-St. Lawrence Seaway transportation----------------- (4431)
Transportation on rivers and canals------------------------------ (4441)

Local water transportation and water transportation services:
Ferries……--------------------------- ----------------------------- (4452)
Lighterage----------------------------------------------------- (4453)
Towing and tugboat services------------------------------------- (4454)
Local water transportation, n.e.c…-------------..….-_---------------(4459)
Piers and docks------------------------------------------------ (4463)
Stevedoring---------------- (4463)
Canal operation------------------------------------------------- (4464)
Water transportation services, n.e.c------------------------------ (4469)

Air transportation:
Air transportation, certificated carriers…--------------------------(4511)
Air transportation, noncertificated carriers…-----------------------(4521)

See footnote at end of table.
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Air terminal facilities and services:
Airports and flying fields…---------------------------------------- (4582)
Airport term inal services…---------------------------------------- (4583)

Pipeline transportation:
Crude petroleum pipelines--------------------------------------- (4612)
Refined petroleum pipelines---------- - ________________________ (4613)

Primary auxiliary services:
Rental of railroad cars with care of lading---------------------- (4742)
Rental of railroad cars without care of lading…--------------------(4743)
Freight forwarding…---- ----- ----- ----- ----- ----- ----- ---- (4712)
Arrangement of transportation…---------------------------------- (4721)
Fixed facilities for handling motor vehicle transportation, n.e.c…-----(4784)
Services incidental to transportation, n.e.c…-----------------------(47S9)

Secondary auxiliary services:
Stockyards…------------------------------------------------------ (4731)
Inspection and weighing services connected with transportation____- (4782)
Packing and crating- -(4783)

Public warehousing: 2

Farm product warehousing and storage-------------------------- (4221)
Refrigerated warehousing, except food lockers…-------------------(4222)
Food lockers, with or without food preparation facilities…-----------(4223)
Household goods warehousing and storage----------------------- (4224)
General warehousing and storage-------------------------------- (4225)
Special warehousing and storage, n.e.c-------------------------- (4226)

1 The only important firm in this Industry is REA Express. While it is owned andcontrolled by a number of railroads, it operates over several transport modes. REA Expressconducts substantial over-the-road motor trucking operations. It also uses air carriers inthe provision of air express service. Accordingly, the Industry might better be classifiedIn SIC major group 47, "Transportation Services," than in major group 40, "RailroadTransportation."
2 We recommend that data on the SIC industries included In this grouping be excludedfrom measures of transportation wealth. We make this recommendation because we haveexcluded warehousing facilities-other than the temporary in-transit storage facilities ofbusiness units within transportation-from transportation wealth functionally defined.Thus, since the storage facilities of manufacturing establishments are not transport assets.we do not want to include within the data on the transportation sector, the wealth of publicwarehousing firms.

The SIC, with a few exceptions, defines the primary business unit
of these industries as companies. This contrasts with the establish-
ment concept used in the manufacturing industries. In manufactur-
ing, the primary unit is the establishment, an economic unit usually at
one location and engaged in "one, or predominantly one, type of eco-
nomic activity for which an industry code is applicable." Since data
on assets owned by industries of establishments are usually incon-
sistent with data on assets owned by industries of companies, we rec-
ommend that the secondary-activity assets of transport companies
be distributed on both ownership and use bases to the appropriate
"other" industries. It is not necessary to collect such data at the es-
tablishment level since regulatory reporting requires a clean separa-
tion of transport and nontransport assets in the company report.
However, to accommodate the analyst with interests in company data,
procedures should be developed to facilitate the recombination of pri-
mary- and secondary-activity asset data into industries of companies.

In connection with the assembly of basic data, the first step in mak-
ing wealth estimates by industrial group, certain generalizations can
be made about regulatory reporting. The universe of business units
subject to a particular chapter of Federal regulatory legislation often
is not conterminous with the particular universe of business units
fafling within an SIC industry. This may occur because the regu-
lated universe takes in business units belonging to more than one SIC
industry-sometimes even nontransport SIC industries; or it may
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occur because the regulated universe omits business units in which
there is no Federal interest. When the regulated universe does not

comprehend the SIC universe, we recommend the collection of re-
quired data.

ASSET TYPE

Within each of the wealth groupings, the assets of the foregoing in-
dustrial groups should be distributed among the following asset types.

Land.
Structures:

Buildings.
Piers and docks.
Oil pipelines:

Gathering.
Trunk.

Structure below vehicle, e.g., track and road bed, landing field.
Other structures.

Transportation vehicles:
Railroad motive power.
Railroad cars.
Highway vehicles:

Trucks.
Truck-tractors.
Truck-trailers.
Buses.
Automobiles.

Vessels:
Self -propelled:

1,000 gross tons or more.
Non-self -propelled.

Airplanes:
Over 12,500 pounds gross takeoff weight.

Other vehicles, including work.
Equipment other than transport vehicles.
Materials, supplies, inventories.

These assets are used to provide freight and passenger service and
in the local and nonlocal transportation of people and goods. We
would like to see the wealth of each asset type distributed among the

four possible use-combinations. It often will be possible to select the
proper combination by reference to the asset type. For example, there

usually is a sharp distinction between vehicles designed for property
and passenger carriage. Most vehicles also are designed for either
local or long-haul use. Where it is not immediately possible to de-

termine use by reference to the asset type, the owner can allocate the
asset among the various combinations on the basis of operating ex-

perience. For example, it is possible to divide railroad passenger
cars between commuter and long-haul service on this basis. However,
the inevitable conceptual problems exist in connection with the design
of allocation formulas for jointly used assets, e.g., railroad way. The
primary accounts of the typical regulatory report do not separate
assets by use-combinations, i.e., passenger or freight service and local
or nonlocal service. Some additional information undoubtedly will
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have to be requested from business units in some industries to make
possible this distribution.

The balance-sheet statement of the typical regulatory report dis-
tributes tangible assets among these three accounts:

Materials, supplies, inventories.
Transport properties.
Nontransport properties.

The latter two accounts are supported by schedules giving further
detail. The dollar balance for transport properties is distributed
among a number of primary accounts. Land is separated from the
depreciable assets. Many of the primary accounts for depreciable
assets are more detailed than the asset-type distribution we recom-
mend. Some of primary accounts overlap two or more of our asset
types. For example, all vehicles. may be thrown into a single account;
or the primary account may distinguish assets on the basis of function
rather than physical type.

The schedule supporting nontransport properties identifies each
property unit or operating entity not used for transportation purposes.
These secondary-activity assets are to be counted with the wealth of the
appropriate other industries. Since the assets of these other indus-
tries are to be classified by major type, it will be necessary for trans-
port firms to distribute their nontransport properties accordingly.

LOCATION OF ASSETS

The typical regulatory report does not distribute balances in pri-
mary accounts by State of location. We recommend collection of data
required to make such a distribution.

Presentation of wealth data on a State-by-State basis raises an
immediate problem with respect to transport vehicles which serve
across State lines and which do not regularly return to an operating
base. While there are a variety of ways for making geographical
allocation of these interstate vehicles, we suggest that interstate ve-
hicles be aggregated only at the national level. The user of the data
can allocate by State as he sees fit.

INDUSTRY OF USE

We recommend presentation of value data on the basis of industry
of use, since the quantity of assets supporting a given industrial activ-
ity frequently is more relevant than the quantity of assets owned by
the industry.

A statement of wealth used differs from a statement based on owner-
ship because some assets are rented from and to other economic sec-
tors. Adjusting the latter statement for the value of leased properties
requires the collection of three items of data. Each lessee would pro-
vide a distribution of payments by type of asset rented, e.g., office space,
office machinery, highway vehicles, etc. Each lessor would furnish a
similar distribution of rental receipts and the book value of the respec-
tive asset classes. With these three data items from each industrial
group in the economy, tangible assets could be reallocated from the
owning to the using industrial group.
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The income and expense statement and supporting schedules of the
typical regulatory report show separately most rental payments and
receipts. However, more information is required on the types of as-
sets rented from and to others along with the respective receipts and
payments.

VALUATION OF ASSETS 1

Book values are not satisfactory measures of wealth since they in-
corporate prices paid for plant and equipment purchased over a span
of time during which prices have changed. In order to have com-
parable wealth data, it is necessary to value tangible assets at the
prices of a particular point in time. We recommend that wealth
esitmates reflect this adjustment. However, since we believe some
uses would require comparing the two sets of figures, we also recom-
mend presentation of book value data, although not at the level of de-
tail of the adjusted values.

The adjusted data should show wealth on both gross and net (de-
preciated) basis. The gross value of a particular asset is its price
new. Price indexes used to estimate current gross value reflect changes
in factor prices and changes in the efficiency with which factors are
combined. Price indexes should not reflect specification (quality)
changes which have occurred between the time the model being priced
was purchased and the present time and which were associated with
the unit cost and corresponding price differences. (See ch. 6 of the
main report.)

The depreciated or net value attached to a particular asset reflects
the decline in value that has occurred because of physical wear and
tear and technological and economic obsolescence. Under conditions
of perfect competition (including knowledge) the depreciated value
will equal market value-the present worth of a future income stream.
Under less than perfectly competitive conditions, discrepancies can
arise between computed depreciated values and market values. This
occurs because net values mirror past depreciation experience. Past
experience can be a satisfactory guide to the pattern of physical de-
cline. It may be less than a satisfactory guide to the current rate of-
technological and economic (including locational) obsolescence. Not
only can the rates vary with real changes in the arts or in demand, but
they also may vary through the exercise of market power, or the use-
of regulatory authority, or, for Government facilities, from political
considerations.

The discrepancy arising from a lack of correspondence between past
experience and present experience can become most serious in indus-
tries with large quanities of long-lived assets. If assets are physically
short lived there are more frequent opportunities to make major ad-
justments to technological innovation and shifts in consumer demand.

Making estimates of gross and net reproduction cost requires in-
formation on the original cost of assets by type and by year of ac-
quisition. The typical regulatory report does not distribute book
values by year of acquisition except to a limited degree. A few re--
ports contain schedules which distribute the balance in the vehicle ac-
count by age.

W Portions of the following discussion are based on a memorandum by Prof. Ernest W_
Williams. The memorandum is reproduced in annex A.
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For purposes of a wealth inventory, a one-time survey is needed to
provide an age distribution of book values by major classes of fixed
assets. Also required are data with which to determine the appropri-
ate depreciation rates. Price indexes also must be developed for cer-
tain asset classes in addition to those now available. The ICC has done
much work in developing price indexes and depreciation rates for
oil pipeline and railroad properties in consideration detail.

Of course, the age distribution of book values and the data on which
depreciation rates are based must come from company books of ac-
count. We recommend a study to determine the relevant kinds of
data actually available from company records. In addition, the study
would consider possibilities of sampling procedures and recommend
data collection techniques. The experience of the Internal Revenue
Service in connection with its "Life of Depreciable Assets Study" is
relevant (despite the fact this study did not develop State data).

PHYSICAL UNIT DETAIL

We recommend the presentation of physical-unit detail to supple-
ment the value data. The asset types selected should be confined to
those accounting for a significant portion of the industry's investment.
This will require the enumeration at least of the number of vehicles
by type, and miles of track and pipelines.

The usefulness of the physical data would be improved by intro-
ducing an additional level of detail showing capacity in cubic feet and
pounds, by vehicle class. An age distribution of selected asset classes
would add a third dimension to the physical unit data for the sector.
Of course, the collection of sample data on the ages of assets within
asset classes is a necessary step in estimating wealth net of deprecia-
tion. More specific recommendations for the presentation of supple-
mentary physical detail are given in the following chapters.

TRANSPORT SECTOR DATA SOURCES

We now begin a review of current sources of data on each of the 53
transport industries. This review consists of seven chapters, each
corresponding to one of the seven SIC major groups. Within each
chapter we identify the industries falling within each major group
and discuss relevant data sources, with reference to additional data
requirements for wealth estimates. For most of the transportation
industries, the principal data sources are the reports filed with regu-
latory agencies.

We believe that additional required data should be collected through
existing statistical programs, since it is usually more efficient to ex-
pand a questionnaire than to inaugurate a new program. Where our
industry review points up the absence of a reporting system, we will
suggest various alternatives.

Throughout our data review, we assume that what is requested on a
report form is in fact provided by the respondent, although some re-
spondents either do not complete reportable items or do not complete
them in a form consistent with the instructions.

Another problem arising in connection with regulatory reporting
occurs because of changes in the scope of the report within a particular
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transport mode. The change in scope occurs because less information
is required of smaller business firms. However, some minimum
amount of comparable data must be collected from all business units
if they are to be represented in wealth totals and detail.

In a few instances, we have discussed particular accounts distin-
guished only by the insignificance of the dollar values therein recorded.
However, in a survey such as this, it seemed wiser to review all ac-
counts relevant to our objectives. Those charged with preparing
wealth estimates can determine which accounts can be ignored safely.

III. RAILROAD TRANSPORTATION

Group 40
Railroads, line-haul operating companies----------------------------- (4011)
Switching and terminal companies------------ --- ------------------- (4013)
Sleeping car and other passenger car service------------------------- (4021)
Railway express service--------------------------------------------- (4041)

RAILROADS

The undepreciated book value of tangible assets owned by railroads
is equal to two-thirds of the total for all transportation industries.
Within railroading, well over 90 percent of the assets are owned by
railroads with operating revenues of $3 million or more (class I).
Our discussion of data availabilities in relation to objectives will re-
volve around class I roads, both line-haul and switching and terminal.
These carriers report to the Interstate Commerce Commission on
annual report form A.

Class II line-haul and switching and terminal railroads (operating
revenues of less than $3 million) report to the ICC on form C. Lessors
of railroad properties report on form E. (These companies are treat-
ed as part of the real estate industry in the Standard Industrial Classi-
fication.) Electric railways, of which there are about two dozen, re-
port annually to the ICC on form G. Some of them belong to major
group 41, rather than major group 40, since they engage in local pas-
senger operations. Finally, there are proprietary, circular, and unoffi-
cial roads. The first named are companies that have been practically
absorbed by the parent operating company.

A small amount of investment data on proprietary companies ap-
pears in the reports of the operating class I or II roads. Circular roads
include operating and nonoperating intrastate and private roads.
There are fewer than 20 of these, operating less than 800 miles of track.
No financial data are contained in their brief voluntary report to the
ICC. Major circular roads include the Alaska Railroad, which owns
525 miles of road, and the State-owned (Georgia) Western & Atlantic
Railroad operated by the L. & N. (134 miles). Unofficial roads are
those from which no report (circular) was received by the ICC. In
1961 only two railroads, operating less than 40 miles of main track,
were in this category.

Noted above is the fact that lessors of railroad properties are classi-
fied in the real estate industry. Because of our interest in these com-
panies and the similarity of their reports to those of operating roads,
we comment briefly on their report (form E) along with the report
(form C) of the class II roads, and the report (form G) of electric
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railroads. The three reports are abridged versions of the longer form
A reviewed below. Our remarks on the need for information to supple-
ment that contained in form A apply also to forms C, E, and G. Com-
parison of the latter reports with form A will indicate where data in
addition to that collected from class I roads will be required.

We turn to the evaluation of form A as a data source. All com-
panies reporting on this form are within the industry. (Complete
coverage of the industry requires inclusion of roads reporting on form
C and by "circular." At least two of the roads reporting on the latter
form are owned by governments and their assets should be treated as
government wealth. Private roads represent wealth of the sector of
primary activity.
Basic data on tangible assets

Substantially all tangible assets owned by railroads are thrown into
one of the following general balance sheet accounts (also identified
by account number).
Materials and supplies--------------------------------------------- (712)
Road and equipment property- -- ________ (731)
Improvements on leased property___-------------------------------- (732)
Miscellaneous physical property…---------------------------------------(737)

Other than total value, no detail on "Materials and supplies" (712)
is found in form A.

Balances in "Miscellaneous physical property" (737) will be dis-
cussed in a later section.

The major portion of tangible railroad assets are recorded in "Road
and equipment property." Of the $33.4 billion of property shown
in the above four accounts for class I roads in 1961, all but $1.5 billion
are in "Road and equipment property." (The $1.5 billion are divided
about equally among the remaining three accounts. ) Road and equip-
ment data are available in detail by more than 50 primry accounts
(identified below). Balances in these accounts include both "Road and
equipment property" (731) and "Improvements on leased property"
(732). These primary accounts cannot be regrouped immediately
into the recommended asset types for wealth estimates. "Engineering"
(account 1) and "General expenditures" (71 to 77), and minor
amounts in several other accounts have to be apportioned among the
appropriate tangible-asset accounts. Additional information will
have to be collected on "Miscellaneous equipment" to facilitate a dis-
tribution of value between freight and passenger carrying highway
vehicles.

A further problem with the primary accounts is that they often
distinguish assets on a functional rather than type-of-asset basis.
For example, furniture and fixtures are included in the various "build-
ings" accounts. "Signals and interlockers" (27) includes buildings
associated with train and traffic control. "Powerplants" (29) includes
buildings and dams and canals related to power production by water.

We recommend study of the contents of these accounts to deter-
mine the relative importance of the functionally classified assets.
This will serve to determine the extent to which the primary accounts
will have to be adjusted as part of their regrouping into asset classes
for wealth inventory purposes.
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ROAD AND EQUIPMENT PROPERTY ACCOUNTS FOR RAILROADS

(1) Engineering.
(2) Land for transportation purposes.
(21/2) Other right-of-way expenditures.
(3) Grading.
5 ) Tunnels and subways.

(6) Bridges, trestles, and culverts.
(7) Elevated structures.
(8) Ties.
(9) Rails.

(10) Other track material.
(11) Ballast.
(12) Track laying and surfacing.
(13) Fences, snowsheds, and signs.
(16) Station and office buildings.
(17) Roadway buildings.
18) Water stations.

(19) Fuel stations.
(20) Shops and enginehouses.
(21) Grain elevators.
(22) Storage warehouses.
(23) Wharves and docks.
(24) Coal and ore wharves.
26) Communication systems.

(27) Signals and interlockers.
(29) Powerplants.
(31) Power transmission systems.
(35) Miscellaneous structures.
(37) Roadway machines.
(38) Roadway small tools.
(39) Public improvements-construction.
(40) Revenues and operating expenses during construction.
(42) Reconstruction of road property acquired.
43) Other expenditures, road.
44) Shop machinery.

(45) Powerplant machinery.
(47) Unapplied construction material and supplies.
(51) Steam locomotives.
(52) Other locomotives.
(53) Freight train cars.
(54) Passenger train cars.
(56) Floating equipment.
(57) Work equipment.
(58) Miscellaneous equipment.
(59) Unapplied materials and supplies-equipment.
71) Organization expenses.
72) General officers and clerks.
73) Law.

(74) Stationery and printing.
75) Taxes.

(76) Interest during construction.
(77) Other expenditures, general.
(80) Other elements of investment.
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Location of assets
Balance sheet data in form A are not distributed by State of loca-

tion. Additional data should be collected to make possible the presenta-
tion of State-by-State data. We have noted elsewhere the problem of
interstate vehicles.
Assets rented to or fromn other sectors

We deal here with properties used in the carriers' transportation
operations. Miscellaneous properties, including their rental aspects,
are taken up in the next section.

Form A contains a number of operating income and expense accounts
related to rentals. Some accounts are supported by schedules. Most
schedules describe the property, identify the lessor (lessee), and indi-
cate the yearly rental payment (receipt). A description of the major
accounts (and schedules) relating to rentals follows:

"Rents of buildings and other property" (142): Into this account
are thrown rental receipts from those properties the operating expenses
of which are not separable between the rented portion and the carrier-
used portion. About $20 million was recorded in this account in 1961.
Form A contains no schedule to support this account.

"Miscellaneous rent income" (510) : This account contains net rents
of properties the expenses of which are separable and the value of
which is included in road and equipment. The account is supported
by schedule 372, showing the name and location of the property, the
name of the lessee, and the amount of rent. The book value of the
properties is not shown in the schedule. Net receipts in 1961 for class
I railroads were $43 million.

Rentals for rolling stock and joint facilities are thrown into one of
the following accounts:
Rent income:

Hire of freight cars (503).
Rent from locomotives (504).
Rent from passenger train cars (505).
Rent from floating equipment (506).
Rent from work equipment (507).
Joint facility rent income (508).

Rents payable:
Hire of freight cars (536).
Rent for locomotives (537).
Rent for passenger train cars (538).
Rent for floating equipment (539).
Rent for work equipment (540).
Joint facility rents (541).

Schedules 376-78 support the first three classes of rental receipts
shown above. Amounts received are separated between receipts from
other carriers and receipts from noncarriers. Noncarriers are not iden-
tified. It is doubtful that any significant amount of rent is received
from outside the railroad industry for these classes of equipment.

Turning now to rental payments for these same classes of equipment,
the schedules noted above provide the same data on payments as for
receipts. In 1961 all carriers considered as one system paid more than
$350 million in net rentals (rents payable less rental income) to non-
carriers.
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Class I railroads in 1961 paid out $48 million on "Rent for leased
roads and equipment" (542) and earned $3 million in "Income from
lease of road equipment" (509). Schedule 383 (371) supports this
class of rental payment (receipt), and the schedule identifies the lessor
(lessee), describes the property, and shows the amount of rent accrued.
Properties leasing at less than $50,000 per year are grouped. The book
value of leased properties is not shown in the above schedules.

Accounts 536-41 (rental of equipment) and 542 (lease of road and
equipment) do not contain all property rental payments. Various
operating-expense accounts, e.g., "Outside agencies" (352), "General
office supplies and expenses" (453), contain payments for rented offices
and business machines. Form A has no supporting schedule for these
accounts.
Miscellaneous physical properties

Assets in this investment account (737) are defined as those tangible
properties owned by a railroad but not operated in connection with
its (or another carrier's) transportation service. Class I railroads
carry about $0.5 billion of these properties on their books.

Schedule 214 supports this investment account. Properties valued
at $1 million or more (or having a net profit or loss for the year of
$25,000 or more) are shown separately. The kind, location, and busi-
ness use of each property are shown as well as the year of acquisition
and book value.

"Miscellaneous physical properties" may be operated by the
carrier or operated by others. Total revenues for operated properties
(502) were $44 million in 1961; net income from nonoperated prop-
erties (511) was $32 million.

"Miscellaneous rents" payable (543) is supported by schedule
384 which identifies properties renting for $50,000 or more by name
and location. Properties shown in this schedule include some assets
used in transportation as well as assets dedicated to nontransport
purposes.

Physical unit detail
A substantial portion of the investment of railroads is in structures

below the railhead. One physical measure of this investment is miles
of road, second and additional main track, yard track, and sidings,
by State. Accordingly, we recommend presentation of supplementary
physical detail on mileage. Schedule 412 of form A contains the
following information by State.

Road operated by respondent:
Line owned:

Main line.
Branch lines.

Line of proprietary companies.
Line operated under lease.
Line operated under contract.
Line operated under trackage right.
Total mileage operated.

Line owned, not operated by respondent:
Main line.
Branch lines.
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Rolling stock accounts for slightly more than 40 percent of railroad
investment. We recommend the presentation of data on the number
of units of this equipment by major types. Schedule 417 provides for
each minor equipment type (shown in annex B) the following infor-
mation:

Units at close of year.
Owned and used.
Leased from others.
Total in service of respondent.
Aggregative capacity of units reported (tractive effort or

capacity).
Leased to others.

Schedule 421 contains data on the number of vehicles owned or
leased in revenue service and in nonrevenue service, by the following
types:

Trucks.
Tractors.
Trailers and semitrailers.
Buses.
Combination bus-trucks.

The number of leased vehicles is not shown separately.
Revaluation of tangible assets

The foregoing discussion has considered form A in the light of our
requirements for book values and supplementary physical detail. It
is obvious that considerable additional information will need to be col-
leted if form A is to be the starting point for revaluation. Amounts
in the various primary accounts would have to be distributed by age
and State. In the absence of market prices for these assets, it would
be necessary to construct price indexes for the various accounts. Sur-
vival curves also would have to be constructed since wealth should be
measured on both gross and net bases.

There is an alternative to form A (as the point of departure for the
revaluation of railroad assets) in the work of the ICC's Section of
Valuation. The section prepares annual elements-of-value estimates
of property owned or used by class I line-haul and switching and ter-
minal railroads.

The following elements of value are prepared for each railroad.
1. Cost of reproduction new, except land and rights.
2. Cost of production new, less depreciation, except land and rights.
3. Original cost, except land and rights.
4. Present value of land and rights.
5. Working capital, including materials and supplies.

Before discussing the procedures followed in making reproduction
cost estimates, we call attention to several facts about their scope.
First, they currently cover class I roads only. Secondly, the section
of valuation does not revalue those assets carried as miscellaneous
physical properties. Finally, leased road and equipment are not
separated from owned operating properties. Earlier, we noted that
lessor companies are classified in the real estate industry.

Filling the gaps indicated by the first and second points would
require collection of some additional information. Handling of the
third problem could take one of two courses. In the final wealth
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estimates, lessors of railroad properties can be shifted from real
estate to railroad transportation. If this is not desirable, it will
be necessary to develop a technique for isolating the values of leased
road and equipment. Once valued, the property of lessors should
be set out separately from the value of other industries within real
estate.

Valuation estimates rest on three kinds of primary data. These
are (1) the engineering report, (2) the annual reports submitted
by carriers showing additions and retirements subsequent to the engi-
neering report, and (3) a series of cost indexes.

The engineering report contains an enumeration, by detailed cate-
gories of physical units, of tangible assets owned or used by each
carrier, by State and valuation section within each State, except
equipment which is not allocated to any State. The physical inven-
tories on which the engineering reports rest were completed between
1914 and 1922.

Regardless of the date when the inventory was completed, the
physical units of roadway property of a given railroad were multi-
plied by prices appropriate to the particular railroad in the base
period. The base-period unit prices reflected average costs during
a 5- to 10-year period preceding June 30, 1914. In a few instances
where roadway property records were adequate, original unit costs
were used as multipliers. Equipment usually was priced at original
cost. Most values in the overhead accounts were determined by apply-
ing fixed percentage rates to the dollar values in certain primary
road accounts.

Two kinds of carrier reports are used in preparing current esti-
mates of reproduction cost new. B.V. Form No. 588 is filed annually
and records the units added or retired and their dollar values, result-
ing in a perpetual inventory. In the preparation of estimates by
the short-form method discussed below, dollar value data on additions
and retirements are taken from the carriers' annual reports (form A)
to the ICC.

A variety of interrelated cost (price) indexes is used in revaluation.
Underlying these indexes are price data collected from numerous
sources, including reports by carriers and suppliers and trade publi-
cations. Prior to their use, these data are discussed by joint agency-
industry price committees. Data adjustments resulting from the
discussions of these price committees appear to be relatively few.

The indexes prepared by the Section of Valuation include the
following:

1. Annual national indexes for each primary account, each weighted
by the value (in base-period prices) of the components. Weights are
shifted from time to time.

2. Annual regional indexes for each primary roadway account.
The prices used are normally the same as those used in constructing the
national indexes. However, prices are weighted by values appropriate
to the particular region (of which there are eight).

3. Annual regional indexes for each primary equipment account.
These are the same for each region. However, in constructing com-
posit all-property and equipment indexes for a particular region the
equipment accounts are weighted by values appropriate to the region.

4. A composite period index is constructed for each railroad, using
an average of the three most recent annual regional indexes, and an
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estimate of price levels during the present year and the year to come.
The regional primary account indexes used in deriving the composite
period indexes are weighted by values appropriate to the particular
railroad.

Estimates of reproduction cost have been made using two methods.
The long-form method was last applied to class I railroads during
the period 1945-55. It has not been applied to class II roads since
the 1930's.

Estimation of reproduction cost by this method involves adjusting
the physical units remaining after the last application of the long-
form method for subsequent additions and retirements. These new
physical-unit balances are multiplied by the unit prices used in the
engineering report. The resulting value of current inventory in base-
period prices is revalued using the period indexes.

The short-form method currently is used for making revaluation
estimates for class I only. The value estimates (in base-period prices)
from the last long-form application are the starting point for a short-
form estimate. All roadway property additions in a given year are
deflated to the base-period price level using the appropriate regional
index for all roadway property. Equipment additions in each pri-
mary account are deflated separately.

The age of retired roadway property and retired equipment in
each primary equipment account is estimated using average life as-
sumptions. When the average "vintages" of the dollar values retired
in a given year have been determined, they are deflated.

Dollar balances of current inventory at base-period prices are re-
valued using the period indexes to obtain current dollar estimates.

Summary
Our review of the work of the Section of Valuation in those aspects

which relate to wealth estimation leads to these conclusions:
The short-form method doses not provide data at the State level nor

at the level of the primary roadway account. The short form does not
produce data as reliable as that from a long-form application. Over
time, values gotten through the two techniques will diverge, particu-
larly in the roadway property totals.

Long-form applications provide State data at the level of primary
accounts. These applications, however, are expensive, and none is
being made currently as part of any continuing program.

Given the foregoing facts, we recommend that resources be committed
to the development of ways to overcome short-form data deficiencies.
In addition, we recommend a further review of the 50 primary account
indexes to determine their adequacy for purposes of wealth estimation.

OTHER INDUSTRIES WITHIN THE MAJOR GROUP

Elsewhere, we have recommended the grouping of data on the four
industries making up railroad transportation. Line-haul railroads and
switching and terminal companies were considered above. Discussed
below are data availabilities for sleeping car and express companies.

Only a minimum quantity of data is filed with the Interstate Com-
merce Commission by the one sleeping car company. Book values for
"Carrier property" ($25 million in 1961) and "Materials and sup-
plies" ($11 million) were reported; the amounts were not further dis-
tributed by location or asset class. No amount was reported for "Other
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physical property." "Interest rental on cars" and "Rental of cars to
carriers" were reported as operating expenses or revenues. No other
class of rentals is shown.

The total equipment in service at close of year distributed between
owned and leased (from railroad carriers) is shown for these classes
of equipment:

Standard sleeping cars, lightweight.
Standard sleeping cars, heavyweight.
Tourist sleeping cars, other type.
Other cars-slumbercoach.

An annual report is filed with the Interstate Commerce Commission
by companies offering express service. Details about the report of the
single large company in the industry will be discussed. (The report
form filed by the one small express company shows only total invest-
ment in transport property.)

Real property and equipment investment is distributed among these
accounts:

Land.
Buildings.
Equipment:

Cars.
Automobiles.
Office furniture and equipment.
Office safes.
Trucks.
Garage equipment.
Line equipment.
Shop equipment.
Miscellaneous equipment.
Minor equipment.

Only rental payments for local office space are shown separately.
The number of pieces of owned equipment is available for the fol-

lowing classes:
Cars.
Automobiles.
Office safes.
Car safes.
Trucks.

We recommend collection of additional information in line with olur
data objectives.

IV. LOCAL AND SUBURBAN TRANSIT AND INTERURBAN PASSENGER
TRANSPORTATION

Group 41
Local and suburban transit------------------------------------------ (4111)
Local passenger transportation, not elsewhere classified---------------- (4119)
Taxicabs----------------------------------------------------------- (4121)
Intercity buslines…_------------------------ -------------------- _____- (4131)
Intercity highway passenger transportation, not elsewhere classified___ (4132)
Local passenger transportation chartler service ----------------------- (4141)
Passenger transportation charter service, except local----------------- (4142)
Schoolbuses---------------------------------------------------------(4151)
Terminal and Joint terminal maintenance facilities for motor vehicle

passenger transportation- -___---______________________(4171)
Maintenance and service facilities for motor vehicle passenger transpor-

tation- -_____ (4172)
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There are two Federal reporting systems for carriers within this
major group. AWith exceptions to be noted, each of the reporting sys-
tems covers a part of each four-digit industry. Under those circum-
stances, data availabilities will be discussed without reference to
specific covered industries. There should be no problem in assigning
reporting firms to one of the two industry groupings recommended in
chapter II.

The Interstate Commerce Commission and the Census Bureau op-
erate the above Federal reporting programs. Neither collects any
information on taxicabs (4121), schoolbuses (4151), nor terminal and
service facilities for motor vehicle passenger transportation (4171-
4172). Accordingly, we recommend the collection of necessary data
from business units within these industries.
The bus carrier survey 1

Coverage of business units in the remaining industries within the
major group is good but not 100 percent. The bus carrier survey was
a part of the 1963 Census of Transportation and collected data from
all for-hire operators participating in the social security program.
This results in the omission of business units operated solely by the
owner, i.e., having no employees. Furthermore, since census coverage
is limited to bus operators, no information was collected on local street
railways and subways. (In our discussion of railroads, we noted that
some electric roads reporting to the ICC belong in major group 41.)
We recommend collection of required data from street railway and
subway operators in future surveys.

Since the bus carrier survey did not collect any balance sheet data,
we also recommend the collection of the balance sheet data by asset
types. Data should also be collected on leased assets.

The number of owned and leased buses, classified by seating
capacity was reported on the 1963 questionnaire. We recommend the
presentation of supplementary physical detail on the number and
capacity of buses. A separation should be made between those owned
and those leased.

The 1963 Census of Transportation collected a minimum of in-
formation from regulated bus carriers. These report annually to the
ICC oIL form D or form E. The former report is used by class I car-
riers, defined as those having gross operating revenues of $200,000 or
more. Smaller carriers use one of two versions of form E. Those
with operating revenues of less than $50,000 report practically the
same information called for in the 1963 census questionnaire. Ac-
cordingly, our comments and recommendations made in connection
with the latter report apply also with respect to the version of form E
filed by carriers with operating revenues totaling less than $50,000.

Nonclass I firms with operating revenues of at least $50,000 com-
plete the balance sheet and income statements found in form E. Re-
levant balance sheet accounts include:

Materials and supplies.
Revenue equipment.
Other carrier property.
Noncarrier property.

Additional information is required as the basis for distributing the
values in the latter three accounts among the recommended asset classes
for wealth purposes.

2 The full name of this Census program is the "Truck and Bus Carrier Survey."
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The income statement does not show separately rental payments and
receipts. The amount of rentals and the value of assets rented to other
business units should be collected.
Report formn for large carriers

Considerably more data is available about carriers reporting on
form D. Balance sheet accounts include:

Materials and supplies (1180).
Carrier operating property (1200).
Carrier operating property leased to others (1300).
Noncarrier operating property (1400).
Nonoperating property (1450).

Additional information is available in supporting schedules for
each of these accounts except "Materials and supplies."

The following primary accounts exist for carrier operating prop-
erty in schedule 1200:

Land and land rights.
Structures.
Revenue equipment.
Service cars and equipment.
Shop and garage equipment.
Furniture and office equipment.
Miscellaneous equipment.
Improvements to leasehold equipment.
Undistributed property.
Unfinished construction.

The "Revenue equipment" account is supported by schedule 1221.
The following information is provided for each vehicle or group of
identical vehicles:

Make.
Year.
Number of units.
Local or intercity use.
Gasoline, diesel, or other engine.
Passenger seating capacity of each vehicle.
New or used.
Cost.

The above accounts (supplemented by the equipment schedule) can
be cast into the recommended asset classes for wealth purposes after
the collection of a minimum of additional data for some accounts.
"Service cars and equipment" includes automobiles as well as work
or roadside assistance equipment, and these should be separated. Im-
provements to leasehold properties should be distributed among the
remaining asset classes.

The name of the lessee and the book value of each carrier operating
property leased to others are recorded in schedule 1300. The carrier
is required to maintain (although he does not report) this investment
account by the same accounts used for "Carrier operating property."

Rental receipts (payments) for leased operating properties are re-
corded in schedule 5500 (5400). The schedule identifies the lessee (les-
sor) and the amount of rent receivable (payable). Receipts and pay-
ments recorded in schedules 5500 and 5400 refer to rental of distinct
operating units and include the use of an operating right or franchise.
Since the latter is an intangible arid outside our definition of wealth, the
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rentals must be adjusted to exclude amounts associated with the use of
franchises.

Rental receipts and payments for operating property other than
those associated with the lease of franchises are recorded in schedule
5300. The following detail is available on rental receipts and
payments:

Equipment rents
Other operating rents
Joint facility rents

When both parties to a rental transaction are part of the same in-
dustry, it is unnecessary to develop payments data.

The "Noncarrier operating property" and "Nonoperating property"
accounts are supported by schedules 1400 and 1450 respectively. In
each schedule the book value of each property within the accounts is
reported along with a summary description of the property and its use.
Data are needed with which to distribute the values by asset types.
Rental revenues from nonoperating properties are shown in schedule
6100.

The revenue equipment schedule mentioned in our review of value
data by asset classes provides information needed to distribute vehicle
units by capacity. We already have recommended that such a distri-
bution be made for the vehicles of firms covered by the census of
transportation.

The revenue equipment schedule also groups vehicles by maker and
model year along with the associated book values, all necessary data
for revaluation. A sample of aged book values is required for other
asset classes along with appropriate price indexes and survival curves
on which to base depreciated values. The alternative possibility of
using market prices to arrive at net values for revenue equipment
should not be overlooked.

Neither form D nor form E distributes asset values by State of loca-
tion. We recommend collection of these data.

V. MOTOR FREIGHIT TRANSPORTATION AND WARuOUiIoN1

Group 42

Local trucking and draying, without storage-------------------------- (4212)
Trucking, except local----------------------------------------------- (4213)
Local trucking and storage, including household goods---------------- (4214)
Farm product warehousing and storage------------------------------- (4221)
Refrigerated warehousing, except food lockers…------------------------(4222)
Food lockers, with or without food preparation facilities…---------------(4223)
Household goods warehousing and storage----------------------------- (4224)
General warehousing and storage------------------------------------ (4225)
Special warehousing and storage, not elsewhere classified--------------- (4226)
Terminal and joint terminal maintenance facilities for motor freight

transportation…----------------------------------------------------- (4 =3 )
Three Federal statistical programs cover the greater part of this

major group. The Interstate Commerce Commission receives reports
from carriers witlhin its jurisdiction. The truck carrier survey is part
of the 1963 Census of Transportation., Public warehousing is covered

I The full title of the program Is the "Truck and Bus Carrier Survey." Another program
within the census of transportation is the "Truck Inventory and Use Survey," based on a
sample of 100,000 highway power units. The data from the latter program will supplement
Information from vehicle owners.

38-135-64 - 7
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by the quinquennial census of business. (Since trucking companies
in industry 4214 also engage in storage, there is some overlapping
coverage by the three reporting systems.)

Before turning to an evaluation of the kinds of data collected for
trucking and warehousing, we call attention to the absence of a report-
ing vehicle for one small industry "Terminal and joint terminal main-
tenance facilities for motor freight transportation" (4231).
Public warehousing questionnaire

The census questionnaire for public warehousing is sent to estab-
lishments with one or more employees. No data are collected from
business units without employees. The form used in the 1963 Business
Census does not request information on the value of tangible assets.
We recommend the collection of this investment data by the asset
classes recommended in chapter II. A sampling of the values reported
by year of acquisition will be necessary for revaluation. Since a report
for an establishment refers to activities in only one place, there should
be no problem in determining the State in which tangible assets are
located.

We recommend also the collection of data on rental payments, rental
receipts, and the value of assets rented to other business units, by
major asset classes.

The 1963 census questionnaire requests information on the amount
of public storage space available for various classes of commodities,
i.e., household goods, general merchandise, refrigerated goods, etc.
We recommend presentation of this supplementary physical detail
along with the wealth estimates.
Truck carrier survey

Coverage of the motor trucking industries by the truck carrier
survey (a stratified random sample based on about 20 percent of the
universe) is limited to those business units with employees. If wealth
data were collected from this universe it would understate the value
of tangible assets devoted to motortrucking, since sole-owner operators
are common in this industry. However, the understatement probably
would not be significant.

The data co ected by the truck carrier survey are similar to those
reported to the ICC by class III carriers with annual operating reve-
nues of less than $50,000. Neither set of data includes information on
investment in tangible assets. Accordingly, we recommend the collec-
tion of data on rental payments, rental receipts, and the value of assets
rented to other business units, by major asset classes.

Both the census questionnaire and the above ICC report (form C)
request data on the number of owned vehicles, by type, i.e., trucks,
truck tractors, semitrailers, and full trailers. We recommend
presentation of this supplementary physical detail.

Those class III carriers with annual revenues of $50,000 but less
than $200,000 (which is the upper limit for the class) report invest-
ment data in addition to the vehicle information noted above. The
investment reported includes:

Materials and supplies.
Revenue equipment.
Other carrier property.
Noncarrier property.
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Additional detail is required in order to distribute the amounts in
the latter three accounts among the asset classes set out in chapter II.
Information also is required on rental payments, rental receipts, and
the value of assets associated with the rental receipts, by major asset
class.
Report onna for med/ t-eized carriers

Class II motor carriers, defined as those having annual operating
revenues of $200,000 but less than $1 million, report to the ICC on
annual report form B.

The book costs of the tangible assets of class II carriers are recorded
in these three balance sheet accounts:

Material and supplies (118).
Carrier property (120).
Noncarrier property (140).

The latter two accounts are supported by schedules. The following
detail is available in schedule 120 for "Carrier property":

Land and structures.
Revenue equipment.
Service cars and equipment.
Other carrier property.

Except for the "Revenue equipment" account, more detail is needed
to distribute recorded values by the asset classes recommended in
chapter II. Information on the location of these assets as well as a
sample of aged values, also, are required.

The following data on "Revenue equipment" are available from
schedule 122 (material cited is from the 1962 report)

TRUCKS
Make

Number:
Number by year of manufacture:

Prior to 1955.
1955 through 1960.
1961.
1962.

Number by type of engine:
Gasoline.
Diesel.
Other.

Number by type of body:
Rack and flat bed.
Refrigerator.
Tank.
Other.

Number by number of axles:
One axle.
Two axles.
Three axles.
Other.

Number used principally in-
Intercity service.
Local service.
Cost.
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The same detail (where applicable) is available for truck tractors,
semitrailers, and full trailers.

The data provide (1) value detail which can be cast immediately into
the recommended asset classes; (2) the number of each make of vehicle
type classified by a number of characteristics, information necessary for
presentation of supplementary physical detail. For revaluation pur-
poses, however, a sample of costs should be redistributed by year or
period of manufacture.

"Noncarrier property" is supported by schedule 140. In addition to
showing the book value, each property is described and its use is indi-
cated. Data are required with which to distribute the value of each
property by asset classes and by State of location. Values in each asset
class should be sampled to determine asset age.

Rental receipts (and payments) for noncarrier properties are in-
cluded within total revenues (expenses) associated with noncarrier
operations (schedule 610). The rental receipts should be separated
and the book value of the associated rented properties determined.

Carriers may lease portions of their operation to other carriers.
This involves the use of the operating right or franchise (carried in
one of the intangible property accounts) and carrier property (carried
in account 120). Rentals receivable from the lessee (shown in sched-
ule 550) include remuneration for use of the franchise. The book
value of the leased carrier property is not shown separately.

Rental payments (and receipts) for carrier properties, other than
distinct operating units, are recorded in a number of expense accounts,
e.g., "Other maintenance expenses" (418), "Purchased transportation"
(427), "Other transportation expenses" '(418), "Other terminal ex-
penses" (438), etc. Except for "Purchased transportation" the amount
of rental payments (receipts) is not shown separately nor is the class of
asset identified. Rental payments should be associated with particular
asset types.

We call attention to the fact that many of the rental receipts and
payments discussed above relate to assets both owned by and used by
the motor carrier industries as we have defined them for wealth pur-
poses. When this is found to be true, there is no need for developing
data about rental payments and receipts or the value of rented proper-
ties. The rental of distinct operating units as well as vehicles rented
with drivers (one class of "Purchased transportation") illustrates
assets which are both owned and used within the industry.

Report form for large carriers
Annual report form A for class I carriers, defined as those with

operating revenues of $1 million or more, is an expanded version of the
report used by class II carriers and discussed above.

Tangible assets are thrown into the following balance sheet accounts:
Material and supplies (1180)
Carrier operating property (1200)
Carrier operating property leased to others (1300)
Noncarrier property (1400)
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(Some miscellaneous tangibles are also recorded in "Other current
assets" (1190).) The latter three accounts are supported by schedules.
Schedule 1200 provides value data distributed by these accounts:

Land and land rights
Structures
Revenue equipment
Service cars and equipment
Shop and garage equipment
Furniture and office equipment
Miscellaneous equipment
Improvements to leasehold property
Undistributed property
Unfinished construction

Additional information should be gathered about "Service cars
and equipment" to separate automobiles from the work vehicles in-
cluded in the subaccount. The book costs recorded in "Improvements
to leasehold property" should be distributed among the other accounts.

Schedule 1300 supports "Carrier operating property leased to
others." Along with the identity of the lessee, the schedule shows the
book value of the tangible property associated with each distinct oper-
ating unit under lease. The amounts in this account should be dis-
tributed among the accounts used for operating property. While this
distribution is not reported, carriers are required to maintain this de-
tail in their accounting records.

Rental receipts from a distinct operating unit (which includes the
use of a franchise and physical properties) are shown in schedule 5500.
(Rental payments for the use of property constituting a distinct oper-
ating unit are recorded in schedule 5400.) We already have pointed
out that these operating units are both owned and used within the
trucking industries.

"Noncarrier properties" are identified in schedule 1400. The book
value of each is shown along with the purposes for which used. In-
formation is required with which to distribute these values by asset
class. Rental receipts (and payments) arising in connection with non-
carrier operations are recorded in schedule 6100. These rentals are
not separated from the total revenues and expenses shown, nor asso-
ciated with each distinct noncarrier operation. The allocation of assets
to the sector of use will be made on the basis of rental receipts and
payments. Accordingly rentals should be separated from total non-
carrier revenues (and expenses) and associated with the relevant
book values.

Net rentals involving assets used in carrier operation are shown
separately in "Operating rents" subaccounts within each of the six
major operating and maintenance expense accounts. Separate data
on rental receipts (and the value of the rental properties) and rental
payments (and the kind of property rented) are required as the basis
for allocation of rental properties to the appropriate sector of use.

"Purchased transportation" which involves rented revenue equip-
ment is supported by schedule 4270. Receipts and payments are sepa-
rately shown. In addition, rentals of equipment without driver are
separated from rentals of equipment with drivers. We already have
noted that rentals of equipment with drivers should cancel out within
the trucking industries since both lessor and lessee are classified with-



710 MEASURING THE NATION'S WEALTH

in the industries. However, some equipment rented without drivers
is owned outside the trucking industries.

None of the investment data reviewed above provides information
on the location of the asset nor on the age of the assets. We recom-
mend the collection of such data.

In our review of form B (used by class II carriers), we noted the
kind of physical-unit data available for revenue equipment. The same
information is available for vehicles owned by class I carriers. We
recommend the presentation of supplementary physical detail show-
ing the number of vehicles by type.

VI. WATER TRANSPORTATION

Group 44
Deep sea foreign transportation…------------------ ------------------ (4411)
Transportation to and between noncontiguous territories-------------- (4421)
Coastwise transportation-------------------------------------------- (4422)
Intercoastal transportation…------------------------------------------ (4423)
Great Lakes-St. Lawrence Seaway transportation--------------------- (4431)
Transportation on rivers and canals--------------------------------- (4441)
Ferries… ____________--------------------------------------------- (4452)
Lighterage- ---------------------------------- (4453)
Towing and tugboat service----------------------------------------- (4454)
Local water transportation, not elsewhere classified------------------- (4459)
Piers and docks--------------------------------------------------- (4462)
Stevedoring --------------------------------------------------------- _(4463)
Canal operation----------------------------------------------------- (4464)
Water transportation services, not elsewhere classified…----------------(4469)

DEEP SEA CARRIERS

We will first consider those companies engaged in deep sea foreign
and domestic transportation. Three Federal agencies collect data
from deep sea operators. Coverage of domestic deep sea operators
is very good although not 100 percent. There is poor coverage of those
engaged in foreign commerce. Accordingly, it will be necessary to
establish new data collection arrangements.

The three agencies which receive information from a part of the
industry are the Federal Maritime Commission, the Interstate Com-
merce Commission, and the Maritime Administration. Their reports
are identified respectively as forms "FMC-64", "M", and "MA-172".
Each forn consists of a core of common schedules plus certain sched-
ules required by only one or two of the agencies. In our review of
currently collected data we shall treat the three reports as one. Be-
fore reviewing the report(s) we will note the gaps in coverage of
the four deep sea industries.

Only about one-thiral of the 200 deep sea carriers report to one or
more of the three agencies. The Maritime Administration receives
reports from 15 subsidized carriers engaged in foreign commerce.
These few carriers own nearly one-third of the privately owned mer-
chant fleet. The remaining carriers engaged in foreign commerce do
not report to any agency unless, as noted below, they also engage in
domestic commerce. These companies include regular route (liner)
and charter (tramp) operators as well as companies operating ships
primarily for the transportation of their own products (industrial
carriers). Of course, the assets of the latter belong to the industrial
sector of primary activity.
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About four dozen domestic carriers (some of which also engage in
foreign commerce) report to the Federal Maritime Commission.
(Perhaps one-third of these carriers operate non-self-propelled vessels,
and accordingly they report on form FMC-63 rather than FMC-64.)
The four dozen carriers include all comnmow carriers operating be-
tween the mainland and noncontiguous territories (Industry 4421)
and those coastwise carriers operating within Puerto Rico (part of
Industry 4422).

About two dozen domestic carriers report to the ICC including a
dozen or so that also report to FMC. Some of these carriers also
engage in foreign commerce. They include all coastwise carriers ex-
cept those operating within Puerto Rico (regulated by FMC), and
Alaska and Hawaii (within the jurisdiction of the respective States).
Also reporting to ICC are those carriers engaged in intercoastal trans-
portation (Industry 4423).

There are three fleets of deep-sea vessels the assets of which are not
part of the transportation industries. We already have mentioned
the industrial carriers which are engaged in transporting their own
products. The wealth of the Government-owned reserve fleet is treated
in the Federal Government accounts. Finally, there are the 400 for-
eign-flag vessels owned by foreign subsidiaries of American companies.
The tangible wealth of this flags-of-convenience fleet will enter into
the sector account constructed for net foreign claims.

We now review the report(s) prepared by deep-sea shipping com-
panies. The general balance sheet contains the following accounts
relating to tangible assets:

Inventories (170).
Floating equipment-vessels (331).
Other floating equipment (337).
Terminal property and equipment (343).
Other shipping property and equipment (349).
Nonshipping property and equipment (353).
Construction work in progress (359).
Spare parts (362).

Schedules provide more detailed information about each account.
Schedule 200, completed by MA and FMC respondents only, refers to
"Inventories," and it separates them into the following suibaccounts:

Vessel stores, supplies, and equipment ashore.
Other shipping inventories.
Nonshipping inventories for sale.
Nonshipping inventories for consumption.
Miscellaneous inventories.
Bar.
Slop chest.

Location and description are given for each item valued at $10,000
or more.

The book value of each vessel carried in account 331 is shown in
schedule 2020.

The book value of each major item of property in the remaining
balance sheet accounts (except "Spare parts") is shown in schedule
2022. Items are identified and grouped within each balance-sheet
account. The location of the item also is given. The "Spare parts"
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account is supported by schedule 2031, completed by MA and FMC
respondents only. Each item valued at $10,000 or more is identified,
and its location and book value are given. The above schedules ap-
pear to provide necessary information on the location of assets. This
leaves as the only major data gap a sampling of aged book costs for
assets other than vessels.

Needed information for the revaluation of vessels is available in
schedule 4010. The following data are given for each vessel:

Year built.
Year acquired.
Type.
Gross tonnage.
Deadweight tonnage.
Cubic capacity (feet)

Bale.
Bulk.

Certificated passenger carrying capacity.
Indicated horsepower of engines.
Usual rate of speed (knots).
Length overall.
Beam overall.
Maximum draft:

Light.
Fully loaded.

Number of persons in crew.
In connection with the development of wealth estimates for deep

sea shipping, we call attention to the technical resources of the Mari-
time Administration in the areas of ship construction costs and the
used-vessel market.

INLAND CARRIERS

About 200 common and contract water carriers engaging in com-
merce on the Great Lakes and on inland waterways report to the Inter-
state Commerce Commission. This total does not include all carriers
falling within industries 4431 and 4441. Among the exclusions are
intrastate carriers as well as companies engaged in the exclusive opera-
tion of vessels carrying not more than three commodities in bulk.
It will be necessary to establish a data collection arrangement. In
connection with the task of identifying carriers not reporting to the
ICC, we call attention to the Corps of Engineers "Transportation
Lines" series. These annual publications identify all U.S. business
units engaged in water transportation, including not only those oper-
ating on the Great Lakes and inland waterways but also many of those
engaged in local water transportation as well as the deep sea carriers
already discussed.

Companies with operating revenues exceeding $100,000 and report-
ing to the ICC use annual report form K-A. (The same form-but
identified as FMC-63-is used by tug and barge lines under the juris-
diction of the Federal Maritime Commission. )

ICC regulated carriers with revenues less than $100,000 report on
form K-C. The latter report does not distribute assets by type. The
only separation made is between the book values of shipping and non-
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shipping property and equipment. The following information is pro-
vided for each piece of floating equipment:

Character of title (owned or leased).
Year acquired.
Rated horsepower of engine.
Cargo carrying capacity tons.
Passenger carrying capacity (number).

Form K-A contains the following balance sheet accounts relating
to tangible assets:

Material and supplies (115).
Transportation property (140).
Improvements on leased property (158).
Noncarrier physical property (160).

The latter three accounts are supported by schedules 222 and 287.
The former provides the following distribution of balances in "Trans-
portation property" and "Improvements to leased property" accounts:

Floating equipment:
Line equipment.
Harbor equipment.
Miscellaneous floating equipment.

Terminal property and equipment:
Buildings and other structures.
Office and other terminal equipment.
Motor and other highway equipment.

Land and land rights:
Land.
Public improvements.
Construction work in progress.

The physical characteristics of each piece of floating equipment (or
groups of like vessels) are presented in schedule 413. The detail
includes:

Year built.
Year acquired.
Character of title.
Service for which adapted.
Cargo deadweight carrying capacity.
Cubic capacity (feet)

Bale.
Bulk.

Certificated passenger carrying capacity.
Rated horsepower of engines.
Usual rate of speed.
Length overall
Beam overall.
Maximum draft:

Light.
Fully loaded.

Equipped with radio apparatus.
Number of persons in crew.

Schedule 287 is used to record investments in noncarrier properties.
The identity, location, date of acquisition, and book cost are shown
for each property valued at $5,000 or more. If the property items
so described are not too gross, i.e., composed of extremely hetero-
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geneous asset types, sufficient data are available to provide a basis for
revaluation and the geographic allocation of the resulting estimates.

Rental receipts and payments for the charter of vessels are thrown
into accounts 341, 481 respectively (schedules 310, 320). The book
value of vessels chartered is not shown.

Accounts 342 and 483 are used to record rental received and paid for
transportation properties leased for a period of 1 year or more.
Schedules 371 and 381 identify properties rented for a year or more,
their location, and the amount of rent accrued.

Rental receipts and payments in connection with noncarrier physical
properties are thrown into "Income from noncarrier operations"
(account 502). The annual report contains no further information on
these rentals. It will be necessary to relate rental receipts and pay-
ments to specific asset types. Further, rental receipts must be matched
with the value of properties described in schedule 287, which supports
noncarrier investment.

LOCAL WATER TRANSPORTATION

Business units engaged in local water transportation do not file
reports with the ICC unless they happen also to perform transporta-
tion in interstate or foreign commerce. Elsewhere, we have noted
the annual Corps of Engineers "Transportation Lines" series which
should be useful in identifying most local water units. Lists of
employers prepared in connection with the social security program may
also be helpful in identifying these local units. We recommend col-
lection of required data.

SERVICES INCIDENTAL TO WATER TRANSPORTATION

Data of the type required for wealth-measurement purposes are not
collected from business units within this group of industries by any
Federal agency. We note the interest of two Federal agencies and
two private organizations in some or all of the industries within the
group. The Corps of Engineers and Maritime Administration jointly
prepare publications describing in detail port facilities on the Great
Lakes and the several coasts. The "Lake Series" and "Port Series"
contain port surveys made on a rotating basis over a number of years.

The port of New York periodically collects data on capital expendi-
tures for deep sea terminal facilities made in principal ports of the
United States. In 1963 the American Association of Port Authorities
completed a survey of member-owned facilities. Estimates were made
of the cost of the facilities as well as gross and net replacement values.
The assets of these public authorities, of course, are a part of the wealth
of State and local governments. We call attention to the efforts of this
association and the other named agencies since we believe each could
contribute to the development of plans for the collection of data from
privately and publicly owned units engaged in operating piers and
other water services. We recommend the collection of needed data
from economic units within these industries.

714
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VII. TRANSPORTATION BY AiR

Group 45

Air transportation, certificated carriers … (4511)
Air transportation, noncertificated carriers'---------------------------(4521)
Airports and flying fields ------------------------------------ ---- (4582)
Airport terminal services_-_-_---------- --------------- -------------- (4583)

1 When revisions in the SIC occur, the title of industry 4511 should be amended to read
"certificated route carriers"; the title for industry 4521 should read "certificated supple-
mental and noncertificated carriers." The suggested titles reflect changes in CAB
certification practices.

Industry 4511 consists of carriers holding certificates of public con-
venience and necessity pursuant to section 401(d) (1) or (2) of the
Federal Aviation Act of 1958, as amended, authorizing them to enoage
in air transpotration over a route, or routes, designated by the Civil
Aeronautics Board.

Each carrier files report form 41 with the CAB. This is basically a
quarterly report, although some of its schedules are filed monthly and
others are completed annually. The form is reviewed below in the
light of data objectives.

Value data by asset class
The values of operating property and equipment are thrown into the

following accounts:
Flight equipment:

Airframes.
Aircraft engines.
Aircraft propellers.
Aircraft communication and navigational equipment.
Miscellaneous flight equipment.
Improvements to leased flight equipment.
Flight equipment rotable parts and assemblies.

Ground property and equipment:
Passenger service equipment.
Hotel, restaurant, and food service equipment.
Ramp equipment.
Communication and meteorological equipment.
Maintenance and engineering equipment.
Surface transport vehicles and equipment.
Furniture, fixtures, and office equipment.
Storage and distribution equipment.
Miscellaneous ground equipment.
Maintenance buildings and improvements.
Other buildings and improvements.

Land.
Construction work in progress.

Rearrangement of these accounts into the recommended wealth
groupings will require some additional information from the carriers.
For example, surface transportation vehicles need to be distributed
among the various established classes.

The flight equipment accounts contain some aircraft components
not currently installed on aircraft, e.g., aircraft engines and com-
munication and navigational equipment. The assets making up
"Flight equipment rotable parts and assemblies" are defined to exclude
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installed components. In constructing a value for the wealth group-
ing "airplanes," we suggest omitting rotable parts and assemblies,
treating them as "other equipment." Whether or not to attempt sep-
aration of uninstalled components from the installed components in
the other accounts will depend on the significance of the distortion in-
troduced by inclusions of the uninstalled components in the total for
"aircraft."

Besides "Operating property and equipment," the detail of which is
shown above, three other balance sheet items reflect data on tangible
assets. These are "Flight equipment expendable parts," Miscella-
neous materials and supplies," and "Nonoperating property and equip-
ment."
Rental data

Rental payments for property used in transportation service are
totaled separately within the several major operating expense accounts.
Rental receipts for transportation properties are shown separately in
account 4611. Rental payments for nonoperating properties identi-
fied with nontransport ventures, and rental receipts from nonoperating
properties are included within "Income from nontransport ventures"
(8186). Rental payments for nonoperating properties not identified
with nontransport ventures are included within "Miscellaneous non-
operating debits," (8189). Additional information will have to be
collected to identify the kind of property rented, the associated rentals,
and the book value of property leased to others.
State data

The report of the carriers to the CAB does not distribute asset values
by State. We have noted elsewhere the difficulty of making a mean-
ingful allocation of aircraft among States. However, it is desirable
to show assets other than aircraft on a State basis.
Other air carriers

Industry 4521 consists of supplemental carriers holding certificates
of public convenience and necessity issued under section 401(d) (3)
of the Federal Aviation Act of 1958, as amended, or a special operat-
ing authorization issued under section 417 of the Federal Aviation
Act, or operating authority issued pursuant to section 7 or 9 of Public
Law 87-528. Industry 4521 also includes noncertificated commercial
operators and for-hire commercial flying within general aviation.

Commercial operators consist of contract carriers and intrastate com-
mon carriers. Neither-is regulated by the CAB. Both hold commer-
cial operator certificates from the Federal Aviation Agency as evi-
dence of their fitness from a safety standpoint to operate for-hire air-
craft of more than 12,500 pounds. For-hire operators of aircraft
weighing 12,500 pounds or less are classified by the FAA in general
aviation, a category which includes all civil flying except the above-
mentioned CAB regulated carriers and the commercial operators.

Neither of the aviation agencies has a list of operators within gen-
eral aviation. Those who participate in the social security program
could be identified from the records of the Bureau of Old Age and Sur-
vivors Insurance. A partial listing of air taxi and scheduled intra-
state operators of aircraft weighing 12,500 pounds or less is shown
in the "Official Airline Guide." The National Air Taxi Conference
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(Washington, D.C.) may be able to assist in the identification of addi-
tional operators. The total assets of these carriers are small and per-
haps insignificant in relation to total air transportation.

A list of commercial operators is maintained by FAA and pub-
lished quarterly in "The U.S. Civil Air Carrier Fleet." In late 1962,
there were 41 operators.

Required information from commercial operators and for-hire busi-
nesses within Federal aviation (once the latter are identified) might
be collected by the FAA (the Agency does not now collect financial
data but does license pilots and aircraft) ; or the CAB, which is expe-
rienced in collecting financial data, but has no regulatory responsi-
bilities in this area; or the Census Bureau.

Supplemental carriers file an abbreviated form 41 with the CAB.
The following balance sheet items are reported by supplemental
carriers:

Flight equipment expendable parts.
Miscellaneous materials and supplies.
Flight equipment.
Ground property and equipment.
Land.
Construction work in progress.
Nonoperating property and equipment.

The shortened form 41 does not contain a schedule supporting the
balances recorded for "Flight equipment" and "Ground property and
equipment." Since the balance sheet cannot be immediately reclassi-
fied into the recommended asset classes, additional detail will need to
be collected from supplemental carriers. (See the earlier discussion
of value data by asset class relative to certificated route carriers.)

Only rentals paid for operating properties are reported by supple-
mental carriers. Rental receipts from operating properties and rent-
als in connection with nonoperating properties are not separately
reported. The properties are not identified.

The reports filed by the supplemental carriers do not distribute asset
values by State of location. It will be necessary to collect this infor-
mation for assets other than aircraft.

Our discussion of data availabilities in the light of objectives has
treated, first, the certificated route carriers; next, the noncertificated
carriers; and lastly, the certificated supplemental carriers. Now we
will discuss these carriers as a group in connection with physical unit
detail.

Since flight equipment accounts for most of the tangibles owned by
carriers, we recommend the presentation of supplementary physical
detail showing number of aircraft, distributed between turbine- and
piston-driven planes, further divided by number of engines. It would
also be useful to indicate maximum seating capacity for each class of
aircraft. It is desirable to cross-classify each class of aircraft by year
of manufacture.

There is available considerable information on aircraft and their
characteristics. All aircraft are registered with the FAA. Infor-
mation of the sort in which we are interested (make, model, etc.) is
available from the registration and related records and is being pub-
lished currently in the Agency's annual "Statistical Study of U.S. Civil
Aircraft" and "The U.S. Civil Air Carrier Fleet," a quarterly release.

717



718 MEASURING THE NATION'S WEALTH

Certificated route and supplemental carriers additionally report the
following selected data to CAB (schedule B-43):

INVENTORY OF AIRFRAMES AND AIRCRAFT ENGINES

Date acquired.
Maximum seating configuration.
Manufacturer.
Number of aircraft engines (by type).
Type, model, and cabin design.
Maximum continuous horsepower per aircraft engine.
Cost.
Reserve for depreciation.
Estimated residual value.
Estimated depreciated life (months).

AIRPORT AND TERMINAL SERVICE INDUSTRIES

Industry 4582 consists of airport operators and business units en-
gaged in servicing, repairing, and storing aircraft at airports. All
fields open to the public and some private fields are either inspected
annually by the FAA or information about them is submitted by the
owners to the FAA. Information about inspected fields is recorded
on the "Airport Facilities Record," form 29-A. Form 29-A.1 is used
by self-reporting owners. The two reports describe in some detail the
landing area and the field's terminal facilities. No financial data are
collected.

The reports can be used in two ways. They provide a possible
vehicle for the collection of required additional information from air-
port operators, although we note that FAA does not have a primary
interest in financial data. Alternatively, a list of airports filing the
report provides a frame for the collection of data by another agency.
The frame is good although not perfect. It includes publicly owned
airports, the value of which is assigned on sector basis to one of the
Government sectors. It also includes some private fields operated by
other industries.

Industry 4582 includes not only airport operators 'but business units
servicing aircraft. The airport reports filed with FAA do not identify
these units; however, since the reports now ask for the number of
fixed-base operators (which includes these units) it would be possible
to ask for the names of these firms as a part of the airport report.

Industry 4583 consists of business -units furnishing airport terminal
services, e.g., airfreight handling, hangar rentals, etc. There is no
reporting program at the Federal level for companies in this industry.
We recommend the collection of required data from firms in this in-
dustry. A list might be developed through the airport report.

VIII. PIPELINE TRANSPORTATION

aroup 46
Crude oil pipelines-------------------------------------------------- (4612)
Refined petroleum pipelines------------------------------------------ (4613)

We believe these industries should include pipeline departments as
well as pipeline companies. Whether department or company, the
industries should be restricted to common carriers. Pipeline assets
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dedicated to the exclusive use of a producing or refining company
belong in the appropriate mining or manufacturing industry.

Common carriers by pipeline report to the Interstate Commerce
Commission on annual report form P. Coverage of the industry by
ICC is substantial but not 100 percent. Excluded are a few intrastate
common carriers. The Bureau of Mines, which collects pipeline mile-
age and related data, maintains a list of companies owning pipelines,
and identification of the intrastate common carriers should present no
problem. Collection of required data from these companies might
be made by the Bureau of Mines, which has established contacts with
the carriers but does not now collect financial data; the ICC which
collects financial data from the bulk of the industry but presently
has no statutory authority to collect data from nonregulated com-
panies, or the Bureau of the Census. Annual report form P now will
be evaluated as a data source in the light of objectives.

With some exceptions, the primary investment accounts (shown be-
low) can be rearranged into the recommended asset classes.

Gathering lines:
Land.
Rights-of-way.
Line pipe.
Line pipe fittings
Pipeline fittings.
Pipeline construction.
Buildings.
Boilers.
Pumping equipment.
Machine tools and machinery.
Other station equipment.
Oil tanks.
Delivery facilities.
Communications systems.
Office furniture and equipment
Vehicles and other work equipment.
Other property.

Trunk lines: Same as above.
General:

Land.
Buildings.
Machine tools and machinery.
Communications systems.
Office furniture and equipment.
Vehicles and other work equipment.
Other property.
Construction work in progress.
Unadjusted investments.
Acquisition adjustment.

No primary account exists for wharves and docks, these assets being
grouped with items in "Delivery facilities." Vehicles and other work
equipment are entered in a single account. Rights-of-way in this in-
dustry should be treated the same as owned land, since the former
typically are leased in perpetuity or vested in the pipeline company
by virtue of a property easement.
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Balance sheet accounts exist for "Operating oil supply" and "Ma-
terials and supplies," and "Miscellaneous physical property." The
first two accounts are not supported by schedules.

A separate schedule is used to describe miscellaneous physical prop-
erties valued at $25,000 or more. These properties are divided in turn
between operated and nonoperating (business units leased to others)
properties. Revenues are shown from each separate rental property.

Rental payments for property used in transportation service are
itemized separately if the payment equals or exceeds $5,000. The lo-
ication and description of the property are given.

The annual. report does not contain any separation of values by
State of location. One of the "elements of value" (discussed below)
prepared by the ICC's Section of Valuation is original cost. Original
cost which is closely related to book value is available by primary
account within each State. Similar detail is available for land.

For each reporting company, physical data on pipelines owned and
operated by respondent (also, owned in undivided interest and oper-
ated by respondent, and owned by others and operated by respondent)
are available in the following detail by State:

Miles and size of gathering line.
Miles and size of crude oil trunklines.
Miles and size of refined oil trunklines.

Asset revaluation
In connection with the restatement of book values in current dollars,

we call attention to the estimates prepared for pipelines by the Section
of Valuation, ICC. Their work will be described and limited com-
ments made. Limitations on time and technical resources have pre-
cluded the sort of study that could lead to a definite conclusion con-
cerning the usefulness of their estimates for wealth purposes. We
do recommend that the Section's techniques and estimates be fully
evaluated as the next step in developing wealth estimates in this
area. Selected comments are made at the end of this section.

Each year the Section of Valuation prepares for each carrier the
elements of value of property owned or used in common carrier
service. Elements of value include (1) cost of reproduction (except
land and rights) new; (2) less depreciation; (3) original cost (except
land and rights); (4) present value of land; and (5) original cost
of rights-of-way. After consideration of these values and other facts,
the Interstate Commerce Commission finds a final value of properties
for ratemaking purposes. The methods used in determining these
elements of value are described in Ajaxc Pipe Line Corporation (50
Val. Rep. 1). This report is the main source for the following
summary.

Pipeline companies prepared a physical inventory of their prop-
erties as of December 31, 1947. Units and quantities were grouped
by primary accounts within valuation sections, the latter being geo-
graphic divisions within a State. These quantities were multiplied
by "normal" unit prices for 1947.

The normal unit prices for 1947 used to value the original in-
ventory were not the prices prevailing during that year. Rather, they
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were averages of prices obtained during a 5- to 10-year period ending
in 1947. Average prices were used to compensate for " * * the usual
transitory nature of inflated prices occurring because of * * * short-
ages during the war or postwar period." (50 Val. Rep. 30.)

The original inventory is adjusted each year for additions and
retirements reported by the carriers. Units added, for example, are
multiplied by the appropriate 1947 normal price and the product
is added to the inventory. Following this step, each asset class,
valued now in the 1947 "normal" prices, is multiplied by a period
index appropriate to the class, producing an estimate of cost of re-
production new in current dollars.

The period indexes for a given year are based on averages of annual
indexes for the 3 most recent years, an estimate of the current year's
price level, and a forecast of the price level in the succeeding year.
The annual indexes are prepared from construction cost information
received from the carriers, and data provided by the Oil Pipeline
Advisory Committee on Valuation, trade publications, and manufac-
turers and suppliers.

As already noted, the Section prepares estimates of cost of repro-
duction new, less depreciation. The amount to be allowed for depre-
ciation is based on the age of the asset and estimated remaining future
service life. Service lives are estimated by reference to past expe-
rience. Past experience reflects both physical and functional depre-
ciation. The former includes deterioration due to "wear, tear, rot,
rust, decay, and the action of the elements." The latter "results
chiefly from obsolescence, inadequacy, inefficiency, supersession, de-
pletion, and the decline and exhaustion of the traffic which the prop-
erty was designed to transport." (50 Val. Rep. 28.)

As already noted, the Section makes a yearly estimate of the present
value of each carrier's land. In preparing the 1947 inventory of pipe-
line properties, substantially all land was the subject of a field ap-
praisal to determine market values. The amount of field appraisal
work performed by the Section since the late 1940's has declined. Due
to lack of personnel, the Section currently performs no field appraisals.

In preparing estimates of current market values, the Section adjusts
the 1947 (or later) appraised value using a variety of data, e.g., Cen-
sus Bureau information on changes in land values.
Concluding comments

The period indexes used to adjust the inventory valued in 1947
normal prices produce data reflecting a 5-year average price. Wealth
estimates for a particular year should be based on price data specific
to that year. However, as noted above, the Section does prepare
annual indexes

Techniques used in the construction of the 34 annual primary ac-
count indexes require review to determine their suitability for purposes
of preparing wealth estimates. A similar review should be made of
the methods used to estimate present land values.

The Section does not attempt to revalue these balance sheet items:
"Operating oil supply," "Materials and supplies," and "Miscellaneous
physical property."
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IX. TRANSPORTATION SERVICES

Group 47

Freight forwarding-------------------------------------- (4712)
Arrangement of transportation-------------------------------------- (4721)
Stockyards ---------------------------------------------------------- _(4731)
Rental of railroad cars with care of lading…----------------------------(4742)
Rental of railroad cars without care of lading------------------------ (4743)
Inspection and weighing services connected with transportation-------- (4782)
Packing and crating- -(4783)
Fixed facilities for handling motor vehicle transportation, not elsewhere

classified ------------------------------------------------------ (4784)
Services incidental to transportation, not elsewhere classified…_________-(4789)

FREIGHT FORWARDERS

All forwarders are licensed by at least one of three Federal regula-
tory agencies. Forwarders using railroad, motor carrier, or domestic
water transportation facilities report to the Interstate Commerce Com-
mission. Domestic and international airfreight forwarders by water
are regulated by the Federal Maritime Commission. At present, the
latter do not submit periodic reports to FMC, although these may be
required in the future. In any event, we recommend that required data
from ocean forwarders be collected by FMC.,

Air forwarders report financial data semiannually on CAB form
244. Schedule B provides these balance sheet accounts relating to
tangible assets:

Materials and supplies.
Automotive equipment.
Terminal equipment.
Other property (net.).

More detailed information on the latter three accounts should be
collected to provide a basis for the distribution of assets among the
classes recommended in chapter II.

The profit and loss statement (schedule P) provides no information
on rental payments or receipts. Such data, distributed by major asset
types, should be collected.

No information is collected on the number and types of owned
automotive equipment. We recommend the collection of these data.

Forwarders under the jurisdiction of the ICC and with annual reve-
nues of less than $100,000 report on form F-b. No data on tangible
assets are reported. We recommend the collection of required data
by the ICC.

Form F-a is submitted annually by forwarders with revenues of
$100,000 or more. The following balance sheet accounts are used for
tangible assets:

Materials and supplies (108).
Transportation property (140).
Nontransportation property (160).

Investment in transportation property is supported by schedule 17
which contains these property accounts.

Furniture and office equipment.
Motor and other highway vehicles.
Land and public improvements.
Terminal and platform equipment.
Other property account charges.
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To distribute the investment in transportation property among the
asset classes set out under data objectives, balances in "Other property
account charges" should be distributed among the recommended asset
classes. Schedule 29 provides value (and physical) detail for the
balance in "Motor and other highway vehicles." Available data in-
elude the value (and number) of vehicles, classified by make and
kind.

Nontransportation property is supported by schedule 18 which iden-
tifies each property and shows its book cost.

Rental payments and receipts in connection with forwarder oper-
ations are shown separately in schedules 25 and 26 which support the
income statement. Rentals related to nontransportation property
are not shown separately. AVe require information on the amounts of
these rentals, the book value of the assets rented out, and the type of
asset rented to or from other firms.

RENTAL OF RAILROAD CARS

Business units renting railroad cars to or on behalf of any railroad
are subject to the jurisdiction of the ICC. Refrigerator car lines
owned or controlled by railroad companies file annual report form
B-1. Car lines owning 10 or more cars-other than the companies
above mentioned-file annual report form B-2.

Physical assets of the railroad-owned or -controlled companies are
recorded in these balance sheet accounts:

Material and supplies (712).
Cars or protective service property (731).
Miscellaneous physical property (737).

Schedule 211 supports "Cars or protective service property" and
provides this detail:

Land.
Public improvements.
Rolling stock.
Miscellaneous equipment.
Tracks.
Carshop buildings and machinery.
Work equipment.
Ice manufacturing plants.
Natural ice plants.
Ice storage plants.
Precooling plants.
Icing platforms.
Transmission systems.
Testing apparatus.
Miscellaneous structures.
Mechanical protective service units.
Mechanical protective service facilities.
Organization expenses.

It is necessary to separate the book cost of structures and equipment,
combined in many accounts, and to distinguish between tnotor vehicles
and other equipment.

Schedule 214 partially supports the "Miscellaneous physical prop-
erty" account. Only those properties operated by the respondent are
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recorded in this schedule. Each operating property is identified and
its book cost shown. Net income from nonoperating (leased) "Mis-
cellaneous physical properties" is recorded in income account 511.

Rents payable in connection with the primary activities of these car-
lines are recorded in a number of accounts. Schedule 321, "Operating
expense," contains six rent accounts, each relating to a particular serv-
ice, e.g., "icing platform service," "heater service," etc. Rents pay-
able for cars are recorded in income account 533 and supported by
schedule 383, which identifies the property of each lessor and shows
the accrued rent. Information on the kind and number of units of
rolling stock leased from others is shown in schedule 418. Rental pay-
ments which cannot be thrown into one of the foregoing accounts are
recorded in account 543 "Miscellaneous rents."

The major activity of these carlines is the rental of rolling stock
to railroads. Receipts from car rentals are shown in schedule 310
"Operating revenues." These cars typically are rented by the rail-
roads on an "as needed" basis, payment for them being a per diem
and/or mileage charge; it follows that at a particular point in time
only a part of the refrigerator fleet may be in railroad service. It is
necessary to determine the average number of rental cars in railroad
service during the year in order that these assets can be allocated to the
railroads on a use basis. Besides equipment rented by the railroads
on a day-to-day basis, a number of cars are on term leases. The num-
ber leased at the close of the year is shown in schedule 419.

Rental receipts for the use of protective service properties other than
cars are recorded in account 510 "Miscellaneous rent income."

Schedule 417 distributes owned rolling stock between refrigerator
cars and various types of other cars.

Form B-2 is not required from business units owning less than 10
cars. We recommend the collection of required data from firms in this
size-class providing they are primarily engaged in renting cars. The
identity of all private-car owners can be learned from the "Railway
Equipment Register."

These firms plus those reporting to the ICC on form B-2 sum to a
total greater than the number belonging to the industry. This occurs
because a carline as defined in the Interstate Commerce Act includes
any business unit that tenders a private car to a railroad for movement
from one station to another. Many of the firms reporting to ICC use
their cars primarily or exclusively for the movement of their own
products. These assets should be treated as owned by the appropriate
other economic sectors. The remaining reporting units consist of
firms or departments falling within the industry, i.e., economic units
primarily engaged in renting railroad cars.

For purposes of developing a wealth statement based on industry
of use, it will be necessary to determine the average number of cars
rented to railroads by carlines and by businesses in other economic
sectors.

Form B-2 contains no general balance sheet. The only investment
data collected cover the end-of-year gross book values of cars, by type
of car. The number of cars, by type, also is shown. We recommend
collection of data on other tangible assets by the classes recommended
in chapter II.
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The total number of cars leased (as contrasted with short-term
rentals) to and from others at close of year is shown by type of car
and by two classes of lessees/lessors, viz, railroad and express com-
panies or "all others."

ARRANGEMENT OF TRANSPORTATION

This industry includes travel agents, transportation brokers, custom-
house brokers, transportation rate bureaus, operators of conducted
tours, and others furnishing information about transportation and/or
acting as agents in arranging transportation. With exceptions to be
noted, Federal agencies neither license nor receive reports from busi-
ness units within this industry.

The Bureau of Customs licenses all customhouse brokers, but it does
not require periodic reports from them.

Rate organizations operating under agreements between carriers
and freight forwarders subject to the Interstate Commerce Act re-
port to the ICC annually on form RBO. The balance sheet does not
show separately investment in tangible assets. Rental payments are
shown but the asset rented is not identified.

The Federal Maritime Commission passes on agreements submitted
by steamship conferences but does not require a periodic financial
report.

Brokers of motor vehicle transportation subject to the Interstate
Commerce Act are licensed by the ICC. No periodic reports are re-
quired by that agency. Neither FMC nor CAB regulates brokers.

We recommend the collection of necessary data from the business
units within this industry. Data from the classes of firms discussed
above might be collected by the regulatory agency. Alternatively,
data from these as well as the many classes of business not subject to
Federal regulation could be collected by the Census Bureau.

STOCKYARDS

Operators of yards handling livestock in interstate commerce report
annually to the Department of Agriculture (Packers and Stockyards
Division, AMS). Operators of yards who buy and sell livestock file
form PS-130. Operators who do not buy and sell-providing facili-
ties only-file form PS-129. (We note here a reporting overlap be-
tween some of those companies and some railroad terminal companies
engaged in stockyard operation.) The universe of companies report-
ing to the Agriculture Department excludes operators in intrastate
commerce. These are believed to be relatively unimportant.

Form PS-129 provides the following balance sheet accounts for
tangible assets:

Inventories.
Livestock.
Feed.
Material.
Land.
Building and structures.
Equipment.
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Feed inventories, by type, are detailed on pages 11-12 of the form.
The book values (and acres) of land owned and used for stockyard
purposes, used for other than stockyard purposes, and land not in use
are given on page 7. Buildings and structures are identified on page 8
along with the associated book values. On the same page the follow-
ing equipment detail is shown:

Furniture and fixtures.
Tools and movables.
Yard equipment.
Horses.
Wagons.
Other.

Rental receipts classified by type of asset rented are shown on page
13. Leasehold payments and a total for other rents are given on
page 14.

Form PS-130 is similar although less detailed than form PS-129.

OTHER TRANSPORTATION SERVICES

WVe know of no data currently being collected by Federal agencies
from the four remaining industries within the major group. Once
business units belonging to the industries are identified (probably from
the list of employers under the social security program), required data
should be collected by the Census Bureau if asset data on the trans-
portation industries are to be complete.

ANNEX A

THE VALUATION PROBLEM WITH RESPECT TO TRANSPORTATION ENTERPRISES

(By Ernest W. Williams, Jr.)

It seems clear that an attempt to compile aggregates of the "wealth" devoted
to the transport function will present difficulties, perhaps of a major order. It
would seem desirable that data compiled in current dollars for transport plant
and equipment be capable of addition to data for other industries, as well as
capable of comparison with aggregates for those industries without an undue dis-
tortion. Similarly the valuation placed upon the rail system ought to be capable
of comparison in a meaningful sense with that placed upon every other form of
transport.

The market system, although with a number of imperfections, places values
upon the largest part of assets which change hands with some frequency, whether
for the same or for other uses to which they may be adapted. It reflects in
price current demand and supply conditions as well as appraisals of future use-
fulness or earning power of these assets. Much transportation equipment as
well as many items common to the transport and other industries have a market
value. Such items are not, however, always segregated in the accounts from
other items which the market has no occasion to appraise directly. Where items
are currently in production, the price of new equipment bears some relationship
to the cost of production as well as a relationship to old and used equipment.

Current market value presumably affords the best measure for purposes of
wealth computations because it tends to reflect all the conditions which affect
the usefulness of assets under the conditions and expectations at the time of
valuation. Such values can, of course, be affected by cyclical phenomena as
well as by technological change and other factors over a period of time. Hence,
values found for particular assets at a given time may grow or decline out of
proportion to changes in the physical condition of the assets. Extrapolation
of values is, therefore, dangerous, but wherever available, market value ought
to be employed as the preferred measure of present wealth.

Unfortunately pipelines, railroads, and some other types of transport are
not customarily sold as going concerns, nor are there regular market trans-
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actions in most of the basic facilities employed in transport, whether publicly or
privately owned. Moreover, the current value of fixed transport plant is
heavily affected by (1) location of the works or structures; (2) degree of the
utilization of total transport capacity in the area served and the prospects
thereof; and (3) degree of utilization of a particular type of transport plant
in relation to competitive forms and the prospects of improvement or decline.
Locational as well as technological obsolescence is embraced in portions of the
transport plant. The former is almost never recognized in recorded deprecia-
tion; the latter only partly so. In these and other circumstances replacement
cost, less depreciation, may depart widely from any figure that would be as-
signed for value in use. It is questionable whether, for some portions of the
rail and highway plants, terminal facilities of all kinds, and certain naviga-
tion works, it would afford a basis most nearly comparable to a current market
value if such a value existed.

To value certain navigation works, for example, at replacement cost would
impart an inflated element. Channels or works which have never developed
substantial traffic may have a value less than their original cost, despite the
relatively permanent character of some such works, simply because they were
built in contemplation of a traffic which never developed, either because of
initial miscalculation or failure to apply economic tests or because of changes
in circumstances affecting the flow of traffic.

In the case of such a navigation work, neither a market value nor a capitaliza-
tion of earning power can be ascertained in any direct way. It may be that a
net revenue could be estimated for the value of traffic being carried and reason-
ably to be expected and a value computed therefrom. Such a method would,
however, be impossible to apply to many elements of transport plant. It seems
clear that no single standard can be applied throughout and that, depending
upon the resources available for the task, judgment will need to be applied
to the various segregable elements of plant in order to arrive at the best
approximation of market value in the hypothetical event that the sale of the
assets for continued service in transport were contemplated. Thus, under
circumstances where growth has been occurring and is in prospect and where
capacity is reasonably well utilized, replacement cost, less depreciation, would
appear to be a reasonable approximation. Care should be taken, however, to
review depreciation policies reflected in the reserves since, for particular
classes of plant, they may well fail adequately to reflect technological obso-
lescence. In instances of declining trend of business which may be expected
to continue, and of less than optimum utilization of capacity, it would appear
that when some assets reach the end of their physical lives they will not be
replaced. Indeed, plant ought to be undergoing continual shrinkage in such
instances.

Portions, at least, of the rail industry fall in this category and the use of
replacement cost as a measure of value would appear peculiarly inappropriate.
Yet the absence of earning power for a rail carrier taken as a whole does not
indicate the absence of "wealth" embodied in portions of its plant and equip-
ment. Unprofitable systems will have profitable segments. Systems will em-
brace some lines which can easily be dispensed with and others which remain
of substantial importance to the transport network. The use of the earning
power of the railroads as a whole, or of regional groups, or of individual car-
riers, would result in a value seriously short of the mark. In effect, deficit
segments would be given a negative value which would offset a portion of the
value found for segments which contribute materially to the performance of the
transport function. Although the continued operation of underutilized and
obsolescent facilities may well constitute a drag upon the economy, it is difficult
to accept a negative value for the facility in use when it ordinarily has a posi-
tive value as scrap. It would appear to be impossible to classify rail per-
manent way and structures in a way to admit of application of scrap values
in some instances and of value reflecting earning power in others. This results
not only from the magnitude of the task but also from the fact that much re-
quired information is not available. The value of the railroad plant on the
basis of capitalization of recent earnings at 10 percent is perhaps of the order
of 2 percent of the book values shown by the carriers. Replacement cost less
depreciation would presumably exceed book value by a considerable margin.
I do not at present see a basis for evaluation of this industry which is com-
patible with my understanding of the general objective.
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In respect of the highway plant, expenditures at all levels of government
are available. However, portions of the highway network are overdeveloped
while other portions are inadequate in capacity, design standards, physical
condition, or all three. Past expenditures give an insufficient guide to the
present value. However, substantial portions, especially of the rural road sys-
tem, have been constructed or improved in response to political pressures rather
than to economic need commensurate with the cost of the facility. The in-
creasing dominance of Federal and State expenditures has moderated but not
eliminated this conidtion.

It would appear that replacement cost should be a quite reasonable method for
application to pipelines, to the bulk of the highway system, and to most ele-
ments of transport equipment, where present market value of the asset is not
available. Portions of the highway system, of waterway improvements, and
of the rail industry seem to present the possibility of overvaluation by this
method.

ANNEx B

RAILROAD FORM A: INVENTORY OF EQUIPMENT

(from Schedule 417)

LOCOMOTIVES

Steam-Freight.
Steam-Passenger.
Steam-Freight or passenger.
Steam-Switching.
Electric-Freight.
Electric-Passenger.
Electric-Freight or passenger.
Electric-Switching.
Diesel-Freight: A units.
Diesel-Freight: B units.
Diesel-Passenger: A units.
Diesel-Passenger: B units.
Diesel-Multiple purpose: A units.
Diesel-Multiple purpose: B units.
Diesel-Switching: A units.
Diesel-Switching: B units.

OTHER

Freight train cars:
Boxcars-General service.
Boxcars-Special service.
Flatcars.
Stock cars.
Gondola cars.
Hopper cars-Open top.
Hopper cars-Covered.
Refrigerated cars.
Rack cars.
Tank cars.
Other freight train cars.
Caboose cars.

Passenger train cars (non-self-propelled):
Coaches.
Combination coach cars.
Parlor cars.
Sleeping cars.
Club, lounge and observation cars.
Other passenger carrying cars.
Postal cars.
Combination mail and baggage, or mail and express cars.
Baggage, express, and other non-passenger-carrying cars.



TRANSPORTATION WEALTH 729

Passenger train cars (self-propelled):
Coaches.
Combination coach cars.
Other self-propelled.

Company service equipment:
Business cars.
Ballast and dump cars.
Derrick cars.
Boarding outfit cars.
Wrecking cars (regularly assigned).
Snow removing cars.
Other company service equipment cars.

Floating equipment (self-propelled vessels)
Tugboats.
Car ferries and other self-propelled vessels.

Floating equipment (non-self-propelled vessels)
Car floats.
Lighters, barges and other non-self-propelled vessels.



APPENDIX II: PART M

REPORT OF THE WORKING GROUP ON COMMUNICA-
TIONS AND PUBLIC UTILITIES WEALTH

Prepared by DAVID J. HYAMS

731



MEMBERSHIP OF THE COMMUNICATIONS AND PUBLIC UTILITIES

WORKING GROUP

Joseph R. Rose (chairman), Wharton School of Finance & Commerce,
University of Pennsylvania.

Eli W. Clemens, College of Business & Public Administration, Uni-
versity of Maryland.

James B. Corey, consultant.
Theodore I. Gradin, Bureau of Statistics, American Gas Association.

(Mr. Gradin was represented at one meeting by Miss Zoe Baylies.)
Lyford N. Greene, American Telephone & Telegraph Co.
David J. Hyams (secretary), Wealth Inventory Planning Study, The

George Washington University.
Robert E. Johnson, Finance Division, Western Electric Company.
David A. Kosh, David A. Kosh Associates, Inc. (Mr. Kosh was rep-

resented at two meetings by Mr. Gerald Glassman.)
Charles H. Kressler, Valuation Division, Gannett Fleming Corddry

& Carpenter, Inc. (Mr. Kressler was represented at one meeting by
Mr. W. C. Fitch.)

Arthur L. Lanigan, Chesapeake & Potomac Telephone Cos. (Mr.
Lanigan was represented at two meetings by Mr. 0. 0. Ashworth.)

E. W. Morehouse, consultant in public utility economics.
Israel Putnam, Office of Economics, Federal Power Commission.
Herbert F. Reem, Office of Economics, Federal Power Commission.
Arthur Schatzow, Broadcast Bureau, Federal Communications Com-

mission.
Robert E. Stromberg, Common Carrier Bureau, Federal Communica-

tions Commission.
732



PREFACE

The Working Group on Communications and Public Utilities
Wealth held three daylong meetings to discuss the topics covered in
this report. The writer of this report, who served as group secretary,
takes this opportunity to thank members for their participation and to
acknowledge their very large contribution to the final shape of the
report.

The wording of the report is the responsibility of the secretary.
Whereas he has attempted to reflect the consensus of the group, no
member should be held responsible for all the views expressed. thdi-
vidual members have been free to write supplementary statements
clarifying their individual views if they so desired.

DAVID J. HiAMS.
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COMMUNICATIONS AND PUBLIC UTILITIES

I. DATA OBJECTIVES

The first chapter of this report is devoted to working group recom-
mendations concerning the kinds of information that should be
presented on the wealth of the public utility industries. In the re-
maining two chapters, we review current sources of data in the light
of data requirements and identify needs for additional data.

THE UTILITY SECTOR AND FUNCTION

In keeping with the group's area of primary responsibility, the data
review covers the communications, electric, gas, and sanitary services
industries described in the "Standard Industrial Classification Man-
ual," (SIC).,1

By definition, only investor- and cooperatively owned business units
are included in these industries. However, since much utility wealth
is governmentally owned, we recommend that utility-enterprise assets
be distinguished from other wealth in the Federal, and State and local
sectors, and that they be classified in a manner consistent with our
recommendations for privately owned properties.

In addition to the assets devoted to the performance of utility serv-
ices for the general public by these private and Government enter-
prises, similar assets are owned by some nonutility companies. These
assets provide utility-type services to their owners. We recommend
that the gross and net reproduction costs of communications, electric
generating, water impounding and processing, and sewage treatment
facilities owned by nonutilities be distinguished from their other assets
in presentations of wealth data. The usefulness of the data would not
be impaired significantly if reporting cutoffs were established in the
interests of collecting better data and minimizing collection costs.

The communications assets of nonutilities include those facilities
used for the transmission of oral or written information between two or
more identifiable points. Generally included within this definition are
microwave, cable, and wire channel equipment, and radio and televi-
sion broadcast equipment other than that owned by business units
within the broadcast industries described in the SIC. In those trans-
portation and utility industries subject to regulation by a Federal or
State agency, separate accounts are usually required for communica-
tions equipment..

Our interest in electric generating facilities centers on industrial
installations which are operated on a full-time basis. Standby facil-
ities or those used in small operations, such as rural household or

' Bureau of the Budget, "Standard Industrial Classification Manual," 1957.
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irrigation generation, can be ignored. Efforts at collecting data on
water processing and sewage treatment facilities should focus on
significant industrial installations.

USES OF WEALTH DATA

The group's discussion of uses of wealth data did not go beyond the
staff paper on this subject. Since an expanded version of the paper
appears in the staff report, uses will not be discussed here. It is
clear, however, that because of the high capital intensity of utilities,
good wealth estimates in this area are particularly important. Like-
wise, changes in output-capital ratios have significance in analyzing
changes in productive efficiency.

We now turn to a discussion of the ways in which utility wealth
should be measured and classified. In shaping these recommendations,
we have been mindful of the need for data comparability among eco-
nomic sectors as well as the special requirements of users of data on
public utilities.

INDUSTRIAL DETAIL OF WEALTH ESTIMATES

The "Standard Industrial Classification Manual" recognizes 19
minor (4-digit) industries en gaged in the provision of communica-
tions, electric, gas, water, and sanitary and related services to the
public. The SIC treats the company as the primary economic unit of
most of these industries. This contrasts with the "establishment"
concept obtaining in manufacturing and some other sectors.2 Data
from industries of companies are not usually comparable with data
from industries of establishments since the former often reflect greater
diversification of economic activity than do the latter. The exclusive
use of company data is unsatisfactory since such data inevitably intro-
duce distortions in measures based on activity.

In order to overcome the problem, it is necessary that those company
assets that are related to secondary utility and nonutility activities be
separated from primary activity assets and be counted with the wealth
of the appropriate "other" industry or industries.

This recommendation immediately raises a problem with respect to
three of the utility industries since they are defined as industries per-
forming both primary and secondary activities. These industries are
composed of these combination companies:
Electric and other services combined---------------------------------- (4931)
Gas and other services combined…-------------------------------------(4932)
Combination companies and systems, not elsewhere classified_--------- (4939)

We recommend that the utility assets of combination companies be
distributed among the other utility industries. The nonutility assets
of combination companies, of course, would be distributed among the
appropriate industries. Under utility accounting procedure, such
assets are separated in the books of account.

2 An establishment is defined as an economic unit usually at one location and engaged
in one, or predominately one, activity.
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Abolition of the combination industries leaves 16 minor industries for
us to consider. Data about them should be consolidated to form the
following 11 industrial groupings:

(1) Telephone communication (wire or radio) ---------------------- (4811)
(2) Telegraph communication (wire or radio) ----------------------- (4821)
(3) Radio broadcasting-------------------------- - ----------------- (4832)

Television broadcasting ………--------------------------------------(4833)
Communication services, not elsewhere classified.-. ……------------(4899)

(4) Electric systems ………-------------------------------------------- (4911)
(5) Natural gas transmission ………-----------__------------------------(4922)
(6) Natural gas transmission and distribution------------ - ---------- (4923)
(7) Natural gas distribution----------------------- - ---------------- (4924)

Mixed, manufactured, or L.P. gas production and/or distribution__ (4925)
(8) W ater supply--…------------…----------------------------------(4941)
(9) Sewage systems ………------------- --------------- --------------- (4952)

(10) Steam supply--…--------------…--------------------------------(4961)
(11) Refuse systems ………------------------------…-…-…-…-------------(4953)

Sanitary services, not elsewhere classified … ……---------------- (4959)
Irrigation system operation--------------------- - ------- ------- (4971)

All tangible assets of the straight gas companies as well as the
gas-related assets of combination companies should be assigned to
one of the above three gas industries on the basis of a classification of
the gas operation as an entity. We do not intend, for example, that
the incidental transmission facilities of a distribution company be
assigned to the transmission industry or the existence of incidental
transmission facilities be used as the basis for converting a distribu-
tion company (or department) into a transmission and distribution
company (or department).

The existing common plant of combination companies is relatively
minor. Yet it raises the familiar allocation problem. We suggest
that these assets be aggregated at the level of the SIC major group,
i.e., "Electric, Gas, and Sanitary Services." This recommendation
is consistent with the proposed treatment of the central office assets
of multi-industry manufacturing companies.

We note that some plant allocated to one or another of the depart-
ments by the combination company is jointly used. For example,
the steam department assets of a combination company also produc-
ing electricity would be represented by the steam distribution
facilities while the steam production facilities would be carried as
part of the electric department. We doubt that the distortions intro-
duced under these circumstances are significant.

VALUATION OF TANGIBLE ASSETS

Historical costs are inadequate measures of tangible wealth since
they reflect purchases made at various price levels over timeA We
recommend that tangible wealth be measured in the dollars of a single
year rather than in the dollars of the years in which purchased.

Gross book values in the various asset accounts will have to be ad-
justed for price changes through the use of price indexes appropriate

aIn connection with the recording of costs. we call attention to an important rharac-
teristic of utility accounting. Plant is recorded at original cost, which is the cost to the
person first devoting a property to public service. When an operating property Is sold at a
price higher than original cost, the buyer throws the difference into an acquisition adjust-
ment account. The original cost Is spread among the primary plant accounts. The
maintenance of plant accounts at original cost eliminates one problem that turns up when
applying price indexes to "aged" book values.

38-135-64 - 9
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to the account. The price indexes should not reflect changes in the
quality of the asset (i.e., model or specification changes). However,
indexes should reflect those price movements resulting from changes
in input (labor and material) prices and in the efficiency with which
inputs are combined to produce the asset (productivity). The
proposed indexes differ conceptually from indexes sometimes used
in arriving at a "trended original cost" since the latter indexes assume
no changes in construction methods. Thus, changes in productivity
reflected in an estimate of trended original cost are limited to those
embedded in the prices of purchased materials.

Beside a gross measure of tangible wealth, we recommend a net
measure that will reflect the loss of economic life through physical
wear and obsolescence. Past experience is the only practical basis for
computing depreciated values, since market values, representing the
alternative basis, exist for only a relatively few classes of assets. Aside
from feasibility, depreciated values have the virtue of reflecting pro-
duction costs, rather than the state of expectations. This assures that
a physically immobile asset at one location is given the same value as
an identical asset in another location.

On the other hand, depreciated values calculated on the basis of
past experience can, under less than competitive conditions, depart
from real (or theoretical) market value. Past experience will not
reflect a change in prospective earnings, or a current acceleration
in the rate of technological improvement, or even past rates of tech-
nological obsolescence in situations where management has been re-
luctant to replace items before they are fully depreciated for book
purposes.

We visualize the following steps in the preparation of the gross and
net estimates of wealth. (1) Global gross book values are collected
at the level of the primary account and by State of location from bus-
iness units in each industry. As will be noted later, much of this
information already is being filed by companies in the communica-
tions and utility industries. (2) On a sample basis, information is col-
lected about the age-composition of these book values. (3) With these
two sets of data and appropriate price indexes, it is possible to make
current-dollar estimates of gross wealth. (4) Finally, the gross meas-
ures are adjusted for depreciation based on information about service
lives.4

We recommend that along with the above gross and net wealth
estimates, there also be presented comparable aggregates of original
cost data. We make this recommendation because of the utility
analyst's special interest in these data, an interest stemming from
their use in the ratemaking process.

Ratemaking value
It is well known that as part of the procedure for pricing utility

output regulatory agencies "find" a value for utility properties. Taken
together with an allowed rate of return, this ratemaking value or
rate-base produces (or is expected to produce) a particular level of

4 In this regard the use of average service lives in estimating depreciation, without
appropriate recognition of dispersion of retirements, will bias the values downward.
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earnings. The sum of these rate bases will differ from wealth esti-
mates reflecting production costs adjusted for price changes since
most States establish ratemaking values which approximate depreci-
ated original cost. (In a fair value jurisdiction, the rate base will
approximate undepreciated original cost.)

our recommendations for the valuation of utility wealth are pat-
terned after the current value criteria used by other working groups
for the valuation of wealth in their economic sectors. We have not
attempted to follow regulatory agency valuation practices. We wish
to stress that our recommendations have not been made with a view
to the use of wealth estimates in ratemaking, proceedings.

(Messrs. Kosh and Glassman have prepared a supplemental state-
ment on valuation which appears as annex A of this report.)

DESCRIPTION OF THE IIANDY-WHITMAN AND BELL SYSTEM, INDEXES

In connection with the adjustment of book values for price change,
we call attention to the Handy-Whitman and Bell System cost indexes.
They are briefly described in the following paragraphs. We have not
attempted to evaluate them for wealth estimation purposes. We rec-
ommend a review of their adequacy for this purpose.

Construction cost indexes are prepared semiannually for electric,
gas and water utilities by Whitman, Requardt, and Associates of
Baltimore, Md.5

Indexes are prepared for each of six geographic divisions within
the United States: North Atlantic, South Atlantic, north central,
south central, plateau, and Pacific coast.

Annual cost index numbers for water utilities are available from
1912 to 1936; thereafter semiannual figures were prepared. The elec-
tric and gas utility series begin in 1911, and annual index numbers are
available from 1911 until 1919 and for the year 1923. Semiannual
figures were prepared in 1920 and 1921 and from 1924 to the present.
A series of indexes also are prepared for reinforced concrete and brick
construction. The series begins with 1915; consecutive semiannual
figures are available from 1924 to the present.

Two types of indexes are available for each of the three utilities.
The first type is specific to particular primary plant accounts recog-
nized by the National Association of Railroad and Utility Commis-
sioners (NARUC) in the case of water utilities, and by the Federal
Power Commission, for gas and electric utilities. The second type of
index shows price trends for various classes of equipment and labor.
These two types of indexes are illustrated by the following listing of

5 The paragraphs which follow have been prepared from material found in these
publications:

Ernest C. North, "Trended Costs by General Indexes," Proceedings of the Second Annual
Iowa State Conference on Public Utility Valuation and the Ratemaking Process. Ames,
Iowa, 1963.

Ezra B. Whitman and Ernest C. North, "Trending Public Utility Construction Cost
Indexes," Public Utilities Fortnightly, III, No. 5 (Aug. 27, 1963).

Whitman, Requardt and Associates, "The Handy-Whitman Index of Public Utility Con-
struction Costs." Bull. No. 75, Baltimore, 1962.

- , "The Handy-Whitman Index of Water Utility Construction Costs." Bull No. Ii.
Baltimore, 1962.
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indexes relating to gas plant construction (indexes specific to a par-
ticular primary account are identifiable by the account number):

Total construction and equipment (manufactured gas).
Mechanical equipment, exclusive of gas holders.
Gas holders, excluding foundation (362).
Total transmission plant.
Structures and improvements (366).
Mains (367).
Compressor station equipment (368).
Mains, cast iron (376).
Mains, steel (376).
Services (380).
Meters (381).
Meter installations (382).
House regulators (383).
House regulator installations (384).
Cast iron pipe, 6 inches and over.
Cast iron fittings, sizes 4 to 24 inches.
Steel pipe, size 16 inches.
Steel pipe, size 2 inches.
Compressors.
Pig lead.
Lumber, rough yellow pine, size 3 by 12 inches.
Common labor.
Gas labor.

Indexes are not available for each of the primary plant accounts.
Ten primary account indexes are available for water and for gas
utilities. Twenty-three primary account indexes are published for
electric utilities. It appears, however, that most depreciable assets
(based on dollar amounts recorded in the primary accounts) are
covered by indexes.

According to the compiler, the indexes are widely used for trending
original cost data to estimate reproduction cost at price levels of a
particular year. With regard to the construction of the indexes, the
compiler states:

Prices of basic materials such as cement, sand, stone, cast iron pipe, wire,
etc., are obtained from standard publications such as "Engineering News-Record"
and "Iron Age" and checked against prices actually being paid for such ma-
terials wherever possible. Labor cost trends are computed from labor rates
obtained from sources such as the U.S. Department of Labor, labor unions, and
the Builders Association of Chicago. Mechanical and electrical equipment prices
and trends are obtained from nationally known manufacturers * * *.

The proportions and the weight of the basic materials, labor, and equipment
used in any composite index of various classes of utility property have been based
on the analyses of many millions of dollars worth of plant and construction.
During recent years it has been possible to make, through valuation proceedings
and other sources, various studies and analyses of utility property accounts giving
labor and material components so that comparisons could be made with the
"Handy-Whitman Index." As part of the studies made for the purpose of im-
proving Bulletin No. 53 certain utility companies furnished analyses of property
accounts which permitted additional comparisons. The review of the weighing
of the labor and the various material components disclosed that the original
work was carefully done and that there was little reason to change published cost
trends. Although minor changes to the weightings might be indicated in certain
cases it was realized that any change in weight would have little affect on the
index numbers and that it would be extremely desirable to retain the existing
trend intact if at all possible.
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We recommend review of the adequacy for wealth purposes of the
Handy-Whitman indexes. Such a review would determine the sig-
nificance for wealth purposes of retention of "the existing trend."
Further, it would determine to what extent allowance has been made
in the indexes for changes in the efficiency (productivity) with which
utility installations are made.

The compiler has stated that the present cost of new equipment may
be less than the trended cost of old equipment of equal capacity. This
suggests that adequate allowances may not have been made for model
changes since when these are associated with cost increases, the index
should produce a trended value lower than that of the unadjusted
prices of new equipment. (See ch. 6 of the staff report for a
discussion of price adjustments.)

The American Telephone & Telegraph Co. constructs annual cost
indexes of telephone plant. The indexes are based on Bell System
experience. Their applicability to non-Bell investment is doubtful,
since the major Bell supplier does not serve the rest of the industry,
and the supplier's prices may not move with equipment prices in the
rest of the industry. While reliance on Bell indexes might not affect
national estimates (Bell investment accounts for 85 per cent of the in-
dustry), use of the indexes may not be appropriate in those few States
where Bell is not the major carrier.6

Bell indexes go back to 1945 and are available for 20 categories of
equipment and structures. These categories are consistent with the
primary pi ant accounts prescribed by FPC.

The categories are:
Buildings.
Central office equipment: 7

Manual.
Panel.
Step by step.
Crossbar.
Circuit.
Radio.

Station apparatus: 7

Teletypewriter.
Telephone and miscellaneous.

Station connections.
Large private branch exchanges.
Pole lines.
Aerial cable.
Underground cable.
Buried cable.
Submarine cable.
Aerial wire.
Underground conduit.
Furniture and office equipment.
Vehicles and other work equipment.

e Information on these indexes is contained in the following papers:
Henry E. Crampton, "A Practical Approach to the Development of the Current Cost of

Utility Plant," proceedings of the Second Annual Iowa State Conference on Public Utility
Valuation and the Rate Making Process, Ames, Iowa, 1963.

Arthur R. Tebbutt, "Price Trending Processes," proceedings of the Iowa State Conference
on Public Utility Valuation and the Rate Making Process, Ames, Iowa, 1962.

7 Indexes are prepared for subdivisions of this primary account.
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Changes in the specification of equipment and materials are
handled through the linking process followed by the Bureau of Labor
Statistics. The Bell indexes refer to equipment and materials in place.
They are designed to reflect price movements resulting from changes
in input prices and the efficiency with which inputs are combined to
produce the assets.

ASSET-TYPE DETAIL OF WEALTH ESTIMATES

We recommend that the properties of firms belonging to the utilities
industries first be classified by the following broad physical types:

Land.
Structures.
Equipment.

Transportation.
Materials, supplies, inventories.

Stored, pumped water.8

In line with an earlier recommendation, it will probably be necessary
to spread balances in the foregoing items among additional categories.
Gas transmission companies own communications equipment, and we
have asked for a separation of that class of property when owned by
noncommunications firms. Similarly, assets used in generating elec-
tricity and in connection with water and sewage treatment are to be
distinguished from other properties.

In addition to the classification of assets by physical type, we rec-
ommend that electric, gas, and waterplant in service be distributed
alternatively by function. These functional groupings are consistent
generally with present regulatory reporting practices:

Electric plant categories include:
Production plant:

Steam.
Nuclear.
Hydraulic.

Pump storage.9
Other:

Gas turbine.9

Transmission plant.
Distribution plant.
General plant.

Gas plant categories include:
Manufactured gas production plant.
Storage plant.
Transmission plant.
Distribution plant.
General plant.

While regulatory reporting procedure includes natural gas produc-
tion properties and related structures and equipment within plant in
service, they should not be included as wealth of the gas industry.
Rather, they are to be treated as nonutility assets and recorded as part
of the mining sector, a classification consistent with the SIC.

SThe Federal Power Commission soon may prescribe an account which will reflect the
pumping cost of stored water.

9 These items presently are not separated within the Indicated two types of production
plant.
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Recommended functional categories for the tangibles of water utili-
ties include:

Source of supply plant.
Pumping plant.
Water treatment plant.
Transmission and distribution plant.
General plant.

GEOGRAPHICAL DETAIL OF WEALTH ESTMIATES

We recommend the presentation of wealth estimates on a State-by-
State basis. Accordingly, multistate utilities will have to distribute
book values by State. This should not impose a major burden, since
the pattern of State utility regulation (and State taxation practices)
makes it necessary for utilities to separate assets by State of location.

A few assets properly are not allocable to any State. If significant,
they can be shown as a separate national aggregate. These would
include the high seas and outer space facilities of some communications
firms. American-owned assets located in other countries, of course, are
reflected in domestic wealth statements as foreign investments.

OWNERSHIP AND USE OF WEALTH

We recommend the presentation of wealth estimates on both owner-
ship and use bases.

The basic data for the former set of estimates come from the balance
sheets of business units classified within the communications and pub-
lic utility sector. The second set of estimates is developed by adjust-
ing ownership data for the value of assets rented to and from out-of-
sector industries. This requires that all lessors furnished the book costs
of leased assets, classified by asset type. Rental receipts classified by
asset type also must be reported. Lessees must report rental payments
by asset type. These three figures provide a basis for allocating wealth
from industry of ownership to industry of use.

The use of telephone and telegraph facilities should be looked upon
as the sale of a service rather than the rental of a facility, and thus,
no attempt should be made to allocate parts of the plant of the com-
munications sector to sectors "leasing" private lines or networks,
Similarly, no allocation should be made of plant from one industry
to another within the communications sector, e.g., telephone to
telegraph, etc.

It can be argued that this treatment does not reflect fully the assets
actually used in the production of the output of a particular industry.
For example, facilities leased from the telephone industry represent
a significant portion of the assets used by radio and television broad-
casters; similarly, more than half of domestic telegraph circuitry is
leased from the telephone industry. Yet, in neither case would the
assets be reflected in a statement distributing wealth by industry of
use.

However, we believe our recommended treatment has the twin
merits of conventionality and practicality. Conventionally, we treat
as rented properties those which are in the possession of and use of
the lessee. Communications facilities, on the other hand, are operated
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by the communications firms. The recommendation avoids the prac-
tical (and conceptual) problems involved in the separation and alloca-
tion of telephone properties which are serving at any moment most
or all economic sectors.

MEASURES OF PHYSICAL CHARACTERISTICS

We make no recoimnendation for the collection of new supple-
mentary physical detail about the assets of the communications and
public utility industries. However, as needs for specific data become
apparent, it is likely that they can be met from currently collected
data or furnished with relative ease by firms within the industry. A
variety of data relating to the physical characteristics of plant are
reported to regulatory agencies and trade associations, including, for
example, outside telephone plant mileage, by type and State; numbers
of central office exchange circuits, and telephones, by State; miles of
gas distribution and transmission line, by diameter of pipe, by State;
and, installed and rated capacities, by generating station.

II. COMMUNICATIONS

These industries are within SIC major group 48:
Telephone communications (wire or radio)--------------------------- (4811)
Telegraph communications (wire or radio)--------------------------- (4821)
Radio broadcasting-----------------------------------_ (4832)
Television broadcasting---------------------------------------------- (4833)
Communication services, not elsewhere classified…----------------------(4899)

TELEPHONE COMMUNICATION

At the end of 1962, there were 2,800 companies providing telephone
service in the United States, including Puerto Rico. Their gross in-
vestment in plant was estimated at $33.7 billion. A relatively few
companies accounted for the great bulk of this investment. Eighty-
five percent was on the books of the 24 companies comprising the Bell
group. Another 6 percent was owned by the more than 30 companies
making up the General Telephone System.

There are two sources of data on the telephone industry. The most
importance of these is the Federal Communications Commission which
receives annual reports from interstate common carriers. Companies
with annual operating revenues exceeding $100,000 file form M with
the regulatory agency. In 1961, 65 firms completed this report, among
them all companies in the Bell group and some of the companies in the
General group. In addition to the companies filing required reports,
about a dozen large intra-State firms voluntarily submit a form M to
the FCC. These voluntary reporters include more of the companies
in the General Telephone System. Together, the 75-80 firms report-
ing to FCC on form. M carry on their books almost 94 percent of the
industry's assets.

The United States Independent Telephone Association (Washing-
ton, D.C.) annually coll6cts data from independent companies. In
1960 over 500 firms filed data with USITA. After adjusting for
the overlap in coverage by the two organizations, it is estimated that
USITA recives reports from companies owning an additional 4 per-
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cent of the industry's assets. In summary, the two data collection
organizations provide coverage of companies accounting for 98 per-
cent of the industry's tangible properties.

Consideration will be given to form M as a source of data for pur-
poses of wealth estimation.

ValZue data by asset class
Seven balance sheet accounts relate to tangible properties:

(100. 1) Telephone plant in service.
100.2) Telephone plant under construction.
100. 3) Property held for future telephone use.
100. 4) Telephone plant acquisition adjustment.

(100. 7) Telephone plant adjustment.
(103) Miscellaneous physical property.
(122) Material and supplies.

"Telephone plant in service" is supported by schedule 12A which
distributes the balance among the following primary accounts:

(201) Organization.
(202) Franchises.
203) Patent rights.

(211) Land.
(212) Buildings.
(221) Central office equipment.
(231) Station apparatus.
(232) Station connections.
(234) Large private branch exchanges.
(241) Pole lines.
(242.1) Aerial cable.
242. 2) Underground cable.
242. 3) Buried cable.

(242. 4) Submarine cable.
(243) Aerial wire.
(244) Underground conduit.
(261) Furniture and office equipment.
(264) Vehicles and other work equipment.
276) Telephone plant acquired.
277) Telephone plant sold.

Balances in accounts 201-203 should be ignored since they relate
to intangibles. The remaining "plant in service" accounts can be
grouped into the recommended asset classes after the collection of
some additional data on accounts 264, 276, and 277. Work equipment
must be separated from transport vehicles. Bases are needed for
the allocation of plant acquired or sold.

Procedures also must be developed for integrating balances in
accounts 100.2 and 100.3. The two adjustment accounts should be
ignored. The balance-sheet account for Miscellaneous physical prop-
erty" is supported by schedule 16. The schedule shows the location
and identity of each property with a book cost of $10,000 or more
(in some cases, the lower cutoff is $2,000). The need for additional
data on miscellaneous physical properties will turn on the complete-
ness with which they actually are described in the regulatory report.
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Location of assets
Form M does not provide a State-by-State distribution of the book

costs of tangible assets. However, most companies operate in only
one State (even though they legally are interstate carriers). Further-
more, the multistate companies file distributions of tangible assets,
by State, as supplements to the form M's filed with State regulatory
agencies. Also, in connection with the FCC's responsibility for pre-
scribing depreciation accrual rates, the agency reviews depreciation
studies filed by telephone carriers. Data in these studies are organized
in a manner which will facilitate the estimation of gross wealth by
State of location.

Book cost data in these studies are organized by State, by year of
acquisition, and by type of depreciable asset. The depreciation studies
spread the balances in the 14 telephone accounts among 40 to 50 asset
types.

At present, depreciation studies are filed at 3-year intervals by the
companies making up the Bell group. About one-third of the com-
panies file each year. Over the next 5 years, 11 non-Bell firms, each
with assets over $35 million, will begin submitting depreciation studies
if present FCC plans materialize.
Ownership and use of assets

In order to make estimates of the value of property used in pro-
viding telephone service, it is necessary to adjust for the value of
assets rented from or to other industrial sectors. This adjustment
requires information on the amount of rentals paid and received,
the kind of asset rented, and the book cost of assets rented to other
sectors.

The operating revenue and expense schedules (34, 35) provide, re-
spectively, accounts for rent revenues and operating rents. No infor-
mation is provided on the kind of property involved nor the book
value of the rented assets for which revenues were received.

Rents received and paid for entire operating properties are recorded
in accounts 302 and 303 on the income and earned surplus statement.
Schedule 7 identifies the operating properties being leased but does
not give the book value of properties leased to others.

Rental payments and receipts associated with miscellaneous physical
properties are thrown into account 315 "Income from miscellaneous
physical properties." Schedule 16, which identifies these properties
individually, shows total revenues and total expenses associated with
miscellaneous physical properties owned by the respondent, including
those leased to others. The schedule also identifies each miscellaneous
property owned by another and leased to the respondent.

USITA report
The report submitted to USITA by cooperating companies contains

less of the data needed for wealth estimation purposes than does form
M.

Tangible asset accounts include the following:
Material and supplies.
Telephone plant in service.
Telephone plant under construction.
Property held for future telephone use.
Telephone plant acquisition adjustment.
Telephone plant adjustment.
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No separate account exists for "miscellaneous physical property."
The primary accounts among which the balance in "telephone plant in
service" is distributed are the same as those used in form M (itemized
above).

The USITA report contains almost no information on rental pay-
ments and receipts. Only the revenues arising from the rent of tele-
phone properties are shown separately.

We note, parenthetically, a second FCC report not heretofore dis-
cussed. Form L is completed by carriers engaged in domestic public
land mobile radiotelephone service. Excluded from the reporting
requirement are carriers already filing form M because of their land-
line telephone operations. Form L requests only the book amount of
investment in plant used in DPLMRS and the depreciated investment
in other physical property.

By and large, basic data in the telephone industry are relatively
adequate to provide a basis for current-value wealth estimates in con-
siderable detail. The several data weaknesses in this area have been
indicated in the course of the discussion.

TELEGRAPH COMMUNICATIONS

About two-thirds of the investment in plant of this industry is used
in the operations of the Western Union Telegraph Co. The remain-
ing investment is used in international radiotelegraph and ocean-cable
service. In 1961 there were nine international carriers.

Annual reports are required by the Federal Communications Com-
mission from telegraph carriers. Annual report form R is filed by
radiotelegraph carriers; form 0 by wire-telegraph and ocean-cable
carriers. Both annual forms share a high number of common sched-
ules. Accordingly, we will review only form 0, letting it serve also
to illustrate data availabilities and gaps in form R.
Value data by asset class

The following balance sheet accounts relate to tangible assets:
Operated plant in carrier's service (1000).
Operated plant leased to others (1100).
Improvements and repair of operated plant leased from others

(1200).
Plant under construction (1300).
Plant held for future communication use (1400).
Plant acquisition adjustments (1510).
Telephone and radiotelegraph plant (1530).
Plant in process of reclassification (1540).
Plant adjustments (1545).
Foreign investment in communication plant (1599).
Miscellaneous physical property (1610).
Material and supplies (1795).

The adjustment accounts can be ignored. Supporting schedules exist
for "Operated plant in carrier's service," "Miscellaneous physical
property," and "Materials and supplies."
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Detail for the first of these accounts can be regrouped into the
recommended asset classes for wealth purposes. Available detail for
"Operated plant in carrier's service" includes:

Land used for right-of-way (11).
Land used for building sites (12).
Land used for other operations (13).
Land improvement (14).
Buildings (15).
Poles (21).
Aerial wire (22).
Aerial cable (23).
Underground cable (24).
Buried cable (25).
Submarine cable (26).
House cable (27).
Underground conduit (28).
Pneumatic tubes (29).
Ocean cable (31).
Message transmitting and receiving equipment (41).
Repeater and terminal equipment (42).
Switchboards and distribution frames (43).
Pneumatic tube and conveyor equipment (44).
Power equipment (45).
Messenger call-circuit equipment (46).
Time-service equipment (47).
Ticker and commercial news service equipment (48).
Office cable and conduit (49).
Equipment furnished customers (51).
Other inside commercial plant (59).
Furniture and office appliances (61).
Messenger uniforms (65).
Other office and messenger equipment (69).
Vehicles (71).
Shop equipment (72).
Store and warehouse equipment (73).
Tools and implements (74).
Floating equipment (75).
Railway equipment (76).
Emergency facilities (77).
Laboratory equipment (78).
Organization (81).
Franchises (82).
Patent rights (83).
Leaseholds (84).
Research and development (85).
Other intangibles (89).
Plant acquired-undistributed charges (91).
Plant sold-undistributed credits (92).

Schedule 110 which supports "Miscellaneous physical .property"
supplies this information:

Description and location.
Date originally included in account.
Balance at end of year (gross).
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The "Material and supplies" balance is supported by schedule 140
which provides this detail:

Material held for use in carrier's communications operations.
Material in process.
Merchandise known to be held predominately for sale or resale,

or for use in jobbing or contracting operations.
Materials and supplies held for other than communications

operations.
Undistributed supply items.

Value data by State of location
The annual report does not distribute tangible asset balances by

State of location. We recommend the collection of data needed to make
this allocation.
Ownership and use of assets

Creation of a wealth statement showing the use of assets by industry
requires an adjustment of industrial ownership data for the assets
rented to and from other industrial sectors. The rental receipts and
payments of telegraph companies are recorded in the following ac-
counts of the income and earned surplus statement (schedule 300) and
supporting schedules:

Account Name of account Supporting
No. schedules

3000 Operatiugrevenues -301T-C.
3410 Leased circuit revenue-308.
3415 Measured service revenue -308.
3420 OtherleaFed-plant revenue-308
3810 Leased circuit revenue -308.
3820 Other leased plant revenue -308.
4000 Operating expenses---------------------------------330T-C.
42609 Rents for other facilities -- 333T-C.
4261 Rents for operating offices- 333T-C.
4499 Other administrative expenses (in part) -333T-C.
5010 Income from operated plant leased to others
5015 Income from telephone and radiotelegraph plant leased to others .
5110 Income from miscellaneous physical property-
5205 Rent for lease of operated plant ---- 362.

Supporting schedule 308 identifies each lessee if affiliated with the
telegraph company. Leased properties are described and the rental
amount is shown. Transactions with nonaffiliated lessees are grouped.

Balances in accounts 5010, 5015, and 5205 are net of expenses asso-
ciated with rental properties. However, schedule 362, which supports
account 5205, shows the gross annual rent accrual as well as the net
income balance carried into account 5205. The schedule also provides
a description of each property, including location. Rentals involving
amounts less than $5,000 may be grouped.

Account 5110 is used to record net income from noncarrier opera-
tions. Thus, it would reflect both rental payments and receipts asso-
ciated with such operations. However, neither the properties involved
nor the rental amounts are shown.

Schedule 333T-C provides a description of each property and the
associated rental payment if the transaction involves an affiliated com-
pany and a payment of $5,000 or more. Otherwise, entries may be
grouped.



750 MEASURING THE NATION'S WEALTH

If balances actually existing in the accounts reviewed above involve
significant amounts, it is clear that additional information will have
to be collected from telegraph companies since the supporting schedules
do not uniformly provide what is required. The value of facilities
leased to others, the kind of asset rented to or from other sectors, and
the associated rental receipt and payment require determination.

BrOADCASTING

The provision of broadcast service is regulated by the Federal Com-
munications Commission. In 1962 there were 8,500 television and
radio broadcast stations. Of these, about 2,500 engaged in a relay
operation involving the rebroadcast of television programs originated
elsewhere. Rebroadcast facilities are often owned by local groups
of television viewers. The FCC does not require an annual financial
report from these relay broadcasters.

The remaining 6,000 radio and television stations (as well as the
networks) file financial information in annual report form 324. A
separate report is required of each network and station.

Form 324 calls for the following information on the value of tangible
broadcast properties:

Land and land improvements and buildings.
Tower and antenna systems.
Transmitter equipment.
All other property.

In order to distribute these balances among the recommended asset
classes for wealth purposes, it is necessary to separate the values asso-
ciated with land, structures, equipment, and transport vehicles.

There should be little problem in distributing asset values by State
of location given the fact that a separate report is completed by each
broadcast station. We would expect that broadcast properties ordi-
narily are physically located in the same State as the station.

Form 324 provides no information on the rental of capital assets,
data needed for the estimation of wealth by industry of use.

OTHER CO3M31UNICATION SERVICES

Available data indicate that fewer than 100 business units were
classified within this industry. Included within the industry are photo-
transmission companies and various communication leasing services,
e.g., telephoto and stock ticker. We know of no current reporting
vehicle for companies within the industry. We recommend the collec-
tion of required data. FCC may have an interest in some of these com-
munications services, even though the agency has no present regulatory
responsibilities toward companies providing them. The FCC might
want to develop a data collection program. The census of business is
a possible alternative data gathering vehicle.
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III. ELECTRIC, GAS, AND SANITARY SERVICES

These industries are within SIC major group 49:
Electric companies and systems------------------------------------ (4911)
Natural gas transmission-------------------------------------------- (4922)
Natural gas transmission and distribution----------------------------- (4923)
Natural gas distribution--------------------------------------------- (4924)
Mixed manufactured or L.P. gas production and/or distribution_----- (4925)
Electric and other services combined…--------------------------------(4931)
Gas and other services combined----------------------------------- (4932)
Combination companies and systems, not elsewhere classified_------- (4939)
Water supply- -(4941)
Sewerage services--------------------------------------------------- (4952)
Refuse systems----------------------------------------------------- (4953)
Sanitary services, not elsewhere classified ……---------------------------(4959)
Steam supply_ (4961)
Irrigation system operation----------------------------------------- (4971)

ELECTRIC COMPANIES

In 1961 an estimated $48.1 billion of electric utility plant were on the
books of investor-owned electric companies. About 99 percent of this
total was accounted for by the 225 electric utilities with operating reve-
nues of $1 million or more. These firms are required to report to the
Federal Power Commission on that agency's form No. L.i Nearly all
cooperatively owned electric utilities report to the Rural Electrifica-
tion Administration. In 1961, there were some 900 REA cooperative
borrowers with utility plant valued at $3.7 billion. Cooperatives that
have repaid their REA loans are not required to file periodic reports.
At the end of 1961, there were 24 utilities in this category. 2

The information contained in the FPC and REA reports will now
be considered in the light of requirements for wealth measurement.3

Value data by a8set claas
The balance sheet (statement A) of FPC form No. 1 contains the

following items relating to tangible assets:
Utility plant (101-107,114).
Utility plant adjustment (116).
Nonutility property (121).
Materials and supplies (151-159,163).

The "Utility plant" balance is classified in statement B by kind of
utility plant, (i.e., whether electric plant, gas plant, specified "other"

1 some of the companies whose assets account for the remaining 1 percent report on
form No. 1-F. Given the relative Insignificance of these companies, form No. 1-F will not
be discussed below.

t The utility enterprise assets of Federal, State, and local governments are Included In
the wealth of the public sectors. The publicly owned electric utilities reporting to FCC in
1960 showed $4.3 billion of electric utility plant. The FCC estimates that this figure
represents 70 percent of the publicly owned plant excluding federally owned projects
and New York's Niagara and St. Lawrence projects. Major Federal projects and the re-
ported electric plant In billions of dollars Include Bonneville ($0.5) and TVA ($2.1) the
New York State projects report $0.9 billion of electric plant.

a The Edison Electric Institute also receives a standardized report from electric utilities.
The report will not be reviewed here since the industry Is covered completely by the FPC
and REA statistical systems.
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plant, or common plant) and then spread among the following ac-
counts:

Plant in service (classified) (101).
Plant purchased or sold (102).
Completed construction not classified (106).
In process of reclassification (103).
Leased to others (104).
Held for future use (105).
Construction work in progress (107).
Acquisition adjustments (114).

Supporting schedules exist for each item on the balance sheet and
almost every electric plant account on statement B. (The two ad-
justment accounts can be ignored.) A schedule also exists for "com-
mon plant." The FPC annual report for public utilities does not
require further detail on gas or "other" utility plant.

The supporting schedule for account 101 "Electric Plant in Service
Classified" distributes the balance among the 65 accounts listed in
annex B. Three of the accounts refer to intangible properties and can
be ignored. The remaining accounts refer to a particular asset type
within a particular functionnig grouping. Thus, account 310 refers
to land and land rights associated with steam production plant while
account 350 refers to land and land rights associated with transmis-
sion plant. The accounts can be regrouped into the recommended
capital asset classes for wealth estimates.

The schedule for account 104 shows for each leased property the
name of the lessee, a description of the property, and its end-of-year
book value. The description, location, and book value of electric plant
held for future use are shown in the schedule supporting account 105.
Each project classified as "Construction Work in Progress" is de-
scribed in the schedule supporting account 107. Reporting electric
companies are required to furnish a schedule describing common util-
ity plant and the book cost of such plant.

Two major balance sheet items (statement A) remain for discus-
sion. A "Materials and Supplies" schedule distributes the balance
among 10 primary accounts:

Fuel stock (151).
Fuel stock expenses undistributed (152).
Residuals and extracted products (153).
Plant materials and operating supplies (154).
Merchandise (155).
Other materials and supplies (156).
Nuclear fuel assemblies and components-in reactor (157).
Nuclear fuel assemblies and components-Stock account (158).
Nuclear byproduct material (159).
Store expense undistributed (163).

Balances in account 154 are spread among various classes of mate-
rial in a supporting schedule. Likewise, the quantity and cost of
each type of fuel are shown in a schedule supporting account 151.

A supporting schedule exists for the end-of-year balance in "non-
utility property." Each property is identified and the location is
stated along with its cost. Properties under lease to another company
are identified.
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Location of assets
We have recommended elsewhere that wealth estimates be prepared

for each State. Since book values represent the starting point for
these estimates. we would like to have book values on a State-by-State
basis. The FPC does not require this distribution of values in its
form No. 1. However, we note that the uniform system of accounts
imposes the following requirement on electric utilities:

Separate records shall be maintained by electric plant accounts of the book
cost of each plant owned, including additions by the utility to plant leased from
others, and of the cost of operating and maintaining each plant owned or
operated. The term "plant" as here used means each generating station and
each transmission line or appropriate group of transmission lines.

These already existing records should facilitate the localization at
the primary account level of slightly more than half the investment in
electric utility plant.

Property records on distribution plant and general plant are not re-
quired to be kept on a plant-by-plant basis. However, we would expect
that the balances in the various distribution and general primary ac-
counts could be distributed by State. This expectation is based on our
knowledge of the comparative completeness of utility property records
as well as the impetus given State-by-State recordkeeping by State
regulatory and taxing agencies.

Hydroelectric plants located on rivers which serve as State bound-
aries present an allocation problem. One solution would be to dis-
tribute the assets to the State making major use of the output.
Ownership and wse of assets

In constructing a statement of wealth by industry of use, the value
of tangible assets owned by electric utilities must be adjusted for the
lease of properties to and from other industries.

Rental payments and receipts are thrown into the following in-
come, operating revenue, and operating expense accounts:

Operating revenues (400):
Rent from electric property (454).
Interdepartmental rents (455).

Operating expenses:
Operation Expenses (401)

Rents (507,525,540,550,567,589,931).
Income from utility plant leased to others (412, 413).
Income from nonutility operations (417).
Nonoperating rental income (418).

The schedule supporting accounts 454 and 455 describes each major
leased property, identifies the lessee (or department) and the amount
of revenue received (or credited). Revenues recorded in these ac-
counts arise from the rent of properties devoted to electric operations.
This raises the dual problems of determining the book cost of jointly
used properties and of allocating the cost to the several industries of

38-135-64- 50
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use. Inspection of reported revenue data may show that these rental
receipts are relatively insignificant.4

The several functional rent expense accounts (507, 525, etc.) appear
to be used in large part to record the payments for plant leased from
other electric utilities. Under these circumstances no allocation of
book cost is necessary since industries of ownership and use are identi-
cal. The same reasoning applies to account 412 wherein are recorded
revenues from the lease of electric plant to others. The rent expense
accounts referred to above are supported by a schedule which describes
each leased property (if the annual rental exceeds a certain amount),
identifies the lessor, and shows the annual rental. A supporting sched-
ule also exists for utility plant leased to others. Revenues and ex-
penses associated with each operating unit are given as well as the
name of the lessee and a description of the property, including its
location.

Rental payments for equipment are included within expense ac-
counts other than the above rent accounts. For example, the pay-
ments for the lease of transportation equipment in connection with
distribution operations are not recorded in account 589 (Distribution
rent expenses) ; rather they may be spread among "Distribution sta-
tion expenses" (582), "Underground line expenses" (584), "Meter
expenses" (586), etc. It will be necessary for at least a sample of
reporting utilities to show separately rental payments by asset type,
perhaps using a one-time supplement to the FPC report.

Accounts 417 and 418, relating to nonutility properties either op-
erated or rented to others, are supported by a schedule. Each non-
utility operation is described. Each major item of nonutility prop-
erty leased to others is described and the associated rental revenue
is given. The supporting schedule for "nonutility property" (re-
viewed with the other asset accounts) associates each property with
its book cost.
REA cooperative borrowers

The periodic reports filed with REA by cooperative borrowers con-
tain considerably less detail than required in the FPC form. How-
ever, these cooperatives could furnish additional required data dis-
tributed among accounts generally consistent with those used by
FPC-regulated firms, since the system of accounts followed by REA
borrowers is patterned after that prescribed by FPC.

In our review of the FPC report, we noted the presence of accounts
and schedules relevant to wealth estimation as well as the absence of
certain data. Hence, it is necessary to touch only briefly on the con-
tents of the report filed by cooperatives, given the similarity in report-
ing.

The present REA report consists, for our purposes, of a monthly
balance sheet and operations statement (form 7 or form 12a) and an

4 Electric utilities with gas or other specified utility departments report rental receipts
and expenses associated with the "other" utility operation In the following accounts:

Operating revenues.
Operating expenses:

Operation expense.
Income from utility plant leased to others.

Reporting electric companies show the same information about nonelectric department
utility plant leased to others as they do for leased electric plant. No detail is provided
on operating rental revenues and expenses.
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annual supplement (form 40 or form 12h) which provides detail on
the electric plant. The monthly report contains five balance sheet
accounts related to tangible assets:

Total utility plant in service.
Construction work in progress.
Nonutility property-Net.
Materials and supplies-Electric.
Materials and supplies-Merchandise.

In the annual supplement, electric plant is distributed among the
following functional accounts:

Intangible.
Steam production.
Hydraulic production.
Other production.
Transmission.
Distribution.
General.
Purchased or sold.
Leased to others.
Held for future use.
Not classified.
Construction work in progress.
Acquisition adjustments.

The report does not distribute tangible assets by type, i.e., by pri-
mary account.

The reported information on rents paid and received is poor. Rent-
als generally are not identified as separate revenue and expense
items. Rented assets are not identified by type. This additional
information would have to be obtained if rents are at all significant.

GAS C03fPANMES

The gross book value of investor-owned gas utility plant was esti-
mated at $23.9 billion in 1962.5 About $10.2 billion represented the
investment of natural gas transmission companies; $13.7 billion was
on the books of gas distribution companies. All but $0.5 billion of
the latter amount related to natural gas plant.6

The Federal Power Commission requires periodic reports from nat-
ural gas firms engaged in interstate commerce. Companies with gas
operating revenues of $1 million or more annually file FPC form No.
2. Smaller companies file form No. 9-A, a much-abbreviated version
of the senior report. Since the smaller companies account for a very
small part of the interstate business, no further attention will be given
here to their report.

Most natural gas distribution firms either do not engage in interstate
commerce or have had the reporting requirements waived, and accord-
ingly some 45 percent of the industry's tangible assets are not covered

5 Natural gas production properties accounted for almost $3 billion of this total. These
assets should be counted as part of the "crude petroleum and natural gas" industry, SIC

°Not Included in any of these totals are $0.8 of gas plant owned by public bodies. Of
course, these assets constitute a part of State and local government wealth.
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by FPC reports. Most of these companies-as well as those producing
and selling gas other than natural-complete the uniform statistical
report of the American Gas Association tNew York, N.Y.). (AGA
also receives reports from companies regulated by FPC.)

This report does not provide the detail found in the FPC form.
However, the AGA report represents a possible vehicle for the collec-
tion of additional information from companies not regulated by FPC.
We do not believe that respondents would have difficulty in providing
additional consistent detail. This follows from the fact that at least
40 of the States prescribe systems of accounts for privately owned gas
companies. These systems are consistent in their major aspects with
the FPC accounts.

We now consider the contents of the FPC and AGA reports as they
relate to our data requirements. We note at the outset that most of
the accounts and schedules of the FPC gas report are identical to those
founds in the FPC electric company report. Accordingly, we will
focus mainly on those aspects of the former report which differ from
the latter.

The balance sheet (statement A) of FPC form No. 2 contains the
following items relating to tangible assets:

Utility plant (101-107,114).
Utility plant adjustments (116).
Gas stored underground, noncurrent (117).
Nonutility property (121).
Materials and supplies (151-159,163).
Gas stored underground, current (164).

Except for the two gas accounts. these items and supporting sched-
ules are identical with those in the electric company report. The
schedule supporting the gas accounts shows the number of cubic feet
of gas represented by the dollar balances in the two accounts. The
uniform system of accounts requires the maintenance of separate rec-
ords for each gas storage project. Presumably, such records would
facilitate a State-by-State distribution of assets in the two accounts.

Statement B, which supports the "utility plant" item, is the same
statement found in the already reviewed electric form. Except for
the "gas plant in service" schedule, the supporting schedules are
identical.

"Gas plant in service" is spread among more than 70 accounts.
These are itemized in annex C to this chapter. Each account relates
to a particular asset type associated with a particular function, e.g..
production plant, transmission plant, etc. The present grouping of
accounts is consistent with the recommended claassification of gas
utility wealth by function. The recommended alternative classifica-
tion, i.e., by asset type, can be accomplished by regrouping the
accounts.

In connection with the preparation of wealth estimates by State,
we note that gas companies must maintain separate records by plant
accounts for each plant. This should facilitate the localization of
book costs.

Rental payments and receipts in connection with the operations of
gas companies are recorded in a set of accounts paralleling the set
described for electric companies. The same problem would arise in
using the former set to allocate wealth from sector of ownership to
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sector of use as became evident during our review of the electric com-
pany accounts.
A GA report

The AGA's uniform statistical report does not request balance
sheet data in as much detail as the FPC report. Tangible assets are
reported in the following accounts:

Utility plant:
Electric.
Gas.
Other.
Common.

Other property and investments (net).
Gas stored underground (current).
Materials and supplies.

The balances pertaining to each kind of utility plant are spread in
turn among:
Electric:

Intangible plant.
Production plant.

Steam production.
Nuclear production.
Hydro production.
Pumped storage production.
Internal combustion production.

Transmission plant.
Distribution plant.
General plant.
Miscellaneous plant.7
Construction work in progress.
Plant acquisition adjustments and other adjustments.

Gas:
Intangible plant.
Production and local storage.
Underground storage.
Transmission.
Distribution.
General.
Miscellaneous plant.7
Construction work in progress.
Plant acquisition adjustments and other adjustments.

Other utility plant:
(specify).

Common plant (electric, gas, water, etc.).
It will be necessary to collect additional data at the level of the

primary account in order to regroup these assets by type.
The AGA form does not show rental payments and receipts as sep-

arate items. Information relating to rental properties will have to be
collected in order to create wealth statements on both ownership and
use bases.

7 Includes plant purchased or sold; In process of reclassification; leased to others; held
for future use; completed construction not classified.
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COMBINATION COMPANIES

Combination companies providing electric and/or gas services file
the same report(s) as the straight companies whose reports were re-
viewed above. Sources of data on water plant, including that owned
by combination companies providing water service, will be reviewed
in the next section. That leaves for consideration here the kinds of
data available on the combination-company assets dedicated to the
provision of a utility service other than electric, gas, and water.

If the "other" service is performed by a company reporting to FPC,
the "other" service assets are shown in the following detail:

Plant in service (classified).
Plant purchased or sold.
Completed construction not classified.
In process of reclassification.
Leased to others.
Held for future use.
Construction work in progress.
Acquisition adjustment.

The AGA form aggregates the nonelectric "other" service assets of
gas companies by service. More detail will have to be collected in
order to distribute these assets by type. Information on rentals also
will have to be obtained in order to construct wealth statements by
industries of ownership and use.

We know of no reporting vehicle for combination utility companies
offering neither gas nor electric service.

WATER COMPANIES

No agency of the Federal Government currently collects financial
data from water utilities. However, the Public Health Service peri-
odically requests information on physical facilities in line with that
agency s interest in safe water supplies. Every 5 years the PHS
"Inventory of Municipal Water Facilities" is sent to each utility
serving 100 or more persons. Water utilities serving communities
with a population of 25,000 and over receive a questionnaire every 2
years.

At 5-year intervals the American Water Works Association, Inc.
(New York, N.Y.), circulates a questionnaire to large water utilities.
In 1955 about half of the 1,000 questionnaires mailed by AWWA
were completed and returned. There are 24,000 water utilities in the
United States of which 3,400 are privately owned.

Each of the report forms used in the 1960 survey contained a ques-
tion on water utility plant. The shorter of the two forms used
requested only total investment in utility property. The more com-
prehensive report (apparently intended for larger utilities) requested
book values distribute as follows:

Supply works and transmission lines.
Treatment plant.
Distribution system.
General property.

758



COMMUNICATIONS AND PUBLIC UTILITIES WEALTH 759

Most States regulate privately owned water utilities and require
annual reports. These reports are the only current source for de-
tailed financial data. The general comparability of the reports sub-
mitted by companies in about 20 of the States is assured, given the
fact that these States prescribe the system of accounts developed by
the National Association of Railroad & Utilities Commissioners. In
terms of what we need to know about tangible assets, we are unable to
assess the significance of the diversity in accounting systems followed
in the other 20 States that require annual reports.

In connection with the use of State reports as a data source for wealth
estimates-this being a possible alternative to a special census or sur-
vey-we are informed that a private organization currently is gather-
ing detailed financial data from the reports filed in each State that
regulates water utilities.8

The NARUC system of accounts required in about 20 States is simi-
lar in structure to the electric and gas accounting system already re-
viewed. The balance sheet for large water utilities contains the fol-
lowing items relating to tangible assets:

Utility plant (101-106).
Construction work in progress (107).
Utility plant adjustments (117-119).
Nonutility property (12).
Materials and supplies (151-163).

"Utility plant,' in turn, is spread among:
Utility plant in service classified (101).
Utility plant purchased or sold (102).
Utility plant in process of reclassification (103).
Utility plant leased to others (104).
Property held for future use (105)1.
Completed construction not classified (106) .
Utility plant other than water.

"Water utility plant in service classified" is distributed among about
40 asset classes within 6 functional plant categories. These are de-
tailed in annex D.

Rentals are recorded in the following income, revenue, and expense
accounts:

Operating revenues (400).
Rents from water property (472).
Interdepartmental rents (473).

Operation expense (401).
Rents (604, 627, 644, 666, 931).

Income from utility plant leased to others (412-413).
Nonoperating rental income (418).

Schedules supporting amounts recorded in the last two lines above
provide the following information. "Utility plant leased to others"
is identified along with the book cost and rental revenues. The sup-
porting schedule for account 418 identifies the property and shows the
rental revenue but not the book value of the property.

8 The organization Is headed by James B. Corey, Plainfield, N.J.
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OTHER UTILITY SERVICES

There are about 700 privately owned sewerage systems. Informa-

tion on these as well as publicly owned facilities is collected by means

of periodic PHS-State inventories. No financial-type data are re-

quested from respondents. Sewerage companies are regulated in only

a few States, and hence, their reports could not serve as the basis for

State-by-State wealth estimates. The same conclusion follows from

the pattern of regulation of steam companies. These enterprises are

regulated in half the States."
Irrigation companies-both privately and publicly owned-are the

subject of a decennial census in connection with every other census

of agriculture. The most recent census covered every irrigation enter-

prise serving three or more farms. The questionnaire did not request

balance sheet-type data.
We know of no sources of data on the two remaining sanitary service

industries, i.e., "refuse systems" and "sanitary services, not elsewhere

classified." The required data about these industries as well as the

sewerage anad steam supply industries could be collected by the Bureau

of the Census.
ANNEX A

SUPPLEMENTAL COMMENTS OF DAVID A. Kos1I AND GERALD J. GLASSMAN

We disagree that the value of the tangible assets of regulated utilities can be
measured by historical costs trended by price indexes. Patterning the valuation
of utility wealth after the current value criteria used in the other economic sec-
tors provides only a misleading semantic consistency.

It is correctly stated that most States establish ratemaking values which
approximate depreciated original cost. Since this is true, it must be incorrect
that historical costs adjusted by price indexes to a current price level provide a

meaningful measure of economic value for regulated utilities. It is conceded
that in general a theoretically correct value should be determined by a discount-
ing of expected future income flows. Trended original cost, original cost, or

cost of reproduction are only practical substitutes for the difficulties involved in

the capitalized income approach. Future income flows of regulated utilities
are determined principally by the ratemaking value or rate base set by regulation
and the rate of return applied to this value by regulation. If the allowed and
realized rate of return is equal to the market capitalization rate, then the market
value of securities would equal the rate base. Since the rate base is depreciated
original cost, then under an assumption of continuous, efficient regulation, market
value would tend to equal depreciated original cost in the long run. It is this
economic market value which is the proper wealth measure for regulated utili-
ties. Of course, economic value can differ from rate base values if earnings
actually realized differ from the earnings which are required in the money
market: if the realized rate of return differs from the market capitalization rate.

In actuality, rates of return generally exceed market capitalization rates.
This brings value above the depreciated original cost rate base, but still provides
no discernible link to a trended original cost. Cost trended for price level
changes must, by definition, be an indication of value only rarely and then by
coincidence. As long as regulation is founded principally on original cost de-
preciated, this is a measure of value superior to trended original cost. If a swing

back to reproduction cost depreciated regulation were to eventuate, then and only
then would trended original cost be a better measure.

If original cost or book cost were used as the measure of gross value, then
book depreciation reserves would be the best measure of accrued consumption of
original cost to arrive at a net value measure. We need not concern ourselves
particularly with full reflection of obsolescence, since, in general, regulation
accepts book-recorded depreciation in estimating net book cost.

9 For a surninary of the extent of State utility regulation, see Federal Power Commission,

"State Commission Jurisdiction and Regulation of Electric and Gas Utilities, 1960."
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The valuation method proposed by the report, trended original cost less an esti-
mate of accrued economic depreciation reflecting expired service life, plus obso-
lescence, will provide a meaningful value estimate for the utilities in only one
State, Ohio. For the regulated industries in total, the proposed method will
yield a figure which cannot possibly approximate value in the sense defined for
the wealth inventory.

ANNEX B

FPC ELECTRIC PLANT IN SERVICE ACCOUNTS

1. Intangible plant
301 Organization
302 Franchises and consents
303 Miscellaneous intangible plant

2. Production plant

STEAM PRODUCTION PLANT

310 Land and land rights
311 Structures and improvements
312 Boiler plant equipment
313 Engines and engine-driven generators
314 Turbogenerator units
315 Accessory electric equipment
316 Miscellaneous powerplant equipment

NUCLEAR PRODUCTION PLANT

320 Land and land rights
321 Structures and improvements
322 Reactor plant equipment
323 Turbogenerator units
324 Accessory electric equipment
325 Miscellaneous powerplant equipment

HYDRAULIC PRODUCTION PLANT

330 Land and land rights
331 Structures and improvements
332 Reservoirs, dams, waterways
333 Water wheels, turbines, and generators
334 Accessory electric equipment
335 Miscellaneous powerplant equipment
336 Roads, railroads, bridges

OTHER PRODUCTION PLANT

340 Land and land rights
341 Structures and improvements
342 Fuel holders, products and accessories
343 Prime movers
344 Generators
345 Accessory electric equipment
346 Miscellaneous powerplant equipment

S. Transmission plant

350 Land and land rights
351 Clearing land and rights-of-way
352 Structures and impruvemeuts
353 Station equipment
354 Towers and fixtures
355 Poles and fixtures
356 Overhead conductors and devices
357 Underground conduit
358 Underground conductors and devices
359 Roads and trails
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4. Distribution plant

360 Land and land rights
361 Structures and improvements
362 Station equipment
363 Storage battery equipment
364 Poles, towers, fixtures
365 Overhead conductors and devices
366 Underground conduit
367 Underground conductors and devices
368 Line transformers
369 Services
370 Meters
371 Installation on customer's premises
372 Leased property on customer's premises
373 Street lighting and signal systems

5. General plant
389 Land and land rights
390 Structures and improvements
391 Office furniture and equipment
392 Transportation equipment
393 Stores equipment
394 Tools, shop and garage equipment
395 Laboratory equipment
396 Power-operated equipment
397 Communication equipment
398 Miscellaneous equipment
399 Other tangible property

ANNEX a

FPC GAS PLANT IN SERVICE ACCOUNTS

1. Intangible plant

301 Organization
302 Franchises and consents
303 Miscellaneous intangible plant

2. Production plant

NATURAL GAS PRODUCTION AND GATHERING PLANT

325. 1 Producing lands
325.2 Producing leaseholds
325.3 Gas rights
325.4 Rights-of-way
325.5 Other land and land rights
326 Gas well structures
327 Field compressor station structures
328 Field measuring and regulating station structures
329 Other structures
330 Producing gas wells-well construction
331 Producing gas wells-well equipment
332 Field lines
333 Field compressor station equipment
334 Field measuring and regulating station equipment
335 Drilling and cleaning equipment
336 Purification equipment
337 Other equipment
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PRODUCTS EXTRACTION PLAOT

340 Land and land rights
341 Structures and improvements
342 Extraction and refining equipment
343 Pipelines
344 Extracted products storage equipment
845 Compressor equipment
846 Gas measuring and regulating equipment
347 Other equipment

MANUFACTURED GAS PRODUCTION PLANT

S. Storage plant
350.1 Land
350.2 Leaseholds
350.3 Storage rights
350.4 Rights-of-way
350.5 Gas rights
351 Structures and improvements
352 Wells
353 Lines
354 Compressor station equipment
355 Measuring and regulating station equipment
356 Purification equipment
357 Other equipment

LOCAL STORAGE PLANT

360 Land and land rights
361 Structures and improvements
362 Gas holders
363 Other equipment

4. Transmission plant

365.1 Land and land rights
365.2 Rights-of-way
366 Structures and improvements
367 Mains
368 Compressor station equipment
369 Measuring and regulating station equipment
370 Communication equipment
371 Other equipment

5. Distribution plant

374 Land and land rights
375 Structures and improvements
370 Mains
377 Compressor station equipment
378 Measuring and regulating station equipment-general
379 Measuring and regulating station equipment-city gate
380 Services
381 Meters
382 Meter installations
383 House regulator
384 House regulator installations
385 Industrial measuring and regulating station equipment
386 Other property on customer's premises
387 Other equipment
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6. General plant

389 Land and land rights
390 Structures and improvements
391 Office furniture and equipment
392 Transportation equipment
393 Stores equipment
394 Tools, shop and garage equipment
395 Laboratory equipment
396 Power-operated equipment
397 Commmunication equipment
398 Miscellaneous equipment
399 Other tangible property

ANNEx D

NARUC WATER PLANT IN SERviCE ACCOUNTS

Intangible plant

301 Organization
302 Franchises and consents
303 Miscellaneous intangible plant

Source of supply plant

310 Land and land rights
311 Structures and improvements
312 Collection and impounding reservoirs
313 Lake, river and other intakes
314 Wells and springs
315 Infiltration galleries and tunnels
316 Supply mains
317 Other water source plant

Pumping plant

320 Land and land rights
321 Structures and improvements
322 Boiler plant equipment
323 Other power producing equipment
324 Steam pumping equipment
325 Electric pumping equipment
326 Diesel pumping equipment
327 Hydraulic pumping equipment
328 Other pumping equipment

Water treatment plant

330 Land and land rights
331 Structures and improvements
332 Water treatment and equipment

Transmission and distribution plant

340 Land and land rights
841 Structures and improvements
342 Distribution reservoirs and standpipes
343 Transmission and distribution mains
344 Fire mains
345 Services
346 Meters
347 Meter installations
348 Hydrants
349 Other transmission and distribution plant
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General plant

389 Land and land rights
390 Structures and improvements
391 Office furniture and equipment
392 Transportation equipment
393 Stores equipment
394 Tool, shop, and garage equipment
395 Laboratory equipment
396 Power operated equipment
397 Communication equipment
399 Other tangible property
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PREFACE

The Working Group on Wealth in the Service Industries was
formed as part of the Wealth Inventory Planning Study. Its purpose
has been to analyze the problems connected with, and prepare pro-
posals for, the improvement of basic data and estimates required for
a comprehensive inventory of the tangible wealth of the service in-
dustries-profit and nonprofit.

The working group met on September 24 and November 11, 1963.
Some members prepared memorandums on the existing data in sectors
with which they are especially familiar. These memorandums were
presented at the meetings and incorporated in the final report.

The working group wishes to thank John W. Kendrick of the
Wealth Study staff and Robert W. Schiedel of the Census Bureau for
their suggestions and comments made at the meetings they attended.

While this report is the responsibility of the secretary, every at-
tempt has been made to present the consensus of working group
opinion. However, no member should be held responsible for all the
views and recommendations contained in the report.

JOEL POPKIN.
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THE SERVICE INDUSTRIES

I. INTRODUCTION

SCOPE

The scope of the sector assigned to the Working Group on Wealth
in the Service Industries encompasses the following major groups, as
defined in the 1957 "Standard Industrial Classification Manual" and
its 1958 and 1963 revisions:
70 Hotels, rooming houses, camps, and other lodging places.
72 Personal services.
73 Miscellaneous business services.
75 Automobile repair, automobile services and garages.
76 Miscellaneous repair services.
78 Motion pictures.
79 Amusement and recreation services, except motion pictures.
80 Medical and other health services.
81 Legal services.
82 Education services.
84 Museums, art galleries, botanical, and zoological gardens.
86 Nonprofit membership organizations.
89 Miscellaneous services.

These thirteen 2-digit industries, plus major group 88, private house-
holds, which has been excluded from coverage here, comprise the ser-
vices division, as defined in the SIC. The exclusion of major group
88 is based on the fact that it covers the services of domestic servants
in private households. Since the tangible assets used to produce these
services are largely owned by the household sector, they will be in-
cluded in the scope of the Working Group on the Wealth of House-
holds.

Certain service industries have important counterparts in the public
sector. Examples are hospitals, educational services, and museums.
Where provided by the Federal Government, these services are in-
cluded in SIC 9180, 9182, and 9184, respectively; by State govern-
ments, in SIC 9280, 9282, and 9284; local governments, in SIC 9380,
9382, and 9384. The Working Group on Federal Government Wealth,
and State and Local Government Wealth, have primary responsibility
for these publicly provided services.

The services sector, as defined above, is a grouping of heterogeneous
subsectors, data for which are sparse, incomplete, and collected by a
number of different agencies-private and public. These data will
be discussed in section II of the report.

USES AND NEED FOR WEALTH DATA

There are many analytical uses for wealth data. These uses are
elaborated in the report of the Wealth Inventory Planning Study staff.
Aside from these uses, there are several reasons why a wealth inventory
is particularly important for the sector covered by this working group.
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There is very little information on the services sector, particularly in
the nonprofit area. The emphasis on, and growth of, educational insti-
tutions, the rising importance of research and other activities sup-
ported by foundations, and the overall increase in the importance of
services, which is characteristic of well-developed, mature economies,
create the need for more data in these areas.

Estimates of the gross book value, at historical cost, of the tangible
assets of the various service sectors appear and are discussed (includ-
ing data sources and the methodology used in making the estimates) in
section II of this report. Estimates for the profitmaking service in-
dustries, religious bodies, nongovernmental hospitals, and private
higher educational institutions are firm enough to be of some use in
gauging the tangible wealth of the sector as a whole. These data, for
either 1959 or 1960, totaled $56 billion. This total compares with $53
billion for the reproducible fixed assets of the Federal Government
excluding the Department of Defense, as of June 30, 1962. This $56
billion figure is, also, about 51 percent of the $110 billion gross book
value of depreciable and depletable assets of manufacturers as of
December 31, 1957. It should be remembered that the tangibles of
museums libraries, charitable foundations and organizations, and non-
public elementary and secondary schools and junior colleges cannot
now be estimated satisfactorily and therefore have not been included
in this estimate for the service industries.

While the need for wealth and other data in the service industries
is unequivocal, great obstacles, unique to this area, exist, which com-
pound the difficulty of collecting such information. The service in-
ustries comprise a large number of small organizational units. The

staffs of these organizations are usually small and are unable to devote
much time to recordkeeping and providing information, such as that
which would be needed for wealth estimates. In addition many of
the organizations included here are tax exempt and are not required
to keep extensive records for tax purposes.

In the face of these difficulties it is apparent that wealth data col-
lected for the sector cannot be as detailed as those for other sectors
where data are better. Accordingly, in the recommendations of the
working group, found in section IV of this report, priorities have been
set for the data objectives. *While not all of the data objectives can
be attained in time for the first wealth estimates (around the end of
this decade), the working group feels that important first steps can,
and should, be taken, thus laying the foundation for continued im-
provement and strengthening of the data in subsequent years.

II. REVIEW OF EXISTING DATA

Since the sectors grouped together under the services division
described in section I differ widely, it is convenient to regroup them in
order to achieve a more consistent subsectoring. The regrouping
which follows will serve as the framework for the remainder of this
report:

(1) Private profitmaking service organizations-SIC 70 (except 704, organiza--
tion hotels and lodginghouses on membership basis), 72, 73, 75, 76, 78, 79,
(except 7947, golf clubs and country clubs with closed membership), 80 (except
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hospitals, 806), 81, 824, 89 (except 892, nonprofit educational and scientific re-search agencies) -
(2) Hospitals-SIC 806, broken down into private voluntary and proprietary

hospitals;
(3) Private educational Institutions including libraries-SIC 82 (except 824which is composed of profitmaking correspondent and vocational schools, butineluding nonprofit educational and scientific research agencies-SIC 8921) -(4) Museums, art galleries, botanical and zoological gardens, not publiclyowned-SIC 84;
(5) Labor unions and similar labor organizations-SIC 8631;
(6) Religious organizations-SIC 8661;
(7) Charitable organizations-SIC 8671; and
(8) Miscellaneous nonprofit membership organizations not elsewhere classi-fled-business (SIC 8611), professional (SIC 8621), and political (SIC 8651)membership organizations, civic, social, and fraternal organizations (SIC 8641),organization hotels and lodginghouses on a membership basis (SIC 704), golfclubs and country clubs with closed membership (SIC 7947), and nonprofit mem-bership organizations not elsewhere classified (SIC 8699).
This framework creates a distinction, important for analytical pur-

poses, between profit and nonprofit organizations. Item (1), above,
and proprietary hospitals comprise the former; items (3) through (8)
and private voluntary hospitals constitute the latter.

THE PRIVATE PROFITAKING SERVICE SECTOR

The Internal Revenue Service tabulates data from a sample of all
firms which file income tax returns. These tabulations are presented
in industry detail roughly similar to that of the standard industrial
classification. IRS detail is different for each legal form of organi-
zation, since, for example, industry breaks important to the description
of the corporate sector are likely to be different from those important
to the partnership sector.

For the 1959-60 tax year, IRS received a total of 2,250,198 returns
from firms which it classified in the service industry, a classifica-
tion with a composition similar to that outlined above for the private,
profitmaking, service sector. Of the total number of firms filing these
returns, 5 percent were corporations, 7 percent partnerships, and 88
percent sole proprietorships. The 2.3 million returns received by
the IRS for 1959-60 compare with 975,000 establishments covered in
the services section of the 1958 Census of Business. This significant
difference is due to several factors. First, Census covers services classi-
fied in division 7 industries, IRS, divisions 7 and 8; this difference ac-
counts for 67 percent of the excess of IRS service firms over Census
establishments. Second, IRS figures cover the year ending June 30,
1960, while the Census figure is based on 1958. Third, Census ex-
cluded roominghouses (SiC 702), while IRS includes them. On the
other hand, Census, which covers establishments, should show a higher
total than IRS whose basic reporting units are tax-filing organizations
which could be multiestablishment. However, in 1958, the Census
found that 95 percent of the service establishments canvassed were
operated by single establishment companies.

While TRS coverage is virtually exhaustive, actual balance sheet
data were available only for corporations and 50 percent of partner-
ships for the 1959-60 tax year. Those 50 percent of partnerships re-
porting balance sheet data accounted for 71 percent of the total receipts
of all partnerships in the services industry. The only asset data on
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sole proprietorships are those collected in schedule C, "Profit (or
Loss) From Business or Profession," part of the individual income tax

form. A section of this schedule-C-1-requests data on the cost and
date of acquisition of assets for which depreciation is being claimed.
IRS has not tabulated this information. Inventory data, requested
in this schedule, are tabulated.

Table 1 presents estimates of gross tangible assets, including inven-
tories and land for profitmaking service industries. These estimates
are based on information from tax returns filed with the Internal
Revenue Service for fiscal years ending from July 1, 1959, through
June 30, 1960. Since 50 percent of partnerships and all sole propri-
etorships do not file balance sheets, the missing gross book value data
had to be estimated. The methods used are described in footnotes to
table 1.

TABLE 1.-ross fixed assets, inventories, and land at book values of profitmaking
service industry firms with tax years ending between July 1, 1959 and June
80, 1960

[Millions of dollarsi

Gross fixed assets Land
Total gross corpora-

Category and rough SIC equivalent fixed assets tions and
and land Corpora- Partner- Sole pro- partner-

tions ships 1 prietor- ships
ships 2

Hotels, etc. (70 ex 704) -8,126 3,591 1,082 2,780 673

Personal services (72)- 4,117 1,427 662 1,910 118
Business services (73) - ---- ------ 3.541 2,388 282 800 71
Auto repair, renting, parking and miscel-

laneous repair services (75, 76)- 3, 710 1,861 821 880 148
Motion pictures (78)- 1,804 1, 620 184
Amusement and recreation (79) -3,768 1,483 548 1,561 176
Medical (80) - ------------------------ 2,596 - -381 2,200 15

Legal (81) 960 - -180 778 2

Other services (824, 829, and 89) -1, 867 587 186 1,046 48

TotaL- ------------------------- 30,489 12,957 4,142 11,955 1,435

Inventories - ----- '1,405 ------------ ------------ ------------ ------------

Grand total -31,894

I The data for partnerships represent the universe and were obtained by inflating gross book value data

for depreciable and depletable assets, for those partnerships reporting balance sheets, by the ratio of their
receipts to total receipts for all partnerships in each 2-digit class.

2 The figures for sole proprietorships were obtained by inflating the depreciation expense figure available,

by the ratio of depreciation expense to gross fixed assets of partnerships filing balance sheets.
' Inventory estimates for the partnerships universe were obtained in the same manner as the gross book

value totals described in footnote 1.

Source: IRS Statistics of Tncome.

Based on the application of these methods to tax data filed between
July 1, 1959 and June 30, 1960, tangibles of profitmaking service
industry firms totaled $32 billion, valued at acquisition cost for re-
producibles and land, and reported value for inventories.

The IRS, also, collects some data on rents paid and rents received.
The relevance of these data in estimating the value of leased assets is

discussed in section III. The IRS totals for rents paid and received
are not complete. Some firms consolidate rents paid in cost of goods
sold; others report rents received together with business receipts.

The Census Bureau currently collects data on SIC's 70-79 (except
for 702 and 704). The "service" trades within the scope of the census
of business are hotels, motels, etc.; personal services; business services;
repair services; motion pictures; and amusements; i.e., Major Groups
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70 (except 702 and 704), 72, 73, 75, 76, 78, and 79. There are approxi-
mately 1 million service trade establishments within the census scope,
with total receipts of about $35 billion, an annual payroll of about
$10 billion, and paid employment of about 3 million persons. Of the
1 million firms, 81 percent are individual proprietorships, 10 percent,
partnerships, and 9 percent, corporations. The census, which is con-
ducted at 5-year intervals, makes a mail enumeration of all employers;
data for nonemployers, how ever, are derived from a 50-percent sample
of the business schedule (c) of the Federal individual income tax
returns.

Census results are collected and, for the most part, are tabulated in
terms of the individual establishment rather than on a "firm" or "com-
pany" basis. For the service trades, the data collected consist pri-
marily of information for classifying the establishments by kind of
business, form of organization, and location. The data include annual
receipts, annual payroll, and payroll and employment in mid-Novem-
ber.

There is little information normally collected for the service trades
which would appear to be directly useful in a census of wealth.
Among the inquiries which do have some bearing on facilities or equip-
ment are the following:

(1) For auto and truck rental and leasing establishments:
(a) The number of vehicles at the close of the year by type

of vehicle (i.e., trucks, truck tractors, etc.) and by type of
rental or leasing arrangement.

(b) The number and dollar value, by type of vehicle, pur-
chased, sold, and traded during the census year.

(2) For laundry and cleaning establishments, the number of
vehicles owned and the number leased.

(3) For a number of trades (e.g., personal services, repair
services, business services, amusement, and recreation services)-
the number of coin-operated amusement machines. service ma-
chines, and vending machines operated.

(4) For auto repair services-the number of gasoline pumps
operated.

(5) For hotels-the number of guest rooms; availability of
certain facilities (e.g., swimming pool, golf course, etc.).

(6) For motion picture theaters-seating (or car) capacity.

In connection with the 1958 census, a small sample survey was con-
ducted to provide information on capital expenditures during the
census year, with a breakdown into new structures and additions, new
fixtures and equipment, and used structures, fixtures, and equipment.
A similar survey is planned in connection with the 1963 census.

In the 1933 censuses form NC-K1, "Company Summary Form,"
will be sent to the approximately 10,000 firms which employ 250 or
more persons. About 700 firms in the services sector (accounting for
21 percent of employment) will receive this form. They will report
the gross (book) value and (net) depreciated value of depreciable and
depletable assets, as of the beginning and end of 1963, for the company
as a whole. In addition, the form calls for data on the components of
change in gross book value during 1963-capital expenditures for
plant and equipment, other acquired tangibles (due to mergers, etc.),
depreciation and depletion charges, and assets sold or scrapped. Fi-
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nally, a summary of total company assets will be requested, with a
breakdown showing the net value of depreciable and depletable assets,
all other domestic assets, and all foreign assets. Data on rental pay-
ments, shown separately for buildings and structures and machinery
and equipment, will also be collected on the same form. The relevance
of these rental data will be discussed in section III.

THE NONPROFIT SECTOR

IRS is a potential source of data for certain of the categories of
nonprofit organizations, data availabilities for which will be dis-
cussed below. The Internal Revenue Code requires that annual in-
come statements and balance sheets be filed by these organizations
despite their tax-exempt status. The degree to which there is com-
pliance with the code is not known. No tabulations of returns which

ave been filed have been made except for farm cooperatives. Non-
profit organizations exempted from filing are (1) religious organiza-
tions and certain affiliated organizations, (2) educational organiza-
tions maintaining regular facilities, (3) charities supported either by
the general public or by the Federal Government or any political sub-
division, and (4) fraternal organizations. All others must file anmu-
ally one of the 990 series tax forms. Of all the tax-exempt organiza-
tions required to file annual returns for 1962, 276,000 returns were
actually filed. IRS estimates that by 1980 it will have to process
581,000 such returns.

Where balance sheets are required, they provide for totals for de-
preciable and depletable assets, associated valuation reserves, and
land.

The discussion which follows is mainly concerned with data, other
than that of the IRS, which are available for the various categories
of nonprofit organizations.
Prijvate voluntary and proprietary hospitals

Hospital statistics are collected in an annual survey conducted by
the American Hospital Association. The tabulations of the 1962
survey, the 17th in the series, appear in the August 1, 1963, issue
of the Journal of the American Hospital Association. The survey
covers registered hospitals which totaled 7,028 in 1962. Each hospital
reports the total value of its plant which is defined as land, buildings,
equipment, and reserves for construction, improvements, and replace-
ment, less deductions for depreciation. Book cost is the basis of valu-
ation. The total reported by the 4,613 hospitals privately operated
in 1962 was $7,650 million. This total included the tangible assets of
both voluntary and proprietary hospitals, which accounted for 96 and
4 percent of the total, respectively.

It is understood that rough cost estimates for constructing new hos-
pitals may be computed using $20,000 per bed as a guide. On this
basis, the gross replacement cost of the 557,047 privately operated
beds would be $11,141 million, compared with the $7,650 million de-
preciated book value figure.

In the survey, data are obtained, also, on the intangibles of private
hospitals, which were valued at $2.9 billion at the end of 1962.

The Federal Government last collected data on hospitals as part
of the 1935 Census of Business.
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Private educational institutions including libraries and nonprofit edu-
cational and scientific research organizations

This section can be broken down into the following subsectors: (1)
higher educational institutions, (2) nonchurel elementary and secon-
dary schools, (3) church-operated secondary schools, (4) librories, and
(5) scientific research organizations.

The Office of Education of the Department of Health, Education,
and Welfare has completed an exhaustive inventory of the facilities of
higher educational institutions. The result of the survey are slated
for publication under the title, "Inventory of College and University
Physical Facilities, December 31, 1957," which will be part three of a
five-part study, "College and University Facilities Survey." The sur-
vey forms the basis for a continuing inventory, building by building, of
existing facilities at higher educational institutions. Responses to the
survey were received from 85 percent of the higher educational insti-
tutions-public and private-in the United States and outlying areas
which accounted for 96 percent of total enrollment in the fall of 1957.
The data collected from the 1,664 respondents, covering 41,380 build-
ings, has been edited and coded for transfer to IBM cards. These data
make possible the following breakdowns of buildings which are ac-
companied by their relevancy for wealth estimates:

1. Type of control (for sector of ownership detail);
2. Detail by State (for geographical detail);
3. Number of buildings by condition, function of assignable

area, and size and capacity of various functional areas within each
building;

4. Plant-fund investment (historical cost data);
5. Date of original occupancy and date of rehabilitation, if any

(age distribution necessary for revaluation, and depreciation esti-
mates);

6. Type of construction (for selection of appropriate price index
for revaluation) ;

7. Estimated valuation (for comparison with derived current-
day value estimates).

In another report, "Financial Statistics of Institutions of Higher
Education," data are presented bienially on various financial magni-
tudes including the book value of plant and changes therein. The
plant data are broken down into land, buildings (including fixed
equipment), improvements other than buildings, and equipment. The
total value of plant, for the 1,311 private institutions reporting these
data for their 1960 fiscal yearend, was $5.7 billion. The instructions
for the valuation of these tangibles called for "cost (or appraised value
at time of acquisition, if a gift) except that library books may be
valued either at cost or at $1 per volume or other reduced arbitrary
value. The book value of service property (such as powerplant) and
of properties used for auxiliary enterprises may reflect an allowance
for depreciation, if replacement costs are to be met from reserve funds
established for this purpose out Of income."

The American Council on Education publishes "American Univer-
sities and Colleges" which presents selected data, including plant and
endowment figures for those universities and colleges, some part of
the total, which report this information.
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The American Council on Education also publishes a register entitled
"American Junior Colleges" which presents data on nearly 600 junior
colleges. Valuation figures for buildings and grounds are given
for some, but not all, schools.

A complete register of senior and junior colleges is found in the
"Education Directory, Part 3," published annually by the Office of
Education.

There are few data available on private elementary and secondary
schools, church or nonchurch. The most comprehensive body of data
available is a census, taken in spring 1962, of instructional rooms in
school plants. These data are broken down by State, by completion
date (before or after 1920), combustibility, and location-in perma-
nent buildings, nonpermanent buildings or offsite facilities. The in-
ventory, collected for civilian defense needs, includes data from 93
percent of the nonpublic schools which enroll an estimated 84 percent
of nonpublic elementary and secondary school pupils.

The "College Blue Book" series, published privately every 3 years,
contains a register of secondary schools and institutions of higher edu-
cation. The data on plant and equipment value for institutes of higher
education provide less detail than those published by the Office of
Education. The series, however, does provide a list of junior colleges
and private elementary and secondary schools-church and non-
church-but no data are given which could be used for wealth
estimates.

The "Porter Sargent Handbook" provides similar information for
almost 1,000 private, church and nonchurch, elementary and secondary
schools. Value of plant, endowment, number of dormitory rooms,
laboratories, books in library, and classrooms are given for many
schools.

The most complete listing of nonpublic secondary schools, including
both independent and church-related schools, is the Office of Educa-
tion's "Directory of Nonpublic Secondary Schools, 1960-61."

Another approach in the church area is to obtain data directly from
various religious groups which sponsor schools. This approach was
used in connection with the 1936 "Census of Religious Bodies." The
questionnaire for the census asked for the value (original cost) of
church-operated school facilities but the information apparently was
not tabulated. It is understood that currently some religious bodies
do have fairly extensive data assembled on their school systems. These
data include figures on the dollar value of physical facilities.

Fire insurance valuation data, if broad enough in coverage, is an-
other possible source of data for nonpublic elementary and secondary
school systems.

Nonpublic museums, art galleries, botanical and zoological gardens
Fragmentary data exist on the tangibles of this group. They con-

sist mainly of figures on square feet of total floor space broken down by
major use, and information on new additions, including cost, cost per
cubic foot and type of construction. These data were collected (but
have not been tabulated), through a survey questionnaire sent to al-
most 6,000 museums, etc., in 1958. A little more than 3,000 responses,
covering either 1959 or 1960, were received.
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An annex to this report contains a report on the assessment of the
possibilities for valuing the collections of the institutions in the "mu-
seum" group.
Labor unions and similar labor organizations

Labor lnions and related pension funds have been required, since
1960, to submit asset data to the Office of Labor-Management Reports
of the Department of Labor. For large labor unions (annual receipts
of $30,000 or more), a fixed asset schedule requires information on
land by specific location, buildings by specific location, automotive
equipment, office furniture and equipment, and other fixed assets. A
column is provided for depreciation taken up to the reporting date.
Currently, only total assets are summarized, but totals on the detail
for 1962 will be available soon.

For pension funds, data on operated real estate are collected. In
addition, the funds report "other fixed assets" which is composed
mainly of plant and equipment items used in connection with operat-
ing the pension fund; the total of these assets presumably is quite
small. The detail contained in the schedule was not tabulated for
1960. Tabulations of total fixed assets have been completed, however,
and the detail for 1962 will be available shortly. The total assets-
tangible and financial-of labor unions, for their 1960 fiscal yearends,
amounted to $700 million, of labor union pension funds, $33 billion.

Business Week magazine, in its issue of June 4, 1960, published data
taken from the forms filed with the Labor Department by 32 inter-
national unions which had filed by mid-May 1960. These unions
accounted for about 40 percent of union membership at that time.
They reported land and buildings of $29 million and net assets of $321
million. These figures lead to the conclusion that labor union pension
funds have larger and more important holdings of tangibles than the
unions themselves. These holdings would probably be in the category
of operated real estate for which a separate line item, mentioned above,
has been provided, though not yet tabulated.

Religious organizations
Data on the tangible wealth of religious bodies were formerly col-

lected by the Census Bureau. Figures on the number and value (orig-
inal cost) of religious edifices and parsonages and the asssociated debt
were collected by sect for the years 1906, 1916, 1926, and 1936, after
which enumeration was discontinued.

According to the census, the value of religious edifices and parson-
ages at the end of 1936 was $3.7 billion. From 1937 through 1962,
$10.5 billion worth of construction, excluding regular church schools,
was put in place.

Aside from data on construction put in place, there is currently no
further information available on the tangibles of religious bodies.
"The Yearbook of American Churches," published by the National
Council of Churches of Christ in the United States, contains a presum-
ably exhaustive list of religious bodies. This reference volume, pub-
lished annually, could serve as a register for obtaining wealth data
from religious bodies.

The business enterprises of religious organizations are presumably
picked up when they fall into the scope of existing censuses, or are
required to file tax returns with IRS.
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Charitable organizations
Some data on the assets of this group of charities are found in

"The Foundation Directory" compiled by the Foundation Library
Center. These data are gathered from existing IRS records and
through direct contact with some of the foundations. In the 1964
edition of the directory, total tangibles and intangibles of these foun-
dations, based on records available in 1963, were $14.5 billion, at a
mixture of book and market values. The 1964 edition of the direc-
tory lists 6,007 foundations of the more than 15,000 which account
for virtually all foundation assets. The asset total published in the
1964 directory is 26 percent higher than that published in the 1960
edition reflecting an increase in assets, the establishment of new foun-
dations, and an increase in the coverage of the survey.

There are no centrally available data on charitable organizations
primarily supported by the general public. These charities are re-
quired, generally, to submit data to local boards which conduct the
contribution drives in each area. These local boards are usually
members of the United Community Funds and Councils of America
to which about 1,300 United Funds and Community Councils and 400
Community Health and Welfare Councils belong. It is estimated
that there are about 35,000 agencies which seek support through one
or more of the 1,700 councils. The United Community Funds
and Councils of America has a suggested financial form which mem-
ber councils can use in obtaining financial data from agencies request-
ing support. This form has separate line items for the following
tangibles: Land, buildings, equipment, inventories, and miscellaneous.

A recent estimate by the National Conference of Christians and
Jews put total assets-tangibles and intangibles-of charitable insti-
tutions, including churches, at $53 billion. About half of this seems
to be accounted for by the tangibles of religious bodies (1936 stock
plus subsequent additions through 1962) and the total assets of foun-
dations covered in "The Foundation Directory."
Miscellaneous nonprofit organizations not elsewhere classified

There are no data available for these organizations. In 1935 a
census of "Nonprofit Organizations, Office Buildings and Miscel-
laneous" was part of the census of business. Among other sectors,
the census covered trade and professional organizations, civic orga-
nizations, war veterans organizations, trade unions, golf and country
clubs, and welfare and relief organizations. While no wealth data
were collected, the Census Bureau obtained employment and payroll
figures for 43,330 establishments and published them by State.
These data were regarded as incomplete since there was no way to
enforce responses. Subsequent to 1935 this part of the census of
business was discontinued.

III. EvALuATIoN Or GROSS BOOK VALUE AND SUPPLEMENTARY DATA
REQUIRED To MAKE WEALTH ESTIMATES

GROSS BOOK VALUE DATA

The most important obstacle to the preparation of wealth estimates
for the services sector is the lack of gross book value data for many
subsectors. For the profitmaking subsector, gross book value figures
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are currently lacking for about half of partnerships, which accounted
for about 29 percent of total receipts in the 1959-60 tax year, and all
of sole proprietorships. Coverage of the partnership sector can be
increased if the IRS makes a special effort, in the year for which
wealth estimates are to be made, to enforce the requirement that part-
nerships file information returns. For sole proprietors, gross book
value could be obtained from a tabulation of the depreciation schedule
(C-1) in the individual tax return. Land would have to be esti-
mated, but is probably a relatively small item. Inventory data are
available for all legal forms of organization.

In the nonprofit sector there are serious gaps in the gross book
value data. These data are available and sufficient for higher edu-
cational institutions, hospitals, and labor unions and union pension
and welfare funds. No organized bodies of data are available for
nonpublic elementary and secondary schools, junior colleges. and
charitable institutions, but directories and registers exist where the
data, if reported, may be found. In most of these cases, however,
tangibles and intangibles may be mingled, and the valuation bases are
not explicit.

Another approach, as yet unexplored, to data on charitable foun-
dations may be through the IRS, which subject to explicit regula-
tions, requires the submission of balance sheets annually by certain
tax-exempt foundations. It is understood that compliance with these
regulations may not be widespread. No tabulations of existing data
have been made. Data for nonpublic museums, art galleries, and
botanical and zoological gardens are even sketehier than those on
charitable foundations and private schools below the college level,
but seem to be improving. The American Museum Association has
expanded its collection of such data and has a register; IRS may
be another avenue of approach. No data are available for religious
bodies or miscellaneous nonprofit membership organizations, al-
though some types of organizations in the latter group are required to
file tax returns.

DETAIL ON GROSS BOOR VALUE DATA

The three basic types of detail desirable in the preparation of
wealth estimates are detail by industry, by geographic area and by
asset type.

Geographic and industry detail are a natural outgrowth of census
and IRS data collection efforts. The Census Bureau publishes data
by county and SMSA, in as much as four-digit detail for some indus-
tries. Data collection on an establishment basis facilitates more ac-
curate industry detail. IRS, which covers relevant industries in
both SIC 7 and 8, presents three-digit and some four-digit detail on
an industry-of-companies (defined for tax reporting purposes) basis.

Because most firms in the profitmaking service sector are single-
establishment companies-95.2 percent of those covered by census are
in this category-IRS data distributed by industry should not be too
different from those collected by census. For the same reason, IRS
could provide regional data, for as many as 63 IRS districts with
which tax forms are filed. With respect to both bodies of data there
is one problem in industrial classification which merits mention. Some
service trade establishments have a substantial portion of their tan-
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gibles devoted to associated retailing operations. There is no inex-
pensive way of dealing with this problem and the current method,
classification of establishments by primary activity, seems most feas-
ible. Data on retail sales by major lines, collected in the 1963 Census
of Business, may be of some help in eliminating this problem.

In the nonprofit area, industry detail, sufficient to be meaningful,
would not be difficult to obtain as a byproduct of the collection of gross
book value data. Any census would have to approach each of the
major nonprofit areas separately, so industry detail would be given.
On geographic detail, less information would be available, unless the
establishment was the basic data unit. For schools, hospitals, libraries,
museums, art galleries, botanical and zoological gardens, and most
charitable foundations, the tangibles are probably located at the head-
quarters of the organization and there would be no problem in getting
regional detail. But for organizations with establishments nationwide
such as religious bodies; labor unions; certain charitable organizations
such as the Salvation Army; civic, social, and fraternal organiza-
tions; and business, professional, and political membership organiza-
tions, this would not be true.

Asset-type detail is generally lacking. *Where detail is available it is
rarely greater than a breakdown into land, buildings and structures,
machinery and equipment, and inventories. For institutions of higher
education the detail is greater, with subtotals for different types of
buildings and machinery and equipment. In the profitmaking indus-
tries, IRS balance 'sheets, when available, contain land, inventories,
and depreciable assets. For proprietorships, the C-1 schedules could
be analyzed to obtain greater detail for depreciable assets. For labor
unions, the tangibles are broken down into land, buildings, automo-
tive equipment. office furniture and equipment, and other fixed assets.
For hospitals there is some physical volume data, such as number of
beds, to augment the aggregate gross book value totals.

In summary, detail is much more readily available for some sectors
than for others. The presentation of wealth estimates in detail in-
creases the effort required by the responsible agency. Each additional
item of detail compounds, multiplicatively, the number of data cells
to be filled. In addition. where the information required to revalue
gross book data (discussed below) is to be obtained on a sample basis,
the sample size must be larger.

SUPPLEMENTARY DATA REQUIRED TO MAKE WEALTH ESTIMATES

Gross book value data have limited usefulness for analytical pur-
poses because they reflect the influences of changes in the acquisition
cost of tangible capital over time. For this reason many types of inter-
temporal or cross-sectional analyses of series on wealth cannot be ac-
complished. Adjustments for price changes in the underlying data are
necessary in order to broaden the uses of the estimates. These adjust-
ments can be made by applying appropriate price indexes to the gross
book value data, arrayed by groups of year of acquisition. These price
indexes can be based on any year, but if they are based on the most
current year, the resulting estimates are those of replacement cost, and
thus, are useful for additional analytical purposes.

782
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To make these estimates, age distributions of tangible assets by type,
and relevant price indexes for each type, are required. The age dis-
tribution, ideally, should be by year, but years could be grouped if
other considerations so dictated. Asset-type classes should be narrow
enough to permit the use of price indexes which are not overly gross.
On the other hand. adequate price indexes would be required for each
asset class.

As noted above, asset-type detail for the service industries is gen-
erally lacking. Sufficient age distributions are presently available only
for higher educational institutions. The availability of price indexes
cannot be evaluated without prior knowledge of the asset-type classes
important in the service industries. The general topic of price indexes
is treated in the Wealth Inventory Planning Study staff report. The
lack of suitable construction cost price indexes for structures, and the
unavailability of price indexes for certain types of capital equipment
which are infrequently purchased throughout a year, are two major
deficiencies which should be mentioned, however.

LEASED ASSETS

For many analytical purposes, the tangible capital used, rather than
owned, by an industry is the relevant variable. The extent to which
the two tangible capital measures differ varies from industry to indus-
try. There are very few data on the extent of leasing in the services in-
dustry. Those which are available relate to the profitmaking services
industries and are described in section II. Some additional insight
into the extent of leasing can be gained by an analysis based on rent
data reported to the IRS. Rental payments made by sole proprietor-
ships, active partnerships, and active corporations, for their fiscal
years ending between July 1, 1959, and June 30,1960, totaled $2.1 bil-
lion. If these are capitalized at 10 percent, the resulting figure-an
estimate of the gross book value of leased capital-is $21 billion. This
is 70 percent of the estimated gross book value of land and fixed
reproducible assets owned by the sector, as shown in table I. (The
rental payment figure of $2.1 billion does not include rental payments
which respondents may have combined with "cost of goods sold" for
income tax purposes.) The 70-percent figure compares with 13 percent
for the manufacturing sector as of the end of 1957, computed in a sim-
ilar way.

The seemingly substantial amount of assets leased by firms in the
services industries does not seem high, intuitively. The sector is char-
acterized by small-scale operations with limited access to capital, rela-
tive to its cost. Leasing is appealing under such conditions. The
operations of many establishments, such as those of professional
people, are too small to fill a structure of usual size. Accordingly, the
rental of space in large office buildings is widespread.

Despite its importance, there is little information on which esti-
mates of asset leasing can be made. Ideally, such data should con-
sist of figures on rents paid, obtained from lessees, and figures on
the gross book value of leased assets and the rent received for leasing
them, obtained from lessors. These data should be arrayed by asset
type. The rents received and gross book value data can be used to
compute a capitalization rate for each asset type, and then this rate
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can be applied to the rental payments. As currently collected, the
IRS data on rents paid and received are inadequate for meaningful
estimates of leased assets. The main deficiencies are (1) the incom-
pleteness of the figures because some rental payments are combined
mn cost of goods sold, and some receipts, in total business receipts;
and (2) rental data contain, in varying degrees, amounts paid for
such items as maintenance of the leased property.

IV. RECOMMENDATIONS

The group urges that wealth estimates-at depreciated replacement
cost or current market prices-be developed for the services sector
as defined above. Because of the heterogeneity of the composition of
the sector and the paucity of data in many subsectors, the group is
aware of the ambitiousness of the goal. Accordingly, it has set priori-
ties, which reflect its assessment of the relative importance of the
various aspects of wealth estimates.

Top priority should be given to the preparation of a national
total, broken down into two sectors-profit and nonprofit, by use and
ownership. The second priority is for a breakdown of these two
subtotals into asset-type categories which would show land, struc-
tures, equipment, and inventories separately. The third ranking
objective is detail by industry to the greatest extent possible while
maintaining the separation between the profit and nonprofit sectors.
This detail could also yield breakdowns by legal form of organiza-
tion at little or no additional cost. Fourth in importance is detail by
region on a four- or nine-region basis. Fifth, and finally, a break-
down by asset size would be desirable for certain service industries.

In order to achieve the objectives set out in the first priority-
national wealth totals, at replacement cost, gross and net of depre-
ciation or current market-it will be necessary to obtain comprehen-
sive gross book value data, price indexes covering the broad types of
reproducible tangible assets found in the services industries, and
information on the average ages and remaining useful lives of these
tangibles. To obtain these required data, the following recommenda-
tions are made:

1. For those industries for which IRS collects data, the IRS
data should be used where applicable to the greatest extent
possible. A determination should be made of the extent to
which IRS data can be made more useful in preparing wealth
estimates by (a) tabulating data already collected (viz, sched-
ule C-1 for sole proprietors), (b) obtaining balance sheets from
a larger number of partnerships and nonprofit organizations, and
(c) adding additional questions to tax forms. An alternative
approach, to be explored if the former does not prove feasible,
is to broaden the scope of the census of business to include profit-
making industries in the SIC 8 classification and to add an inquiry
on gross book value to the census questionnaire. Land and in-
ventory figures, small relatively, could be estimated based on
balance sheets filed with the IRS.

2. The Office of Education should obtain gross book value data
on fixed assets from private elementary and secondary schools and
junior colleges, thus extending the scope of the comprehensive
data it has collected on higher educational institutions.

784



SERVICE INDUSTRIES WEALTH 785

3. The American Association of Museums should be encouraged
to extend the scope of its previous survey to obtain gross book
value data on fixed assets for museums, art galleries, and botanical
and zoological gardens.

4. The Census Bureau should resume its census of religious
bodies in order to obtain gross book value data on their fixed assets
but, for the purposes of wealth estimation, it is not necessary to
tabulate or publish these data by religious sect, as was done
previously.

5. There are two possible vehicles for obtaining gross book
value data on the tangibles of charitable foundations-either (a)
enforce the legislation requiring tax-exempt organizations to file
annual balance sheets with IRS or, (b) obtain the cooperation of
such organizations in submitting their balance sheets to the
Foundation Library Center in conjunction with its publication of
the Foundation Directory.

6. Obtain the assistance of the United Community Funds and
Councils of America in obtaining balance sheets from charities
supported by the general public through local campaign organi-
zations which currently require such data of charities wishing to
become beneficiaries of local drives.

7. The Census Bureau should obtain a register of nonprofit
organizations not covered above, perhaps through social security
employer identification numbers, and collect gross book values
for the fixed assets of these organizations.

8. It is recommended that the Census Bureau have general
overall responsibility in the planning and coordination of the
efforts put forth by the public and nonpublic organizations just
mentioned.

9. Land and inventory estimates should be made for the private,
nonprofit sector, using available information to make extrapo-
lations.

10. Data on the asset-type composition, for broad classes, of the
reproducible tangibles of major sectors of the services industry,
along with average ages and useful lives of these asset types,
should be obtained on a small sample basis, for use in converting
the gross book value data to gross and depreciated replacement
cost estimates, as well as for their intrinsic interest.

Once the gross book value data have been collected, the next step is
to recast the estimates for reproducible tangibles to replacement cost,
both gross and net of depreciation, and to revalue land and inventories
in accordance with the recommendations contained in the Wealth In-
ventory Planning Study staff report.

The revaluation of reproducible tangibles requires data on asset
ages, prices and the depreciation curves which are appropriate. Since
the estimates given top priority are broad aggregates, gross book value
data by age (using appropriate intervals of years) for structures and
facilities, and machinery and equipment, should he obtained from a
sample of organizations in each major sector. These data can then be
reflated using appropriate, though rather aggregative price indexes,
to a gross replacement cost basis.

Through the use of data obtained in other sectors of the economy,
depreciation curves could be constructed for both the structures and
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facilities and machinery and equipment classes. With these curves
and the age distribution collected on a sample basis, estimates of
depreciation could be made, and depreciated replacement cost stock
estimates, prepared. These data could then be added to the revalued
land and inventory data to arrive at national totals at current values,
shown separately for both the profit and nonprofit sectors, on both
an ownership and use basis.

Second in order of priority in the opinion of the working group, is
to firm up the asset-type detail. This would involve obtaining from
respondents, on a census basis, a breakdown of their gross book value
data into land, structures, equipment, and inventories. This step
should improve the reliability of the underlying asset-type classes,
data on which were to be collected on a sample basis only in preparing
the estimates given first priority. These data would facilitate the
collection of greater asset-type detail-perhaps machinery, office
equipment, transportation equipment, office buildings, plants, etc.-on
a sample basis.

Third priority is given to obtaining the greatest possible industry
detail. The following detail is suggested as being useful for analyti-
cal purposes:

(1) Three digit SIC detail for the profitmaking services sec-
tor;

(2) Hospitals, broken down into voluntary and proprietary;
(3) Four-digit SIC detail for educational services;
(4) Three-digit SIC detail for museums, art galleries, botan-

ical and zoological gardens;
(5) Labor unions and similar labor organizations broken down

into the unions themselves, and their pension funds;
(6) Religious organizations, excluding their schools which will

be shown inseparably as part of each relevant four-digit break
under (3) above; and excluding their business enterprises which
fall into the scope of existing business censuses.

(7) Charitable organizations, broken down into those sup-
ported by certain individuals, i.e., foundations, and those sup-
ported by the general public;

(8) Miscellaneous nonprofit membership organizations, not
elsewhere classified, broken down into (a) business, (b) profes-
sional, and (c) political membership organizations, (d) civic,
social and fraternal organizations, (e) organization hotels and
lodging houses on a membership basis, (f) golf and country clubs
with closed memberships and (g) nonprofit membership organi-
zations, not elsewhere classified.

The presentation of wealth data in this detail presents no problem
from the point of view of collecting gross book value data, since pre-
sumably each respondent could designate the appropriate industry.
The agency preparing the wealth estimates would have the added
task of coding and processing more data and, probably, would have
to refine the reported classifications. The size of samples used to
obtain asset-age data would have to be increased. An outgrowth of
industry detail would be a breakdown by legal form of organization,
which could be obtained at little additional cost.

Fourth priority is given to regional detail on either a four or nine
region basis, depending on which is more feasible. Regional detail
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may prove to be readily obtainable in some service industries which
are characterized by single-establishment firms or organizations. In
addition, it may prove feasible to impute greater regional detail for
certain industries, for which finer breakdowns of other data, such as
receipts, are obtainable from existing censuses.

Fifth, for some industries, it would be useful to have wealth data
arrayed by asset-size classes. Preparation of these estimates would
entail additional work in data processing, though not necessarily in
data collection.

A final recommendation relates to leased assets. Figures on leased
assets are necessary for analytical purposes requiring data on capital
used. While the task of obtaining wealth estimates on an industry-
of-use, as well as an industry-of-ownership, basis is great, some esti-
mates of the former are required because of their importance in this
sector. Pilot studies should be undertaken to assess, within the serv-
ices industries, the relative importance of asset leasing in the various
subsectors. Where important, leased assets should be estimated.
Provision should be made to obtain the data required for these esti-
mates-rents received and gross book value of leased assets, from
lessors, and rents paid, from lessees, by appropriate asset-type
breaks-on a sample basis, if necessary. The recommendation to
construct estimates of leased assets applies to all the priorities dis-
cussed above.

ANNEX A

THE VALUATION OF MANMADE NONREPBODUCIBLE WEALTH

In some organizations within the services sector, notably museums and
art galleries, manmade nonreproducible tangibles-art objects-comprise a
greater proportion of total wealth than other tangibles. While art objects are
owned by the household, public and business sectors, these holdings are not
important relative to the total wealth of these sectors. Because of the sig-
nificant allocation of resources by museums and art galleries and their patrons
to obtain such wealth, the Working Group fell heir to the task of giving special
attention to these assets. However, the Working Group as a whole did not
feel qualified to pass judgment on the feasibility and merit of taking an inven-
tory of art in monetary terms. Accordingly, it passed the responsibility for an
exploratory investigation to Mrs. Carolyn Wells, member of the Working
Group and assistant for special projects, American Association of Museums,
and to John Kendrick and Joel Popkin of the Wealth Study staff. It was
understood that the findings of the investigation, whatever they might be,
would be annexed to the report of the Working Group.

The exhibits which appear in this annex represent the bulk of work that was
done in eliciting information about the feasibility of such an inventory. A
luncheon meeting was held to get the views of some individuals in the Wash-
ington area familiar with art and museum administration. The minutes of
this meeting, prepared by Mrs. Wells, appear in exhibit A.

With the cooperation of Mrs. Wells and the American Association of Museums,
a questionnaire on the feasibility of an inventory of art, drawn up by Messrs.
Kendrick and Popkin, was sent to 35 museums. A copy of the questionnaire,
together with a tabulation of the responses which were received from a total of
20, appears in exhibit B.

Mr. Richard H. Rush, noted as author of "Art as an Investment." was contacted
and asked to comment on the posibilities of an inventory. His statement appears
in exhibit C.

In addition, a general discussion of the problems, conceptual and practical, of
valuing manmade nonreproducible assets is found in chapter VII of the wealth
inventory staff report.

38-135-64-53
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EXHIBIT A

REPORT TO THE WORKING GROUP ON WEALTH IN THE SERVICE INDUSTRIES ON A

SPECIAL MEETING FOR THE MusEuM FIELD

A luncheon meeting was held at the National Gallery of Art on November 12 to
discuss the problems and possibilities of making a wealth inventory in the mu-
seum field. In addition to the staff director of the Wealth Inventory Planning
Study, Professor Kendrick, and the secretary, Mr. Joel Popkin, the participants
were: Miss Kathryn Bloom, Cultural Affairs Branch of the Office of Education;
Carter Brown, assistant to the Director, National Gallery of Art; Mr. Paul Oeh-
ser, Editorial and Publications Division, Smithsonian Institution; Mr. Donelson
Hoopes, curator, Corcoran Gallery of Art; and Mrs. Wells, American Association
of Museums.

The basic problem in attempting to evaluate museum collections was imme-
diately recognized: should cultural values be translated into monetary terms?
The general reaction was that they should not be, because especially in the art
field we are dealing with an area which cannot be reduced to this denominator. It
was pointed out that this would apply also to churches and libraries. Museum
collections consist mainly of irreplaceables whose value cannot be expressed in
dollars.

Upon further discussion, it was, however, agreed that it would not be wise
to leave museums entirely out of a national wealth inventory. Buildings and
equipment would naturally be included; but if art, science, and history col-
lections form a part of the Nation's wealth, then the information as to the
monetary value of such collections should be accessible to the American public.

Assuming then that it might be desirable to evaluate museum collections, would
it be possible? The following points were brought up:

1. Insurance policies would not offer a method of determining values.
Museums generally do not insure their collections except when traveling;
and seldom does the insurance coverage reflect to any degree the actual
value.

2. Market values In art are constantly changing. If art museums could
give out the cost to them of objects which were purchased in former years,
the market price would have to be marked up tremendously over the cost
because of the current situation; the great works of art in Europe can no
longer be exported, for instance.

Auction prices by their very nature may be misleading and may not take
into account questions of attribution and condition; on the other hand, it
could be assumed that the bidders are knowledgeable in the field and that
the final price would therefore give some indication of current value.

3. It would be difficult to establish a ba8is for evaluation in the art
field. For example, the National Gallery recently purchased a Fragonard
at public auction for $875,000. This would not mean that a museum having
a Fragonard of the same size could say that its painting was also worth
$875,000.

4. Many museums might consider the value of their collections confi-
dential information. However, the American Association of Museums has
in the past collected confidential information and used it only for statistical
tabulations. In this case also all data would be kept confidential. The
service industries working group had previously agreed not to go into
regional detail.

There are some museums (i.e., the Denver Art Museum, and the North
Carolina Museum of Art) which have published valuations of their collec-
tions in annual reports. A larger number of museums publish figures for
the annual expenditure for new acquisitions. This would, of course, rep-
resent only a percentage of the total value of the collection, but might serve
as a starting point.

If it were both desirable and possible to collect information from museums
for a national wealth inventory, how might this be done, and what purpose would
such information serve?

1. It is not known at this point how many museums are willing, or If
willing, are equipped, to estimate the current value of their collections. The
first step would be to get some indication of this, and then to collect the data
through a brief questionnaire.
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2. It was felt by most of the participants that the figures collected would
not be meaningful, in view of the uniqueness of the items in museum col-
lections, and their irreplacable nature. Two years ago, for instance, the
National Trust for Historic Preservation dropped value reporting on the
grounds that there can be no valuation where there is no market.

However, it was agreed that other museums should be asked to give
opinions on the desirability, feasibility, and significance of a wealth in-
ventory in their field.

To sum up the views of the participants:
1. No monetary evaluation of museum collections should be allowed to ob-

scure the cultural significance of museums.
2. The need for public support of the cultural and educational activities

of museums must not be deemphasized by the publication of the value of
museum collections.

3. Knowledge of the value of museum collections might, on the other hand,
stimulate donations for the custodial care, preservation, and display of
such collections.

4. Information on the wealth of the Nation's museums might have some
public relations benefits.

5. Such information might serve to illustrate the increase in the cultural
resources of our country. Deficiencies in such resources in certain areas
might also be determined.

It was decided that available information in published annual reports would
be checked; that an inquiry would be made to find out how such published figures
had been arrived at; and that a small number of museums would be sampled for
their reaction to the Wealth Inventory Study in terms of their willingness to
assist in it and of the availability of the necessary data.

CAROLYN H. WELLS,
Assistant for Special Projects,
American Association of Museums.

NOVEMBER 14, 1963.

ExriBrr B

[Questionnaire sent to 35 museums: tabulation of 20 responses received]

AMERICAN ASSOCIATION OF MUSEUMS, WASHINGTON. D.C.

DECEMBER 13, 1963.

DEAR : Under a grant from the Ford Foundation, the Wealth Inventory
Planning Study of the George Washington University is studying the problems
and possibilities of a national benchmark inventory of wealth, to be taken by
1970.

The Wealth Study staff seeks guidance as to whether to include, in addition to
land, structures, and equipment, the nonreproducible assets represented by the
collections of museums (as well as of individuals). This brief questionnaire is
being sent to several dozen museums to test the feasibility of getting meaningful
cost or value estimates of the collections, and the desirability of doing so.

We shall appreciate very much your cooperation in helping the Wealth Study
come to a determination in this area.

A. Would you be able to report the following from present records or estimates;
or could you, without undue burden, prepare at least rough estimates of the
following:

Yes No

1. Cost of additions to collection during the past year -13 4
2. Approximate market value of Items donated during the past year 10 7
3. Proceeds from sales of works of art during the current year -4 10
4. Historical cost of all purchased items in current collection-4 11
5. Current or recent market value of purchased items- 6 11
S. Approximate market value of donated items - ------- 4 13
7. In rough terms, the percentage of the total value of collections accounted

for by purchased items-5 11
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B. Would you favor attempting a one-time national survey of the value of
museum collections (only aggregates to be published, on a regional and national
basis) ? Yes, 7; No, 8.

C. General or specific comments on the proposed survey (feasibility and desira-
bility):

Please return to the AAM, attention Mrs. Wells.

EXHIBIT C

STATEMENT OF RICHARD H. Rusn, RYE, N.Y.

First, I would like to comment on some of the criticisms which might be
leveled at the taking of an inventory of works of art in monetary terms.

1. It is true that in a sense art is above money. Art inspires and represents
beauty whereas money is considered by the art intelligentsia to be something
of a rather low level.

2. Art is the product of a group of people who have had to ask for money in
return for the production of the art.

3. If these works of art had money value when the artist produced them
in order to exist, they have had value since that time-either more or less-and
that value is all we are talking about.

Now here are my general comments:
A. Almost every item of art in every museum at one time or another had a

price tag on it. The National Gallery of Art collection, for example, consists
primarily of the Mellon Collection, the Kress Collection, the Widener Collection,
and the Chester Dale Collection. I published most of Mellon's purchase prices
of the items in the gallery. The Kress figures are available, and I think the
Widener and Dale figures can be unearthed.

B. Value of these items can be brought up to date by a competent valuer; this
same procedure can be followed for all museums in the United States.

C. Nobody is talking about flooding the market with the contents of any
one museum or all of them. We are talking about an orderly offering of the
art objects, and if they are marketed in this way the price can be forecast fairly
well and thus recorded for your survey.

D. This procedure would be far more difficult in Europe where the art is
much better and much rarer than in the United States. How do you value the
Winged Victory, or Michelangelo's Pieta or Michelangelo's Sistine Chapel ceiling?
These things are unique. But we have nothing to compare with these items in
this country. Let us say that the National Gallery has 550 paintings in all.
The Louvre has 3,500 hanging and 25,000 in all. Our job here is not so hard.

B. The valuation should be done independently, using published reports and
photos of the paintings in each gallery in this country. The same will have
to be done with sculpture and antiquities, etc., and where these are not traded
on the market the job will be much harder. I am talking about what I am
familiar with-paintings. But even here a fairly good job can be done with
not much error.
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PREFACE

The Working Group on Nonfarm Business Financial Claims held
four meetings: on August 7, October 4 and 25, and November 22, 1963.
In addition to the members of the working group, those attending one
or more meetings included Joel Popkin, John W. Kendrick, Robert
M. Fisher and Robert L. Sammons.

All members of the working group participated actively in the dis-
cussions and reviewed a preliminary draft of this report. In addi-
tion, Mr. Gorman and Mr. Natrella each prepared special materials
which greatly facilitated the work of the group.

The final report, however, is the responsibility of the secretary,
though she has attempted to reflect the consensus of the group, es-
pecially with respect to recommendations.

ELEANOR J. STOCK WELL.

793



NONFARM BUSINESS FINANCIAL CLAIMS

I. INTRODUCTION

The Working Group on Financial Claims was formed to consider
the kinds of data on financial claims of business enterprises that it
would be desirable and feasible to collect in connection with a com-
prehensive inventory of national wealth. The economic sector as-
signed to the working group comprised all businesses other than farms
and Government enterprises. Thus it included unincorporated busi-
nesses as well as corporations, financial institutions as well as non-
financial businesses, nonprofit organizations as well as businesses or-
ganized to make a profit.

The focus of the working group's discussions reflected to a large
extent, of course, the points of view of the particular people who were
members of the group. In general, the members were more concerned
with the composition of total claims of and on the business sector, than
with the characteristics of specific financing instruments. Also, the
working group viewed a reliable inventory of business financial claims
as requiring full balance sheets, obtained directly wherever possible
and derived by imputation only where absolutely necessary. No con-
sideration was given to collecting wealth data on a selective, instru-
ment-by-instrument basis-whether by surveying major holders, or by
surveying major issuers, or by surveying both groups and merging the
results. The focus of the working group's approach, on the sector
rather than on types of wealth and on collection of comprehensive
rather than selective data, is evident in its recommendations.

II. UsEs OF BENrCHMARK DATA

Data on financial claims for the business universe are needed for a
variety of purposes which may perhaps be grouped under three major
headings: (1) Analysis of financial structure, including liquidity posi-
tions, debt burdens, rates of return; (2) measurement of financial
flows, both within the business sector and between this and other sec-
tors; and (3) evaluation, based on theoretical as well as empirical
investigation of business financial behavior, of the impact of actual or
proposed fiscal, monetary or legislative actions of the Government.
Each of these requires statistical information that is as reliable, as
uniform in concept, and as comprehensive in coverage as it is practi-
cable to obtain with available resources of time and money.

An impressive amount of information on business financial wealth
is already available in the statistics compiled regularly by a variety of
Government departments, regulatory bodies, and private organiza-
tions. A number of serious gaps exist, however. Some of these gaps
are present in both benchmark and current data; for example, no
strong data on financial wealth are available, on either a benchmark or
current basis, for certain sectors of the business universe or for certain
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new types of wealth of covered sectors. Some gaps involve incon-
sistencies in concept, or in presentation, between benchmark and cur-
rent statistics; major pieces of information, available on a current
basis, are of limited usefulness for extrapolating purposes because no
benchmarks are available for these particular pieces. Some of the
most troublesome gaps relate solely to the coverage and quality of the
statistics that are available on a current basis.

A systematic inventory of business financial wealth could fill present
gaps in our benchmark statistics, although it must be recognized that
collection of data in some areas might present insurmountable diffi-
culties. Such an inventory could also provide a better basis than now
exists for using less comprehensive current series to update bench-
marks. Finally, one of the most significant contributions of the kind
of benchmark statistics envisaged in this report could be to stimulate,
and provide standards for, needed improvements in regular collected
current statistics.

III. REVIEW OF EXISTING DATA

The principal sources of balance sheet statistics are reviewed in this
section of the report. In a later section, reference will be made to those
sources that seem to be appropriate vehicles for obtaining parts of any
systematic inventory of financial wealth, if arrangements can be made
to expand and standardize the data they collect.

All corporations-tax returnb data
The most comprehensive body of existing data on business financial

wealth is provided by the yearly tabulations of corporate balance sheets
preparedlby the Internal Revenue Service and published in "Statistics
of Income-Corporation Income Tax Returns." A listing of the
balance sheet categories on which information is to be collected for the
1963 tax year appears as exhibit A at the end of this report. Among
the cross classifications of the data are distributions by industry and
size of total assets. In recent years a number of new types of tabula-
tions, such as operating and financial ratios, have been introduced. At
the same time, some useful balance sheet detail formerly collected has
been dropped.

Balance sheet figures shown in statistics of income are estimated
from a stratified sample of unaudited returns and are for all corpora-
tions that are required to file Federal income tax returns on form 1120,
or 1120-L, 1120-M, 1120-S, or 1120-F (resident only). Data are for
accounting periods ended July of one year through June of the fol-
lowing year.

Despite continuing efforts by IRS to improve the timeliness of its
reports, considerable delay is unavoidable. A large part of the delay
arises because of the extended period over which corporate tax returns
may be filed; in the extreme case-a corporation with a fiscal year
ended June 30, and a 6-month extension on filing-a tax return for the
1960 income year would not have been available for processing until
the spring of 1962. In addition, substantial processing of the data is
required. As a result, balance sheet tabulations for the 1960 income tax
year (accounting periods ended July 1960 through June 1961) were
not published until mid-1963.
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Manbufacturing corporations-FTC-SEC quarterly data
More up-to-date balance sheet information is available, for manu-

facturing corporations only, in the "Quarterly Financial Report for
Manufacturing Corporations," prepared jointly by the Federal Trade
Commission and the Securities and Exchange Commission. A listing
of the balance sheet categories shown in the report is presented in
exhibit B.

Balance sheet figures in the quarterly financial report are universe
estimates based on a stratified sample of about 11,000 manufacturing
companies, drawn in part from income tax returns and in part from
applications for a Federal social security employer's identification
number. One-eighth of the smallest corporations in the sample are
replaced each quarter.

This series differs in several respects from the Statistics of Income
tabulations-the balance sheet categories are not quite the same,
reporting by corporate entities is on a more highly consolidated basis.
and accounting yearends are not tabulated together as in S.O.I. but
are included in the appropriate calendar year quarter. Nevertheless,
the FTC-SEC series has proved to be a valuable tool for extrapolat-
ing Statistics of Income data for the corporate manufacturing sector.
Nonfinancial corporations-SEC quarterly working capital series

Up-to-date statistics on the short-term portion of corporate balance
sheets are available from the Securities and Exchange Commission's
quarterly series on "Current Assets and Liabilities of U.S. Corpo-
rations." The items shown are: total current assets, divided into
cash (on hand and in banks), U.S. Government securities, inven-
tories, accounts receivable from the U.S. Government, other notes
and accounts receivable, and other current assets; total current lia-
bilities, divided into advances and prepayments from the U.S. Govern-
ment, other notes and accounts payable, Federal income tax liabilities,
and other current liabilities; and net working capital.

The series covers all corporations other than banks, insurance
companies, and savings and loan associations. While figures are pub-
lished and generally available only for all industries combined, these
are summations of separate estimates for each of 13 major industrial
groups. Yearend figures for each industry are benchmarked to the
detailed IRS tabulations from Federal income tax returns, and sub-
stantial revisions are sometimes required when IRS data become
available. Even for benchmark dates, some items are partly esti-
mated because the classification of accounts desired for the working
capital series is not directly available from IRS tabulations.

Extrapolations for post-IRS years (currently post-1961) are based
on: the FTC-SEC quarterly financial report for manufacturing;
Interstate Commerce Commission data for railroads; and, for all
other industries, figures supplied by those registered companies that
voluntarily file quarterly reports with the SEC. The agency has
had considerable success in persuading a very large proportion of
all registrants to file quarterly working capital statements, but in some
industries the total number of registrants is very small. In agricul-
ture, construction, wholesale and retail trade, service and finance-
industries that together account for three-eighths of total corporate
working capital-less than one-tenth of 1 percent of all corporations
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are registered companies; these industries contribute heavily to the
benchmark revisions in the aggregate estimates.

Partnerships-tax return data
While partnerships are not taxed as entities, each partnership is

required to file an information return form 1065. A balance sheet
is included with the form. In odd-numbered years balance sheet
aggregates are prepared, and published in "U.S. Business Tax Re-
turns," for those partnerships filing this information. Tabulations
are based on a stratified sample, they are shown by industry and by
size of firm, and the categories of assets and liabilities are similar
to those for corporations.
All business-flow-of-funds series

The Federal Reserve, as part of its flow-of-funds statistics, esti-
mates both quarterly financial flows and end-of-year financial asset
and liability levels for each sector. Estimates are derived from an
enormous number and variety of data sources.

Other sources for specific industries
In addition to the the statistics described above, a large number of

public and private organizations collect and/or tabulate data on busi-
ness financial wealth, in most cases for some one type of enterprise-
e.g., banks, railroads, pension funds. The kinds of information avail-
able vary greatly, since they reflect both the purpose for which the
data are collected and the predominant activity of the type of enter-
prise covered. The variation is so great that it does not seem prac-
tical to describe these sources in detail, or even to list all of them.

The following listing is intended to cover most of the principal
sources of specialized information. The listing includes only statistics
that encompass the entire balance sheet, however broadly, and that are
available on a regularly recurring basis. Thus it excludes regular
series on specific types of wealth, such as the consumer credit and
mortgage debt statistics, and one-time or occasional studies.

Banks.-Data are collected and tabulated by the various supervisory
agencies. Detailed statistics on loans, investments, reserves, and other
balance sheet accounts are available for all banks for call dates. Less-
detailed information is collected for weekly reporting Federal Reserve
member banks, and is estimated by the Federal Reserve for all com-
mercial banks. Also, for all mutual savings banks, monthly estimates
are published by the National Association of Mutual Savings Banks.

Insurance comnpanies.-Detailed annual statements are filed by in-
dividual companies with State insurance commissioners. (Copies of
these statements are required to be submitted with the IRS Forms
1120-L and 1120-M filed by these companies.) Tabulations, from
company reports and other sources, are prepared for life insurance
companies by the Institute of Life Insurance and for fire and casualty
insurance companies by Best & Co.

Savings and loan associations.-Estimates of major categories of
assets and liabilities, based on monthly reports of insured associations
and annual reports of noninsured associations, are prepared and pub-
lished by the Federal Home Bank Board.

Investment companies.-Data for open-end companies are compiled
by the Investment Company Institute from reports of members.
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Pension funds.-Every pension plan that covers more than 25 em-
ployees is required to file an annual financial statement with the
Department of Labor. However, the only published aggregates pres-
ently available on a regular basis come from the Securities and Ex-
change Commission's annual survey of noninsured corporate pension
funds.

Labor organizations.-These also make regular financial reports
to the Department of Labor. Published figures are for the total
liabilities and for very broad categories of assets.

College endowment fwnds.-Data are available every fifth year (in-
cluding 1963) from a survey conducted by the Office of Education,
U.S. Department of Health, Education, and Welfare.

Credit unions.-Data for major balance sheet categories are avail-
able from the U.S. Department of Health, Education, and Welfare.
The Department also publishes monthly figures on total assets of
credit unions.

Finance companies.-The Federal Reserve compiles annual balance
sheet figures for about 100 sales and consumer finance companies. The
data are obtained from stockholders' reports and other secondary
sources. Similar compilations for about 300 large companies in other
selected industries, which the Federal Reserve formerly prepared,
were discontinued some years ago.

Hospitals.-The American Hospital Association publishes annual
data on the total assets and plant of nonprofit and proprietary hos-
pitals.

IV. NEEDED IMPROVEMENTS IN EXISTING DATA

Presently available information on business financial wealth, volu-
minous as it may seem to be, is incomplete or otherwise inadequate in
a number of respects. The most important improvements needed on a
benchmark basis are those that would provide: (1) more comprehen-
sive coverage of the business sector, particularly of unincorporated
concerns in all lines of activity and of corporations in a number of
finance and service industries; (2) more detailed classifications of
certain items of financial wealth, primarily to take account of postwar
shifts in the structure of financial claims; (3) more comprehensive
and more uniform reporting of business financing, on a from-whom-
to-whom basis and with systematic term or maturity breakdowns; and
(4) recasting of the industrial detail presently available, to segregate
groups that have large holdings of financial wealth, or engage in
unique financing activities, or are identifiable components of regularly
collected series.

COVERAGE OF THE BUSINESS SECTOR

No benchmark data on financial claims are presently available for
certain parts of the business sector; in some cases no vehicle currently
exists for collecting such data.

Unincorporated concerns
Figures on the financial assets, debts and net worth of unincor-

porated concerns are needed for a number of purposes-to examine
the financial health of small business especially with respect to the need
for governmental assistance, to analyze the sensitivity of small busi-
ness to fiscal or monetary policy or to cyclical fluctuations, or simply
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to provide statistics on financial wealth or financial flows that cover
the entire corporate and noncorporate business sector. Such data are-
not presently available, however. Efforts to collect them have in the
past been frustrated by lack of records, reluctance to supply such
records as exist, and, in the case of sole proprietorships, the difficulty
of distinguishing between business accounts and the personal accounts
of owners.

Less than half of all partnerships file balance sheets with IRS.
These are generally the larger firms; they account for 63 percent of
the net profit and 70 percent of the total receipts of all partnerships
("U.S. Business Tax Returns, 1961-62"). It is not known to what ex-
tent the financial structure of reporting firms is typical of the universe
of partnerships. No balance sheet statistics are presently collected for
sole proprietorships, though they comprise three-fourths of the num-
ber of all nonfarm businesses.

When noncorporate balance sheet figures are required they are esti-
mated, in one fashion or another, from whatever available series
appear to be relevant or, alternatively, balance sheet data for small
corporations are used as a proxy. Without a set of benchmark statis-
tics, there is almost no way to test the validity of the various indirect
methods of deriving balance sheet data for noncorporate business.
Taxo-exempt organizations

A variety of organizations, since they are tax exempt, are not re-
quired to file any version of form 1120 with IRS, and hence are not
included in the balance sheet data compiled by that agency. Some of
these-including farmers' cooperatives, foundations, charitable trusts,
hospitals, museums, libraries, miscellaneous nonprofit membership
organizations (business, professional, civic, and social), and labor
unions-file returns on some version of form 990 and are supposed to
submit balance sheets with the form. Balance sheet information sub-
mitted by farmers' cooperatives were compiled by IRS for 1953 and
will be compiled for 1963. Also, the Foundation Library Center has
compiled some wealth data for foundations filing form 990-A (which
is open to public inspection), but the underlying information appears
to be unsatisfactory. With these two exceptions, the balance sheet
data filed with IRS by tax-exempt organizations have never been
compiled nor even examined for coverage.

A few of the organizations that report to IRS, and some-such as
college endowment funds and pension and welfare funds-that are
not required to file returns with this agency, file regular financial re-
ports with other agencies. However, there are some that are not at
present subject to any financial reporting requirements. Among the
latter are churches and other religious organizations, charitable or-
ganizations (receiving funds primarily from the general public), and
fraternal organizations.

Some types of tax-exempt organizations probably hold largely
tangible assets but others are believed to hold substantial amounts of
financial assets. Despite the desirability of covering all types of
organizations in any inventory of wealth, collection of data has in the
past been discouraged by seemingly insurmountable difficulties, includ-
mg identifying a significant proportion of them, assigning meaning-
ful values to certain of their assets, and persuading them to disclose
their holdings.

Soo
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CLASSIFICATION OF FINANCIAL ASSETS

Some of the present categories of business assets (and debts) are too
broad to provide needed information. Certain types of assets, such as
corporate holdings of non-Government short-term securities, are
known to have increased greatly in importance in recent years but are
still included in miscellaneous categories. Conversely, some miscel-
laneous categories have grown rapidly and no information is available
as to what are now their principal components. For other categories
including accounts receivable and business debt instruments, needed
details are not available directly but must be estimated from related
series compiled for other purposes.

The following paragraphs illustrate the kinds of detail which are not
now available but which, if available at least on a benchmark basis
would not only contribute to our knowledge of the composition of
business financial wealth but could also greatly improve the quality of
theoretical investigation, current analysis and projections of financial
activity in the economy. The illustrations refer for the most part to
data for nonfinancial corporations, and are not by any means a cata-
log of all the gaps that exist in available data on business financial
wealth.
Liquid a8set8

The forms in which businesses (especially nonfinancial corpora-
tions) hold their cash-type assets have become more diverse in recent
years. Thus, funds which were held almost entirely in cash and
demand deposits in the late thirties, and in cash, deposits, and U.S.
Government securities in the late forties, may now be held in almost
any type of short-term instrument that provides the combination of
liquidity and yield that a corporation desires at a given time. The flex-
ibility with which corporate investments can be shifted from one
instrument to another probably means that the management of cor-
porate cash balances is not only sensitive to, but also influential in
determining, money market developments.

But present compilations of liquid asset data from corporate bal-
ance sheets segregate only the categories of cash (including deposits)
and U.S. Government securities (or, as in 1963 IRS tabulations, obli-
gations of all governmental units). Other short-term marketable in-
vestments are included as part of the item "other current assets,"
though there is evidence that a few corporations include them in "notes
and accounts receivable."

The unavailability of a complete counting of the cash assets of non-
financial corporations understates their influence on money market
developments, both in the long run as increasingly important suppliers
of funds and in the short run as traders in money market instruments.
It also introduces a downward bias to calculations of corporate liq-
uidity. Part of the persistent decline in the conventional measure of
liquidity for this sector (cash, deposits, and U.S. Government securi-
ties as a percent of total current liabilities) results from the shift of
liquidity reserves into instruments that are excluded, for lack of data,
from the numerator of the ratio.
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Trade credit
One of the most striking developments in business financing prac-

tices over the postwar period has been the growth in customer financ-
ing. This is reflected in the increasing importance of notes and
accounts receivable in corporate balance sheets. For nonfinancial cor-
porations as a group, receivables outstanding have expanded about
twice as much as sales over the past decade or so. They now total over
$160 billion and account for nearly half of all current assets of
business corporations.

Little information is available, except indirectly, on the composition
of this large aggregate of financial wealth. The amount that repre-
sents funds due from the U.S. Government is known; it is relatively
small and has increased less than $1 billion since 1953. The amount
that represents credit extended to consumers is estimated from the
Federal Reserve consumer credit statistics. (Several methods may be
used; one that assigns to the nonfinancial corporate sector all con-
sumer credit held by sales finance companies, consumer finance com-
panies, and department stores, one-half of that held by other retail
businesses, and one-third of service credit gives an aggregate that has
increased roughly $15 billion over the decade.) The remainder is
taken to represent trade credit extended to other businesses, but there
is no assurance that this residual, -which has grown $80 billion since
1952, is a valid measure of this type of credit.

A parallel situation exists with respect to the other side of the
customer financing process: trade credit obtained by businesses from
their suppliers, which is reported as part of "notes and accounts pay-
able." This item has also grown rapidly and, for nonfinancial cor-
porations, now accounts for two-thirds of total current liabilities.
Little information is available on its composition, except for advances
and prepayments from the U.S. Government and an estimate of the
short-term bank loan component. Funds borrowed through issuance
of open-market paper, as measured by the Federal Reserve series, are
assumed to be included, and the residual is taken to be trade debt owed
to business suppliers. Then, the difference between these two question-
able residuals is taken as the measure of net trade credit extended to
businesses other than nonfinancial corporations.

The foregoing steps represent a most unsatisfactory method for
determining the composition of such large items as accounts receivable
and accounts payable, let alone for calculating net amounts of trade
credit extended from one business sector to another. With respect to
the latter, there is no basis for assuming that errors in the trade re-
ceivables residual are so nearly matched, numerically, by errors in
the trade payables residual as to produce a reasonably accurate net
figure.

One basic difficulty is that we do not know enough about what kinds
of transactions, other than the obvious ones, are typically reported
as part of total receivables and total payables. A second one is that we
do not know how adequately we are measuring the change in, let alone
the level of, corporate holdings of consumer credit. Third, there is
no way to measure the influence on the figures of "float" (that part of
net trade receivables that arises because a given trade credit transac-
tion is on the books longer as a receivable than as a payable). If good
benchmark data were available, for both corporate and noncorpo-
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rate business, on the gross amount (i.e., before deducting loss and other
valuation reserves) of trade credit extended to other businesses and
on the amount of trade debt owed to other businesses, the net figure for
the entire business sector would be zero, except for float.

Ideally, a great deal of detail should be collected on receivables and
payables. A distribution of receivables by maturity would provide
data for assessing the liquidity content and measuring the turnover
of this major financial asset. A sectoral breakdown that went beyond
the broad categories of Government, households, and business (e.g.,
one that presented business receivables by industry and size of the sup-
plier cross-classified by industry and size of the customer) would per-
mit useful studies of the anatomy of trade credit as well as of the
sensitivity of this important financing arrangement to economic and
financial conditions. Efforts to collect this degree of detail, however,
seem beyond the scope of an overall inventory of national wealth.
Bonds, notes, mortgages

In view of the magnitude of business debt, the variety of forms in
which it is incurred, and the shifts that have been taking place with
respect to the sources from which it is obtained, a minimum presenta-
tion of business liabilities would seem to require a breakdown of total
interest-bearing debt which provided some classification according to
original and/or present maturity, by some classification according to
type (e.g., mortgage, term loan, bond), by some classification accord-
ing to lender (bank, insurance company open market). A compar-
able distribution of these instruments, when they appear as assets of
lenders, would cross-classify them by maturity, type, and borrower
(e.g., corporation, other business, individual).

Distributions such as these are needed just to describe the complex
structure of our credit and capital markets and the nature of financial
claims. Analysts also need them for studies involving debt burdens
within different sectors, for evaluating the liquidity of borrowers and
lenders, and for estimating actual and prospective flows of funds.
Many of the data cells cannot be filled, however, even on a benchmark
basis, except by patchwork and heroic assumption.

Corporations filing balance sheets with form 1120 are asked for only
two categories of borrowed funds: (1) Mortgages, notes, and bonds
payable in less than 1 year; and (2) mortgages, notes, and bonds pay-
able in 1 year or more. The FTC-SEC quarterly financial report
(manufacturing corporations only) separates bank loans from other
types of borrowing and, by also separating for each of these two cate-
gories the amount of long-term loans falling due within 1 year, per-
mits the user of the data to classify debt according either to original
or to current maturity.

Some information on business debt, by type, can be obtained or esti-
mated from balance sheet data compiled for lenders, but neither the
present coverage of lenders, nor the detail by borrower that is avail-
able, permits more than a rough approximation of some of the cate-
gories desired. For example, the only figures for mortgage debt of
businesses are those, estimated from reports of lenders, for outstand-
ing mortgage debt on multifamily, commercial and other business-
type properties. An arbitrary proportion of the estimated total of
all mortgages on such properties is taken as the mortgage debt owed
by the corporate sector.
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Foreign claims
Presently available data cannot be used to develop statistics on busi-

ness financial wealth that will exclude all foreign claims, nor alterna-
tively that will include net foreign claims on any specified consistent
basis. In almost all cases, existing aggregates of business balance
sheet accounts neither segregate foreign claims nor adjust the under-
lying statements to a standardized treatment of such claims.

Individual corporation reports to stockholders generally indicate
the basis used to account for claims in foreign subsidiaries, and some-
times segregate or footnote the amounts included for claims of the do-
mestic parent on foreign entities other than subsidiaries. Accounting
treatment in such reports varies from company to company and, within
companies, from country to country. There is more consistency in
reports filed with IRS since foreign subsidiaries cannot be consolidated
with the income tax returns of the U.S. parent corporation, with the
exception of certain Mexican and Canadian subsidiaries.

CLASSIFICATION BY HOLDERS AND ISSUERS

A major use of data on financial wealth is to measure flows between
those who supply funds and those who use them. In the process of com-
piling financial claim statistics on a from-whom-to-whom basis, a great
many cells need to be filled-and filled with as reliable data as can be
obtained. At present, too many of these cells are of necessity filled with
data that are at best approximations and that may be grossly
inaccurate.

The principal problem is that in so many cases the only way to de-
velop a desired matrix is to treat holder and issuer data as interchange-
able. For a particular type of wealth, some data may be available for
holders, some may be available for the issuers, and the various pieces of
partial data have to be transformed into a complete from-whom-to-
whom matrix through a combination of simple arithmetic, arbitrary
allocation, and "judgment." Thus, bank loans of unincorporated busi-
nesses are usually derived by subtracting the amount of bank loans that
corporations are estimated to owe from the total business loans that
banks report they hold; term loans by banks are usually estimated from
data available for manufacturing corporate borrowers; time deposits
held by corporations are derived from data on bank liabilities.

But holder and issuer data are not this interchangeable. More often
than not, lender and borrower (holder and issuer) financial statements
will record the same transaction differently. Many factors can con-
tribute to such differences: "float"; differences in the basis of valua-
tion; differences in the statement date; etc. Major errors can result
from imputing borrower figures from lender reports (or vice versa),
especially when the spread between available borrower statistics and
available lender statistics is assigned to a residual, nonreporting group
(like "noncorporate business" or "individuals and all other").

The existence of differences between the way data are reported by
holders and by issuers is one of the reasons for needing complete bal-
ance sheets, and for attempting to collect such balance sheets for all
subsectors of the business universe-with enough detail on assets and
debts so that all information desired for suppliers of funds is obtained
directly from them, and similarly for users of funds. The attempt can-
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not be expected to be wholly successful. Some imputations will prob-
ably always be necessary, as a last resort, but their number can un-
doubtedly be greatly reduced.

CLASSIFICATION BY INDUSTRY

Classification of business concerns by industry is difficult at best,
given the amount of diversification that exists, especially among larger
corporations. This need not preclude the tabulation of business data
by as much industrial detail as seems meaningful but it does suggest
the advisability of tailoring the amount of detail provided to the kind
of statistics being tabulated.

Most statistical series that present data by industrial groupings pro-
vide very little detail under the broad heading of "Finance. For
most purposes other than the measurement of financial wealth, this
is quite apropriate. For purposes of a financial wealth inventory,
however, especially for benchmarks designed both to spell out the dis-
tribution of financial claims and to facilitate the use of bits and pieces
to carry forward the benchmark data, a specialized industrial classifi-
cation is needed. Conversely, some major industries that are cus-
tomarily shown in considerable detail because of the size of their
sales, employment, or holdings of tangible assets, are relatively unim-
portant and/or homogeneous with respect to their holdings of financial
assets and fine industry classifications are probably not needed.

V. RECOMMENDATIONS OF THE WORKING GROUP

The working group was confident that an inventory of financial
claims could feasibly and very usefully be collected for almost all of
the nonfarm business sector. However, collection techniques and other
characteristics of such an inventory would need to differ from those
developed for other parts of a national wealth inventory. This means
that an inventory of business financial wealth could best be taken in-
dependently of an inventory of business real wealth and also independ-
ently of an inventory of financial wealth of other sectors.

The group recognized two major exceptions to this generalization.
These will be noted at the start, since they were in a sense set apart and
the bulk of the group's recommendations relate less directly to them
than to the rest of the sector.

The working group tried to be as specific as possible in formulaing
its recommendations. At the same time, the group was very conscious
throughout its discussions of the major shifts in business borrowing
and investing practices, and therefore in the composition of business
financial wealth, that have taken place over the last decade. The
group's recommendations reflect its views as to the kinds of informa-
tion that it would be most meaningful to collect as of now. In all
probability, however, some changes in the detailed recommendations
will have become appropriate by 5 years from now.

SPECIAL HANDLING OF TWO SUBSECTORS

For sole proprietorships, and for certain tax-exempt organizations
in the service division, the working group recommended that an inven-
tory of financial claims be taken in conjunction with other parts of
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a national wealth inventory, rather than independently of the rest of
the inventory.

This recommendation was made for what the group considered com-
pelling practical considerations. It did not reflect any downgrading
of the importance of these two subsectors. Quite the contrary, in fact.
The group believed that considerable effort should be made to develop
wealth data for each of them. At present, because of the absence of
such data, they are generally included as part of a complex of residuals,
errors, and omissions.
Sole proprietorships

One of the more overwhelming problems involved in collecting fi-
nancial wealth data for sole proprietorships is to distinguish between
the business and the personal accounts of the owners of such businesses.
The working group concluded that the most feasible way to separate
the personal and usiness components of financial wealth of sole
proprietorships would be to count all assets and debts as personal
except for those that are clearly indentifiable as business accounts (e.g.,
receivables from customers) and except for some proportion of com-
mingled bank deposits. It also agreed that a sole proprietor ought to
be canvassed just once, for both his household and his business wealth.

Accordingly, the group recommended that, for data collecting pur-
poses, sole proprietorships be considered as part of the household
sector rather than as part of the business sector. The working group
assumed, however, that the inventory of business assets and debts of sole
proprietorships would be developed so as to be compatible with
that of corporations and partnerships.
Selected industries

For some types of organizations that fall in the nonfarm business
sector as defined, reliable information is not presently available for
either tangibles or intangibles. This is particularly the case with
most tax-exempt groups, including those that report neither to IRS
nor to any other public or private agency as well as almost all of
those that report to IRS.

The working group decided that, for all industries where both
tangible and financial data must be collected "from scratch," what-
ever vehicle was developed for collecting data on tangible assets
should also be used to collect data on financial wealth at the same
time. Here also, the group assumed that the statistics so collected
could validly be combined with those for other parts of the business
universe. For tax-exempt groups that are supposed to report to
IRS, it might be possible to use the tax return or a supplemental one-
time schedule as a primary source of financial data.

GENERAL CHARACTERISTICS OF AN INVENTORY OF BUSINESS FINANCIAL

WEALTH
Collecting agent

Wherever possible, an inventory should be taken by expanding or
revising existing collection procedures rather than by setting up
entirely new procedures or by assigning responsibility to a different
agent than the one already collecting balance sheet data for the par-
ticular part of the business sector. This recommendation is dis-
cussed in more detail in a later section of this report.
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Classification of business units
For data on financial claims, the business unit would have to be the

company rather than the establishment.
In tabulations of these data, businesses should be classified by

industry. Detailed recommendations with respect to industry clas-
sification are presented in a later section.

The working group did not take up the question of classifying
businesses also according to their size. Some such classification
would undoubtedly be wanted for many types of analysis, but the
size criterion would presumably be total assets or some other measure
derived from the balance sheet, and selection of one or more specific
classification systems could appropriately be left to those compiling
the inventory.

In view of the importance of large, nationwide corporations in the
aggregate of business financial claims, classification of businesses by
geographic location would not be feasible.
Information to be collected

Data should be collected in the form of a complete balance sheet,
including liabilities and equity as well as assets, and including broad
totals for tangible assets in addition to detailed categories of financial
assets. Two major needs, which an inventory should be designed to
meet, are for data to permit analysis of liquidity and rates of return,
and for data to facilitates derivation of current estimates (especially
in nonmanufacturing industries); meeting these needs requires a
complete balance sheet, not just selected statistics on financial assets.
While detailed information on tangible assets can be obtained more
directly by surveying establishments, broad aggregates of real assets,
obtained on the same company-unit, balance-sheet basis as the data
collected for other assets, are not only necessary for computation of
net worth but could also provide a helpful tie-in to the detailed
data for real assets. To facilitate this tie-in, the group recom-
mended that consideration be given to coding establishments not only
according to their own industry grouping but also according to the
group in which the parent company falls.

In order to provide benchmark measures of flows as well as of
stocks, data should be collected for both the beginning and the end
of the survey year.

The classification of financial assets and debts should be sufficiently
detailed to segregate significant types of claims and to permit cross-
classifications of assets and debts by sector (though not by indutry
of holder and issuer within the business sector).

The unique terminology and balance sheet presentation customary
in different industries should be recognized in taking an inventory.
While a standard set of stub lines should be provided for the use of
those compiling the final inventory statistics, this should be adapted-
for the actual collection process-to the format to which respondents
are accustomed. Thus the schedule sent to manufacturers would
look quite different from that sent to life insurance companies but
both would be reconcilable to the same standard form. The working
group felt that this procedure would not only make reporting easier
for businesses, but would also provide greater consistency in the final
classification of accounts because the collecting agency, rather than
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each respondent, would make the translation from the special to the
uniform stub. In line with this recommendation, the group devel-
oped a proposed stub for nonfinancial businesses, a sort of checklist
stub for financial institutions and several variants of the latter for
commercial and mutual savings banks, life insurance companies, and
fire and casualty insurance companies. These are included with this
report as exhibits D-G and are discussed in some detail in a later
section.
Problems of valuation and nonstandardized accounting

Use of existing collection channels so far as possible, as recom-
mended by the working group, would limit the extent to which stand-
ardized reporting could be required. Ways in which reporting
would probably vary from business to business are indicated below,
together with the group's recommendations for dealing with these
inconsistencies.

Valuation.-Businesses would have to be permitted to report all
items on a book-value basis. But they should be requested (a) to
specify the basis of valuation, where appropriate, and (b) also to
enter in a separate column the current market value of each type of
marketable security they hold.

The group's recommendations provided for collection of only the
book value of stockholders' equity. The members reached no con-
sensus on a meaningful alternative valuation. Some felt that the
difference between the market value of assets and the face value of
liabilities was meaningful; others preferred the market's valuation of
a public corporation's equities, and some approximation of this for
closely held corporations and partnerships.

As a general principle, it would seem desirable to request a business
to supply the information that only it could provide, and not to
request information that the collecting agency could supply. Thus,
with respect to other than book values, the business could best pro-
vide the market value of certain classes of assets it held; if the col-
lecting agency were to calculate these, the business would have to
report its security holdings by issue rather than by class. On the
other hand, the collecting or processing agency could calculate the
market value of a corporation's publicly traded bonds and stocks,
develop methods for estimating market values for other business
debts and equities, and, by doing the job itself, provide more con-
sistent and meaningful figures-especially with respect to equities-
than would be likely if these valuations were provided by each
business.

Basis of consolidation.-Businesses would probably have to be per-
mitted to consolidate their subsidiaries in their reports as they saw fit
(or, in most cases, as they found most advantageous for tax purposes) .
The group would prefer a standardized basis of consolidation-prob-
ably at the 50-percent ownership level for domestic subsidiaries, with
all foreign subsidiaries accounted for on a nonconsolidated basis-
but the members concluded that it would not be feasible to require
this. However, over the next few years, the basis of consolidation may
tend to become more standardized, now that the Revenue Act of 1964
has both removed the 2-percent addition to the tax rate for companies
filing consolidated returns and imposed a penalty rate on companies
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that file on an extremely nonconsolidated basis in order to escape being
subject to surtax.

Foreign claims.-A special problem would exist with respect to the
consolidation of foreign subsidiaries. The working group assumed
that an inventory of net foreign claims would be taken independently
of an inventory of domestic wealth, and that it would not be feasible-
nor necessarily desirable-to require domestic businesses to exclude all
foreign claims from their accounts. This means that any foreign
claims included in reported balance sheets of American businesses
would, unless adjusted out, be counted twice in the overall inventory.

The working group recommended that businesses be requested to
enter, in additional columns on the schedule, the book and market
values of the foreign claims they have included-distinguishing be-
tween accounts of foreign subsidiaries and affiliates included in the
consolidation, and claims of the domestic company on or to other for-
eigners (including nonconsolidated subsidiaries). At the least, this
additional information would permit computation of nonduplicated
totals of domestic and net foreign financial claims. Whether it would
also provide data that could be incorporated into the inventory of net
foreign claims (as an alternative to collecting this part of the inven-
tory in some other way) would depend on how comprehensive such
data might be. Some prior exploratory study of corporate reporting
practices would be needed.

Accounting year.-It probably would not be feasible to collect bench-
mark statistics that were for the same date for all businesses; each
business would have to be permitted to provide balance sheet data as
of its own fiscal yearend. For practically all partnerships, sole pro-
prietorships, and financial institutions this would be December 31, but
many nonfinancial corporations have accounting years that end on
some other date. The fact that "Statistics of Income" data for corpora-
tions are for varying dates (fiscal years ending July of one year
through June of the next year) has created a longstanding problem
for analysts who have had to use these data in conjunction with other
economic and financial statistics.

It would be most desirable to have benchmark statistics on busi-
ness financial claims that were as uniform as most other statistics
with respect to dating, but it probably would not be feasible to re-
quire all corporations-even all large ones-to submit balance sheets
as of December 31. The best that could be done-and this would
assure only that the dating for the inventory would be no more varied
than is presently the case for "Statistics of Income" tabulations-would
be to take the inventory for the same tax year for all businesses.

Deferred items.-Another type of inconsistency that may have to
be accepted relates to the accounting for installment sales and other
deferred credits and charges. Ideally, an inventory designed to com-
plement the national income and product accounts should consistently
reflect the same treatment of deferred items as the national accounts.
Exploratory work would be needed to determine what kind of report-
ing instructions, or ex post adjustments, would be most effective for
achieving this goal.

Differences in holder and issuer records.-In the absence of arbi-
trary forcing of the data, national totals for the book and/or market
value of a given type of financial wealth are different when the total
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is compiled from the assets of holders than when it is compiled from
the reported debts of issuers. At the national level, the principal
sources of difference are probably float and valuation methods.

The working group felt that one of the uses of an inventory could
be to provide a rough measure of float, and that float should not be
arbitrarily eliminated from the statistics. In part to assist in measur-
ing it, the group recommended reporting procedures designed to
reduce the valuation component of the discrepancy between holder
and issuer data. Loan assets would be reported gross of bad debt
reserves (which would be shown separately, preferably as a liability);
security and other valuation reserves, if not shown separately either
as a liability or as a deduction from assets, would be reported in a
separate column on the schedule.

Recap of columnar arrangement.-In several parts of this section,
reference has been made to requesting businesses to provide certain
information "in a separate column on the schedule." The working
group's recommendations were developed in terms of an inventory
reporting form which would have, for each of the two financial state-
ments filed by a firm, a list of balance sheet categories down the left
side and nine columns, as follows, across the top:

(1) Value of item as carried on the books of the company, foot-
noted to indicate method of valuation, and gross of valuation
reserve.

(2) Current market value, also gross of valuation reserve.
(3) Valuation reserves.

Foreign claims included (in dollars):
Consolidated foreign subsidiaries, affiliates, or branches:

(4) Book value.
(5) Current market value.
(6) Valuation reserve.

Other:
(7) Book value.
(8) Current market value.
(9) Valuation reserve.

The columns for market value would apply only to holdings of
publicly traded securities. The columns for valuation reserves would
apply, if at all, only to asset categories. Only the columns for book
values would apply to the liability and equity sections of the balance
sheet.

COLLECTION PROCEDURES

As noted in the preceding section, the working group felt that an
inventory of business financial wealth should be collected so far as
possible by utilizing or adapting existing collection procedures.
Business corporations and partnerships

The organization that should be requested to obtain data for the
bulk of corporations and partnerships would seem clearly to be the
Internal Revenue Service. This agency already collects balance sheet
data from almost all taxable corporations, though the statistics are
considerably less detailed than the working group recommended for
purposes of an inventory. Provision for the greater detail could be
made either by adding a supplement to the regular IRS form, or by
using a single, special schedule rather than the regular form for the
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survey year only; the choice should depend on the Service's judgment
as to which would be more efficient.

For partnerships, the problem of developing satisfactory collection
procedures would be considerably more difficult. Many partnerships
do not now file balance sheets with IRS, and there seems no reason
for expecting this situation to improve by itself over the next few
years. But a special enumeration by some agency other than IRS
would require use of what is believed to be the only directory of
partnerships extant-that maintained by IRS from form 1065 filings

The members of the group were unanimous in agreeing that wealth
data for business partnerships should be collected by IRS. The pro-
cedure that seemed most feasible and effective would be for IRS,
under its general powers, to make filing of a balance sheet mandatory
for the survey year.
Regulated utilities

Balance sheet data for most of the transportation, communications,
and other utility divisions are also collected at present by Federal reg-
ulatory commissions. These agencies would be possible vehicles for
taking an inventory of financial wealth in these industries, especially
if a prime consideration was to lighten the collection burden which
IRS was asked to bear.
Banks and insurance companies

The banking agencies and insurance commissioners might be asked
to collect a wealth inventory for the institutions they supervise. IRS
might prefer not to cover them, since a specialized form would be re-
quired which would differ considerably from the information it gen-
erally collects. But this alternative would involve other considera-
tions which the working group was not in a position to weigh.
Pension funds

The members of the group agreed that any wealth inventory for
pension funds should be taken by the Labor Department, though steps
would need to be taken well ahead of time to eliminate the difficul-
ties the Department would face in changing or expanding the reports
it now receives.
Labor organizations

The Labor Department should also be responsible for this group.
Here again, it is extremely difficult to change the form that is used,
so as to obtain greater balance sheet detail. It is possible, however,
that discussions with the Department and representatives of the
unions might produce a satisfactory arrangement.
College endowment funds

The working group felt that the kind of survey conducted regularly
by the Office of Education (HEW) would probably be adequate for
an inventory, though it might be desirable to adjust the timing of
the survey now scheduled for 1968, add a few additional details to
the reporting forms, and expand the coverage by sampling smaller
colleges.
Other tax-exiempt organizations

The group concluded that data for a wealth inventory would prob-
ably have to be collected through special surveys.
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INDUSTRIAL CLASSIFICATION

The recommendations of the working group are based on the 1957
Standard Industrial Classification, and will need to be reviewed in
the context of the new enterprise classification when this reaches final
form.
General principles

The skewed distribution of financial asset holdings requires a spe-
cialized industrial classification that differs, not in its major cate-
gories but in its degrees of detail, from the classifications appropriate
for holdings of tangible assets, or from those used for other kinds of
business statistics collected by the U.S. Government. In most cases,
industrial groupings need to be broader for company figures on
financial claims than for establishment statistics on real assets. At
the same time there are some groups, especially within finance, where
a four-digit classification is more appropriate for intangibles than
for tangibles.

Classifications should provide meaningful categories separately
for general purposes and for special analyses. The recommended
general-purpose breakdowns are shown in exhibit C. The special-
purpose categories would be provided by expanding the general-
purpose classification to separate the components of combined group-
in gs and to add one more digit to the two- and three-digit codes.

Classification should proceed from left to right in the SIC coding
system, not vice versa. That is, in classifying individual corporations
and partnerships, the general-purpose code should govern, and should
be assigned first. Then, within the general-purpose category, more
detail would be added for special uses. The alternative-to classify
only according to the most detailed codes which are wanted and to
derive broader categories from these-occasionally results in the mis-
classification of multiproduct companies, at the broader level.

For the general-purpose classification, it should be possible to as-
sign specific codes to most businesses, with minimum last-resort use of
"n.e.c." categories. As the classification system becomes more de-
tailed, of course, problems of coding multiproduct businesses become
more numerous and more difficult. The special-purpose classifica-
tions will be most useful if they are as "clean" as possible. For this
reason, the greater detail should be added only where it is meaningful,
i.e., in coding individual businesses, liberal use should be made of
n.e.c. or its equivalent, with more precise coding reserved for cases

that are clear cut.
The working group felt that, in most nonfinancial industries and

for more purposes, coding at the two-digit SIC level would provide as
much industrial detail as was either necessary or appropriate for com-
pany data on financial claims. However, it strongly recommended
three- and four-digit coding for the finance and insurance group.
The classifications for this group, as well as other exceptions to two-
digit coding are discussed in the paragraphs that follow.
Mining, construction, transportation, retail trade, and services

In each of these groupings, the working group felt that a full two-
digit SIC breakdown would provide more industrial detail than neces-
sary, and it recommended that some two-digit codes be combined.
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Financial claims of businesses in these subgroups do not appear to be
very large or to have any unique characteristics that need to be high-
lighted. For example, there seems no reason to show anthracite (SIC
group 11) and bituminous (SIC 12) coal mining separately, or to pro-
vide for any subgroups under contract construction (SIC 15, 16, 17).

In transportation, railroads should be shown separately-not just
because this is customary, but because of their relatively large hold-
ings of temporary cash investments and because of their distinctive
methods of financing acquisition of tangible assets. The only other
subgroup that seemed worth segregating was transportation by air.
The group decided that all other classes of transportation-water,
motor freight, local transit, pipeline-should be combined for the gen-
eral-purpose classification.

In retail trade, the group recommended segregating general mer-
chandise (SIC 53) and food (SIC 54) but combining all other sub-
groups. An alternative would have been to segregate the major mail-
order houses and nationwide chains, regardless of their line of busi-
ness, and in this way to isolate the principal retail trade holders of
financial assets.

In addition to suggesting that several two-digit SIC service indus-
tries be combined with others, the group recommended the establish-
ment of a new group which would comprise businesses engaged in any
kind of leasing other than real estate. At present, leasing companies
are classified according to the kind of product in which they specialize.
But several developments-the growth of leasing in general, the
tendency for leasing firms to handle a variety of products, and the in-
creasing interest in knowing more about the financial structure of such
companies-make the present method of classifying them unsatisfac-
tory even now. The group felt that the need for this new industry
group would be even more obvious by the end of the decade.

Manufacturing
There are two SIC groupings in manufacturing-primary metals

(SIC 33) and transportation equipment (SIC 37)-for which clas-
sification at the two-digit level is clearly inadequate for purposes of
a financial wealth inventory. Producers of primary iron and steel
products should be isolated from the first and manufacturers of motor
vehicles and equipment from the second. The group also recommended
that aircraft and aircraft parts manufacturers be shown separately,
largely because of the importance, in their accounts, of their financing
arrangements with the Federal Government.
Communications and utilities

The two-digit SIC code is also inadequate for communication com-
panies, but the group felt that splitting communication into just two
parts-telephone and all other-would be sufficient.

With respect to utilities, the group felt that a single two-digit code
was probably inadequate but that the present three-digit codes are
not particularly useful because they classify too many companies as
"combination" companies. It recommended that companies be classed
as electric utilities if 50 percent or more of their revenues is from this
source, and similarly with gas utilities. This is the definition used by
SEC in its statistical series. The present three-digit SIC codes classify
a utility as a "combination" company unless 95 percent of its revenues
comes from a single source.
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ReaZ estate
Most of the members of the Working Group on Financial Claimsinitially felt that industrial classification of real estate firms did notneed to go beyond the single two-digit SIC code (group 65). How-ever, after consultation with a representative of the Finance, Insur-ance, and Real Estate Working Group, the general purpose classifica-tion was expanded to provide five subcategories at the three- or four-digit level.

Finance
The vast bulk of all financial claims in this country flow through thelending and investing institutions that comprise the seven two-digitSIC codes of finance (groups 60-64, 66, 67). The classification rec-ommended by the working group distinguishes 19 different categoriesunder finance.
Most of the 19 were singled out because of their unique characteris-tics either with respect to the kind of funds that flow to them or withrespect to the kind of claims they hold, or both. Some were singled outbecause they are shown separately in current series and benchmarks

are needed to back up the current statistics. Some were singled outbecause they would probably be handled separately in the actual col-lection or processing of the inventory and are large enough to be keptseparate, even in tabulations by general purpose industrial groupings.
For one or more of the above reasons, the classification recommended

by the working group provides for: two groups of banking institu-tions-commercial banks and trust companies, separate from mutual
savings banks; savings and loan associations as a separate group;three categories of consumer credit agencies-credit unions, sales fi-nance companies, consumer finance companies; two classes of special-ized business financing agencies-mortgage companies, separate fromcommercial finance and factoring companies; two categories of brokersand dealers-those handling securities and those handling commodi-ties; three divisions of insurance-life, fraternal, and other; a separategroup for private noninsured pension funds; open-end managementinvestment companies separate from other investment companies; andin the hope that some way can be found to collect comprehensive datacarrying meaningful valuations, an entirely new group for personaltrusts.

Except for the insurance, pension fund, and personal trust groups,each of the subgroups listed above (and two additional miscellaneousgroups) are identical with an SIC group, or combination of groups,at the two-, three-, or four-digit leveL

ASSET AND LIABILITY BREAKDOWNS

The balance sheet stub lines recommended by the working groupwere designed to: Take account of the unique financial structures ofsome subsectors; provide the same kind of detail when an instrumentappears as an asset and when it appears as a liability; permit classifica-tion of wealth by sector of holder and by type and maturity of instru-ment, cross classified by sector of issuer; and minimize the size of "allother" categories.
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Nonfinancial corporations and partnerships
The balance sheet stub recommended by the working group for col-

lecting financial wealth of nonfinancial corporations and partnerships
is shown in exhibit D. The major categories of assets and liabilities
are quite similar to those used for the FTC-SEC quarterly financial
report (exhibit B), but additional detail has been provided.

Tangible asset8.-The reasons for including tangibles, in a stub
designed to measure intangibles, have already been indicated and will
not be repeated here. The amount of detail recommended for fixed
assets is the same as that collected regularly by IRS (exhibit A).

Cash and deposits.-The working group recommended that cur-
rency be collected separately, not because it is believed to have any
great economic significance but in order to obtain a "clean" figure for
deposits in financial institutions. The categories shown for deposits
are those that seem meaningful at present. They might need to be re-
vised for an inventory taken several years from now, to reflect changes
that cannot be foreseen-say, a marked decline in the importance of
certificates of deposit and/or a substantial shift of time deposits to
institutions other than commercial banks.

Government securities.-The breakdowns recommended by the
working group would separate central government from agency issues
and, for each, securities maturing in 1 year or less from those with
later maturities. The stub lines are worded so as to cover both U.S.
and any foreign issues included; the latter would be segregated in the
additional columns described previously.

Other short-term securities.-The categories provided are those that
are believed to be significant at present. Holdings of finance company
paper would be combined with other commercial paper; an alterna-
tive would be to show the two types separately as is customary in the
current series on outstandings.

Notes and accounts receivable.-The working group recommended
separating these, first as between current and noncurrent accounts, then
according to the sector to which the credit was granted. An excep-
tion is the consumer sector; in line with usual reporting practice, all
credit advanced to consumers by nonfinancial business would be
classified as current. A major reason for recommending that receiv-
ables be classified by sector is to permit calculation of more reliable
figures for net trade credit.

Prepaid insurance premiums.-This item appears to be the most
common large component of "other" current assets as usually compiled.

Categories of noncurrent assets.-In most published statistics, all
noncurrent assets other than property, plant, and equipment are gen-
erally combined. The working group recommended that this complex
of accounts be split up to isolate investment in nonconsolidated sub-
sidiaries, holdings of long-term securities, noncurrent accounts re-
ceivable, deferred charges, and goodwill. A memorandum item would
also be provided for equity in nonconsolidated subsidiaries and affili-
ates, to take care of cases where the value carried on the books was
partial or artificial.

The long-term securities category would be divided along rather
broad lines. Thus holdings of long-term corporate securities would be
separated only into bonds and stocks; a more detailed breakdown
which would isolate publicly traded securities, to which meaningful
market values could be assigned, might be desirable. Also, corporate
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holdings of mortgages would be included in an "all other" category;
perhaps they should be shown separately.

Liabilities.-The liability categories recommended by the working
group were designed to: Provide three maturity classes for debt
though the group doubted that these would provide as much informa-

tion as analysts would want); separate contractual debts to banks and
to other lenders from trade debt owed to the Government and to trade
suppliers; divide up the usual "other" current liabilities category into
what were believed to be its major components; and provide enough
detail on long-term debt to make these borrowings data comparable, at
least conceptually, with data to be collected for lenders.

Stockholder8' equity.-The working group recommended collecting
only very broad categories of stockholders' equity. Surplus reserves
would be shown separately, both to assure their exclusion from liability
accounts and to permit the user to net them against assets if he wishes.
Capital and earned surplus would not be separated from common stock.
Financial institutions and intermediaries

The stub lines recommended for financial institutions were designed
to recognize the unique liability accounts that occur in finance, and to
provide the kind of detail on financial assets of lending institutions
that the group felt should be collected if at all possible. These pro-
posed stub lines (excluding tangibles, which would also be collected)
are listed in exhibit E. In the remaining exhibits, these stub lines
have been arranged so as to illustrate their relationship to the asset and
liability items presently supplied by banks, in the call report, and by
life insurance and fire and casualty insurance companies, in commis-
sioners' annual statements. Similar illustrative exhibits could be pre-
pared for savings and loan associations, pension funds, securities
brokers and dealers, etc.

Assets.-The working group felt strongly that a reliable matrix of
financial claims would require a considerable improvement in the clas-
sification of loans made: to show type of loan, by type of borrower-
e.g., government, corporate, partnership-by broad maturity class.

The recommended breakdown by type of loan is similar to that
recommended for nonfinancial industries. It is less detailed than many
lenders are accustomed to reporting, and does not call for some classi-
fications that analysts might want. For example, no classification of
residential mortgages by number of units in the property (e.g., 1- to 4-
family, multifamily; or single family, 2- to 4-family, multifamily) is
provided, partly because the group was unable to determine what
classification would be preferred and partly because it gave higher
priority to a classification by debtor group.

The further break by type of borrower is quite broad and does not
require industrial detail. However, it does call for classification of
business borrowers by legal form of organization.

The final division, by maturity, provides for just three classes-
short term (including demand notes), current maturities on long term,
other long term. It will be noted that all three maturity classes are
listed under several types of loan usually thought of as long term only;
this is because these types are also issued as demand notes and/or in
serial form with some short maturities. No maturity distribution has
been provided for any type of open-market paper, since all such paper
now outstanding appears to have been issued with a maturity of 1
year or less.

816
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The working group recognized that loan information classified ac-
cording to the breakdowns it recommended could not be collected at
present, as it is not available in lenders' records. Most members of the
group were not convinced that it could never be collected. However,
one or two members felt that the loan details recommended would be
very difficult for lenders to develop, were not compatible with present
automated recordkeeping procedures, and hence would be inordinately
costly and time consuming for lenders to report. The group recom-
mended that banks and other lenders be advised, a year or more in
advance, of what information would be required for an inventory, that
pilot tests be conducted to determine whether the problems of collect-
mng comprehensive data on loans by sector are in fact insurmountable,
and that, if necessary, the detailed information be collected only on a
sample basis.

Liabilities avd stockholders' equity.-The liability and equity ac-
counts would of course vary considerably among groups of financial
institutions. For the most part they would be identical with current
reporting practices. Some additional detail would be required, how-
ever, primarily to build out the sectoral cross-classifications and to
provide presently unavailable information on valuation reserves.
Some of the additional details on sector balances, or techniques for
obtaining them, may be more readily available several years from now
than they are at present.

EXHIBIT A

BALANCE SHEET STUB: FORM 1120. STATISTICS OF INCOME-1963, U.S. CORPOBA-
TION INCOME TAx RETIURNS

ASSETS
Cash.
Notes and accounts receivable.

Less: Reserve for bad debts.
Inventories.
Investments in Government obligations.
Other current assets.
Loans to stockholders.
Other investments.
Buildings and other fixed depreciable assets.

Less: Accumulated amortization and depreciation.
Depletable assets.

Less: Accumulated depletion.
Land (net of any amortization).
Intangible assets (amortizable only).

Less: Accumulated amortization.
Other assets.

Total assets.
LIABITES AND CAPITAL

Accounts payable.
Mortgages, notes, and bonds payable in less than 1 year.
Other current liabilities.
Loans from stockholders.
Mortgages, notes, and bonds payable in 1 year or more.
Other liabilities.
Capital stock: Preferred.
Capital stock: Common.
Paid-in or capital surplus.
Surplus reserve.
Earned surplus and undivided profits.

Total liabilities and capital.
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ExHIBIT B

BALANCE SHEET STUB: QUARTERLY FINANCIAL REPORT FOR MANUFACTURING
CORPORATIONS

ASSETS
Cash on hand and in bank.
U.S. Government securities, Including Treasury savings notes.

Total cash and U.S. Government securities.
Receivables from U.S. Government, excluding tax credits.
Other notes and accounts receivable (net).

Total receivables.
Inventories.
Other current assets.

Total current assets.
Property, plant, and equipment.

Deduct: Reserve for depreciation and depletion.
Total property, plant, and equipment (net).

Other noncurrent assets.
Total assets.

LIABILITIES AND STOCKHOLDERs' EQUITY

Short-term loans from banks (original maturity of 1 year or less).
Advances and prepayments by U.S. Government.
Trade accounts and notes payable.
Federal income taxes accrued.
Installments, due in 1 year or less, on long-term debt:

Loans from banks.
Other long-term debt.

Other current liabilities.
Total current liabilities.

Long-term debt due in more than 1 year:
Loans from banks.
Other long-term debt.

Other noncurrent liabilities.
Total liabilities.

Reserves not reflected elsewhere.
Capital stock, capital surplus, and minority interest.
Earned surplus and surplus reserves.

Total stockholders' equity.
Total liabilities and stockholders' equity.

EXHIBIT 0

PROPOSED INDUSTRIAL CLASSICATION

Industry 1957 810 code

Mining:
M etal m ining…------------------------------------ 10.
Coal mining------------------------------------- 11,12.
Petroleum and natural gas----------------------- 13.
Other mining.----------------------------------- 14.

Construction ---------------------------------------. 15-17.
Manufacturing:

Food and kindred products-------------------- - -- 20.
Tobacco manufactures--------------------------- 21.
Textile mill products----------------------------- 22.
Apparel and other finished products------ --------. 23.
Lumber and wood products, except furniture_------ 24.
Furniture and fixtures------------------------ - --- 25.
Paper and allied products------------------------ 26.
Printing and publishing--------------------------- 27.
Chemicals and allied products----------------- - --- 28.
Petroleum refining and related industries---------- 29.
Rubber and miscellaneous plastics products--- --- 30.
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Indu8try 1957 SIC code

Leather and leather products---------------------- 31.
Stone, clay, and glass products-------------------- 32.
Primary iron and steel -------------------- . 331,332,3391.
Primary nonferrous and primary metal ind., not

elsewhere classified ---------------------------. 333-336, 3392, 3399.
Fabricated metal products------------------------ 34.
Machinery, except electrical ---------------------35.
Electrical machinery----------------------------- 36.
Motor vehicles and equipment-------------------- 371.
Aircraft and parts------------------------------- 372.
All other transportation equipment---------------- 373-379.
Instruments and related products ------------ . 38.
Ordnance and miscellaneous manufacturing-------- 19.39.

Transportation:
Railroad---------------------------------------- 40.
Air transportation------------------------------- 45.
Other transportation----------------------------- 41,42, 44,46,47.

Communication:
Telephone--------------------------------------- 481.
Other communication ---------------------------. 482,483,489.

Utilities:
Electric companies and systems (50 percent or

more) ------------------------------------- (491, pt. 493).'
Gas companies and systems (50 percent or more)___ (492, pt. 493).'
Other utilities…----------------------------------- (Rest 493, 494-497)

Wholesale trade -- _-------------------------------- 50.
Retail trade:

General merchandise----------------------------- 53.
Food ----------------------------------------- 54-
All other ------------------------------------ 52,55-59.

Real estate:
Operators of residential properties…-----------------6513, 6514.
Operators of commercial and industrial properties__ 6512.
Other operators, including lessors----------------- 6515-19.
Subdividers, developers, and operative builders_---- 655,656.
All other…---------------------------------------- 653, 654.

Finance:
Commercial banks and trust companies…------------602, 604.
Mutual savings banks…----------------------------603.
Savings and loan associations-------------------- 612.
Credit unions ----------------------------------- 6142, 6143.
Consumer finance companies…----------------------6145.
Sales finance companies--------------------------- 6146.
Mortgage companies----------------------------- 6152.
Commercial finance companies and factors_-------- 6153.
IYUSCenanevas creUtLt agencles_----------------------

Security brokers and dealers_--------------------
Commodity brokers and dealers--------------------
Life insurance companies_------------------------
Fraternal insurance------------------------------
Other insurance---------------------------------

Management investment companies, open-end -
Other Investment companies_---------------------
Private noninsured pension funds------------------
Personal trusts_---------------------------------
All other ---------------------------------------

611, 161, ff144, 6149,

6159, 616.
621.
622.
(Pt. 631).'
(Pt. 6313, pt. 6323).'
(Pt. 632, 633, 635, 636,

pt. 639).'
6722.
6723-6725.
(Pt. 639).'
(1).
605, 623, 628, 64,66,

671,673,679.
See footnote, p. 820.

1
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Indu8try 1957 SIC code

Services:
H otels, etc……-------------------------------------- 70.
Personal services--------------------------------- 72.
Automobile repair, and miscellaneous repair

services……-------------------------------------- 75, 76.
Motion pictures---------------------------------- 78.
Amusements, except motion pictures ----------- . 79.
Medical and educational services------------------ 80, 82.
Business and legal services ----------------- . 73, 81.
Leasing companies------------------------------- (') .
All other---------------------------------------- 84, 86, 89.

1 No equivalent 2-, 3-, or 4-digit SIC code. Figures in parentheses indicate nearest
equivalent.

EXHIBIT D

PROPOSED BALANcE SHEET STUB: NONFINANCIAL CORPORATIONS AND
PARTNERSHIPS

ASSETS
Cash and deposits:

Currency.
Demand deposits.
Time deposits:

Open account.
Certificates of deposit.

Central Government and agency securities:
Treasury bills.
Other Treasury securities due in 1 year or less.
Treasury securities due in more than 1 year.
Agency securities due in 1 year or less.
Agency securities due in more than 1 year.

Other short-term securities:
Finance company paper.
Commercial paper.
Bankers' acceptances.
State, provincial, and local securities due in 1 year or less.
Other.

Inventories.
Notes and accounts receivable (current)

From business:
Subsidiaries and affiliates.
Other businesses.

From consumers:
Installment.
Noninstallment.

From Government.
From others.

Prepaid insurance premiums.
Other current assets.

Total current assets.
Property, plant, and equipment (net):

Depreciable assets (gross).
Less accumulated depreciation.

Depletable assets (gross).
Less accumulated depletion.

Land.
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Investment in nonconsolidated subsidiaries and affiliates.
Other securities:

State, provincial, and local securities due in more than 1 year.
Long-term corporate securities:

Bonds.
Stocks.

Other, including mortgages.
Noncurrent accounts receivable:

From business:
Subsidiaries and affiliates.
Other businesses.

From others.
Deferred charges.
Goodwill and other intangibles.
Other noncurrent assets.

Total assets.
Memo: Equity in nonconsolidated subsidiaries and affiliates.

LTA ILIMES

Short-term loans from banks (original maturity 1 year or less).
Advances and prepayments from Government.
Notes and accounts payable to suppliers:

Subsidiaries and affiliates.
Other suppliers.

Other short-term borrowings:
In the open market.
From finance companies.
From officers or stockholders.
From others.

Dividends payable.
Accrued Federal income taxes (excluding reserves for future or deferred taxes,

renegotiation, etc.)
Other accruals:

Accrued payrolls.
Other.

Installments, due in 1 year or less, on long-term debt:
Mortgages:

From commercial banks.
From others:

Life insurance companies.
Other financial institutions.
Others.

Term loans from banks.
Bonds, notes, debentures:

Publicly offered.
Privately placed.

Other long-term loans:
From financial institutions.
From officers or stockholders.
From others.

Other current liabilities.
Total current liabilities.

38-135--64---55
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Long-term debt due in more than 1 year:
Mortgages:

From commercial banks.
From others:

Life insurance companies.
Other financial institutions.
Others.

Term loans from banks.
Bonds, notes, debentures:

Publicly offered.
Privately placed.

Other long-term loans:
From financial institutons.
From officers or stockholders.
From others.

Other noncurrent liabilities.
Total liabilities

EQUITY

Reserves not reflected elsewhere (including reserve for bad debts).
Preferred stock.
Common stock, capital surplus, and earned surplus.
Partners' capital accounts.

Total stockholders' or partners' equity.

EXHIBIT E

PROPOSED BALANCE SnErr STUB: FINANCIAL INSTITUTIONS

(Checklist of categories other than tangible assets)

FINANCIAL ASSETS'

Cash and deposits:
Currency.
Demand deposits:

Cash items in process of collection.
Other demand deposits.

Time deposits In commercial banks:
Certificates of deposit.
Other time deposits in commerical banks.

Deposits and savings shares in other private financial institutions.
Deposits in Federal financial institutions.

Central Government and agency securities and loans:
Treasury bills.
Other Treasury securities due In 1 year or less:

Marketable.
Nonmarketable.

Treasury securities due in morie than 1 year:
Marketable.
Nonmarketable.

Agency securities due in 1 year or less.
Agency securities due in more than 1 year (including stocks).
Loans to Central Government agencies, due in 1 year or less.
Loans to Central Government agencies, due in more than 1 year.

State, provinicial, and local securities:
Original maturity 1 year or less.'
Long-term debt or installments due in 1 year or less.
Long-term debt due in more than 1 year.

Commercial paper.
Finance company paper.
Bankers' acceptances.

See footnotes, p. 825.
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Advances to affiliated companies:
Original maturity 1 year or less.'
Long-term debt or Installments due in 1 year or less.
Long-term debt due in more than 1 year.

Real estate mortgages: .
Construction loans:

Owed by corporations:
Original maturity 1 year or less.'
Long-term debt or installments due in 1 year or less.
Long-term debt due in more than 1 year.

Owed by partnerships.
(Three maturity classes, as above.)

Owed by nonbusiness institutions.
(Three maturity classes.)

Owed by individuals, including sole proprietorships.
(Three maturity classes.)

Other, secured by residential property.
(Four debtor groups, by three debt maturity classes, as above.)

Other, secured by farm property.
(Four debtor groups, by three debt maturity classes.)

Other real estate mortgages.
(Four debtor groups, by three debt maturity classes.)

Bonds and debentures:
Owed by corporations:

Privately placed.
(Three maturity classes.)

Publicly offered.
(Three maturity classes.)

Owed by nonbusiness institutions.
(Three maturity classes.)

Policy loans.
Security loans.
Other loans:

Owed by corporations.
(Three maturity classes.)

Owed by partnerships.
(Three maturity classes.)

Owed by nonbusiness institutions.
(Three maturity classes.)

Owed by individuals, including sole proprietorships:
Installment loans:

Business loans.
(Three maturity classes.)

Consumer loans.
(Three maturity classes.)

Single-payment loans.
Business loans.

(Three maturity classes.)
Other loans.

(Three maturity classes.)
Accrued income and other miscellaneous assets:

Prepaid insurance premiums.
Interest due and receivable.
Dividends due and receivable.
Goodwill and other intangibles.
Other.

Stocks and other equities:
Investment (or equity) in nonconsolidated subsidiaries, affiliates, and

parents.
Other equities:

Preferred stocks.
Common stocks:

Rights and warrants.
Other.

Total, financial assets.

See footnotes, p. 825.
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LIABILITIES AND EQUITY

Demand deposits:
Owed to-

Other banks.
Nonbank financial institutions.
Central governments and agencies.
State, provincial, and local governments and agencies.
Nonfinancial corporations.
Partnerships.
Nonbusiness institutions.
Trust accounts administered by banks:

Pension funds.
Other corporate accounts.
Personal accounts.

Individuals:
Business accounts.
Other accounts.

Time and savings deposits and shares:
Time certificates of deposit.
Other time and savings deposits and shares:

Owed to-
Other banks.
Nonbank financial institutions.
Central governments and agencies.
State, provincial, and local governments and agencies.
Nonfinancial corporations.
Partnerships.
Nonbusiness institutions.
Trust accounts administered by banks:

Pension funds.
Other corporate accounts.
Personal accounts.

Individuals:
Business accounts.
Other accounts.

Insurance and pension liabilities:
Life insurance policy reserves.
Pension contract reserves.
Accident and health policy reserves and unearned premiums.
Other nonlife insurance reserves, unpaid losses, and unearned premiums:

Reserves and unpaid losses.
Unearned premiums:

Paid by corporations.
Paid by partnerships.
Paid by nonbusiness institutions.
Paid by governments.
Paid by individuals.
Memorandum: Portion of total unearned premiums to-

Stockholders' account.
Policyholders' account.

Notes and accounts payable to suppliers.
Other short-term borrowings:

From regulatory authorities.
From commercial banks.
From finance companies.
From affiliated companies.
From officers and stockholders.
Other open market.
From others.

Accrued expenses:
Accrued Federal income taxes (excluding reserves for future or deferred

taxes, renegotiation, etc.).
Other taxes payable.
Interest payable.
Commissions due to salesmen or representatives.
Other accrued payrolls.
Other accrued expenses.
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Unamortized premiums:
U.S. Treasury bonds.
U.S. agency bonds.
State and local bonds.
Corporate bonds.
Mortgages.

Escrow accounts not included elsewhere.
Long-term debt or installments, due in 1 year or less on-

Advances from affiliated companies.
Real estate mortgages.
Other loans, from banks.
Other bonds, notes, and debentures.
Other long-term debt.

Other current liabilities:
Dividends payable to stockholders.
Dividends payable to policyholders (if not included in reserves above).
Dividends payable to depositors.
Other.

Long-term debt due in more than 1 year:
Advances from affiliated companies.
Real estate mortgages.
Other loans from banks.
Other bonds, notes, and debentures.
Other long-term debt.

Other noncurrent liabilities.
Stockholders' equity:

Reserves not reflected elsewhere:
Bad debt reserves.
Mandatory security valuation reserve.
Other security valuation reserves:

Bonds.
Loans.
Stocks.

Reserves for future or deferred taxes, renegotiation, etc.
Other reserves.

Preferred stock.
Common stock and paid-in surplus.
Earned surplus.'

Total, liabilities and equity.

X Asset Items should be reported gross of reserves. The reserves should be entered on
credit side of account under ' Unamortized premiums" or "Reserves not reflected elsewhere."

2 Include demand obligations here.
'Excluding "loans in process."
'Include also "undivided profits," "surplus," "policyholders' surplus" (when not included

under "Insurance and pension liabilities" above).

EXHIBIT F

PROPOSED BALANCE SHEEr STuB: COMMERCIAL AND MU'TAJL SAVINGS BANRKS

(Adaptation of exhibit E)

NoTE.-Items presently available from Call Report are shown in italics; totals
available, but not presently shown in this form in Call Report schedule, are
identified by asterisks. Additional details suggested for wealth inventory are
in roman type.

ASSETS

Cash, balances with other banks, and ca8h collection items:
Currency and coin.
Reserve with Federal Reserve banks.
Demand balances with banks in the United States.
Other balances with banks in the United States:

Certificates of deposit.
Other balances.

Balances with banks in foreign countries:
Demand balances.
Time balances.

Cash items in Vrocess of collection.
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Obligations of the U.S. Government, direct and guaranteed:
Treasury bills.
Other Treasury marketable securities due in 1 year or less:*

Treasury certificates of indebtedness.
Treasury notes maturing in 1 year or less.
Other bonds maturing in 1 year or le8s.

Treasury marketable securities due in more than I year:*
Treasury notes maturing after 1 year.
Other bonds maturing in 1 to 5 years.
Other bonds maturing in 5 to 10 years.
Other bonds maturing after 10 years.

U.S. nonmarketable bonds:
Savings bonds.
Other nonmarketable bonds maturing in 1 year or less.
Other nonmarketable bonds maturing after 1 year.

Guaranteed obligations:
Maturing in 1 year or less.
Maturing after 1 year.

Other securities:*
Obligations of States and subdivisions:

Original maturity 1 year or less.'
Long-term debt due in 1 year or less.'
Long-term debt due in more than 1 year.

Securities of Federal agencies and corporations.
(Three maturity classes, as above.)

Other bonds, notes, and debentures:*
Owed by business corporations.

(Three maturity classes.)
Owed by nonbusiness institutions.

(Three maturity classes.)
Owed by foreign governments and instrumentalities, and by interna-

tional institutions.
(Three maturity classes.)

Federal Reserve bank stock.
Other corporate stocks:*

Shares in building and loan associations and credit unions.
Preferred stocks:

Affiliates' issues.
Other preferred stocks.

Common stocks:
Affiliates' issues.
Rights and warrants.
Other common stocks.

Loans and discounts:
Real estate loans:*

Secured by farmland:
Owed by corporations:

Original maturity 1 year or less.'
Long-term debt due in 1 year or less.'
Long-term debt due in more than 1 year.

Owed by partnerships.'
(Three maturity classes, as above.)

Owed by individuals.'
(Three maturity classes.)

Secured by residential properties, insured by FHA:
Owed by corporations:

Due in 1 year or less.'
Due in more than 1 year.

Owed by partnerships.'
(Two maturity classes, as above.)

Owed by individuals.'
(Two maturity classes.)

Secured by residential properties, insured or guaranteed by VA.
(Two maturity classes.)

See footnotes, p. 830.
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Secured by residential properties, not insured or guaranteed by FHA
or VA:

Owed by corporations:
Construction loans:

Original maturity 1 year or less.'
Long-term debt due in 1 year or less.'
Long-term debt due in more than 1 year.

Other loans on residential properties.
(Three maturity classes, as above.)

Owed by partnerships:'
Construction loans.

(Three maturity classes.)
Other loans on residential properties.

(Three maturity classes.)
Owed by individuals:'

Construction loans.
(Three maturity classes.)

Other loans on residential properties.
(Three maturity classes.)

Secured by other properties:
Owed by corporations:

Construction loans.
(Three maturity classes.)

Other loans on nonfarm, nonresidential properties.
(Three maturity classes.)

Owed by nonbusiness institutions:
Construction loans.

(Three maturity classes.)
Other loans on nonfarm, nonresidential properties.

(Three maturity classes.)
Owed by partnerships:'

Construction loans.
(Three maturity classes.)

Other loans on nonfarm, nonresidential properties.
(Three maturity classes.)

Owed by individuals: '
Construction loans.

(Three maturity classes.)
Other loans on nonfarm, nonresidential properties.

(Three maturity classes.)
Loans to domestic commercial and foreign banks:

Advances to affillated companies.
(Three maturity classes.)

Other loans to domestic, commercial, and foreign banks.
(Three maturity classes.)

Loans to other financial institutions:
Finance company paper.
Other loans to other financial institutions.

(Three maturity classes.)
Loans to brokers and dealers in securities:

Owed by corporations.
(Three maturity classes.)

Owed by partnerships.'
(Three maturity classes.)

Owed by individuals.'
(Three maturity classes.)

Other loans for purchasing or carrying securities:
Owed by corporations, including investment trusts.

(Three maturity classes.)
Owed by partnerships.'

(Three maturity classes.)
Owed by individuals.'

(Three maturity classes.)
See footnotes, p. 830.
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Loans to farmers directly guaranteed by the OCC.
Other loans to farmers:

Owed by corporations.
(Three maturity classes.)

Owed by partnerships.'
(Three maturity classes.)

Owed by individuals.'
(Three maturity classes.)

Commercial and industrial loans:
Open-market paper:

Commercial paper.
Bankers' acceptances.

Other commercial and industrial loans:
Owed by corporations.

(Three maturity classes.)
Owed by partnerships."

(Three maturity classes.)
Owed by individuals.!

(Three maturity classes.)
Other loans to individuals for personal expenditures:

Passenger automobile installment loans:
Installments due in 1 year or less.
Installments due In more than 1 year.

Other retail consumer installment loans:
Installments due in 1 year or less.
Installments due in more than 1 year.

Residential repair and modernization installment loans.
Installments due in 1 year or less.
Installments due in more than 1 year.

Other installment loans for personal expenditures:
Installments due in 1 year or less.
Installments due in more than 1 year.

Single-payment loans for personal expenditures:
Original maturity 1 year or less.'
Long-term debt due in 1 year or less.'
Long-term debt due in more than 1 year.

All other loans (including overdrafts):
Overdrafts:

Owed by:
Corporations.
Nonbusiness institutions.
Partnerships.

3

Individuals.
8

Loans to Federal Government agencies, n.e.c.
(Three maturity classes.)

Loans to nonbusiness institutions.
(Three maturity classes.)

Bank premises, furniture and jfitures, and other real estate.*
Miscellaneous assets:*

Customers' liability on acceptances outstanding:
Owed by corporations.
Owed by partnerships.'
Owed by individuals.'

Securities borrowed.
Income earned or accrued but not collected:

Interest due and receivable.
Dividends due and receivable.
Other income earned but not collected.

Insurance and other empenses prepaid:
Insurance expenses prepaid.
Other expenses prepaid.

Cash items not in process of collection.
All other:

Goodwill and other intangibles.
Other.

Total assets.

See footnotes, p. 830.
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TTIAILITIES AND CAPITAL ACCOUNTS

Business and personal deposits: *
Individuals, partnerships and corporations-demand:

Trust accounts administered by banks:
Pension funds.
Other corporate accounts.
Personal accounts.

Instrumentalities of U.S. Government.
Nonbank financial institutions.
Other business corporations.
Nonbusiness institutions.
Partnerships.'
Individuals: '

Deposits accumulated for payment of personal loans.
Business accounts.
Other accounts.

Individuals, partnerships, and corporations-Time: *
Savings deposits.
Deposits accumulated for payment of personal loans.
Other deposits of I., P., d C.:

Time certificates of deposit.
Other time deposits of I., P., & C.:

Trust accounts administered by banks:
Pension funds.
Other corporate accounts.
Personal accounts.

Nonbank financial institutions.
Other business corporations.
Nonbusiness Institutions.
Partnerships.8
Individuals: '

Business accounts.
Other accounts.

Certified and officers checks, etc.:
Nonbank financial institutions.
Other business corporations.
Nonbusiness institutions.
Partnerships."
Individuals."

Government deposits: *
U.S. Government-Demnand.
U.S. Government-Time.
States and subdivisions-Demand.
States and subdivisions-Time.

Domestic interbank and postal savings deposits: *
Commercial banks in the United States-Demand: *

Affiliated banks.
Others.

Commercial banks in the United States-Time: *
Affiliated banks.
Others.

Mutual savings banks in the United States-Demand.
Mutual savings banks in the United States-Time.
Postal savings.

Foreign government and bank deposits: a
Foreign governments, central banks, etc.-Demand.
Foreign Governments, central banks, etc.-Time.
Banks in foreign countries-Demand.
Banks in foreign countries-Time.

See footnotes, p. 830.



830 MEASURING THE NATION'S WEALTH

Mortgages on bank premises and on other real estate.
Miscellaneous liabilities:*

Rediscounts and other borrowed money:
Federal Reserve banks.
Other Federal Government agencies.
Other banks:

Affiliated banks.
Nonaffiliated banks.

Accounts payable to suppliers.
Other borrowed money.

Acceptances outstanding.
Securities borrowed.
Dividends declared, but not yet payable.
Income collected, but not yet earned.
Eo.penses accrued and unpaid:

Accrued Federal income taxes.
Other taxes payable.
Interest payable.
Accrued payrolls.
Other accrued expenses.

All other miscellaneous liabilities.*
Total liabilities (ewoluding capital accounts).

Capital accounts:
Common stock.
Capital notes and debentures:

Original maturity 1 year or less.'
Long-term debt due in 1 year or less.'
Long-term debt due in more than 1 year.

Preferred stock.
Surplus.
Undivided profits.
Reserves.

Total liabilities and capital accounts.

RESERVES OFFSET AGAINST ASSETS IN CALL REPORT

Reserves for bond premiums:
Obligations of U.S. Government.
Obligations of States and subdivisions.
Securities of Federal agencies and corporations.
Other bonds, notes, and debentures.

Valuation allowances:
Obligations of U.S. Government.
Obligations of States and subdivisions.
Securities of Federal agencies and corporations.
Other bonds, notes, and debentures.
Federal Reserve bank stock.
Other corporate stocks.
Loans and discounts.
Bank premises, furniture and fixtures.

Total valuation reserves.
Total capital accounts and valuation reserves.

1 Include here items due on demand.
2 Include Installments on long-term debt coming due within 1 year, and other debt with

original maturity of more than 1 year but coming due within 1 year.
3 Joint accounts of husbands and wives or other members of families living together,

should be classified as "individual" and not as "partnership."
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EXHIBIT G

PROPOSED BALANCz SHEEr STuIB: INsurANcE CARR8s

(Adaptation of exhibit E)

NOTE.-Items appearing in Commissioners' annual statement form are shown
in italic. Additional details suggested for wealth inventory are in roman
type.

ASSETS
Bonds:

Governments, including obligations guaranteed by United States:
Treasury bills.
Other marketable Treasury securities:

Maturing in 1 year or less.
Maturing in more than 1 year.

Nonmarketable Treasury securities:
Maturing In 1 year or less.
Maturing in more than 1 year.

Guaranteed obligations:
Maturing in 1 year or less.
Maturing in more than 1 year.

States, territories, and possessions:
Original maturity 1 year or less.'
Long-term debt due in 1 year or less.'
Long-term debt due in more than 1 year.

Political subdivisions of States, territories, and possessions:
Original maturity 1 year or less.'
Long-term debt due in 1 year or less.'
Long-term debt due in more than 1 year.

Special revenue and special assessment obligations.
(Three maturity classes, as above.)

Railroads:
Privately placed.

(Three maturity classes.)
Publicly issued.

(Three maturity classes.)
Public utilities:

Privately placed.
(Three maturity classes.)

Publicly issued.
(Three maturity classes.)

Industrial and miscellaneous:
Nonguaranteed Government securities.

(Three maturity classes.)
International agency.

(Three maturity classes.)
Nonbusiness Institutions.

(Three maturity classes.)
Other industrial and miscellaneous:

Privately placed.
(Three maturity classes.)

Publicly issued.
(Three maturity classes.)

See footnotes, p. 835.
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Stocks:
Railroad:

Preferred stocks.
Common stocks:

Rights and warrants.
Other.

Public utilities:
Preferred stocks.
Common stocks:

Rights and warrants.
Other.

Banks and trust companies:
Preferred stocks.
Common stocks:

Rights and warrants.
Other.

Savings and loan.
Insurance:

Affiliated companies:
Preferred stocks.
Common stocks.

Other insurance:
Preferred stocks.
Common stocks:

Rights and warrants.
Other.

Industrial and miscellaneous:
Preferred stocks.
Common stocks:

Rights and warrants.
Other.

Mortgage loans on real estate:
Farm mortgages-Purchase money and other:

Owed by corporations:
Original maturity 1 year or less.'
Long-term debt due in 1 year or less.'
Long-term debt due in more than 1 year.

Owed by partnerships.'
(Three maturity classes, as above.)

Owed by individuals.'
(Three maturity classes.)

City mortgages-Insured or guaranteed:
Owed by corporations:

Due in 1 year or less.'
Due in more than 1 year.

Owed by partnerships.'
(Two maturity classes, as above.)

Owed by individuals.'
(Two maturity classes.)

City mortgages-Purchase money and all other:
Secured by residential properties:

Owed by corporations:
Original maturity 1 year or less.1
Long-term debt due in 1 year or less.'
Long-term debt due in more than 1 year.

Owed by partnerships.'
(Three maturity classes, as above.)

Owed by individuals.!
(Three maturity classes.)

Secured by nonresidential properties:
Owed by corporations.

(Three maturity classes.)
Owed by nonbusiness institutions.

(Three maturity classes.)
Owed by partnerships.'

(Three maturity classes.)
Owed by individuals.'

(Three maturity classes.)

See footnotes, p. 835.
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Real estate.
Policy loans.
Premium notes.
Collateral loans.
Cash and bank deposits.

Cash in company's offices or in transit.
Deposits in banks and trust companies:

Demand deposits.
Time deposits in commercial banks:

Certificates of deposit.
Other.

Deposits in other private financial Institutions.
Premiums guaranteed under Soldiers' and Sailors' Civil Relief Act.
Advances for housing and other real estate projects.
Escrow funds in banks and trust companies.
Securities held by company for guarantee of performance of contracts.
Amounts recoverable from insurers.
Agents' balances.
Bills receivable:

Taken for premiums.
Not taken for premiums.

Funds held by or deposited with ceding reinsurers.
Reinsurance recoverage on 1088 payments.
Equipment, furniture, and supplies.
Cash advanced to or in hands of officers and agents.
Loans on personal security:

Original maturity 1 year or less.'
Long-term debt due in 1 year or less.2
Long-term debt due in more than 1 year.

Other receivables.
Miscellaneous:

Goodwill and other intangibles.
Other miscellaneous assets.

Interest, dividends, and real estate income due and accrued:
Interest due and accrued.
Real estate income due and accrued.
Dividends due and accrued.

Life insurance premiums deferred and uncollected, etc.
Accident and health premiums due and unpaid.
Net adjustment in assets and liabilities due to foreign exachange rates.
Prepaid real estate taTres.
Accrued commitment fees.
Federal employees group life conversion pool fund.

Total assets.

LIABILITIES AND CAPITAL-LIFE INSURANCE CARRIERS

Aggregate reserve for life policy reserves:
Pension funds.
Other life insurance contracts.

Aggregate reserve for accident and health policies.
Supplementary contracts without life contingencies:

Pension funds.
Other life insurance contracts.

Policy and contract claims-Life:
Due and unpaid:

Pension funds.
Other life insurance contracts.

In course of settlement-Resisted.
In course of settlement-Other:

Pension funds.
Other life insurance contracts.

Incurred but unreported:
Pension funds.
Other life insurance contracts.

Less: Reinsurance on reported claims.

See footnotes, p. 835.
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Policy and contract claims-Accident and health:
Due and unpaid.
In course of settlement.
Incurred but unreported.
Less reinsurance on reported claims.

Policyholders' dividend accumulations:
Pension funds.
Other life insurance contracts.
Accident and health policies.

Policyholders' dividends due and unpaid:
Pension funds.
Other life insurance contracts.
Accident and health policies.

Amount provisionally held for deferred dividend policies not included in item.
Premiums and annuity considerations received in advance:

Pension funds.
Other life insurance contracts.
Accident and health policies.

Liability for premium deposit funds.
Surrender values on cancelled policies.
Commission to agents due or accrued.
General expenses due or accrued:

Salaries and wages.
Other general expenses due or accrued.

TaaTes, licenses, and fees due or accrued:
U.S. Federal income tao.
Other taxes, licenses, and fees due or accrued.

"Cost of collection" * * * in excess of total loading.
Unearned investment income:

Dividends on stock.
Real estate income.
Interest.
Miscellaneous.

Amounts withheld or retained by company as agent or trustee.
Amounts held for agents' account.
Remittances and items not allocated.
A'et adjustment in assets and liabilities due to foreign eochange rates.

Liability for benefits for employees and agents:
Pension funds.
Other life insurance contracts.
Accident and health.
Other liability for benefits for employees and agents.

Borrowed money:
Original maturity 1 year or less.'
Long-term debt due in 1 year or less.'
Long-term debt due in more than 1 year.

Interest thereon.
Dividends to stockholders declared and unpaid.
Miscellaneous liabilities:

Mandatory security valuation reserve.
Reserve for employee benefit plans:

Pension funds.
Other life insurance contracts.
Accident and health.
Reserve for other employee benefit plans.

Other reserves included in miscellaneous liabilities.
Other miscellaneous liabilities.

Total liabilities ewcept capital.
Special surplus funds.
Capital paid up:

Preferred stock.
Common stock.

Unassigned surplus.

Total capital.
Total liabilities and capital.

See footnotes, p. 835.
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LIABILITIES AND CAPITAL-FIRE AND CASUALTY INSURANCE COMPANIES

Losses.
Loss adjustment expense.
Contingent expenses and other similar charges.
Other expenses (excluding taxes, licenses, and fees):

Claim adjustment services-direct.
Commission and brokerage-direct.
Allowances to managers and agents.
Salaries.
Directors' fees.
All other expenses.

Taxes, licenses and fees (excluding Federal and foreign income taxes).
Federal and foreign income taees.
Borrowed money:

Original maturity less than 1 year.'
Long-term debt due within 1 year.'
Long-term debt due in more than 1 year.

Interest.
Unearned premiums:

Accident only.
Accident and health.
Hospital and medical expenses.
Group accident and health.
Noncancellable accident and health.
All other unearned premiums:

Paid by corporations.
Paid by partnerships.!
Paid by nonbusiness institutions.
Paid by governments.
Paid by individuals.

Dividends declared and unpaid-stockholders.
Dividends declared and unpaid-policyholders.
Funds held by company under reinsurance treaties.
Amounts withheld or retained by company for account of others.
Unearned permiums on reinsurance in unauthorized companies.
Reinsurance due from unauthorized companies.
Less funds held or retained by company for account of such unauthorized

companies.
Excess of bodily injury liability, etc.
Net adjustments in assets and liabilities due to foreign exchange rate.
Other liabilities.

Total liabilities.
Special surplus funds:

Mandatory security valuation reserves.
Other special surplus funds.

Capital paid up:
Preferred stock.
Common stock.

Unassigned funds (surplus).
Surplus as regards policyholders.

Total liabilities, surplus, and other funds.
Memo: Reinsurance receivable from authorized and unauthorized companies.

Unlisted assets.

1 Include here items due on demand.
2 Include installments on long-term debt coming due within 1 year, and other debt withoriginal maturity of more than 1 year but coming due within 1 year.' Joint accounts of husbands and wives, or other members of families living together,should be classified as "Individual" and not as "partnership."
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