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MEASURING THE NATION’S WEALTH

TUESDAY, JUNE 1, 1965

Concress oF THE UNITED STATES,
SuBcoMMITTEE ON EcoN0oMIC STATISTICS
oF THE Jornt Econoaic COMMITTEE,
W ashington, D.C.

The subcommittee met, pursuant to notice, at 10:05 a.m., in room
1202, New Senate Office Building, Hon. William Proxmire (chairman
of the subcommittee) presiding.

Present : Senators Proxmire and Douglas; Representative Curtis.

Also present: James W. Knowles, executive director ; Gerald A. Pol-
lack, staff economist; Donald A. Webster, minority staff economist;
and Hamilton D. Gewehr, administrative clerk.

Senator Proxuire. The subcommittee will come to order.

The hearings today will be based upon a report on “Measuring the
Nation’s Wealth,” made by the Wealth Inventory Planning Study es-
tablished by the George Washington University under a grant from
the Ford Foundation. The investigation was made by a staff of ex-
perts under the direction of Dr. John W. Kendrick, an outstanding
American economist and statistician, and was aided by an advisory
committee under the sponsorship of Dr. Daniel Creamer, of the Na-
tional Industrial Conference Board. A large number of experts in and
out of Government took part in the study. The text was published by
the Joint Economic Committee in December of 1964 for consideration
by the subcommittee. ,

The hearings will open this morning with an explanation of the
study by the director of research, Dr. Kendrick, and the chairman of
the advisory committee, Dr. Creamer. This will be followed by a
panel of experts from outside Government who are specially ac-
quainted with the problems in this field, including representatives of
the Government agencies primarily concerned.

The U.S. Government, as I understand it, took a regular census of
wealth from 1850 to 1920 or 1922, and it was discontinued in part be-
cause of doubts about its accuracy. There has been a great deal of
interest expressed in the usefulness of this kind of study. We are
happy to hear this morning, as I say, Dr. Kendrick and Dr. Creamer.

STATEMENT OF JOHN W. XENDRICK, PROFESSOR, DEPARTMENT
OF ECONOMICS, UNIVERSITY OF CONNECTICUT; ACCOMPANIED
BY JOEL POPKIN AND DAVID HYAMS

Senator Proxmire. Dr. Kendrick, you might identify the other
gentlemen who are at the table with you.

Dr. Kexprick. I have taken the liberty of bringing the two full-
time staff members who worked with me on the Wealth Inventory

1



2 MEASURING THE NATION'S WEALTH

Planning Study: Mr. Joel Popkin, to my immediate right ; and David
J. Hyams, on the far right.

Gentlemen, it is an_honor and a privilege to appear before this
subcommittee of the Joint Economic Committee, which has won a
position of high regard among the economists and statisticians of this
country for its constructive work over the past two decades in the
realm of economic intelligence, analysis, and policy.

I am told it is in order for me to begin with a few words about my
own background. In addition to teaching at the University of Con-
necticut, I am a member of the senior research staff of the National
Bureau of Economic Research, in New York, and a consultant to the
Bureau of the Budget and the National Science Foundation. From
1956 through mid-1964 I was associate professor, then professor, of
economics at the George Washington University in Washington. It
was during the last 17 months of that association—from February
1963 through June 1964—that I served as staff director of the Wealth
Inventory Planning Study, whose report “Measuring the Nation’s
Wealth,” you are considering today (hereinafter to be referred to as
the “report”). )

If Senator Talmadge had been present this morning, I would have
mentioned that my first position was an instructor of economics in
the University of Georgia in the fair city of Athens, Ga., back in
1940-41. Then I came to Government and have been stuck here either
as a full-time Government employee or as a consultant to one or more
Government agencies ever since. ‘ ‘

GENESIS OF THE WEALTH STUDY

The wealth study grew out of the corncern of an increasing num-
ber of economists over the inadequacy of the basic data and derived
estimates of the wealth of the United States. As I shall elaborate
below, balance sheet and wealth estimates—by sector, type of wealth,
and region—will substantially increase our ability to analyze eco-
nomic movements and relationships, and thus our ability to predict
and to devise economic policies to promote the security and well-being
of our people. As John P. Lewis, then a member of the President’s
Council of Economic Advisers, and now AID mission chief in India,
said in the report (p.170):1 : .

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 na-
tional income 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. . ’

Mr. Lewis might have noted that in 1955 the Japanese Government
inaugurated a comprehensive quinquennial survey of wealth, by sector,
as a basis for balance sheet estimates to accompany their national in-
come accounts. Between 1959 and 1962, the Soviet Union conducted

192:Measuring the Nation’s Wealth,” Joint Economic 'Committee,‘ U.S. Congress, Dece“mberv




MEASURING THE NATION'S WEALTH 3

a comprehensive census of its reproducible, tangible wealth. I might
mention that several dozen other countries have been experimenting
with the collection of wealth data in greater or lesser detail. Yet we
in the United States, the wealthiest country in he world, have only
fragmentary data and crude estimates of our national wealth. We
know very little about how the national wealth is distributed—by
types of wealth, by industries, by ownership, and by State or other
regional division. As a result of inadequate data, economists know
less than they should and could about the relationships of real wealth
to productivity advance and economic growth; of asset holdings to
demand ; of debt to assets; of financial assets to real assets; of income
to assets holdings (i.e., rates of return) ; of property tax payments to
assets holdings; and the many other interesting stock-flow relation-
ships, knowledge of which is so important in guiding the economy

-effectively.

In 1957, the National Accounts Review Committee, set up by the

National Bureau of Economic Research at the request of the Office of
Statistical Standards in the Budget Burean, wrote in its report
(quoted in “Measuring the Nation’s Wealth,” pp. xvi-xvii) :
. 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 comprehen-
sive 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 con-
ceptual problems in this field and that the estimates are in many cases neces-
sarily 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 state-
ments. 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
institutions. Such a study would probably require an intensive effort over
several years. It might be expected to result in, first, the development of supe-
rior 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
information. 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
preparation of periodic national and sectoral balance sheets as a regular feature,
integrated, of course, with other parts of the national accounts.

In 1961, the Census Advisory Committee of the American Eco-
nomic Association renewed the appeal for a study to explore the prob-
lems and possibilities of a wealth inventory.

The next year, several other economists and I drew up a proposal
for an exploratory wealth study to submit to the Ford Foundation
through the George Washington University. Because of the complex
conceptual and statistical problems involved, and the necessity for
long-range planning, it was our contention that a privately financed
study was appropriate, since the statistical agencies seldom have the
free funds to finance this type of exploratory and long-range plan-
ning project. It was our intention, however, to conduct the study
in close consultation with the interested governmental agencies. The
Ford Foundation approved the proposal, and in early 1963 made a
grant of $90,000 to the George Washington University. I was selected
as staff director, and although I could think of more exciting ways
of spending a year and a half, T consented to serve in this capacity
due to my strong conviction of the need for much better wealth data
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in the United States in order significantly to improve our understand-
ing of the economy and thus our ability to guide it to even better ad-
vantage in the path of relatively stable, yet vigorous, expansion.

THE WEALTH STUDY PROGRAM AND REPORT

The budget of the wealth study permitted only a small full-time
staff of 3 persons, who are seated before you this morning, but we
were aided greatly by the voluntary work of almost 200 persons who
gave generously of their time to the project. First, we had an advisory
committee of 14 outstanding economists, which met 4 times during
the project. The committee advised with the staff, reviewed prelim-
inary drafts of the report, and then issued its own statement recom-
mending expansion and improvement in collection of data and the
preparation of wealth estimates within the Federal statistical estab-
lishment. The chairman of the advisory committee, Dr. Daniel
Creamer, is speaking for the committee today.

Further, we commissioned nine persons to prepare background pa-
pers on technical aspects of wealth estimation, and eight others, rep-
resenting major user groups, to prepare statements on actual and po-
tential uses of wealth estimates. These materials comprise the 10
parts of appendix I of the report, following the basic staff report at
the beginning.

Finally, we set up 14 working groups, composed of an average of
about one dozen persons each, to canvass the major sectors of the
economy with respect to available wealth data, gaps in the data, and

to make recommendations as to additional wealth data required and

the reporting vehicles that might be used to collect the data. The 14
working group reports comprise appendix I of the report.

Drawing heavily on the background papers and sector reports, the
staff prepared its own summary-type report (report, pp. 3-161) set-
ting forth in systematic form the conceptual framework and technical
requirements for collection of wealth data and preparation of balance
sheets and wealth estimates as an integral part of the Nation’s eco-
nomic accounts; it reviewed other work in this field, including that
of Japan and the U.S.S.R. as well as previous efforts in the United
States; it summarized the working group reports as to data gaps and
requirements in the various sectors, and recommended reporting
vehicles; and, finally, presented summary “guidelines” for collection
of wealth data and preparation of estimates in the final chapter 12.

Since the “Measuring the Nation’s Wealth” is available as a joint
committee print, and since it already contains summaries in chapters
1 and 12, I believe that my statement can be relatively brief.

" Incidentally, I would like to express my appreciation and that of
many research people in economics for the printing of this report by
the Joint Economic Committee, since it is not only a proposal and a
plan, but it is a basic reference document. It will be of great use to
scholars in this field, since it contains references to all of the basic
sources of wealth information and some evaluation of this information.

I should like first to cover the highlights of the report with respect
to conceptual and statistical requirements for improved wealth esti-
mates; and, second, to make my own suggestions for actions that
would seem appropriate in the near future to begin the implementation

L o




MEASURING THE NATION'S WEALTH 5

of the recommendations of the wealth study group, assuming that is
the pleasure of the Government. Although there has not been much
time for it in the main paper, during the questioning I should be glad
to return to a consideration of the important uses of better wealth
data, upon which the justification of spending taxpayer money for
this project ultimately rests.

BASIC GUIDELINES

Scope~—The wealth study was primarily concerned with tangible,
“nonhuman” wealth, which comprises land and structures, durable
equipment, and inventories, plus our net foreign assets. This is the
real wealth of the Nation which remains when sector balance sheets
are consolidated, and domestic financial assets and liabilities cancel
out. Wealth as defined is the net worth of the Nation, and is the
sum of the net worth in the various sectors of the economy, and as I
pointed out, the financial items cancel, and we see that our net worth
1s the real productive wealth of land, equipment, structures, inven-
tories.

We were also concerned with the financial items of sector balance
sheets, but secondarily so since the conceptual and statistical problems
are less serious in the area of financial assets and liabilities than they
are in the area of real, tangible assets. But the study was much con-
cerned with the relation of tangible wealth to balance sheets and the
relations of both to the national income and product accounts.

The economic accounting framework—The wealth study group
believed that wealth estimates should be prepared in the framework
of the national economic accounts. Reproducible tangible wealth
is the cumulative total of net investment in the saving-investment
account. If the saving-investment account were deconsolidated by
sector, this would provide the link to wealth estimates by sector.

I might remind you in our national income accounts now we just
have one saving-investment subaccount showing the total for the
Nation. We do not have it spelled out by consumers, by business,
by Government, or by subsectors.

A further deconsolidation of the saving-investment of the business
sector by industry would provide the key to industry wealth estimates.
The group stressed that for purposes of production analysis, the
tangible wealth data should be collected from industries of establish-
ments; for purposes of financial analysis, broader industry sectors
comprising companies would suffice.

The reason for this, of course, is that the establishments are more
closely identified with industries than the large multiestablishment
companies which somewhat arbitrarily have to be put into one indus-
try or another so that technical relationships between capital and
production can better be seen if you are working with establishment
data. But as for financial data, you more or less have to work with
c?ﬁmpany information, since financing is done through the headquarters
office. :

In sector accounts, saving and investment are not equal as in
the national accounts; the balancing item is “net financial invest-
ment.” This item is the difference between the net change in assets
and the net change in liabilities of a sector, and provides the.link to

49-065—65———2



6 MEASURING THE NATION'S WEALTH

flow of funds, or “financing” accounts. These financing accounts
together with the saving-investment account (both comprising the
“capital accounts”) provide the link to balance sheets, which show the
cumulative totals of net tangible investment and net changes in
financial assets, net changes in financial liabilities, and the difference,
or net change in net worth.

These identities hold only if the balance sheets are expressed in
terms of original costs. But since the national income and product
flows are in terms of current market values as well as because of the
more direct meaningfulness of such values, the study group recom-
mended that the wealth estimates and balance sheets be expressed in
terms of present values (and for some other purposes, that wealth
estimates should be deflated to constant prices consistently with the
deflated gross national product).

I might mention that this requirement of converting original costs
to current market values poses some of the most difficult problems in
collecting data for wealth estimates and in making the estimates them-
selves, because companies carry the data in terms of what they cost,
and this may have been counted 10, 20, or 30 years ago. So to have
to revalue these to what they would be worth today is a major statis-
tical problem. But obviously the original cost information is not too
meaningful because you have scrambled prices of various periods in
the past which makes temporal comparisons or comparisons between
industries not consistent. .

When current values are used in balance sheets, a revaluation ac-
count is needed in addition to the capital account in order to explain
balance sheet changes—since the current value of assets, liabilities,
and net worth change not only because of new net investment, tangi-
ble and financial, but also because of changes in the value of existing
assets.

The current income accounts and the national saving-investment ac-
count have been developed by the Office of Business Economics in
the Commerce Department, while the Division of Research and Sta-
tistics of the Federal Reserve Board developed sector saving-invest-
ment and flow-of-funds accounts, and accompanying partial balance
sheets (containing financial items, but not tangible assets and net
worth). The wealth study advisory committee did not specify this
but, personally, I believe it would be most desirable if the technicians
of the Office of Business Economics and Federal Reserve Board
could agree on a consistent set of national economic accounts, by sec-
tor, during the course of planning for the wealth inventory specifi-
cally. If this proves impossible, work can still go forward with the
Office of Business Economics taking the lead in advising on data col-
lections to expand and improve estimates of tangible wealth by sec-
tor and industry (of establishments), and the Federal Reserve Board
taking the lead in planning data collection required to improve and
refine the flow-of-funds and balance-sheet estimates. It is to be hoped
for the sake of users that even if complete integration is not achieved
between the real and financial systems, the two systems will be brought
closer together so that they may be reconciled simply instead of by
the complex procedure now required. I would also urge that if inte-
gration 1s not achieved, the Office of Business Economics deconsolidate
its savings-investment account and expand the sector accounts to
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show the chief financial flows, and the related balance sheets, again
with main emphasis on the tangibles, but presenting the financial as-
sets and liabilities by major types. This would provide the broad
background against which the detailed financial estimates of the
Federal Reserve Board could be studied with greater profit.

If the wealth inventory is to be taken in the context of the eco-
nomic accounts, the detail with respect to sector and industry, classes
of items, and types of transaction, should be consistent and collapsi-
ble into the categories of the accounts. As part of the preparatory
work, the structure of the accounts (both income and product, and
flow-of-funds) should be reviewed carefully and revised as neces-

‘sary to accommodate the wealth estimates.

I would like to stress the point that our national income accounts
are far from a finished, rigid set of accounts. They have changed
gradually over the years, in the direction of improvement I think,
but there is still much improvement that can be made in the national
income accounts. In the process of developing wealth estimates, I
believe it would be a good time for rather substantial further im-
provements in the direction particularly of deconsolidating the sav-
ing and investment account, and possibly reclassifying some of the
expenditures of households and of Government from current to capi-
tal expenditures. As you know, there is no capital account for Gov-
ernment even in the national accounts.

T'he relation of the inventory to continuing estimates.—The wealth
study recognized that continuing balance sheet and wealth estimates
related to the national economic accounts are the ultimate objective.
But to have an adequate basis for regular estimates, a. comprehensive
national inventory will be necessary. The inventory would be tied into
the existing economic censuses conducted periodically by the Census
Bureau, and basic data collection systems of the regulatory and other
agencies, supplemented as required. Annual (or more frequent) ex-
tensions of the benchmark estimates would be made by means of Cen-
sus Bureau annual surveys and other sample surveys either of asset
items themselves or, in the case of depreciable assets, of new investment
which make possible the extension of benchmark estimates by cummu-
lating net investment (the perpetual inventory method). In line with
the procedure followed in the national income and product accounts,
new wealth benchmarks should be established at least once a decade,
following the initial inventory, since extrapolations based on sample
surveys and indirect estimating methodology can develop cumulative
biases unless they are rectified periodically by benchmark statistics.

This is what is done in our national product estimates now. They
are rectified every 5 or 10 years when we get our basic censuses. In the
meantime.they are extrapolated by the sample information.

Methodology of the wealth inventories—The basic plan—this one-
time inventory to begin with which will be a benchmark for the con-
tinuing annual estimates—is to include asset inquiries in the economic
censuses and other economic reporting systems covering the various
industry groups for the year 1970 or the closest year to 1970 covered

by the censuses. This means that the inventory would not be taken

as of 1 year but would be spread over 5 years, which is the eycle now
used by the Census Bureau. The asset inquiries would be similar to
those used in the 1963 Annual Survey of Manufacturers (establish-
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ment form MA-100) and the 1968 census (company summary form
NC-K1), but in somewhat greater detail. Book-value data would be
requested separately for the major classes of assets; land, structures,
equipment, and inventories by such major categories of each as can
be obtained across the board (such as, office equipment, transportation
equipment, and production machinery and equipment).

As has been done previously in the census of manufactures, rental
payments by major classes of assets should be requested, together with
rental received and the associated book values of assets. This would
make possible an adjustment of wealth estimates from an ownershi
to a use basis, which 1s becoming increasingly important with the treng
toward equipment leases, as Mr. Popkin has documented in a paper for
the American Statistical Association last December. The tax advan-
tage of leasing promotes this type of arrangement. ‘

To supplement the broad asset schedule which goes to all respond-
ents, it will be highly desirable to obtain considerable detail on types
of capital goods, by year or period of acquisition, from a small sample
of respondents. This would be a rather detailed listing of their capi-
tal equipment by type, the numbers, and the original cost by year or
period of acquisition. No only will this information be of interest
1 its own right by revealing the age composition of the various types
of real wealth (useful in appraising capital goods markets), but it is
important as a basis for revaluation of book values to current, market
values. For this purpose, the estimating agency must apply appro-
priate price indexes and depreciation rates to the original cost of the
various categories of fixed capital goods remaining in stock as of the
inventory date.

The Census Bureau and other statistical agencies involved will need
to consult with industry representatives, carry out pilot studies, and
pretest tentative questionnaires before final determination of the de-
gree of detail which is feasible, both in the general asset inquiry and
the more detailed same investigation.

Tying the asset schedules into existing censuses and associated
inquiries means that the data will be available in as much industry and
regional detail as is built into the reporting systems. The study
recommended publication of three-digit industry detail and data for
States and major standard metropolitan statistical areas for the
benchmark period. :

Reporting systems.—The advisory committee recommendation that
the wealth inventory be tied into existing reporting systems should
promote efficiency and economy in the conduct of thisinventory. Agri-
-culture, mining, manufacturing, trade, selected services, and State and
local governments are covered by the Census Bureau’s economic cen-
suses on a quinquennial basis, while population and housing are cov-
.ered by the decennial census.

.I'should say that these censuses cover assets, if at all, in a varying
degree of detail at the present time, and some of these areas are not,
covered at all with respect to assets, and perhaps the biggest gap here
is the State and local governments. The Census Bureau does get in-
formation now for recent years on the investment by State and local
governments, but there is nothing on the value of the property owned
by these governments. I understand that the underlying records may
be rather poor in some cities, localities, and so forth,
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The Federal Government assets are canvassed by the General Serv-
ices Administration, the Treasury Department and the Departments
of Agriculture, Interior, and Defense. I am sure all of you are ac-
quainted with the summary of Federal Government assets contained
in the annual report now put out by the House Committee on Govern-
ment Operations. The bulk of the regulated industries, transporta-
tion, communications, public utilities, and finance, are covered by the
various regulatory agencies.

The study recommends resumption of a census of construction, in-
cluding asset schedules; expansion of the census of business to cover
service areas now uncovered ; and exploration of the possibilities of us-
ing Internal Revenue Service tax returns for coverage of the important
real estate industry, as well as for data in other industries where it can
be gotten from IRS returns not necessitating census collections.
Household wealth is partially covered by the census of housing; it is
recommended that the other categories be covered by the Federal Re-
serve Board, in collaboration with the Census Bureau, using samples
drawn from the 1970 Census of Housing.

I might mention, the Federal Reserve Board in 1963 carried out a
survey of the financial characteristics of families, and I think it was
the most comprehensive one so far. But that covered mainly the
financial assets of households, with rather little on tangible assets.

Financial claims, domestic and foreign, of corporations and partner-
ships, would be covered by the TRS either through a special balance
sheet for the beginning and end of the year 1970, or through additions
to existing forms already containing balance sheets for corporations
and partnerships, and these could be expanded for the census year.

More detailed recommendations regarding agencies and reporting
programs are contained in appendix IT of the report, and summarized
n the latter part of chapter 12.

Supplementary information—The basic data provided by the cen-
suses and other reports will have to be processe(f into estimates com-
patible with the national economic accounts, primarily by the Office
of Business Economics. While some of the primary data may be re-
ported in terms of current market values (as in the case of residential
. real estate) since most homeowners know roughly what their houses
would sell for, from keeping up with their neighbors’ transactions, yet
much of it can be reported by respondents only in terms of book values
(acquisition costs), as noted above. In order to revalue in terms of
market values, or depreciated replacement cost, as a proxy for market,
the estimating agency will need additional data on asset prices, depre-
ciation rates, and lengths-of-life of depreciable assets. The report sug-
gests that mortality experience can be obtained in connection with the
small-sample detail on types of assets by period of acquisition, or by
special surveys such as those conducted by the IRS and Treasury
Department as background for the 1962 revision of depreciation
guidelines.

Incidentally, this will be one useful fallout of the wealth inventory—
additional data would be obtained on lengths of life that would be of
use in later revisions of depreciation guidelines by the Treasury
Department.

The price-data collection programs of the Bureau of Labor Statis-
tics need expansion in the field of capital goods and real property.
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Special studies are also needed of secondhand prices of selected types
of durable goods at successive ages, to establish patterns of deprecia-’
tion to supplement studies now done by the Machinery & Allied Prod-
ucts Institute and other groups.

PROCEDURAL SUGGESTIONS

I do not think that these are all spelled out in just this way in the.
report, but represent more my own thinking at this stage.

Given the decentralized nature of the Federal statistical system,
and the several agencies that would be involved in wealth data collec-
tion and estimation, it is clear that leadership and a degree of co-
ordination must be provided by the Office of Statistical Standards in
the Bureau of the Budget. The Office will inevitably be involved
In reviewing the requests for additional appropriations made by the
agencies that will be participating in the wealth program.

It is my view that an early start in expanding its estimates of tangi-
ble wealth should be undertaken by the Office of Business Economics.
Expanded work in this area could yield fruitful results, even with the
present inadequate data base, as proved by the work of Raymond
Goldsmith, Simon Kuznets, Daniel Creamer, and other private inves-
tigators. Just as important, the day-to-day work of rocessing exist-
ing data will help to clarify and specify the additional data, both
benchmark and survey, required to improve the coverage, detail, and
accuracy of wealth estimates. With 1ts accumulating experience in
this field, the OBE could lend strong support to the OSS (Office of
Statistical Standards) in providing guidance to the data-collection
agencies in planning and coordinating their asset inquiries. _

I think there is no way to learn how to do a job like starting to do
it and if the OBE starts getting in there making detailed, comprehen-
sive wealth estimates, it will learn just what more is needed. We have -
tried to outline it based on this ad hoc study, but the specifics can be
developed better in OBE as they attempt further work in this area.

Tt is also to be hoped that the Federal Reserve Board will strengthen
its work on flow-of-funds and balance sheet estimates, and participate
in planning improvements in the IRS balance sheet data collection,
and the collection of data on household assets, both tangible and
financial, in conjunction with the Census Bureau.

Finally, if we are to have the wealth inventories well undérway by
1970, the coming fiscal year is none too soon for the Census Bureau
and other data-collection agencies involved to begin pilot studies and
consultations looking toward design of the general and detailed asset
inquiries, and estimating the additional budget requirements.

I was just talking to Mr. Dessel of the Census Bureau before we
began, and he mentioned that there is now an item in the Census
Bureau budget for new items, and presumably some of that money
could be used in more detailed planning work during the coming fiscal
year, although I do not think there is a specifically earmarked fund
at this time.  This also goes for the Bureau of Labor Statistics with
regard to expansion of its price-data collection work in the asset area.
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CONCLUSION

There is no question in my mind but what the relatively small sums
spent on economic statistics by the Federal Government have been
repaid many times over by the improved economic erformance which
their contribution to economic understanding and policy has made
possible. I believe most economists would agree that improvement
in wealth statistics would make possible further significant advances
in our understanding of economic processes, and thus in our ability
to achieve desired goals. . .

I am pleased to see that Senator Douglas has come in. I feel quite
sure that he would agree that improvement of our estimates of
capital would make possible much greater understanding of the pro-
duction process, of the process of expanding production, since the
capital factor is a major one in production, and yet we are very little
ahead of where we were at the time he began his studies back in
the 1920’s with respect to the validity of our capital estimates. We
really have not made much improvement in this very important area
over these decades.

To end with a quote of the summary section of chapter 2 of the re-
port (p. 20):

‘Wealth estimates are needed in many types of general economic analysis: 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 holdings, and tax impacts. They provide a di-
mension not available in the income and product flow. estimates, and help im-
prove the accuracy of the latter.

The analyses made possible by comprehensive wealth estimates together
with other variables contained in the national accounts provide a richer back-
ground 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, mses for them
will develop that cannot now be clearly anticipated.

Senator Proxmire. Thank you very much, Dr. Kendrick, for a
comprehensive but concise presentation. I think we can go ahead
and question you and then hear from Dr. Creamer and question him
a little later.

If you were to list the four or five most important specific practical
uses for this new statistical study of wealth estimates, how would
you list them? I realize that you deal generally with some in your
final conclusion in your summary.

Dr. Kenprick. Yes.

Senator Proxmrre. But to be a little more specific——

Dr. Kenprick. Yes.

Senator Proxmire (continuing). Maybe you can do it best by giv-
ing some examples.

Dr. Kexprick. Well, perhaps I should first list several more gen-
erally, but I would also like to refer to the statements of eight users,
representing major user groups, and point out some of the uses that
they see themselves. But as far as I am concerned, I would put pro-
duction analysis No. 1. I mean not only do you need capital esti-
mates for the production function of the type which Senator Douglas
has developed, but there are efforts now to generalize the relationship
of production to capital stocks more broadly by counting not only the
tangible capital assets that we were concerned with in this report, the
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nonhuman capital assets, but also to estimate the value of the human
stock, that is the costs of rearing the human being and investing in his
education and so on.

Senator Proxmire. But that part of it, the human stock, as I under-
stand it from the first part of your statement and also from your study,
would not be included.

Dr. Kexprick. That is right, because we felt we had our hands full
just with the nonhuman. But what I want to say is that in conjunc-
tion with estimates of the human stock, these two stocks, the human
and nonhuman, really explain the movements of production, because
capital or wealth by definition is the capacity to produce, both human
and nonhuman capacity to produce.

Therefore, you would expect the GNP (gross national product) or
the measure of our output closely to parallel the movements of the
stock of total capital.

Senator Proxmire. At any rate, what you would do here is get
these aggregates, and they would have to be pretty generalized and
very large aggregates, and you would try to relate the increase in the
aggregate to the increase in production.

Dr. Kenprick. Right.

Senator Proxmire. The gross national product to personal income,
to other series, and determine if there is a pattern or connection ¢

Dr. Kexprick. Yes; the connection between the stock and the in-
come flow, not only for the Nation but also for the various sectors
and the industries in as much detail as one wants to go, because in each
industry the output is related to the stock that is used.

Of course, the other variable here besides the stock resources, human
and nonhuman, is the rate of return. Now, this would tend to fluctu-
ate somewhat over time, of course. So these two variables, the stock
and the rate of return, really explain production. If it is the national
objective, say, to obtain a certain rate of growth, one can see what the
investment requirements are for this. Or let us say quite apart from
any national objective, if a given industry sees a certain market for
its output, if the firms in that industry see a certain market for the out-
put ahead, they can estimate the capital stock required to produce that
output, and thus the investment needed over the coming period to
build that stock of capital.

Senator ProxmIire. Would you be able to work out a rate of return
that would mean anything for the overall, for the wealth of the entire
country? In other words, the way a corporation does it, could you get
the assets minus the liabilities with the net worth figure based on your
inventory, and then relate a figure of net income to that net worth that

-would give you a rate of return for the Nation as a whole? _

Dr. Kenxprick. This is exactly what I am working on, Senator
Proxmire, at the National Bureau of Economic Research.

Senator ProxMIRe. You have not come up with the income figure
that you relate to this net worth ?

Dr. Kenprick. I have not gotten that far yet. I just started this
after the conclusion of our wealth inventory planning study. Actually
this study group was liquidated at the time we completed the study.
That was our objective and we spent our funds, and so this group
really was terminated at that time. But after that, I began a research
study at the National Bureau of Economic Research trying to measure
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all types of investment, both tangible and intangible, and the associated
stocks of capital, human and nonhuman—the Bureau has been doing
a good deal of work in this field, and my last step will be to try to relate
net income to this stock to see what the return is over time.

Senator Proxuire. I see. Then production analysis would be your
first specific.

Dr. %ENDRICK. Right.

Senator Proxmire. Do you want to list any others?

Dr. Kenorick. Yes. Next, No. 2, demand analysis. First of all, the
demand for capital goods. It is obvious that if you have data on the
stock of capital goods and the age composition of the capital goods,
you have a pretty good idea of replacement needs, and also this gives
ﬁm a background for estimating new investment demand. The

achinery and Allied Products Institute uses this method in its area.
McGraw-Hill makes a rather detailed survey of metalworking indus-
tries to get the machinery that they have in some detail as a basis for
estimating the demand for metalworking machinery. Quite a few of
the transportation areas try to estimate the demand for transporta-
tion equipment by looking at the stock of equipment on hand, its con-
dition, and the expected Increases due to the growth of output that
they anticipate.

s); this has a very practical market analysis use.

Senator Proxumire. I see how there is a practical market analysis
that is going on as you say right now in specific industries. But would
you say that there would be a practical market analysis or a practical
analysis that would be useful to Congress and the administration in
determining fiscal and tax policy overall on the basis of say the replace-
ment needs, evaluating tax policy, evaluating depreciation policy, and
so forth?

Dr. Kenporick. Yes; in two respects. I was mentioning the specific
market for capital goods first, but, in general, demand in the private
sector is influenced by the holding of assets of the different sectors.

Senator Proxmire. Holding of assets? ,

Dr. Kenprick. For example, if consumers have more liquid assets,
financial assets, at one time than another, they are apt to spend more
money, so this helps in assessing consumer spending. Their durable
goods holdings are also relevant. Here again through estimates of
stocks, some idea can be obtained whether the present stocks are
inadequate or whether the market is relatively saturated for the
short run, and this helps to gage the short-term demand.

With respect to business investment, the points I just made are
relevant, I believe, as background for assessing investment demand.
Thus for purposes of short-term business projection, which does affect
your fiscal policy decisions, these wealth estimates would be useful,
I believe.

But more specifically, I think estimates of the assets holding by the
Federal Government would be relevant, too, with respect to the
requirements for new investment by Government in construction and
purchase of equipment.

Senator Proxmire. In production analysis; and then give me just
one more ?

Dr. Kenprick. Let me just glance at this summary listing I have
to see which of these I would pick out.

49-056—65—3
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One more that I will mention is rate of return comparisons among
industries. If you have estimates of the net worth or of the total
assets or the invested capital, all variants of each other, in different
industries, you can compare the profit rate in the different industries.
Now this can be used for various purposes. One immediate purpose
isin connection with public utility regulation, the rate of return which
is allowed by the various public utility commissions is set with
reference to rates of returns in other industries, usually with some
allowance for the fact that the public utilities are often not as volatile
or as subject to cyclical fluctuation, and the fact that their return
is perhaps subject to less risk, so usually the return allowed is some-
what less than 1n manufacturing, say.

But, nevertheless, better estimates of rates of return would perhaps
help in better ratemaking in the utility area. This is a rather specific
use.

Could I take just a minute to look at the statements by the eight
user groups because they list some interesting uses, and I think I
can run over those very quickly. I marked some of the uses last
night.

enator Proxmire. Yes; or you can put those in the record at this
point. Ithink you have made an excellent reply.

Dr. Kenprick. Thank you.

Senator Proxmire. Pointing to the two or three most important
areas, production analysis, demand analysis, rate of return, why do you
not cite the page where these are, and they may be put in the record
at this point.

Dr. Kenprrck. All right. TLet me just refer to pages 167 through
176,% giving the uses envisaged by eight major groups, user groups. I
might mention one of these was by the National Resource Evaluation
Center in the Office of Emergency Planning. For emergency plan-
ning I think it is useful to know our productive assets by industry,
where they are located, and so forth. This is a specific Government
use. Let me just add one other use, because these studies are not as
well known as they should be, I believe.

The Budget Bureau is now doing some pilot studies of productivity
in a number of Federal agencies. They published a report last year
on five agencies in which they developed measures of output of these
agencies and related them to the employment in the agencies, and,
where they can, they relate them to the capital equipment and floor
space used by the agencies.

The Post Office was one of the agencies studied in this pilot study.

Now, I think it is obviously useful to have estimates of the capital
stock used by the Government agencies. The General Services Ad-
ministration had already made a pretty good inventory of structures,
of plant, of office buildings and so on. But we need a comparable
inventory of the equipment used in Government.

One of our recommendations was that the General Services Ad-
ministration conduct the same sort of inventory of equipment in use in
Governmnet agencies as they have of the buildings.

Senator Proxmire. My time is up. I do want to ask one more
question with the sufferance of my colleagues. You have an interest-

2 Op. cit.
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ing concept of wealth which I think differs perhaps from other alter-
native concepts, as net worth. For example, it would be conceivable
that the Nation, speaking not of the Federal Government but of the
Nation as a whole, private industry, might under some circumstances
borrow a very large amount, invest that large amount, immensely in-
crease assets {;ut increase debt by a strictly comparable amount. Ac-
cording to your definition there would be no increase in wealth.

Now, it would seem to me that if this were the case, in most countries
of the world our popular conception would be that the wealth of the
country is increased, and I am not so sure that that would not be a
pretty good common sense evaluation of the situation.

Dr. Kenprick. You are quite right that our total assets would in-
crease. However, if you subtract liabilities from assets to get net
worth

Senator Proxaire. I understand.

Dr. Kexporick. In your example, if they borrowed all of the money
required for the new projects, there would be no immediate increase in
net worth of the sector, but there would be in the Nation. And I
would think if these were productive investments, that gradually net
worth would increase as the value of the assets rose relative to the
financial liability.

Senator Proxmire. Then what your concept does is to require proof
that the investment is productive, and that proof has to be established
historically on the basis of the return which accumulates because the
asset exceeds the cost of the borrowing of the money and servicing the
liability, and therefore it is quite a conservative concept.

It is the regular accepted established private conception of what
most of us feel wealth is, and I think from that standpoint it is one
that is highly defensible although I can see its limitations.

Dr. Kenprick. I think that is true. Let me just say that one vari-
ant of valuation of the Nation’s wealth would have a somewhat dif-
ferent basis. If in the corporate sector, for example, you valued net
worth in terms of the stock market valuation of the equity of the firms,
this would tend to fluctuate as the market and thus as the evaluation
of the future earning power. _ '

However, we favor valuing assets in terms of their individual mar-
ket value, assuming orderly marketing procedures, although we also
suggested that this alternative valuation, using the value of equity,
would be an interesting alternative for comparison purposes, and the
ratio of these two values would be of interest in indicating the strength
of confidence in the future, and so forth. But this was merely as a
variant type of measure.

Senator ProxMire. Senator Douglas. I am happy to call on Sen-
ator Douglas who, as you said, Dr. Kendrick, is not only nationally
known as an economist but is one who used wealth statistics years ago
and is more familiar with the problem than any other Member of
Congress.

Senator Doucras. That wasin a previous incarnation.

Dr. Kendrick, as you know, the Census does make estimates of na-
tional wealth, or did up until 1922, I think, and in manufacturers the
statistics of capital given from approximately 1880 to 1919. The
1880 figures, as I remember it, were rather poor, but from 1889 on, 30
yvears, they have not been bad. Now, they were discontinued; manu-
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facturing statistics were discontinued in the 1920’s. Did you ever find
out why they were discontinued, instead of improved?

Dr. Kenprick. I would like, after saying a few words, to refer
this question on to Dr. Creamer if I might, since he has worked in quite
a bit of detail with those manufacturing estimates that you men-
tioned, and knows a good deal more about it than I.

Senator Doueras. My question was really a rhetorical one.

Dr. Kenprick. Yes. :

Senator DoucrLas. Those figures were discontinued upon the recom-
mendation of the Joint Committee on Economic Statistics of the
American Economic Association and the American Statistical Asso-
ciation, which said the figures were unreliable; you could never make
anything of them ; it was just a blind alley ; no further attention should
be paid to the subject, and so on.

I would now like to ask you whether you regard that as a fortunate
decision or an unfortunate decision.

Dr. Kenprick. I certainly regard it as an unfortunate decision. I
think that part of the problem was that there was uncertainty as to
the valuations used in these estimates. Presumably they largely re-
flected cost of acquisition. I think that if the basis of valuation had
been determined more specifically and then an estimating agency of
government had revalued these estimates in terms of current values
and then perhaps deflated so as to get a real series, constant dollar
series, that this would have represented great progress, and I would
like to have seen those improvements made at that time.

Senator Doucras. Of course the figures could have been improved
but here you have a committee of experts recommending that they be
completedly junked. The moral I draw from that is “Beware of
experts.” They are not always right.

r. Kenprick. But usually we come back eventually to the right
track; at least I hope so.

Senator Doucras. After40 years?

Dr. Kexpricx. Yes. .

Senator Douceras. And think of what could have happened in the
meantime. I think what you ask for is highly important, but for 40
years it has been worth less due to the fact that the pundits of the
1920’s said there was no future in any work of this kind.

Now, have you followed the annual indexes or annual censuses of
production in the British Commonwealth ¢

Dr. Kenprick. Not specifically.

Senator Doucras. You know they have very complete annual
volumes of not merely manufacturing but industry as a whole, and
I think they are invaluable sources. Canada, as I remember it, has
one. Australia and Victoria and New South Wales have separate
ones. South Africa had one at one time. I think the British domin-
ions have gone further than any other political units in the world.

There is one question I would like to ask and that involves the
capitalization of land and natural resources. How can you separate
what is an improvement in the land from an increase in the value
of land due to pressure of population and increase in production in
other lines?

Dr. Kenoricr. This was one of the difficult technical problems
among many difficult problems that we had to face. We set up a
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special working group on natural resources chaired by Neal Potter, of
Resources for the Future. As I recall, one approach that was sug-
gested—and I would like to refer this on to Mr. Popkin on my right,
who was the working secretary of that group—but as I recall, one
approach suggested was to get the owner estimate of the current mar-
ket value of the land then to estimate the value of the structures based
on depreciated replacement cost. That 1s, get the original cost of the
structures, apply a price index to that to bring it up to current value
plus a depreciation rate; then subtract that depreciated replacement
cost of the structures from the market value of the whole parcel.

Some taxing jurisdictions, I think, try to separate the tax base for
the land from that for the structures, but I think this is done rather
roughly, although that is one possible division. But this other method
is another possible statistical approach. A

May I ask Mr. Popkin if he has other thoughts on this subject?

Mr. Popkin dealt with this area.

Senator Doucras. Yes; I think that would be helpful.

Mr. Popxin. I think Dr. Kendrick has covered the way in which
the physical capital located on a particular acreage would be valued.

Senator Doucras. I am speaking about the value of the land itself.

Mr. Poprin. With respect to just public land, the recommendation
was that regional valuation boards be set up and attempt to value the
land based on a concept of what a comparable piece of land might
be selling for on the market if you can find one.

Senator Doucras. Here is a question. Do you recognize an increase
inland values as an increase in wealth ?

Mr. Porrin. Yes.

Senator Doueras. You do?

Mr. PopriN. Yes.

Senator Doucras. Is it that, or is it simply the ability to command
wealth created by others or by other industries?

Mr. Popkin. The price of land would rise in a constant dollar sense.
The land should alternatively be valued in terms of its productivity,
so that an increase in value apart from an increase in the productivity
would be recognized.

Senator Doveras. Productivity in terms of physical quantities or
productivity in terms of dollars ?

Mr. Porrin. You would in a sense get both estimates, I would think.
One would be the market value estimate and the other would be the
constant value estimate.

Senator Doucras. You are an economist. You have undoubtedly
studied Ricardo. What would Ricardo say on the increase in land
values? Isthat an increase in wealth? TIs it not true that when you
get a tremendous increase in population, that this will naturally make
land more of a scarce factor and will send up its market value?

Mr. PopriN. Yes.

Senator Doueras. But does that mean you are any wealthier or does
it not simply mean that the land now can command more of the market
but not necessarily produce more ?

Mr. Porrin. Asa matter of fact, this is the source of the pessimistic
growth theory of Ricardo.

Senator Doucras. What decision did you make? You can produce
figures on the increased valuation of land showing that the country is
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becoming very much more wealthy, but is that an increase in wealth
or is it simply an increase in the ability to make wealth, to appropriate
wealth created elsewhere?

Mr. Porxin. If the product of the land gains a higher reward then
the value of the land per se has risen, although if the product is un-
changed in its quality or its real value, then there would be no increase
in real wealth.

Senator Doucras. Forgive meif I say this, but I think a little read-
ing of Ricardo plus Henry George might be of some assistance on that
point.

That is all.

Senator Proxymire. Congressman Curtis.

Representative Curris. Thank you, Mr. Chairman.

Let me first state how pleased I am with the work that your group
has done, and express to the chairman of our committee my apprecia-
tion for holding hearings on this study and starting the dialog on what
I regard as one of the most important subjects that we can develop.

I share the enthusiasm that has been expressed in your report, in
your statement here, and by the chairman, in the value that can be
obtained from moving forward. I regard this as only a beginning,
and I suspect you probably do, too.

Dr. KenprIcE. Right.

Representative Curris. I was interested in getting a little more
evaluation on the part of your group of the work which the Commit-
tee on Government Operations has done in compiling a Federal real
and personal property inventory report of the US. Government,
covering properties located in the United States, in the territories, and
overseas as of June 30, 1964. I note that your task force does say on
page389:1

The Federal inventory report of the House Committee on Government Opera.
t@gns is an approach to a balance sheet, but without the liabilities and net worth
side.

I thought that they did have the liabilities in there. I know that
they used cost value as the acquisition cost rather than the net worth.
But I thought they did try to get liabilities in there.

, Dr. Kenprior. If they do, I do not believe they set it up as a balance
sheet.

Representative Currts. Oh, I thought this was a net figure. I have
the reportin front of me. Maybe you do, too.

Dr. Kexprick. Yes; I just got it.

Representative Cortts. There is a comparison of reported invento:
values worldwide, and their 1964 figures show a grand total of $324
billion. Now, I thought that that was an attempt to give a net figure
as far as liabilities and assets were concerned, although as they state
in here, this is acquisition cost. There is an attempt, I might say, in
real estate values, for example, to try to get net worth.

I wonder if you would do this, because it would help me, inasmuch
as this is a governmental document. It is the only one I know of
where they are trying to do this. Iknow the committeeis very anxious
to improve its methodology. If you would—for the record—and if
the chairman would approve, give us some criticism of the techniques.

1“Measuring the Nation’s Wealth,” Joint Economic Committee, December 1964.
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I mean criticism in the proper sense of the word—constructive com-
ment as well as where you think there are weaknesses.

Dr. Kenorick. I think that this report is an extremely constructive
effort, and I think that the congressional committees that inaugurated
and continue this are to be congratulated for trying to get a summary
picture of the assets of the Federal Government.

A major criticism is the one of valuation which you have already
alluded to. Most of the realty is revalued to present-day values, what
it is estimated this property would be worth in the market, if there
were a market for it. And, of course, there is a potential market for
much of it.

However, with respect to the personalty, as they call it—the equip-
ment and so on—this is valued at original cost, and thus it probably
is somewhat undervalued, and the prices have risen over time.

Representative Curtis. Well, it could be overvalued. In fact, I
would suggest it probably is, because there is no depreciation allow-
ance in all of this.

Dr. Kenporicx. True, so that what I should say is that the original
cost value gotten by the Treasury Department for the personalty does
not accurately reflect current values. Whether it overstates or under-
states is something that could only be determined by a study of this,
and one of our recommendations in this group was that the General
Services Administration make a complete inventory of personalty, just
as it has for the realty.

Representative Curtis. Yes.

Dr. Kenprick. So that we could get at the current value.

A minor criticism is that apparently this inventory is not a hundred
percent complete. Gradually, since the beginning of this inventory
in 1955, I believe additional items have been drawn in; so some of the
increase is due to its expanded coverage, and I believe it is almost com-
plete now, but there are still some items that are yet to be included.

Representative Curtis. I think the field is aboiit complete but you
are very right.

To the extent that there might be further criticism, under the priv-
ilege which you have to revise your remarks, I would like you, if you
would, to extend your remarks to help us on updating the criticism
on this document. I know the committee itself would appreciate it,
and I think it would be a good thing.

I would like to add one thought of my own. Let me say first that
I am very anxious for those who want to have a Federal capital budget
to encourage this to come about. I am a little bit tired, though, of
those who keep talking about wanting a capital budget in relation to
our dispute or dialog over how high the Federal debt might be and
what our particular expenditures might be. When I seek to say,
“Yes, let us do it and let us take a look as best we can at what our
;ﬁpi}tlal expenditures are,” they do not seem to want to carry the dialog

rther.

On page 11 in this same House committee report is a breakdown into
personal property and real property. It shows the Department of
Defense. - Under personalty, $127.7 billion is the Department of De-
fense equipment supply stock inventories, et cetera. The Department
of Defense, including 1-year function, $41.47 billion for a total of $169
billion, which leaves only $155 billion of property in the civilian sector.
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Another subcommittee of the Joint Economic Committee is engaged
in studies of governmental procurement, including military procure-
ment as a part of it. One of the things they have noted is the tremen-
dous military surpluses that grow up. This is necessary because of
the nature of obsolescence that 1sbound to occur in military equipment.

But those figures run over $20 billion of that material which is put
on the surplus list. We have been selling about $7 to $8 billion a
year—I think that is about right—of cost value on which we realize
only 3 or 4 cents on the dollar, which gives a pretty good indication
of one thing: Military equipment, including military installations,
almost has to go on a capital budget book at $1. They are single-
purpose types of buildings or equipment—a very necessary purpose;
which is, to defend the wealth we have rather than wealth-creating
itself.

I have always felt in a proper capital budget, including an estimate
of wealth, we have to have a more realistic method of evaluating
military assets.

Dr. Kexprick. Yes, sir. I might mention one of the points made
by the working group on Federal Government wealth was that de-
preciation should be estimated on the equipment. We had some dis-
sent from the Department of Defense spokesmen in that they felt that
as long as the military equipment were usable, or being used in place,
that it was not depreciating until it was retired. But our feeling was
that—when I say “ours,” I mean mine particularly—there is an ele-
ment of obsolescence going on all the time in military equipment and
that this gross value that they list is rather unrealistic.

Representative Curtis. As a matter of fact in the private sector the
very interesting thing to me in today’s depreciation schedules and
depletion allowances is the factor of obsolescence vis-a-vis wearing out.

Dr. Kenprick. Right.

Representative Curtis. Wearing out means nothing today in a dy-
namic economy. It is obsolescence, and in the Military Establishment,
the whole purpose almost is to continually render what they have,
obsolete, by advancing. What is the DEW line worth today? Yet it
is probably in these inventory figures at original cost acquisition,
which is around several billion.

Dr. KeNDRrICK. Yes.

Representative Currrs. That is too high. I see my time has run out,
but I want to bring out one final point, and then I will come back,
again trying to get this whole thing in context first.

I was a little disturbed at your first statement, comparing our inade-
%uaqies to what has been done by the Japanese Government and the

oviet ;Union. The seeming backwardness of the United States
results from a clearer and much more advanced understanding of the
complexities resulting to a large degree from the development in our
country of accounting systems which are required by the maturity
and sophistication of the Federal income tax and the very complexi-
ties of our society. I know that the reason for this to a large degree
is that under the 16th amendment we can only tax income and not
return of capital. We have had to develop very complicated systems
of accounting to try to determine that which is capital and that which
1snot.



MEASURING THE NATION'S WEALTH 21

I would not seek to use a comparison between the U.S. development
in this area with Japan, Russia, or anyone else, as a spur to have us
move forward. Lord knows, as I have previously said, I think this
is one of the most important areas to move forward in. Having this
committee or another subcommittee trying to evaluate Soviet Russia’s
economics is misleading. Even comparing statistics in this area, which
we are trying to do, inadequate as it may %e, seems to me to put it com-
pletely out of context.

You can respond riow, and later I will develop this further.

Dr. Kexprick. Yes; I would like to respond, Congressman Curtis,
to say that perhaps the chief reason for the Soviet inventory and census
of tangible, reproducible assets in my view, after reading the good re-
port on this written by Mr. Kaufman, was that it was undertaken in
order to improve the accounting in their individual producing units.
Apparently the management—the economic management—in the
Soviet Union was fouled up to some extent by the poor accounts in
individual units, and they conducted this inventory in part in order to
force the individual enterprises to develop consistent balance sheet
estimates and depreciation estimates for the purpose of better control
by the economic authorities there.

Now, obviously, this would not be our purpose at all and, for that
reason, we did not recommend the comprehensive type of census that
the Soviet Union conducted. They went down and counted every piece
of equipment and had engineers estimate its condition if it was of
any value at all in order to get at the wear-and-tear factor. Obviously,
we do not need this kind of information, because we are not a. centrally
planned and controlled economy, fortunately, for our efficiency.

However, my point is that while you are correct that we do have
excellent accounting practices in American industry generally, par-
ticularly in the corporate area, we have not adequately tapped into
this data yet to get aggregate-type balance sheet estimates for the
economy and for industries, and 1t would be helpful in our analysis
as background for policy to tap into this and get global estimates
with a good deal of detail by industry, region, and so forth, as an aid
in our economic policymaking.

Representative Curris. Thank you.

Thank you, Mr. Chairman,.

Senator Proxmire. I think it would be helpful, in view of the fact
the hour is getting late, if we hear from Dr. Creamer and then come
back to question either one or both.

Dr. Creamer was chairman of the advisory committee of the study
and is the manager, Special Projects Department of the National In-
dustrial Conference Board.

th are glad to have you with us this morning. You may go right
ahead.

STATEMENT OF DANIEL CREAMER, MANAGER, SPECIAL PROJECTS
DEPARTMENT, NATIONAL INDUSTRIAL CONFERENCE BOARD

Dr. Creamer. Thank you, Senator.

T havebeen asked to summarize the recommendations of the advisory
committee to the wealth inventory planning study. I served as chair-
man of the group. This invitation automatically carries with it a
firm constraint on the length of my statement since the advisory com-
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mittee’s recommendations were expressed in four printed pages of
rather lean prose.

Before highlighting the recommendations, by excerpting its state-
ment included the wealth report, I would like to mention two back-
ground considerations. One is the composition of the committee of 14.
The primary consideration guiding the selection was expertness in
one or more facets of this many-sided project. Some were skilled in the
estimating arts of the national accounts, others in the statistical science
of data collection, and still others in economic analysis in which the
stock of wealth is assigned an important role. Thus both producers
and users of wealth statistics were brought together to advise and
evaluate. Many alsohad expert knowledge of a particular sector of the
economy-—agriculture, natural resources, manufacturing, trade, and
finance, to mention the more notable examples. More by happenstance
than design exactly half of the committee members were affiliated with
Federal governmental agencies and half were not. Of the latter, two
hold positions with private industry, two occupy academic posts, and
three labor in private nonprofit research organizations.

Now, expertness often leads to strongly held views. Yet despite the
expertise of the 14 committee members and the diversity of their spe-
cialties and backgrounds, the committee’s recommendations had the
unanimous support of its members. Although individual members
were free to prepare supplemental statements on issues about which
they were not in substantial accord, none chose to do so. This is the
other background consideration that I should like to underscore.

Of course, if the recommendations are so general as to be empty of
content, unanimity in itself is not impressive. The following sum-
mary of the advisory committee’s recommendations, I trust, will per-
suade the members of this subcommittee that our consensus dealt with
substantive matters and not empty generalities.

It is the unanimous view of the advisory committee that:

1. 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. (A
score of searching questions are cited that now go unanswered for the
lack of national and sector balance sheets.)

2. Present information concerning tangible assets ; that is, structures,
equipment, land, and inventories 1s, on the whole, less satisfactory
than data for financial items. Estimates of tangible assets, therefore,
deserve priority in the collection of additional data.

3. The time 1s now at hand to initiate the planning and testing with-
in the Federal statistical establishment that must precede an expan-
sion of wealth data collection and the Office of Statistical Standards
should act vigorously in this field.-

4. A one-time census of wealth will not meet the needs of the analyst
and policymakers. Rather, existing Federal statistical programs
should be expanded to make possible benchmark year estimates which,
in turn, would be extended annually with periodic adjustment to new
basic data as they become available for particular sectors. The an-
nual series should also be deflated to provide estimates of the value of
tangible assets in constant prices.

5. Respondents to census and other inquiries usually neither should
nor would be expected to provide information in such a form that it
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could be directly incorporated into the aggregate estimates. To pro-
ceed otherwise would exceed the limits of what respondents can rea-
sonably provide. The burden of transforming reported data into a
consistent and significant whole would rest upon the responsible Fed-
eral statistical agencies.

6. Proposals for collection of financial data to improve and expand
the financial as well as the real components of national and sectoral
balance sheets merit careful attention. The suggestions of the report
furnish a construction point of departure for further progress.

Finally, and by way of recapitulation, the advisory committee urges
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 com-
plement 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 obviously will
not be perfect. But if we had waited for complete answers to all ques-
tions, we still would not have the U.S. national income and product
accounts.

‘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 convinced that they can and will be
steadily improved to provide the empirical basis for a major advance
in economic understanding.

In short, the advisory committee recommends the entire wealth
study report for serious consideration by all those persons, both in and
out of the Federal Government, who are interested in improving eco-
nomic 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 report also contains
much that will be of value to scholars concerned with these problems.
For this reason, your subcommittee has already performed a valuable
public service in this field by arranging for the publication and dis-
tribution of the wealth study report.

It is the hope of the advisory committee that this subcommittee, and
through it the Congress, will be persuaded by this wealth report that a
wealth inventory and national and sector balance sheets are both
necessary and feasible and that concrete proposals to implement this
will, therefore, receive congressional financial support.

Senator Prox»re. Dr. Creamer, in achieving this unanimous rec-
ommendation for proceeding promptly to move ahead, how much
weight was given to the cost of thissurvey ¥

Dr. Creamer. Well, we felt there was no adequate basis for an
evaluation of costs.

Senator Proxmire. You felt that the experience in 192022 was too
remote, too distant, and the results too limited to perform a basis for an
estimate?

Dr. CreamEr. Particularly the latter—results were much too limited
to form the basis of an estimate. We must and can do a better job.

‘Senator Proxmire. Then I take it that your recommendation, while
enthusiastic, is at least tentative in the sense that as responsible people




24 MEASURING THE NATION’'S WEALTH

all of you would feel that you would have to get some idea of how ex-
pensive this is.

Dr. CreamEer. Thatisright. )

Senator ProxMire. Presumably it would be a matter of a few million
dollars. It would not be a matter of a great many.

As I understand it, the cost of the annual population census, decen-
nial population census with all of its ramifications, et cetera, is in the
neiﬁrh;oorhood of what—$100 million? I heard that somewhere;is that
right?

r. Kxowres. If you include the economic census which is part of
that decennial package, it came out to something like—I think—$120
million the last time. It will probably come out in 1970 to something
a little higher than that.

Senator Proxmire. Atany rate, you would estimate that this project
would cost a great deal less than that, a fraction of it; is that correct?

Dr. CreaMEr. Yes. 'As has been explained, the expectation is that
additional questions or schedules would be added to the regular census
schedules to collect this information.

Senator Proxmire. Right. How would the inventory be accurate?
This is a question that either you or Dr. Kendrick may want to respond
to. Just taking, as I understand it, a period of 5 years rather than 1
year, and then you simply would estimate to bring it up to date. ‘Say
you started in 1976 to work on the 1980 census.

Dr. CreamEr. Yes.

Senator Proxmrre. You have to do that, I take it. Then in 1976 you
would make one-fifth or 20 percent roughly of your inventory, and in
1977 you would make another one-fifth, and so forth. In 1980 you
would have made the total inventory. Then you would try to update,
estimate what the depreciation factor, et cetera, would be between 1976
and 1980.

Dr. CreamEer. I think that is essentially right, except we are more
optimistic, and we are shooting for 1970.

Senator Proxmire. Oh, yes. I am not assuming that 1980 would
be the first year. I am just saying that. You could start next year
then, 1966.

Dr. Creamer. In 1967 when some of the economic censuses will
again be taken.

Senator Proxumire. I see. Now there is a great deal of talk, as you
know, regarding one of the big issues on statistics now before the
Government : Whether we should have a quincennial census instead of
a decennial census—once every 5 years. I presume that if we had
population and other significant statistics that you would also want
wealth on a quincennial basis?

Dr. CreaMEer. Yes.

Senator Proxmire. You would ?

Dr. Creamer. Well, if it is useful for other purposes, certainly that
opportunity should be exploited for the wealth estimate.

Senator Proxmare. How about the burden on the respondents?
There is a tendency—and a perfectly understandable tendency—for
all of us who want information to say let us get it. An additional
question is not so bad. Yet we are all aware of what some of our con-
stituents tell us about the burden of responding. This is true of small
business and of big business. How much of a burden would this con-
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stitute say on a business of small size, 25, 30, 40, or 50 employees?
What would they have to do to give an accurate and honest reply?

Dr. CreaMER. Well, probably no more than they have to do now
when they apply for a loan to a bank. It would be their balance
sheet plus some detail on the types of tangible assets that they now
have, which would again be reported, as Dr, Kendrick has mentioned,
in book value terms. The transformation into current values would
be done by the estimating agency. The plan is not to ask the respond-
ent to prepare or maintain records that he is not now keeping. It is
more a matter of culling the relevant material from existing records.

So I do not think the burden—obviously it is an addition—I do not
think it would be considerable, and in due course we hope that the
results will convince him that 1t is worth while.

Senator Proxyire. Would you go down to the homeowner, the auto-
mobile owner? A family rents an apartment, his assets consist of a
little clothing and an automobile, they are very limited, maybe a
net worth of a few thousand dollars, maybe even a few hundred in
some cases, and these people by and large would be sampled.

Dr. Creamer. Thatisright.

Senatéor Proxmre. And you would make an estimate based on that
sample ?

Dg. Creamer. Thatis correct.

Senator Proxmire. And how la.r§e would be the unit which is com-

rehensively and fully inventoried¢ Do you set any benchmark, that
1s a firm that employs over a thousand people or has assets over $10
million or $100 million, to get a full inventory, or would you sample
the whole universe in that carbon ¢

Dr. Creamer. Well, I think this would vary with the particular
item of wealth or facet of it that is being considered. For some pur-
poses, presumably—for example, in manufacturing—we would use the
same cutoff that 1s now used in the annual survey. But for deprecia-
tion information—length of life and depreciation curve—you would,
I think, use a much smaller sample and not this sample which, 1 be-
lieve, includes all companies that have an establishment employing as
many as 100.

Senator Proxare. You would not have any specific cutoff then, as
I understand your reply.

Dr. Creamer. Well, for the—-

Senator Proxyire. You would not require, for example, American
Telephone & Telegraph and General Motors and the very biggest firms
which, of course, by themselves are so important. You would feel, in
some areas at least, a sample would be satisfactory.

Dr. CrReaMER. Yes.

Senator ProxMire. Do you want to add something, Mr. Knowles?

Mr. Knowres. Yes. The agencies, of course, have been very
conscious of this problem. One step that many of us have advo-
cated for years will, I hope, be in the next census cycle. This plan
would malke it possible for enterprises below a certain size to use one
form to take care of both the census and the tax returns. They would
use the tax return in effect for those particular years and simply pick
up the material which is filed automatically with the Internal Revenue
Service, and the firms in those particular size classes and types of busi-
ness would not have to fill out a separate return at all.
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In other words, regarding the number of forms being filed, wherever
they can they are moving toward reducing this number drastically;
where they can use something that has to be made out and filed anyhow,
and not alter or amend the basic form.

If the information is already on one form, a second form will not
be necessary, because we now have complete identification of individ-
uals and companies. You can do this by machine; thus a machine
will do the filling out of the form for the Census Bureau and not the
respondent.

Representative Curris. The point is this. I was going to ask this
question. The Internal Revenue Service has this data on the income
tax forms. Every business has a depreciation schedule.

Mr. Kxowres. This is almost so, sir. There are some firms that do
not, but it is true that they could do this from the tax form wherever
this is feasible. That would mean, in this inventory of wealth, wher-
ever possible they would utilize existing forms—for example, the regu-
latory agency requires census-type forms for regulatory purposes filed
with, say, the Interstate Commerce Commission. Thus they have a
complete inventory of railroad assets. These would be picked up
rather than writing a new form for somebody to fill out. What this
group is really recommending is a marginal add-on to existing forms.

Actually, this would, I suspect, in the business sector, mainTy affect
firms above some minimum size. 'To the extent that they can—in the
Internal Revenue Service—they would pick up many assets. There
may be a few places where you would have to reform some of the re-
porting practices, IRS forms, so that it is clear what you are getting
for this purpose. But this is perfectly feasible with a minimum
response ‘burden.

enator Proxmrre. Do you want to respond ?

Dr. Kenprick. I know you will want to explore this more with the
Census Bureau representative on Thursday, but it is my impression
that the Census Bureau would mainly be concerned with multiestab-
lishment firms. As Mr. Knowles said, they are trying to use the IRS
tax returns to the maximum extent possible for single establishment
firms. But when you have a big company with a lot of establishments,
we feel it is important to get the asset data by establishment, which

“they do not report to IRS, and so here the Census Bureau would add
questions to their establishment surveys.

However, they are able now to link in these establishment returns
with the company returns through consistent coding. So in effect
what you get is a_breakdown of the company statistics for IRS pur-
poses on_an establishment basis, the industry classification of which
is more significant. 4

Senator Proxmire. I think that your response has been very helpful.
I do think that on Thursday perhaps we can get as accurate and com-
prehensive as is available a reply as to both the cost of this census and
the respondent burden from Messrs. Bowman, Goldman, and Hansen.

Representative Curtis. I was very interested in this develofgment.
Let me carry a little further my own observation on some efforts I
made in promoting and introducing what I call the seed corn tax credit
for small business. This is what I am really after. It was corrupted,
[ might say, to the investment credit which was enacted into law. Note
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the investment credit is measured only in depreciable assets, further
investment in depreciable assets as capital investment.

The point is that that will help the manufacturing sector, which
largely invests in depreciable assets—machinery, buildings, and so
forth.” But the great movement in our society noticeably is in services
and distribution, not manufacturing. Your capital assets there are
accounts receivable and inventory. This is one of the harder thin
to measure in the Internal Revenue Service forms, the depreciable
assets, the actual tangible wealth being pretty well set out.

However, I simply want to make clear for the record that we were
able to get fairly good estimates on accounts receivable of businesses.
These are small businesses throughout the country, and inventory.

As far as the small business in the distributive service field is con-
cerned, if it goes from doing a million dollars to $2 million, it has to
increase its accounts receivable and has to increase its inventory. It
becomes a capital investment.

I wanted to move to the third point to try to get this matter in full
context. This has been developed to some degree in the interrogation
up to date, and certainly you dwell on it. So picking it out does not
mean that you have neglected it at all.

As you point out, your work has been in what we might call the
nonhuman wealth, the material things. I continually pose a hypo-
thetical question to businessmen, and I now am satistied with the
answer, and it is very general. What if you were confronted with the
proposition of losing all of your physical assets, your equipment, or
as an alternative losing the personnel that you have built up over a
period of years, skilled personnel? Which would you choose ?

There is no hesitancy at all. They say, “We will take our personnel
and go to work in a barn.” I.G. Farben Co. is probably a good indica-
tion of the meaningfulness of this answer because that is almost what
they had to do.

T think that as an economy continues to mature, as ours does, this
emphasis is even greater than before. The human skills and putting
together of a personnel organization becomes even more important
than previously in relation to the physical assets.

In other words, contrary to the cartoonists’ vision of automation,
with a machine displacing the man, it is just the reverse. There is more
emphasis on the needs of human abilities and human skills.

This does not detract from the importance of this study, I want to
emphasize. I again say—and I am so pleased that our chairman has
done the work necessary to bring about these hearings—I simply want
to put this in context, lest anyone gain the idea that we are hitting at
the whole of this even more difficult area.

I have always worried about the use of the gross national product as
a method of measuring wealth. It is a measure of economic activity.
The activity can actually be going backward, and I have seen it
happen where it has been going backward.

It is true, I think, that over a range of years if you have a gross
national product of $650 billion in relation to one of $200 million, and
then account for your price changes, you can presume that the $650
billion of economic activity must be on a bigger base of real wealth
than that which is producing the $200 million. But along this line
I had some correspondence with Professor Macklup of Princeton
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University who, in one of his recent books—and I put a chapter in
the record—develops other measures of real wealth in society. He was
talking in terms of knowledge, how to measure these things. I was
going to ask you for your comment, but I want to enter two other
thoughts that seem to be of importance.

I have already mentioned the tremendous rate of obsolescence. Qur
accounting system, Federal accounting system, our tax system, had
not even caught up with these ideas. TFor years I have been trying
to get better depreciation schedules for buildings. I have noficed
the phenomenon—I saw it in St. Louis in my own community and
then I have seen it elsewheére—where buildings that look like they are
perfectly usable, almost brandnew, are torn down. Why? Because
they are not air conditioned, and it is often more costly to put in
window air conditioners than it was to actually rebuild the building.

Here is the kind of obsolescence that we are beginning to perceive.
It has great bearing on these attempts to measure wealth.

And then the other comment is the single-purpose building. They
are real estate all right, but they come close to being tools, such as
in the chemical industry, where they are replaced rapidly.

I wonder how you would underscore this just for context that
Iam trying to relate.

Dr. Creamrr. On your last point, Congressman Curtis, there is an
effort made in the statistics to distinguish between buildings and strue-
tures, and structures are usually defined as buildings that are really
part of the equipment or the process, as you mentioned, in a refinery,
which is a shell for equipment. So there is this distinction in the
literature of structures and building, and an attempt will be made to
collect statistics that would implement this distinction.

Representative Curtis. The Internal Revenue Service is so out of
date on this.

Dr. CREAMER. Yes.

Representative Curmis. A.T. & T. can come in and get pretty good
depreciation schedules because they have the engineers and accountants
to argue the case, and also the knowledge of innovation. So they are
p;etty well up to date on obsolescence and getting obsolescence as
a factor.

But your smaller concerns have to follow these rigid rules. So I
would interject this caveat with regard to the value of IRS statistics.
I think they are great and the best we have got, but T worry about how
out of date our tax laws are in this very important area.

Dr. Creamzer. There is just one observation that comes to mind on
your point concerning the relative importance of personnel, which, I
take it, you are equating with knowledge and taxable wealth.

Representative Curris. Yes. _

Dr. Creamer. Mr. Thorstein Veblen made this point when he was
pondering why nations are able to recover so quickly after a devastat-
ing war—it is because of the knowledge that exists, and I think that
your observation is in the same vein. )

Representative Curris. I have another observation on this same
thing.

Se%ator Proxmire. Would the Congressman yield on that same point
because I think he has raised a very interesting question.
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Representative Curris. Certainly.

Senator Proxyire. Is it not true that in the same sense that you
do not count wealth when a firm makes an investment on the basis of
borrowed money, the same way you do not count wealth—although
there has been an enormous investment made in development of human
skill, human capacity, human ability—until that is translated into a
tangible material gain of some kind—and that in this sense you are
not failing to recognize the importance of human capacity to wealth,
but you are waiting until it is tangibly materially demonstrated and is
subject to an objective arithmetic count. Otherwise it would seem to
me that an estimate of a corporation—they would not agree 100 percent
of course—that personnel is far more important than bricks and
mortar. It would not be possible to evaluate personnel objectively.
How do you evaluate the ability of a man? You just cannot do it
until it is translated. What you are doing is adopting a conservative
proposal which is subject to objective inquiry, recognizing at the same
time the great potential here in personnel.

Dr. CraMEr. Yes.

Representative Curris. I would add this other comment again to
underscore it. Mass production—which is of course reducing things
to your tangibles, your equipment, your machinery, and your build-
ings——is completely dependent upon mass distribution and mass serv-
ices. As a society matures economically, it looks like the emphasis is
much more on service and distribution, which also requires knowledge.
But it does not show up so well in these tangibles. . .

Sure you can have grain storage places and refrigeration ware-
houses, and so on. But so much of service and distribution is in the
field of human knowledge and skills, vis-a-vis manufacturing, that I
think we have to add this factor into this thing in trying to go further.

I again want to emphasize this is in no sense to minimize the im-
portance of what we are doing here. I am just doing my best to clear
up my own mind, too, in keeping it in context of the whole economic
process. That is why I sort of jump on the statement comparing this
with Russia and Japan when they still have not developed mass dis-
tribution and mass services. They are way behind. .

There is the European Common Market and the great potential
there is in the field of mass distribution and mass servicing. Really
mass manufacturing is old hat in this country and can easily be copied.
But to try to copy distribution and services. .

I have one final area I just want to direct attention to. This is the
value that can be obtained here in the taxing field and the unheralded
tax on wealth, the property tax, which is the basis of local financing
of community facilities and so forth.

I have been arguing for years that this is by far the best tax, the one
that is most economic, the one that has responded the best since World
War IT, if we will only look at it and start to update it, because it is
based on assessment and continuing assessment. )

I would like to refer to perpetual inventories. It is a constant
thing. In the process of directing attention to wealth, we should also
look to the inadequacies of our assessment processes of local govern-
ments in computing wealth. We have a great debate going on con-
stantly on education as to whether the Federal Government should not
be in the business of equalization. Our States are and our counties
are doing that, as they should be in my judgment.

‘ 49-056—65——5
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But I raise the question whether we need Federal equalization. The
answer of those who say we do is “Well, look at your poor States,” and
I say, “What are these poor States?” And they come up with Missis-
sippi, Alabama, and so forth. I say, “How do you figure they are
poor States?”

“Well, look at their per capita income.” )

I said, “Look, we (f(f not finance education in schools through in-
come taxes. We finance it through tax on our wealth.”

Now, you take a look at the wealth of Alabama or Mississippi and
these so-called poor States, and you begin to see the true picture. You
go to compare the wealth with the assessments and the real property
tax, and one begins to see the picture immediately. These States are
just as wealthy, not the wealthiest, but are comparable to any State in
the Union,

We should, in the process of directing attention to this area of
physical assets and wealth, relate it—as your introductory remarks
have related it—to the importance of relationships of real wealth and
productivity, debt to assets, property taxpayments to asset holders—
In so many areas in our field of Federal income tax this is so important.

Dr. Kenprick. May I make a footnote to your last point, and that
is that these old historical censuses of wealth in the United States
from 1850 to 1922 were based on assessed valuations for property taxa-
tion purposes. What happened was that by county these assessed
values were reported to the Census Burean. ~Then, using U.S. mar-
shals and later Census Bureau agents, they estimated the ratio of
assessment value to the market value of these properties by county, as
I recall, and using this blowup ratio, they estimated the wealth of the
United States, and they had it by county and by State as well as
nationally.

The problem was, for one thing that there was some uncertainty
about the ratio of assessment to market. The second problem was that
whereas this worked pretty well for the real property, it did not work
well for the personal property because you had such a broad diversity
of tax laws in the States and localities on personal property, which
included machinery and equipment and so forth, that this was vir-
tually no good for that class of property.

Incidentally, the Census Bureau stiil gets these estimates, this data
on assessed valuations in their census of governments, and they also
get the market value of the property which has turned over during the
previous year, so they get a ratio of the assessment to the market for
those parcels which have actually changed hands.

We suggest in the report that this approach still be used as a check
on the estimated value of the real property, although not of the
personal.

Representative Curris. That is very helpful. I might add that
the personal property tax in my judgment has turned out to be the
poorest tax that we have, and it ought to be abandoned. And yet if
one will study the history of it, it used to be a very good tax when we
were essentially a rural society. Everyone knew what a pig was
worth, cattle, and so forth. We still have those forms in Missouri, by
the way. But today the personal property tax is outmoded, except for
one item—and this 1n itself shows the story—the automobile. Why is
the automobile a good item for a tax? Because there is a Blue Book
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which gives us the value of a used car so anyone can look and see.
But how much is a rug worth or a refrigerator, furniture, and so on?

It gets us back to the very problem that you all are engaged in,
which we agree on. I doubt if we can today develop an intcﬁligent
personal property tax unless it is selective, like picking out an auto-
mobile where we had a Blue Book value or something izike that.

But real estate and buildings on it, I am satisfied that—I am not a
single tax theorist, but I come very close to it because it has been so
underregarded in recent years.

This study of yours can help us in getting our sights clearer on the
value of real estate.

Senator Proxyire. Gentlemen, I want to thank you very much for
an excellent introduction to these hearings. You have done a most
enlightening job on a complicated and rarely explored area. I think
you have given us a lot of encouragement.

Our witnesses tomorrow will be Dr. Denison, senior staffi member
of the Brookings Institution ; Professor Lampman from the University
of Wisconsin ; and Robert Johnson, economist and actuary of Western
Electric Co.

The committee will stand in recess until 10 o’clock in the morning.

(Whereupon, at 12:10 p.m., the committee was recessed, to recon-
vene at 10 a.m., Wednesday, June 2,1965.)
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WEDNESDAY, JUNE 2, 1965

CoxcrEss OF THE UNITED STATES,
SUBCOMMITTEE ON ECONOMIC STATISTICS
or THE JoinT EcoxoMmic COMMITTEE,
Washington,D.C.

The subcommittee met, pursuant to notice, at 10:10 a.m., in room
1202, New Senate Office Building, Hon. William Proxmire (chair-
man of the subcommittee) presiding.

Present : Senator Proxmire ; Representative Curtis.

Also present: James W. Knowles, executive director; Gerald A.
Pollack, staff economist; Donald A. Webster, minority economist;
and Hamilton D. Gewehr, administrative clerk.

Senator Proxmire. This morning the Subcommittee on Economic
Statistics continues with the second of three mornings of hearings
on the subject of “Measuring the Nation’s Wealth.” These hearings
are based upon a report on this subject made by the Wealth Inventory
Planning Study, established by George Washington University under
a grant from the Ford Foundation. This morning we have as our
witnesses three distinguished economists with special competence to
discuss this report.

Our first witness is Dr. Edward F. Denison, senior staff member
of the Brookings Institution, a longtime student of national economic
accounting and its application to the analysis of various economic
matters, including the growth of our economy. He was one of the
pioneers in putting together the present system of national income
and product accounts.

Our second witness is Dr. Robert Lampman, professor of economics
at the University of Wisconsin, who I am particularly delighted to
welcome both as a member of the faculty of the State university in my
home State and as a distinguished contributor to economics, including
extremely able contributions to past studies of this committee.

Our third witness is Robert Johnson, economist and actuary for
the Western Electric Co., the manufacturing arm of the Bell Tele-
phone System. Mr. Johnson has had wide experience in economics
generally, especially in the use of quantitative techniques of various
types for the solution of business problems.

Our procedure this morning will be to have each witness present a
brief opening statement and then the members of the subcommittee
will question them as a group.

Mr. Denison, you may lead off.
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STATEMENT OF EDWARD F. DENISON, SENIOR STAFF MEMBER,
THE BROOKINGS INSTITUTION :

Mr. DenisoN. The Subcommittee on Economic Statistics is to be
congratulated for helping to make generally available the report of
the Wealth Inventory %lanning tudy, “Measuring the Nation’s
Wealth.” This particular hearing is being held to consider, and I
quote the letter of the chairman, “the question whether or not this sub-
committee and the Congress should at this time take steps to implement
the findings and recommendations of the study group.”

I should like to comment first on the word “at this time.” They are
important because, if the study group’s proposals to develop natlonal
wealth estimates and national balance sheets are going to be adopted at
all, it is necessary that a beginning be made promptly. Otherwise, it
appears, the program will have to be delayed frc))r a decade.

The study group proposal, it must be realized, does not call for a
special census of wealth that can be taken at any time. For reasons of
economy and efficiency it rightly envisages a program that would use
existing census and other surveys to collect most of the required data,
and would use special surveys only to fill gaps in the coverage of exist-
ing surveys. The bulk of the data collection would be tied to the 1970
Decennial Census of Population and Housing and the various indus-
trial censuses, most of which are on a 5-year schedule, for the years
closest to 1970. If the 1970 date is missed, we shall presumably have
to wait to build a program around the 1980 census.

If data collection are to center around the 1970 census, the next
steps must be set in motion very soon. As the study group report
makes clear, a good deal of hard thought, preparatory work, and
testing is needed before field collection of data can be undertaken,
zlxnd actual estimates made. The time available for this is none too
ong.

The Kendrick report is, let me stress, a most substantial achievement.
It assembles and sets forth systematically just about all the informa-
tion that exists concerning what is now available, what needs to be
obtained, and how to obtain it. The staff was able to draw on the
help of nearly 200 experts and advisers, a fact that itself testifies
to the great interest in this subject. The study was a necessary step
in the process of developing measures of wealth, and it is not one
that could be soon repeated if the present report is not acted upon
before it is outdated. _

But the time and money available to the staff did not permit as
much research as is necessary to establish the best way to get answers
to several tough questions, including questions of valuation and meas-
urement of price change. They permitted almost no field work to de-
termine, in detail, exactly what information respondents can provide,
or how questions can best be formulated on survey schedules. Before
actual data collection can be undertaken, and before we can even be
certain that some suggestions of the report are capable of implementa-
tion, study and testing will be necessary by the (}f)‘xovernment agencies
responsible for coordination and development of national accounts
and by the agencies responsible for data collection. There is also

1 Views expressed are my own and do not purport to represent the views of the Brookings
Institution, its trustees, authors, or other staff members.



MEASURING THE NATION'S WEALTH 35

much to be done in the way of assigning responsibilities and time

schedules to the agencies. Thus, if this subcommittee and the Con-
ress are going to support this particular program at all, they will
e wise to do so “at this time.”

I have begun with the time element, rather than the need for the
data, because I consider quick action essential. However, you will
no doubt have guessed that I believe the proposals should be supported.
The Kendrick report itself well states at several points the important
uses for data on the Nation’s assets and liabilities that will become
available if its proposals are implemented. I can state from my own
experience and observation that a large fraction of all the important
questions that economists seek to answer—and most of these are also
questions that concern the Joint Economic Committee and the Con-
gress as a whole—could be answered better if we had more complete,
detailed, and accurate data concerning wealth, asset holdings, and
liabilities. This is certainly the case when we deal with economic
stability, economic growth, and resource allocation.

A study of economic growth that I am now conducting has made
me keenly aware of both the need for accurate data concerning the
capital stock and of the inadequacies of the information available.
I am trying to analyze the sources of postwar economic growth in
the United States and eight countries of Western Europe. The
European countries are Belgium, Denmark, France, Germany, the
Netherlands, Norway, the United Kingdom, and Italy. In this study
I am using a consistent approach and trying, of course, to use con-
sistent and accurate data for all the countries. To undertake such a
study without estimates of the capital stock would be as absurd as
to ignore changes in employment. Therefore, I am assembling the
best data for the capital stock that I can, even though I am only too
keenly aware of their inadequacy. You may be interested in what
the estimates of the stock of business structures and equipment, ex-
cluding dwellings, show with respect to changes that occurred in the
period from 1950 to 1962. Over that period, the countries fall into
three groups. Belgium, the United States, the United Kingdom, and
France appear to have had the smallest percentage increases in this
part of the capital stock. Italy, the Netherlands, and Norway had
much larger increases. In Germany and Denmark the stock increased
still more rapidly. If we take only the period since 1955 the com-
parison is much less favorable to the United States. Since 1955 the

owth rate of this important part of the capital stock has been lower
in the United States than in any of the eight European countries, and
much below all but Belgium.

I cannot, of course, guarantee the accuracy of the data upon which
this comparison is based, although I do believe the results to be gen-
erally correct. Neither have I been able to assemble the detail that
would be desirable for a full analysis. If I could do these things
even for the United States I would not be here today. Let me men-
tion only one uncertainty that affects the aggregate comparisons. For
the U.S. capital stock I have used the Office of Business Economics
estimates that are constructed by the perpetual inventory method
using Bulletin F service lives. When European national accountants
and economic statisticians estimate the capital stock of their countries
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they typically use service lives for capital goods that are a great deal
longer than Bulletin F lives.

I believe capital goods actually are used longer in Europe than in
America so that some difference is warranted, but whether the differ-
ence is as great as the estimates imply is doubtful. Fortunately, for
my particular study I can compare my results with those that would
be obtained by using service lives for the United States as much as 40
percent longer than Bulletin F, and the difference in my comparisons
1snot very great. However, it isnot always the case that the calculated
movement of the stock is insensitive to the service lives assumed.
Moreover, the estimated level of the stock, as distinguished from its
movement, is very sensitive to the assumptions concerning the length
of service lives. ~Uncertainty about actual service lives 1s one reason
that comparisons of the level of the stock in different countries are
very hazardous. This uncertainty carries over to many other calcula-
tions, such as rates of return and estimates of replacement require-
ments. The computed average age of capital, in which there is also
great interest, is very sensitive to assumptions about service lives. We
hear a lot, for example, about German industry benefiting from having
A younger average age of capital than we, but it is very difficult to say
whether there is any validity to this suggestion. Better information
on actual service lives is, of course, one of the objectives of the study
group proposals.

I do not myself intend to draw any conclusions here about the rela-
tionship between growth rates of the capital stock and growth rates
of national income. I think it is a fair inference, however, that the
Kennedy and Johnson administrations and the Congress have already
concluded that the growth of the capital stock needs to be accelerated
in the interest of economic growth. I infer this from the introduction
of the investment credit, and from changes that have been made in tax
regulations with respect to the depreciation allowable for tax purposes.
These changes, which involve several billion dollars a year in taxes, rep-
resent an effort to stimulate economic growth by increasing investment
and the increase in the capital stock. I think Congress will want to
know what these measures are achieving, and whether they are worth
their cost. Information on the capital stock that is now available
Is neither accurate enough nor detailed enough to provide a sufficient
basis for evaluation.

Proper formulation of public policy in the future will continue to
require data on the Nation’s wealth, and these data should be integrated
with the national income accounts. We cannot foresee all the uses to
which such information will be put, any more than we could foresee
all the uses for the existing national income accounts, but the needs al-
ready apparent are numerous and important, and we can be certain
that they will be continuing needs. The Kendrick report is the first
major step setting in motion a real effort to meet these requirements.
I hope the Subcommittee on Economic Statistics will do what it can
to move this program forward now. .

Senator Proxmire. Thank you, very much, Mr. Denison.

Mr. Lampman, will you proceed ¢

! This statement has no relevance for service lives allowed by tax regulations, which are
not used by European national accountants and statisticians 1n developing their estimates.
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STATEMENT OF ROBERT J. LAMPMAN, PROFESSOR OF ECONOMICS,
UNIVERSITY OF WISCONSIN, AND MEMBER OF EXECUTIVE COM-
MITTEE, CONFERENCE ON RESEARCH IN INCOME AND WEALTH

Mr. Lameman. The question which you have asked me is this:
Should this subcommittee and the Congress at this time take steps to
implement the findings and recommendations of the Wealth Inventory
Planning Study? The latter ave, in turn, that we would benefit from
and should move toward the development of national balance sheets
as an integral part of official national economic accounts. ‘

My answer to that question is strongly affirmative. Estimates of
the national wealth and of claims on it by sectors and within sectors
will add meaning and lend symmetry to the other systems of account-
ing now in use, namely, national income and product, balance of pay-
ments, flow of funds, and input-output systems. Such estimates will
be valuable in answering numerous questions that are of interest to
economic theory and practice. They will contribute to deeper under-
standing of how our economic system functions and changes over time
and hence to more accurate appraisal of policy recommendations.

At this point in time national balance statements are in approxi-
mately the same stage of development as were income and product ac-
counts in the early 1930’s and as were input-output and flow-of-funds
tables in the early postwar years. We have now moved through the
stage of private investigation, demonstration, criticism and reformu-
lation which preceded the assumption of responsibility by the Federal
Government’s statistical establishment in each of the other cases.
The pioneering work of a small international band of scholars, led
by Raymond W. Goldsmith, the careful attention of several meetings
of the Conference on Research in Income and Wealth and one meet-
ing of the International Association for Research in Income and
Wealth, the recommendations of the National Accounts Review Com-
mittee of the National Bureau of Economic Research in 1957, and
their report, of course, was made to this committee, and now the report
of the Wealth Inventory Planning Study have brought us to the point
of readiness for government to take steps that will lead to an official
series on our national wealth. In this connection one cannot but be
impressed by the accomplishment of mission by Dr. John Kendrick
and his study group. That mission, as set out for them by the ad-
visory committee, was 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.” The admirable achievement of this group now, in effect,
puts the Joint Economic Committee, which has been a great exponent
of the value of economic information, in a position to make the next
move.

I submit that all economists will be much in your debt if you do
make that move. In appraising the economy we are often in the posi-
tion a farm appraiser would be if all he knew about a farm was its
current output and cost of operation. To make a sensible appraisal
of the value of the farm and the farmer’s efficiency he must know
about the land, capital, and labor being employed and the claims
against the wealth. Analogously, we know a good deal about the in-
come and product of the national economy, and about the sources and

49-085—65——6
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uses of funds and about the labor force, but we are woefully short of
information about land and capital in use. And it is that shortage
which only national balance sheets can remedy.

The many uses to which national wealth data would be put can be
summarized under the headings of “supply” and “demand.” On the
supply side, wealth data would be useful in developing better esti-
mates of national productive capacity or potential, in appraising pro-
ductivity and efficiency in the use of capital and labor, in comparing
indl_lstlries’ needs for higher rates of return, and for new inflows of
capital.

On the demand side, wealth information will help us understand
variations in the demand for capital (perhaps it is worth noting that
households now buy more what might be called capital goods than
do business firms) and variations in consumption. Knowledge of
changes in the composition of tangible and intangible wealth and of
changes in debt should help us to understand the processes by which
an economy grows and changes in structure. Finally, more informa-
tion on intersectoral and intrasectoral distribution of wealth will pro-
vide valuable descriptive information and aid in predicting the eﬁ%cts

~of tax and monetary policy changes. In all of this, wealth accounts
will verify and add meaning to the other four types of accounts now
in use.

I conclude that the time has come for the Federal Government to
initiate a plan for systematic collection of wealth data within a broad
conceptual framework—and as Mr. Denison has pointed out, the
earliest time we are talking about is almost a decade ahead—Ilooking
forward to the early development of national balance sheets as a part
of an integrated fivefold system of national economic accounts. To
do so would be a timely and useful contribution toward the inquiry
Adam Smith started 189 years ago into the nature and causes of the
wealth of nations.

Senator ProxMire. Thank you, Professor Lampman.

Our last witness is Mr. Robert Johnson.

STATEMENT OF ROBERT E. JOHNSON, ECONOMIST AND ACTUARY,
WESTERN ELECTRIC CO.

Mr. Jomnsow. The following statement summarizes my personal
thoughts in this matter. It does not necessarily represent an official
position taken by my company.

I have been asked to comment on whether the recommendations of
the Wealth Inventory Planning Study Group should be implemented
by the Congress at this time. It is my belief that they should be if
an appraisal indicates that the costs involved will be reasonable. I
concur generally with all of the proposals outlined in the study, but
would like to stress today just a few aspects of the project which, to
me, seem particularly important. Briefly, these aspects encompass:

Integration of the system of national economic accounts.
Coordination among Government statistical organizations.
Utilization of available data and sources.

Confidentiality of data.

Need for prompt implementation.

Required developmental work on price indexes.
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The problem of industry sectors and multi-industry establish-
ments.

Conceptual difficulties in the area of tangible asset valuation
and capital consumption allowances. i

Importance of the data for fiscal and monetary policy, produc-
tivity analysis, and input-output studies.

As we know, the national economic accounts encompass several
sets of statistical data designed to measure the Nation’s economic
activity and well-being. They consist of the income and product ac-
counts, input-output tables, flow-of-funds statements, balance-of-pay-
ments statements, and national balance sheets. In the past, and to
a considerable extent even today, these sets of data have led inde-
pendent existence, being compiled by separate organizations with
varying degrees of frequency, precision, and detail. In addition,
there have %een variations in the de;}:)ree of general agreement exist-
ing about the conceptual framework behind the various national eco-
nomic accounts.

The National Accounts Review Committee of the National Bureau
of Economic Research strongly recommended the integration of these
accounts in its excellent 1957 report, which was covered in hearings
before this subcommittee in October of that year. Since that time
some steps have been taken in that direction. For example, it is now
possible to reconcile both the international balance-of-payments state-
ment and the Federal budget with the income and product accounts.
Also, the recently published input-output tables have been integrated
with the income and product accounts.

It seems vital to me that plans to implement the recommendations
of the wealth inventory planning study group should include the inte-
gration with the other national economic accounts of the national
wealth statements and balance sheets which will grow out of the
wealth inventory. Such a process will influence the definitions and
framework adopted for the wealth inventory. It will also undoubled-
ly involve conceptual changes in the other accounts as, for exam-
ple, the handling of consumer durable goods in the income and prod-
uct accounts.

The national income accounts are analogous to the accounting rec-
ords of business firms. As such, their integration has the same advan-
tages at the national level that an integrated set of accounts has for
an individual company. It adds to their usefulness in policymak-
ing; makes them easier to understand; and improves them concep-
tually, since the very process of integrating them reveals gaps in
the separate bodies of data. In addition, integration can reduce
costs through the elimination of overlapping but separate underlying
data systems.

The prospect of taking a wealth inventory and the integration
of the resulting national %)a,la,nce sheets into the system of national
economic accounts is going to require a tremendous amount of co-
ordination among Government statistical organizations. The wealth
inventory planning study contains a recommendation that the proj-
ect be carried out under the leadership of the Office of Statistical
Standards, “possibly through an interagency wealth committee.” I
agree that this would be the most logical arrangement under the
existing Federal statistical system. In view of the large number
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of agencies involved in such a project, it would seem to me that such
a committee should be formed without delay if the time schedule
recommended by the study group is to be achieved.

Beyond this, however, the time has arrived for a reexamination of
the whole Federal statistical system, particularly with regard to the
advantages and disadvantages of its decentralization. This was last
looked at in the mid-1930’s, at which time the predecessor agency to
the present Office of Statistical Standards was established. The pro-
liferation of economic statistics during the postwar period and the
potentials of large-scale computerized data processing represents sig-
nificant developments which may well have tipped the scale of net
advantage toward centralization of the statistical functions of the
Federal Government.

The Bureau of the Budget does a fine job of minimizing duplication
of effort through its function of overseeing the statistical programs of
the various Federal agencies. However, as a businessman faced with
furnishing data to myriad different agencies, I suspect that the report-
ing burden on business might well be significantly less under a cen-
tralized system. In addition, the integration of economic statistics
would be vastly simplified, statistical research effort could be concen-
trated, and fuller advantage could be taken of the potentials of tech-
nological improvements in data processing.

I do not know whether these factors outweigh the advantages of the
present decentralized system. However, they seem to me to be sufli-
ciently important to warrant a new look at the whole matter.

The study group has recommended that the collection of data for the
wealth inventory be tied in with existing programs in preference to
taking of a onetime “census of wealth.” To me, this recommendation
encompasses both (a) the utilization of data already being collected
and (%) the collection of other data, not now available, through sup-
plementary inquiries on already-established reports. I wish to heart-
1ly endorse this recommendation, both because I think the suggested
procedure will contribute to the conceptual consistency and integration
of various sets of economic statistics and because it should help to
minimize the cost burden on Government and industry.

In this connection, I believe that the Wealth Inventory Planning
Study did not investigate the cost aspect of the project. The lack of
order-of-magnitude data on costs prevents meaningful discussion on
the feasible degrees of detail and actually requires that my endorse-
ment of the project be a conditional one.

I would like to take this opportunity to stress the importance of
clarifying, protecting, and strengthening where necessary the con-
fidentiality provisions under which data is submitted to Government
agencies for statistical purposes. As you will remember, this was an
issue in a recent case involving the census of manufactures reports
submitted by one business firm. Since the present project will re-
quire the submission of additional internal data by businessmen ; such
as, the age distribution of depreciable assets, the confidentiality pro-
vision could be a vital consideration to industry. This is an area
which the subcommittee may wish to explore in order to insure that
adequate protection is afforded.

1f the proposed wealth inventory is to be geared to the 1970 Census
«f Population, no time can be lost in getting underway. The need for
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decisions on the integration and conceptual consistency of the various
national economic accounts and the development of cost estimates for
roject alternatives are preliminaries which have already been al-
uded to. Time-consuming work needed on price indexes will be dis-
cussed later.

The economic censuses will be a vital source of information. As
I understand it, the next two such censuses are planned to be con-
ducted in 1968 and 1973 covering operations during the years 1967
and 1972. Tt would seem to me to be highly desirable that the earlier
of these two censuses be utilized to obtain the supplementary data re-
quired for the wealth inventory. If this is to be accomplished, and
the traditional and highly desirable Census Bureau practice of con-
sulting with industry on the census format continued, preliminary
work should get underway quite soon.

I think it 1s generally agreed that the weakest area of the Govern-
ment’s statistics measuring price change encompasses construc-
tion and producers’ durable equipment. This is not in any way meant
as a criticism of the agencies constructing price indexes covering these
sectors of the economy. Aggregate price changes for the economy
as a whole in these areas are very difficult to measure, and agencies such
as the Bureau of Labor Statistics have accomplished much within
the resources available to them for price-index research.

As long as these indexes are used primarily as components of broad
indexes of total price change, the problem is probably not too serious.
For instance, construction and producers’ durable goods amount to
only about 15 percent of gross national product. Therefore, inade-
quacy in the price indexes for these categories does not impact too
seriously on the accuracy of the GNP deflator.

However, these inadequacies will be a serious shortcoming in the
restatement of the elements of a wealth inventory into current dol-
lars. I therefore recommend strongly that the implementation of the
wealth inventory planning study include provision for developmental
work on price indexes.

Frequent mention is made in the report of the wealth inventory
planning group of the development of breakdowns of the data by
industry. In the case of manufacturing, four-digit SIC industries
are indicated as representing the desired degree of detail. I agree
that this would be desirable, but I am somewhat concerned about the
significance of the results at this level.

As a result of both technological developments and the trend to-
ward diversification of product lines by companies, it seems to me
it may not be possible to categorize manufacturing establishments by
four-digit SIC industry codes as neatly as has been the case hereto-
fore. My reactions in this area may be unduly influenced by my
own experience since the output of most of Western Electric’s individ-
ual establishments does not fall in a single four-digit SIC code. The
primary product does not usually account for the 90 percent of output
mentioned in the report. To the extent that our situation is typical
it will reduce the significance of detailed industry breakdowns. This
is an area which warrants further investigation before any decisions
are made concerning the degree of disaggregation that is feasible.
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Although there are many conceptual difficulties in wealth measure-
ments and valuation, I should like to stress two which seem to me to
be of particular importance. Both have been covered in the report
of the wealth inventory planning study.

It is generally recognized that the depreciated book value of tangi-
ble assets as a measurement has deficiencies for many analytical pur-
poses, because of the problems of price change and shifts in deprecia-
tion practices. It is for this reason that stress is always placed upon
the need for revaluation of such assets into current prices and the ap-
plication of consistent depreciation procedures in the development of
wealth estimates.

The difficulty in both cases stems from the fact that policy decisions
were influenced by the original data on depreciated book value. Some-
thing is therefore lost in the restatement. As a result neither the
original nor the restated data provide an optimum measurement. It
is not my intent to indicate that the wealth inventory be delayed until
all such questions are resolved, but merely to urge continued research
in these areas.

I would like to close this statement on an affirmative note by stress-
ing the importance of the project under discussion in these hearings.
The report of the Wealth Inventory Planning Study contains a fine
summary of uses to which a study could be put. The major-use cate-
gories listed in the report are—

Studies of economic aggregates and their structure;
Productivity, or efficiency, studies;

General demand analysis;

Analysis of capital goods markets;

Rate of return comparisons; and

Financial analysis.

If the national economic accounts are somewhat analogous to the
accounting records of the business firm, the present situation can be
likened to the corporate decisionmakers operating with an income
statement and cash-flow statement, but with no balance sheet to help
them. I am sure no corporate executive would choose such a situa-
tion if it could be avoided. Thus, although there are conceptual and
measurement difficulties in the taking of a wealth inventory which
have not been completely resolved, this should not lead to a postpone-
ment of the present project. Refinements can be added later, based
on the experience obtained in this first attempt. This has been the
route followed in the development of the other national economic ac-
counts and it has proved to be a very workable arrangement.

I will leave it to other speakers before this subcommittee to outline
the specific uses of national wealth statements and balance sheets for
fiscal and monetary policy. I will limit myself to their utility to
business. These fall into several general categories.

1. FORECASTING OF GENERAL BUSINESS CONDITIONS

At least in their formative period, these asset data will undoubtedly
be available too infrequently and too late for use in the analysis of
short-term fluctuations. However, through the insights they can
bring, for example, to shifting liquidity and capital-output ratios,
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they can make a significant contribution to long-term forecasts as well
as improve the framework within which short-term forecasts are
made.

2. STUDIES OF SPECIFIC INDUSTRIES

The proposed industry detail will make possible studies of chang-
ing structures of industries to which a firm sells its product. If the
industry sectoring in the national balance sheets matches that in the
}nput/output tables, this will add significantly to the utility of the
atter.

In the case of industries now required to report asset data to vari-
ous Government agencies, there may be some special advantages. Ad-
justments could be made which would put the data from these indus-
tries on a consistent basis. Such comparability is essential to useful
interindustry analysis.

Many new types of comparison of data for an individual firm with
comparable industry data will be possible.

3. PRODUCTIVITY ANALYSIS

Efficiency is a vital concept to business and comparative studies in
this area could be most helpful. However, the official statistics avail-
able on a regular basis are limited in their usefulness and for some
purposes actually misleading, because only labor inputs are used in
the denominator of the productivity ratio. The development of na-
tional balance sheets should bring about significant improvements in
this area, since it would make available benchmark data needed for
measuring capital inputs.

In conclusion, I believe that work on the wealth inventory is an
important project that should be undertaken. I appreciate the oppor-
tunity of appearing before the subcommittee and will be glad to
answer any questions that you may have.

Senator Proxmire. Thank you, very much, Mr. Johnson.

Congressman Curtis ?

Mr. Curris. Thank you very much, Mr. Chairman.

Let me thank the panel for its great help in throwing light on this
very important %roblem.

I think I am beginning to understand why I have uneasiness about
this movement forward. I do regard it as a movement forward, and
I certainly share the enthusiasm of those who are moving to develop
this most important statistical tool. I think this uneasiness comes
from my concern lest, as with any tool, we should think it is going to
do too much. We should put it in the context of its limitations. Per-
haps my concern can be expressed in the use of the word “wealth.”
The paper yesterday pointed out that the attempt was only to deal
with “nonhuman” wealth, though that is not a very good term. But
it does point out a very important distinction that we have to bear
in mind. Wealth really consists of a combination of the physical
goods, the tools, with the know-how of the human beings. Certainl
1f we do not have the human know-how, there is no real wealth.
am impressed with the emphasis now being placed on the limitations
of data processing and computers. Without know-how it has been
called an idiotic output. I am impressed with the attempts of some
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of our developing countries to have steel mills or jet air force bases—
this is material wealth in a sense, but it is out of context. It is
uneconomical.

I am impressed with the inter-American highway. It was built
without having the concept of proper maintenance. Some of the
wealth that was created has deteriorated as a result. We have physical
wealth and do not relate it to maintenance as well as use.

I'wonder if there is a better term then “nonhuman” wealth that could
be used in developing what we are talking about. Perhaps a different
term would not get us off on the wrong base as to what this new eco-
nomic tool can do. Is there any comment from the panel on that? I
would hate to see us continue using the term “wealth” to describe this
portion of wealth.

I might interject another idea. As a society moves forward eco-
nomically, it is my observation that you rely more and more heavily
on human knowledge. It becomes more important in relation to the
physical wealth. It becomes quite important as we move into this
area to stress the difference. We are talking about one part of wealth.
Maybe we can get a better term here so that we do not have a confusion
in the beginning.

Would anyone care to comment on that? Do you think my obser-
vations are unsound? Or do you think they are sound? What can
we do on semantics in the very beginning %

Mr. Dentson. Mr. Curtis, your observations are certainly sound.
Among people who have worked on economic growth, I have been
inclined to put more stress on human resources, particularly on changes
in the quality of the labor force, than most. I think the perspective
one must have in mind, however, is that we have been collecting a great
deal of information on employment, on the labor force, on its composi-
tion, on education—not as much as we should like to have, of course,
but much more than on wealth. The point I would make concerning
your general observation is that from the standpoint of information
and statistics we are well ahead in the labor area of where we are in
the area of physical wealth.

You also spoke of what I call “advances in knowledge,” that is to
say the new ideas and new know-how that raise national income and
living standards. Information in this important area is probably
even less satisfactory than that for physical wealth. But we do not
know how to remedy the defects; that 1s really the problem. A good
deal of study is going on, but thisis a very difficult subject.

I am afraid before we have a proposal like this in that area, it is
going to be another couple of decaé)es. :

Mr. Cortis. T am really interested in your observation that we are
far ahead in emphasis on physical resources than we are in human
wealth. I, too, have been far more concerned about the human
resource area. Your knowledge is greater, but I have almost come to
the reverse conclusion. We have not even a job vacancy statistical
series set up. We do not even have common nomenclature on skills.

Of course, I would excuse our inability to move forward in measur-
ing human resources on the grounds that it is so much more difficult
to evaluate. But still, when we start talking in terms of wealth, we
are talking about both human resources and these physical things.
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Yet the papers on this sound as if we are really measuring the
Nation’s wealth. We are not. We are measuring a part of its wealth.
Having tried to cope with what you would call macroeconomics over
a period of years and taking some of these aggregate statistics and
using them for policy judgments, which I think they are not qualified
to be used for, there arises an abuse of the gross national product con-
cept. Certainly gross national product is probably the best single
statistic we have. But it was never designed to measure economic
growth. It measures economic activity, which could be going back-
ward or going sideways. Yet the macroeconomists have come along
and used gross national product as if it can measure true economic

owth.

I am a little bit concerned if we start out this early in using too
broad a term for what we are talking about with regard to wealth. Is
there not a better term ?

I again emphasize that physical wealth is going to become, percent-
agewise, a lesser part of total, or true wealth. It hastobe. I guess we
have to get it in this context. Both are necessary. You cannot move
forward in real wealth without considering both human resources and
physical.

Is there a better term?

Mr. Lampman. Mr. Curtis, if I could make a brief response, I am
afraid I do not have an answer for you, but one of the things that is
involved in this concept of wealth is the distinction between the
tangible and the intangible. Here we have a use of terms that are
somewhat different from what you were talking about under the same
general use of terms in tangible and intangible wealth as it would
relate to a national balance sheet. We are talking about the physical
assets as opposed to the intangible claims on those assets.

‘Mr. Curris. That is right, money and——

Mr. Lameman. Money and stocks, and bonds and mortgages, and
soon. So that a full national balance sheet would include a representa-
tion of the two physical inputs that generally are covered under the
terms “land” and “capital.” And it would include a good representa-
tion of the financial structure of the economy.

Now, putting all of that under the heading of the term “wealth” is
certainly not very descriptive for many people.

I think your question goes right back to Adam Smith’s time, in a
way. There was a big controversy at that time as to what you should
call wealth. You remember the subtitle of the book is “An Inquiry
Into the Nature and Causes of the Wealth of Nations.” At that time,
wealth meant something very different than it means now. So we are
evolving new concepts as we go along. I think your question is a very
significant one, and that as we move toward the development and wide
use of national balance sheets, we might get a new set of terms, a new
set of concepts, and perhaps new usage that would help.

Mr. Curris. I am most anxious, of course, as you are, to move for-
ward in this area. I am just trying to keep it in this context.

Mr. Johnson?

Mr. Jomnson. Congressman Curtis, it occurs to me that we might
try some new semantics. Think of two resources, basically. Oneis the
labor resource or the human resource in its aggregate, including its edu-
cational attainments, et cetera. And certainly we folks in industry rec-
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ognize that we have to have skilled and trained people to handle these
new technological advances wherever they are. We would hate to try
to put some of our telephone equipment in some parts of Africa and
operate it before we had trained people to know how to handle it.

So we can think of human resources as one encompassing all of its
educational qualifications, et cetera. And the other one as capital re-
sources, investment resources, some such semantic as this, which would
include the natural resources of land, et cetera, plus the manufactured
capital resources, and we might think of them as two different re-
sources, capital or investment resources, and a human resource.

Mr. Currrs. I appreciate these comments. I am going to seeif I can
search—I do not know what semantics to use, except that I really worry
about this, having tried, as I say, so many ways to point up this prob-
lem.

I will conclude with this observation: I have been trying to point
out that money put into education of individuals is really a capital
investment. I have been trying to put this concept into tax law. I
cannot get it across. This 1s a capital investment to the individual,
even 1f you have to borrow in order to gain the knowledge from going
to school. This is a capital investment well worth the investment. I
think the common concept when we are talking about wealth is that we
are talking abtuo our well-being in resources, both human and non-
human.

There has been a great tendency over our history to talk in terms of
the tangible wealth. I would include the intangible. I think we need
to break through and start talking in terms of the full concept of re-
sources and realize that when we are studying at these hearings, we are
talking about one side, one part of this full concept.

Thank you, Mr. Chairman.

Senator Proxmire. Thank you, Congressman Curtis.

I think Congressman Curtis’ question is a delightful question in
view of the panel. After all, when you are talking to two distin-
guished professors and an outstanding economist, all three of whom
have had a great deal of education and are obviously in the intellec-
tual elite, you safely ask them whether intellectual qualities and other
human qualities of know-how should be counted as wealth, your re-
sponse is almost predictable. We had a similar panel yesterday of
very able men. '

On the other hand, I think we are inclined to press our value judg-
ments in here a little bit. I notice in Webster’s Dictionary, the first
definition of wealth is obsolete; “weal” or “welfare,” and so on.

Then the second definition, “large possessions,” collectively, “abun-
dance of things that are objects of human desire, abundance of worldly
estate, affluence, riches.”

This is the most common attribute of wealth and I think it has been
my experience that some of the stupidest people I know have a marvel-
ous knack for making money and they are wealthy. But they do not
have some of the other ingredients that go into enduring happiness,
stability, making a contribution to society, except that they do have
this happy knack. -

Then there is an economic definition, in a private sense, “all property
that has a money value;” in a public sense, “all material objectives
which have economic utility.” That comes closer to.what Congress-
man Curtis says. :
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This last one is right on the button of what he suggests, “those ener-
gies, faculties, and habits, directly contributing to make people indus-
trially efficient.”

‘What you are trying to do here, as I understand it, is to conserva-
tively define wealth and to measure wealth on the basis of the finished
product of human intelligence and ingenuity and labor; that which is
subject to objective arithmetic and not trying to appraise the poten-
tial. Is that correct? Would that be much of what you are confined
to doing ?

Mr. Dentsox. I think that is a fair statement, Senator Proxmire.
It is not, I think, because anyone even under the Kendrick study group,
was not interested in these other things, but this looked like the part
that there was some reasonable hope of being able to handle at this time
and which would in itself be a tremendous step forward. Evalua-
tions of the—this word “intangible” is an awful nuisance. It would
be so convenient if it had not been preempted for money and the like.

Senator Proxamre. It is hard for me to conceive of how you are
going to measure this innate talent. Maybe when we can get these
communications from people.a billion light-years out in space who are
trying to tell us something in radio waves, we can find out how to do
this. But to me, it is almost that far away. . .

1 am going to ask you gentlemen, and you are all young men, T esti-
mate. Yesterday our panel—Mr. Kendrick looks abut 30, but I guess
he is about 40. Mr. Creamer looks about 50, but I would estimate he
is about 55. You gentlemen are probably in your forties or early
fifties. You were not really around as active economists in 1922 when
the American Economic Society rejected the studies we had then.
One of the problems is that we cannot find any opponents of this pro-
posed wealth census and I think it sharpens the proponents if we can
get arguments on the other side, contradicting the proposal you make.

Dr. %AMPMAN. I will start with you. What is it that makes you
think the decision that was made by the economic establishment in
1922 should be reversed in 1965 in view of what we have been able to
develop in economics in the interim ?

Mr. pLAMPMAN. Senator Proxmire, I am not well acquainted with
the controversy of 1922. As you say, I was not really active at that
time. But there were, I recall reading, many holes and many diffi-
culties in the estimates that were put together about that time. There
had been in the decennial censuses for a number of decades attempts to
collect and put together national wealth estimates.

The questions of valuation were very real problems in 1920 and
thereabouts. There were many controversies about confidentiality,
even. The country just was not interested in and was not prepared
for, I suppose you would say, the kind of wealth inventory that we
are talking about now. It was pretty much thought of as a grand
census operation, going out in one big Interview to find out how much
wealth there was in the country.

I suspect, though perhaps other members of the panel can help me
out here, I suspect this was one case where statistics gathering was run-
ning well ahead of our ability to evaluate data and put them all to-
gether into a sensible picture.

Senator Proxmire. Do you feel that our statistics gathering has im-
proved sufficiently in the last 40 or 50 years and we are in a position
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now to make the evaluation accurately and that business is less con-
cerned about confidentiality or that the capacity of the statistics gather-
ing agencies to keep confidence is better established ¢

Mr. Lameaan. That would be my conclusion ; yes.

Senator ProxMire. Mr. Denison ?

Mr. Dexison. I think that is correct. I think also, however, that
economists, like everyone else, learn. 'We have been working with the
bad data that we can put together for quite a number of years. I
think we have a better appreciation of the possibilities of combining
benchmark data for one date, or pieced together for a group of dates,
with collateral, sample, or related data that are continuously avail-
able to maintain a time series that enables us to get at changes over
time, and to do so both in money terms and in real terms. This pro-
cedure, which is followed for many of the national income com-
ponents, makes the data just infinitely more valuable for all sorts of
purposes than the old one-time attempts to place a value on the Nation’s
wealth, and then to do so again 10 years later with valuations at
different prices. You really cannot do an awful lot with such ma-
terial. You can do something with compositional changes and that
1s about it.

But I think that to supplement Dr. Lampman’s answer more di-
rectly, the main thing is that we just have learned a lot more—for
example, about how to use price indexes to bring valuations into a
common mold so that greater comparability is obtained than was
dreamed of in 1922, or than the data then available could possibly have

ermitted.
P Having said that, I also want to reinforce what Mr. Johnson said
a moment ago ; we still need to do an awful lot more with price indexes,
but we are not in the complete void that we were in in 1922.

Senator Proxmire. Has the experience with national income sta-
tistics, which obviously had an impact on policy, been a factor, too?

Mr. Denison. I think it has, not only in terms of its policy impadct,
but in terms of the estimating techniques which have been developed.
Many of these can be carried over to wealth estimation. And, in fact,
some of the information developed in the national income and product
series can be used directly in maintaining time series for wealth. But
the simple experience obtained in national income estimation, I really
think, is very important. I worked in that field myself for quite a
number of years, making estimates. One with that experience obtains
a feel that one cannot get any other way for what errors of estimate
are likely to be, and what techniques aré likely to work. You get
periodic checks so you do find out whether you were right or wrong—
for example, in making preliminary estimates.

I think the same people, or the same type of people, who are workin
in that area have an enormous amount of abi ity and knowledge ang
experience to bring to bear on this problem.

Senator Prox»re. Mr. Johnson ?

Mr. Jornson. My feeling is that we have grown tremendously in
sophistication since 1922 in the business world, in the government
world, in policymaking in both areas, in appreciation for general eco-
nomic research. I have to rely again on reading literature, but as I
recall it, in 1922, about the only thing that we had, except these peri-
odic wealth inventories, so-called, in the area of current measures was
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the Federal Reserve Board index. I am not sure the Federal Reserve
had prepared their industrial index by that time. We may have had
onlly one or two private ones, like the Cleveland Trust and one or two
others.

We have new tools—computers. I agree with you, Congressman
Curtis, that if you put garbage in, you get garbage out. But on the
other hand, competent people, and we have learned competence, are
able to handle a lot more data and have learned to handle in our data
gathering many, many more items of statistics. I think probably our
tax laws have some 1mpact on our ability to do the wealth project.
Many of us in the business world are required to keep different kinds
of records now for tax purposes.

Senator Proxmire. Do you think the feeling about confidentiality,
the resistance for that reason has somewhat lessened ¢

Mr. Jouwnson. No; I think confidentiality is still as important to
the businessman as it has ever been.

Senator Proxmire. Would it be your impression that the business
community as a whole—you are an economist for Western Electric—
do you have any impression that the business community would tend
to support this investment of Federal money ?

- Mr. Jounson. From everything I have seen and all whom I have
talked with ; yes.

Senator Proxsire. Would they cheerfully respond, do you think,
to the questions? Is there any aspect of this that would be either quite
onerous in response or involved, or business information which they
may prefer to keep confidential and secret and would not want to
share with a Government agency ?

Mr. Jounson. I think they would be perfectly willing to share it
under the Census Bureau’s and the Bureau of Labor Statistics con-
cepts of confidentiality, where the individual firms figures are not
given to a competitor in the industry or anybody else. If they are
aggregated in such a way that the individual firm is disguised, I
think you will find that the information probably can be obtained.

Now, it may not work out in the full concept of the wealth study
group, but if Census and the Office of Statistical Standards, and I as-
sume these would be the primary Government agencies—I presume
that they will go through, as they have before, discussions with people
in the business world in the development of their questionnaires—I
feel meaningful data can be gotten. They may not give all that some
of us might like, but we would be well on the road to starting to get
the information many of us think is so vital.

Senator Proxarire. Would you feel that some of the smaller com-
panies—I realize that the really small companies would be sampled
and it would be a comprehensive study, and it was determined yester-
day through many questions that the sampling would be general.
But do you think that the smaller concerns for whom providing even
the information that they provide now can be quite a burden—you
have dealt with that to some extent in your statement-—that they
might be concerned with extension of the statement to require more
information ?

Mr. Jornson. My own personal feeling is that they will not be.

Senator Proxmire. Have you had a chance to talk with other econ-
omists in the business community or other business officials about this
to any extent?
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Mr. Jomwson. I have talked with a dozen or more economists that
were not connected with the study group in one way or another, either
on the task force or the main advisory committee.

I think they will not object to furnishing the necessary data.

Senator Proxmire. Maybe it would be more realistic if I asked, is
there much real resentment, of course, there is always griping every-
where, but is there a very widespread concern about the present amount
of questioning by the Census Bureau ?

Mr. JornsoN. I think notby the Census Bureau.

Senator Proxmire. Is there for that by the Internal Revenue
Service ?

Mr. Jouxnson. No; I think it is perhaps more related to the Depart-
ment of Defense and similar organizations, where we do not quite
understand the need for all the data. For instance, recently, I saw a
questionnaire on employment and wage policies. It would run some-
thing like 11 or 12 pages. By the time we filled it out in Western
Electric, it would probably be 100 typewritten pages, because it asked
us for each type of job a praisal.

Senator Proxmire. This is where you are a defense contractor, how-
ever, is that correct, or subcontractor ?

Mr. Jounson. That is right; allegedly to get some insights into the
rates of pay in research and some of us Wonﬁer why it is necessary to
have knowledge about all types of wages and job analysis work that
is done. We have six different categories of systems—engineers, com-
puter programers, management, professionals, clerks, and operatives.

Senator Proxmme. But your impression 1s that these questions
would be relatively so simple and limited that the burden would be
far briefer and the complaints would be relatively few?

Mr. Jomwson. Senator, I would like to add one other thing. I think
environments change and I think this has changed rapidly, perhaps
in the last 5 years, the increasing number of planning staffs that
medium-sized to large businesses are putting on to study these very
kinds of problems that these data would be helpful to. OQut of this
has grown two professional and quasi-professional organizations, if
you will—the Operations Research Society of America and the Insti-
tute of Management Sciences. There is an increasing interest, I
believe, throughout the business world in the kind of information that
will be developed.

Senator Proxmire. Let me ask, because I want to come to Mr.
Lampman and Mr. Denison in a minute, but let me ask you as a busi-
ness spokesman, what business policies could be significantly affected
by this kind of information? Just the other day, there was an article
in the paper about the tremendous amount of information now avail-
able by the Department of Commerce, but business was largely failing
to use it all, especially small independent businesses. Here is a large
amount of information the Government is spending millions of dollars
to collect. It is going to impose a light burden, but a burden, on
businessmen to provide. How can business policy be made more
efficient on the basis of this information ?

Mr. Jounson. Let me talk first to the matter of demand. This will
give us some insights in the capital output ratios. What kind of capi-
ta] is required in various industries to produce goods? '

Senator Proxsrre. How much of that do you have now?




MEASURING THE NATION'S WEALTH 51

Mr. JounsoN. Practically none on an industry basis and very little
on a total aggregate basis. We have the Goldsmith studies and others.

Senator Proxmire. In the Western Electric Co., would you not have

a pretty good idea of what the capital output ratio is?

Mr. JounsoN. In the Western Electric Co., I would. In the Bell ‘

Telephone operating companies, I would. And I can corral this in-
formation.

‘Senator ProxMIre. But you would not be able to compare that with
industrgr generally and you feel in many industries, they do not
have it ?

Mr. Jounson. That is right and I could not make a comparison in
this industry on a four-digit basis with other producers of so-called
communications equipment or wire and cable. I would not know
whether our capital output ratios are favorable or unfavorable against
the industry as it exists.

Now, if you take some other industries, where there are many more
companies, then one company does not know whether his capital
output ratios are comparable to the aggregate for the industry. He
will never know what the individual other companies’ situations may
be, but he would know for the aggregate. He does not have any con-
cept now. By and lar%e he has only productivity figures on a labor
input basis. Output related to labor input.

Mr. Curris. Would the chairman yield ¢

Senator Proxyire. Let me yield to Congressman Curtis.

Mr. Curtis. I have seen figures. In fact, I have followed them
with great increase. Figures show that around $22,000 of capital
is required to create a new job. Then I have seen it broken down by
industry. The chemical field is probably the highest, from $40,000 to
$50,000 per job. I remember, going on down to tax f%{x‘oups of around
$12,000 per employee. Are there not any of these figures?

Mr. JoansoN. There are these kinds of figures. Personally, I have
no knowledge of how good they are.

Mr. Cuorris. I see.

Mr. Jounson. I have used them myself for comparative purposes.

Senator ProxMIre. At any rate, these figures are not the authorita-
tive determinations by a Government agency on which there is a gen-
eral industry reliance. You feel you can get that from this kind of
census?

Mr. Jornson. I think it could be gotten. The first time around, you
may not get it.

Senator Proxmire. This would serve as a kind of signal to business
whether their operations are efficient or inefficient ?

Mr. Jornson. To me, it would.

‘Senator Proxyare. Would it also serve as somewhat of a guide to
investors and others to determine whether industry has been efficient ¢

Mr. Jornson. I would think so.

Senator Proxumire. How about comparing it on a basis of time?
As you found the return, et cetera, is increasing or decreasing, that
might be valuable, too? :

Mr. Jounson. I think this would also be valuable information. We
now have it, of course—rate of return in the regulated industries.

Senator Proxyire. This is the kind of thing that any good invest-
ment manager really specializes in now. The people who advise in-
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vestors spend their lifetime calculating what the return on capital is
and examining the whole spectrum of business throughout the country.
Precisely, how would this additional information give more accurate
and widespread information ? .

Mr. Jorm~soN. One, Senator, it would be more valid data that we
would have. Two, we would know that the data was manipulated
with a consistent formulation by the group that is going to put it into
current prices or into depreciated values. As it is now, depreciation
policies change. There 1s not enough information to get a current
price relationship except vaguely when you look at an annual report
of a company or annual aggregate figures of an industry. You do not
know the distribution of these assets by acquisition time so that you
can bring them to a current-value basis. )

Senator ProxmIre. You think that on the basis of this, there are
some mistaken policies now, because the information is not in all cases
accurate or complete, that business is perhaps making inefficient in-
vestments, failing to make investments that they ought to make, that
those persons with investments to make are not basing their judgments
on the kind of authoritative and useful information that this study
will give them ?

Mr. Jornson. I think it will improve their decisionmaking ability.

Senator Proxyire. Now, how algout—I would like to extend this,
with the sufferance of Congressman Curtis, to the Government sector.
I would like to ask Mr. Denison first and then Mr. Lampman,

Just how do these statistics affect congressional policy, say, No. 1,
on taxes? That was discussed to some extent yesterday and you
mentioned investment credit.

Mr. Denison. Yes, I did.

Senator Proxmire. Can you think of other areas where this infor-
mation might be useful ?

Mr. Denison. It seems to me, Senator Proxmire, that every time
there is a tax bill up, and I am not thinking now about the general
level of taxes but the distribution of the tax burden among individuals
and firms, one of the major questions always raised concerns the effect
on investment and on the growth of the capital stock. Presumably,
this is for the reason that it is believed that this has an Important
effect on national income and on the welfare of the people.

Now, as nearly as I could appraise this tax credit proposal, for ex-
ample, this was strictly the reason. There certainly was no equity
ground for giving tax credits to business. The argument had to be
that it would stimulate investment, increase the growth of the capital
stock, and thereby raise the national income,

Now, my statement was that with the present state of knowledge,
you gentlemen just are not going to have any accurate idea of whether
the capital stock is rising faster with the tax credit than it was with-
out it, nor any real ability to appraise what this did achieve.

Now, I am not saying just the numbers will give the answer.

Senator Proxmire. Take the study you said you are making of the
several European countries, some of ‘which have something like an
investment credit. Compare their rate of growth with our rate of
growth in the absence of an investment credit and come to the con-
clusion that the measurement of rate of growth would be far better if
it were based on accurate statistics as to capital base. Is that correct?
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Mr. DenisoN. It is not that the measurement of the rate of growth
of national income itself would be better. But if one is trying to
analyze why the Germans, for example, had a growth rate of about
7 percent over this period, we had one of somewhat over 3, and the
British a little less, certainly one of the things one must study is
what has happened to the capital stocks of these countries, what part
this has played.

Senator Proxare. Then you have to evaluate that in terms of the
terrific difference in the reconstruction of Germany, on the one hand,
which had been devastated and was rebuilding its whole economy

Mr. Dexnison. Ob, yes.

Senator Proxare (continuing). And the United States, which
was at a very high level. Since then, we have greatly improved or

Town.
. Mr. Dextson. I am not trying here to give a detailed analysis.

Senator Proxarre. We understand.

Mr. Den1son. I am saying this is one of the things.

Senator Proxaire. Both Congressman Curtis and I voted against
the investment credit.

Mr. Curtis. This illustrates exactly what I am concerned about.
You come along and say this is wealth and you give a tax credit for
investment in this kind of capital. Maybe more emphasis is needed
on investment in training. What I tried to do in my bill was to in-
clude in investment and capital the distributive and service industries,
which are so essential. That is where the main growth is occurring,
not just in manufacturing. However, the investment credit is based
upon physical assets, those that have a depreciation schedule, the most
foolish thing, I think, that we ever did. This is only a part of wealth.

T am anxious for these studies and the development of these statistics
to go forward, but I don’t want them to go forward if they are going
to be used by the aggregate economists—the macroeconomists—to
make policies of this nature. They have used the semantics that this
is wealth or that this is the way you produce more economic growth
because you have to get more investment. Yes, you need it in invest-
ment; but investment in what? Training people or in more physical
plants and more depreciable assets? This is the danger I see when you
take something that is valuable and use it for more than it really is de-
signed to measure. There already have been suggestions made yester-
day in the policy field on taxes. I would hate to ses us start using this
material in this way, for the reasons which I have tried to express. But
I am glad this colloquy occurred, because perhaps I can get across my
concern lest we say we are measuring wealth when we are only measur-
ing a part of it.

Mr. Dentson. There may well be a semantic problem here that needs
some attention, Congressman Curtis. I am not concerned about this
from the standpoint of the professional economists, because we are
looking for information, as I am sure you are, that enables us to some-
how disentangle all these factors that are affecting the growth rate of
the country and the national economy and affecting stabilization. Itis
really impossible, in my opinion, to look at one factor without looking
at all of them. It just so happens that capital stock, or whatever term
we may want to attach to this thing, is one of the important ingredients.

I am sure you would agree with me that we have to move along
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a wide number of fronts; that is to say, we are not going to have a
rapidly growing economy unless we do reasonably well both in the
human field and in this capital field.

Mr. Curris. I will try this and then move to another field to illus-
trate again, because this has been developed more. In the field of
education itself, serving as I do on the board of trustees of one of our,
I think, eminent institutions, the question always is, How much money
should we put into brick and mortar? Fortunately our board decided
that we will put it into our faculty. The brick and mortar will come.
Indeed, it has proved to be so, that if we put what moneys we could
raise directly into faculties’ salaries to try to develop these talents, then
whatever these men needed in the way of physical equipment, whether
it was buildings or machinery or wgat, seemed to come along. But
this is a way of illustrating, perhaps, the relationship between the
physical and the other. I am afraid now I might be misinterpreted as
believing that I do not think it is important to do what you are ad-
vocating. I do. I think it is very important. But I am so concerned
about people taking one part of it, as they did in investment tax credit.
I did about everything I was able to do in arguing against this, point-
ing out that they were measuring the one part of investment that we
dig not need to emphasize, and thus shoving back into the background
the area that we did need to emphasize. 1f we are to develop these
statistics and keep calling it wealth, we create a general impression
among Congressmen and others that this is what it was, This could
be a disservice. Just as Mr. Johnson said in his paper, official statistics,
referring to productivity and analysis underlying this, official statis-
tics available on a regular basis are limited in their usefulness and for
some purposes actually misleading.

This is what 1 wanted to emphasize as best I can in these hearings.

Senator Proxmre. I would like to say at this point that I think
Congressman Curtis is making a very helpful contribution in hammer-
in% away at what we are talking about in terms of wealth.

notice on page 203 of the Kendrick report, we have this short
paragraph, about halfway down:

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 evaluations and for the lack of meaning and suitable classifications.

I think that you gentlemen and Dr. Kendrick and the others who
have appeared, Dr. Creamer, are pretty well agreed. I think that as
far as I am concerned, the important thing is not what you agree on
as the definition of wealth, although I think you can make it specific
and tangible, but that Congress and the economic profession and busi-
ness generally understand as much as possible what you are talking
about, how limited it is, and how specific and tangible and definite it is.
If that can be done, it is a most helpful interpretation.

Let me proceed a little on this tax information question.

Mr. Denison, you did not mean to imply that only on something like
investment credit would this be useful? It could also be useful in
determining the wisdom or unwisdom of reducing the income tax, the
wisdom or unwisdom of even the elimination of excise taxes ?

Mr. Dentson. That is correct.




MEASURING THE NATION'S WEALTH 55

‘Senator Proxmme. How, for example, could we use information of
this kind if we had it this year with regard to the excise tax?
Mr. De~isoN. This, I think, comes back to the question of distri-

‘bution of the tax burden. I am not suggesting that wealth data this

year will be particularly helpful in deciding whether there should be a
tax reduction or not. But if there is to be a tax reduction, then one
has to have some criteria for what taxes should be cut.

Now, what I am suggesting is simply this. The starting point for
distribution of the tax burden, in my opinion, has always been one of
equity. One could discuss what equity is, but one departs from it for
some specific reason—because you want to subsidize some industry or
because you feel that we need to stimulate or discourage some type of
expenditure or activity, or give special help to some particular group,
through some special provision of the income tax, imposition of a sales
tax, or through any other sort of special tax provision.

Now, this is certainly true today. If you are going to give away
some Government revenue, you could cut excise taxes or do any number
of other things. What I am suggesting is that for a wise choice we
have to know more about how the economy operates. One of the things
we must know more about, both for cyclical purposes and for growth
purposes, is the capital stock. I am sorry that my answer cannot be
real specific. It cannot be, because everything is interrelated in this
economy and this is just one aspect.

Senator Proxmire. Maybe we should shift to a capital stock study
instead of a wealth study.

Mr. Dextson. Could I just interject one small comment concerning
the earlier discussion of the amount of capital required per worker?
I did recall Emerson Schmidt’s statement on page 167 of the Kendrick
study. Schmidt refers to the chamber of commerce putting out such
numbers, and he states:

‘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.

Senator Proxmire. I wanted to ask you about the spending aspect,
but go ahead on this, too.

Mr, Laxryan. I think the key word in the topical or semantic
field here is balance. We are talking about national balance sheets. I
think it is important in a number of ways; that is, additional informa-
tion about tangible and intangible wealth will help to balance up our
whole view of the way the economy operates and the way it is struec-
tured. It will give us another dimension, another look at this very
complicated machinery we have, the growing and changing machinery
of the national economy.

In a couple of ways, it adds information we cannot otherwise have
in evaluating, say, a business decision or a decision about regulating an
industry or a decision about tax policy. It adds, first of all, to what
you have in the way of current income information. It adds a com-
parative look at the history of the company, an industry, or a history
of a sector of the economy in looking at i1t. It tells you about their
past accumulations and tells you about their current success.

In evaluating an income tax or investment tax credit, it is often just
as important to know about the wealth that someone has, their tangible
or intangible wealth holdings, as it is to know about their current
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profit situation or their current wage-income situation. So I think
1t helps to balance up our whole view of what is the subject of eco-
nomics in that way.

Then finally, I would like to add that I think it helps us to get a
balanced view of such a question, say, as an overall tax cut. If we put
all of our emphasis on what will happen to the national debt, or if,
in thinking about credit policy, we think only about the increases in
consumer debt, we have a very unbalanced view of what is going on.
We should also think about the asset side of the balance sheet, what is
happening to the assets of the country or the assets of the consumers.
So, again, the term “balance” is what we need. I think that is the
thing that makes this such an appealing project to many teachers, as
well as to many practicing economists. It is interesting that in the
elementary economics textbooks of the country, at this time, there is
not any national balance sheet being presented. Students have no
early introduction to the concept that there is such a thing as national
wealth. I think it is an odd, an imbalanced approach to the economy,
really.

Senator Proxyire. Dr. Lampman, you, of course, have a national
reputation for your concern or at least your fine books on the subject.
You wrote the paper about “The Low Income Population and Eco-
nomics.” You wrote it into your book. I suppose as much as or prob-
ably more than any other intellectual leader in America, you can be
said to be responsible for the poverty program, at least for its genesis.
In view of your concern here, what usefulness do you think this will
have with regard to Federal spending programs? "I think Congress-
man Curtis has given an understanding that if we are not going to
be able to evaluate the contribution skills have made, will this be of
real value to us in determining as wise as possible a policy of Federal
spending ?

Mr. Lameuman. Senator, I think it will. But T must say I base it all
on a general faith that more knowledge is better than less. I believe I
sensed in some of the things Congressman Curtis was saying a greater
fear that if we knew a little more about the economy, then we might
make the wrong judgment concerning it. It sometimes does happen
that additional information leads people down the wrong track. That
1s why I would like to emphasize this word “balance.” The additional
information should be thought of as expanding our range of informa-
tion. We now have only limited information. If we had more infor-
mation about all types of national resources and more information,
for example, about, the liabilities that people have as well as the assets
that they have, and so on, we would be in a better position to appraise
the need for, say, a Federal effort on the poverty front or for new
educational subsidy or encouragement.

.Senator Proxmrre. But you do not see any specific, direct connec-
tion between gettin%r this additional wealth information and Federal
spending programs? Except that it is useful in terms of considering

options to have as much information possible.

Mr. Lampyman. Yes; I might say one example on this is in the field
of social security. There is a great deal of discussion about how much
capital or wealth is held by the aged or by, say, the next generation
of aged that 1s coming up. How much do they own in the way of
home equities, how much do they have in the way of pension rights,
aside from social security.
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Senator Proxmire. You do not have statistics on that now ?

Mr. Lampyman. We have scattered data. I would think one of the
products of a continuing effort to develop national balance sheets
would be to get a more regular and more comparable basis among
studies for consideration of personal sector wealth, for household sec-
tor wealth, as it is referred to in this report.

Senator ProxmIre. So this would give us a more balanced and a
more comprehensive picture of the inadequacies of income—where it is
inadequate—because it would also give us a more precise and com-
prehensive picture of how our wealth 1s building.

In your study, which is probably as comprehensive as any that are

‘made of lJow income, do you find there is a dearth of statistics on

property holdings of people with low incomes?

Mr. Lampman. Yes. The study which was published by the Joint
Economic Committee in 1959 encountered the difficulty that there
were no nationwide survey data that could be linked directly into
the census income studies, no nationwide studies on wealth or house-
hold assets and liabilities that was easily comparable.

Since 1959, there have been some—and I think very valuable—at-
tempts to measure personal wealth distribution and with attention
géven 30 the low-income end. I think we need more of that kind
of study.

Senatscr)r Proxmire. Let me ask you three economists. I do not
want to detain you too long. I have detained you along time already
and your contributions have been very helpful. Let me throw out
three more areas where we need more information and ask you
whether or not you think it is significant. One is monetary policy.
Two is wage-price policy. Three is the area of balance of payments.

Mr. Lampman, as long as you are responding?

Mr. Lampman. Your question concerning those was whether this
kind of information——

Senator Proxare. Whether it would be of significance—of sig-
nificant help in these three areas.

Mr. Lampman. Yes; I think it very definitely would be of help.

Senator Proxmir. Whether it would be of significance—of sig-
nificance?

Mr. Lampman. In the monetary area, for example, we are often
concerned about the effects of additional borrowing on the rate of
interest and what effect that would have on various types of business
operations, various classes of consumers. If we knew about not only
the physical assets held by businesses and by households, but also if
we knew about their financial assets and liabilities, then we would be
in a good position to appraise the effect of a monetary policy change.

In the wage-price field, we would have better basis for judging
the rate of return or the need for price change that may occur from
time to time, looking at one industry as opposed to another.

Senator Proxmire. I suppose you could say that on wages, this
census might provide information that would be useful in terms of
what anyone would need in the way of a wage increase, the need for,
say, & minimum wage increase. '

Mr. Lameman. There might be something in that. Right off, I do
not see a way to use these data for that purpose.
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On the balance-of-payments side, the balance of payments is another
one of these flow concepts; that is, it talks about what happened dur-
ing the year. The national balance sheet would give you a look at the
stock of foreign-held assets and of American investment abroad on
a cumulative basis. That would give you another look at the mean-
ingfulness of a balance-of-payments deficit or surplus.

Senator Proxumrre. Thank you, very much.

Mr. Johnson ?

Mr. Jornson. Ihave a feeling that it would be helpful in monetary
policy. I attempted to avoid monetary policy and fiscal policy in
my paper. But it strikes me that we only have to look at the record
of 1955-57 and 1957-60 in the capital goods area expansion of 1955-57,
I believe had there been both wealth inventory information and some
ability to use such figures, we might not have had an overexpansion,
pretty generally, of plant, by the private decisionmakers. I think it
would have been helpful in avoiding that. The best records we have
indicate that perhaps we had 20 to 25 percent surplus capacity in
manufacturing as we came out of that splurge.

This, then, left a period to absorb this inventory of excess capacity
and we had a period from 1958 to, roughly, 1961 before we got back
toward the flash point of new plant expansion. I think this kind of
information coul(F have helped, perhaps, in monetary and fiscal policy
during that period. I have a feeling that it would be that way.

On the wage-price problem, I think that this kind of information
as Dr. Lampman has pointed out, could be helpful in rate of return
analysis. I think this would help in the private sector in the alloca-
tion of financial resources if we had this kind of rate of return. We
might find that automatically, the financial market would put some
restraints on corporations when they attempted to raise money.

I note in this morning’s paper that the corporate bond market is in
a little trouble today and yesterday on allocation of funds. If they
had better information on rate of return, it would make the market-
place a more efficient allocator of funds via the rate of return on in-
vestment by industries.

On the balance-of-payments problem, if, as Dr. Denison has indi-
cated, we can get on with some international studies, we may find that
capital allocations in other countries and capital versus labor alloca-
tions and skilled labor, et cetera, are different. We may get some in-
sights that will help us become more competitive in international
markets. By no meansdo I want to imply that I think that the physi-
cal volume of goods and services portion of our balance of payments
can solve the whole balance-of-payments problems. I think there are
other problems in the purely intangible financial area. But it might
be of assistance in indicating where others have found that they can
get more output with less capital, or they use a different mix of capi-
tal and labor. I am finding that business concerns are studying this
matter of allocations of capital resources between various activities
much more sophisticated than they have before. I think these wealth
inventories will help.

Senator Proxmire. Mr. Denison ?

Mr. DenisoN. Most of what I might have said has been said. With
respect to the balance of payments, I think it might be noted on the
statistical side that the same types of information that are needed for
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this sector of the national balance sheets are really very much the same
sorts of information that also would be needed to improve the balance-
of-payments data. I think both this report and the Bernstein report
share a joint interest in that part of the statistics.

On the more general problgm, I think that wealth data would be help-
ful if we do have to take actions to influence the balance of payments
in deciding what actions to take.

On wage price policy

Senator ProxMIre. Let me ask on the balance of payments, has either
Mr. Lederer or Mr. Bernstein, in Mr. Bernstein’s very comprehensive
report, to your knowledge indicated anything that would suggest that
this kind of information would be useful or necessarily deirable?

Bernstein’s report is so detailed and comprehensive—we had hear-
ings on it about 8 or 4 weeks ago and are going to continue hearings
next week on it.

Mr. Denison. I guess I cannot answer the question directly, except
by saying that I would be absolutely astounded if it did not call for the
same types of information. I think it is impossible that it would not,
because that is the nature of the statistical setup.

Mention of wage-price policy calls to min({) the guidelines. The
guidelines really stem from a historical observation, it seems to me.
That historical observation is that over considerable periods of time,
there has been very litle change in the division of national income be-
tween compensation of employees and other types of income. Other
types of income include profits. To really examine the basis for the

idelines it would be desirable to have beter profits data, which means

etter depreciation data, and data that are comparable overtime. This
also has relevance to rate of return analysis. The wealth study would
contribute to the numerator of the rate of return calculation, by im-
proving earnings estimates, as well as provide the denominator, which
1sthe value of the capital stock.

On monetary policy, I think there is not much I need to say, because
a very large part of this whole report calls for improvement of types
of data which are being used now in conducting monetary policy.

Senator Proxmire. Before I let you go, I have one final question
of Mr. Johnson. You say the lack of order of magnitude data on cost
prevents meaningful discussion on the feasible degree of detail and
actually requires that your endorsement of the project be a conditional
one.

Now, tomorrow, we are going to have Mr. Raymond T. Bowman,
Mr. Morris H. Hansen, and Mr. Morris R. Goldman, and if anybody
can give us answers on costs, it seems to me they ought to be in a posi-
tion to do it.

Can you give us any guidelines so we will know how to evaluate
what they can tell us and we can ask them some questions to bring out
some assessment of how far we can go on this wealth census. There
is no question we will move with it, but there is some question as to
how far we should push the Bureau of the Budget to spend on it.

Mr. JornsoN. Senator Proxmire, I do not believe I have compe-
tence to answer that question.

Senator Prox»re. The reason I ask is because you say that because
you do not have any costs, you have to make your endorsement condi-
tional. Suppose you did have. How would you evaluate it? Sup-
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l};gsing the costs were, say $5 million, $10 million, $30 million? You
ow,

Mr. Jornson. I would attempt to move into the whole statistical
program and see if in my personal value judgments, I would allocate
$5 million to this rather than $5 million to a job vacancy study or $5
million to improving the consumer price index or any of the agricul-
tural statistics, et cetera. I think we have to get a judgment value on
priority of allocation of whatever funds can be allocated.

Senator ProxmIre. You are not taking the position that you should
not spend any more on Government statistics; are you?

Mr. Jounson. Noj I am not.

Senator Proxmire. So another alternative would be that you might
spend whatever additional sums would be on this, because all informa-
tion is helpful in gathering statistics ?

Mr. Jornson. Yes. I would want to see the order of magnitude—
say $5 million. T probably would not wince at that, but if you slip
a decimal point and make it $50 million, I would have considerable
concern. If it were a half million dollars, I certainly would have no
concern. We do not find this order of magnitude costs and I think,
as you say, the agencies who will be here tomorrow in your hearings
certainly can give far better information than I can.

Senator Proxmire. As far as I am concerned, you are saying if it is
half a million dollars, go ahead, if it is $5 million, you might think
about it, and $50 million, you would have to look around and see how
far you should go.

Mr. Jomwson. I think those are very crude order-of-magnitude
guesses,

Senator ProxmIRe. Gentlemen, thank you, very much. I have en-
joyed this and learned a lot. I think you have made a very excellent
record thismorning. I deeply appreciate it.

The committee will recess until 10 o’clock tomorrow morning and we
will hear from Director Bowman, Associate Director Goldman, and
Assistant Director Hansen.

(Whereupon, at 12:05 p.m., the hearing adjourned, to reconvene at
10 a.m., Thursday, June 3, 1965.)
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THURSDAY, JUNE 3, 1965

ConNGrEss OF THE UNITED STATES,
SuBcOMMITTEE ON ECONOMIC STATISTICS
or THE JoINT Ecoxomic CoMMITTEE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10 a.m., in room 1202,
New Senate Office Building, Hon. William Proxmire (chairman of
the subcommittee) presiding.

Present: Senators Proxmire and Miller.

Also present: James W. Knowles, executive director; Gerald A.
Pollack, staff economist; Donald A. Webster, minority economist; and
Hamilton D. Gewehr, administrative clerk.

Senator Proxmire. The subcommittee will come to order.

This is the third and concluding morning of these hearings by the
Subcommittee on Economic Statistics on the general subject of “Meas-
uring the Nation’s Wealth.” This morning we will hear from repre-
sentatives of the Government agencies primarily concerned with this
program who are prepared to present the views of the executive agen-
cies as to the conclusions and recommendations of the wealth inventory
planning study, and to outline the next steps which the executive
branch proposes in this area.

Our first witness, Dr. Raymond T. Bowman, is Assistant Director
for Statistical Standards of the Bureau of the Budget. Dr. Bowman
and his associates are responsible for the overall supervision and co-
ordination of the Federal statistical system, and in this capacity will
outline for us the overall position of the executive branch on these
matters. He will be followed by Mr. Morris R. Goldman, Associate
Director of the Office of Business Economics in the Department of
Commerce, and Mr. Morris H. Hansen, Assistant Director for Research
and Development of the Bureau of the Census, also in the Department,
of Commerce which, we understand, will have key roles in any pro-
gram for measuring the Nation’s wealth.

The subcommittee also invited other Government agencies that are
concerned with this subject either to be represented at this hearing or
to submit statements for the record. So far we have in hand for in-
corporation in the record a statement of the U.S. Department of Agri-
cultu(l"le which will be published at an appropriate point in today’s
record.

I think this is an appropriate point.

61
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(The statement referred to follows:)

STATEMENT SUBMITTED BY THE U.S. DEPARTMENT OF
AGRICULTURE

The proposed compilation of wealth data presented along the lines
indicated in the report would constitute a major addition to our tools
of economic analysis. ) .

The information on agricultural wealth as described in the report
would be of considerable value in several phases of the Department’s
research work dealing with relationships within the agricultural sector.
For example, there 1s need to develop balance sheets for different
groupings of farms, and to relate changes in the balance sheet compo-
nents to the flow of farm income and other receipts and outflows from
the agricultural sector. There is need also to develop better methods
of calculating rates of return on farm real estate. This latter statistic
is especially important at present when the demand for farmland to
enlarge existing farms is so strong, and farmland values are rising
continuously.

The wealth inventory series would be highly useful also in measur-
ing the relationships between agriculture and the other sectors—par-
ticularly since wealth of the agricultural sector is a substantial part
of the Nation’s total wealth—and in determining the returns to farmers
for their capital and labor as compared with those of other persons
and businesses in the economy.

The recommendations that apply particularly to agriculture have
been classified into three groups. Those recommendations in group I
can probably be initiated without much delay. Those in group IT and
in group ITY are more difficult to accomplish.

Several of these recommendations can be implemented, in part at
least, by exploiting other research work and SUrveys NOow In progress.
Thus, the data collected in a pesticides survey, now being conducted
by the Department, will permit some improvements to be made in the
“financial assets” component of the balance sheet and important prog-
ress in developing balance sheets by economic class of farm. The 1960
Sample Survey of Agriculture permitted a major improvement in
certain debt data. Other surveys undoubtedly will contribute to
further accomplishments along these lines.

L. The recommendations that probably can be accomplished with
little difficulty are the following:

1. Greater detail be shown in the “off farm” component of farm
income estimates so that “income from secondary sources associated
with the same land and buildings that is used to produce farm prod-
ucts” can be identified. Then the appropriate income figures would be
available, as desired, for comparisons with estimates of farm wealth, in
calculating rates of return.

2. Improvements in the balance sheet of agriculture :

(1) To exclude Commodity Credit Corporation loans from
farm liabilities, and to exclude the related crops from the balance
sheet assets. This would improve the comparability of concepts
in the balance sheet with those concepts underlying the farm
income calculations.
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(2) The value of household furnishings and equipment (like
the value of farm homes) now shown as a balance sheet asset,
would be transferred out of the agricultural sector (in these and
similar other recommended regroupings, separate detail would
be maintained so that alternative arrangements of the data could
be made as desired). .

II. The followings recommendations would involve more difficulty
to accomplish, particularly if the aim is to accomplish them in a rela-
tively short time:

1. Performing the conceptual, analytical, and statistical work
needed for calculation of constant dollar values for farm real estate.
To meet the goals of the overall project, constant dollar values of all
physical wealth as well as current values are needed ; difficulty measure-
ment as well as conceptual problems are involved in developing these
data for farmland.

2. “Value of all residences on census farms should be transferred
(out of farmland and buildings) to the household sector” (in calcula-
tions).

3. Z)Financial assets and claims associated with the farm household
would be transferred out of the agricultural sector.

4. Obtaining additional information on the lessors of agricultural
wealth of landlords—Iargely land-—so that they could be separated
between farm landlords %whose wealth would be left in the agricul-
tural sector) and nonfarm landlords (whose agriculturally used wealth
would be considered as being owned by the real estate industry).

5. To prepare at the regional level a variety of balance sheets of
agriculture as follows:

(1) Operators of census farms showing:

(a) Production and consumption items separately.

b) Owned and rented assets separately.
¢) Four groupings of economic classes of farms separately.

III. Substantial difficulties would be involved (and these will be
progressively larger as the geographic coverage is increased) to ac-
complish these recommendations:

1. That the goal be to present the major part of the wealth data on a
State basis * * * and for four economic classes of farms.

2. Collection of data on farm machinery to permit State value
estimates.

3. Collection of data showing * * * financial assets by regions.

4. A survey of the agricultural service industry to permit estimates
of this component of wealth used in production of farm products.

BOARD OF GOVERNORS,
OF THE FEDERAL RESERVE SYSTEM,

Washington, D.C., June 3, 1965.
Mr. JAMES W. KNOWLES,

Bazecutive Director, Joint HEconomic Committee,
New Senate Office Building, Washington, D.C.

Dear JiMm: Let me reaffirm my endorsement of the recommendations of the
advisory committee to the wealth inventory planning study. Increasing analytic
emphasis is being placed these days on stocks of wealth as a variable influencing
economic behavior, and the lack of accurate and consistent wealth data is a
serious constraint on such analyses. Information is needed not only in terms of
aggregates for the country as a whole, but also for major economic sectors and
major categories of wealth as well; to serve the widest range of analysis, these
measures should cover financial as well as tangible wealth. I hope the Govern-
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ment’s statistical program can develop in such a way as to provide these sorely
needed economic data.

As you know, the Federal Reserve's research program is already filling part
of the gap. We are just now completing surveys of consumers’ financial be-
havior in which detailed information was compiled on consumer assets and
liabilities. The data are now being processed, and when available should con-
tribute significantly to understanding the influence of wealth on consumer saving
and spending. Federal statistical efforts directed at the development or improve-
ment of comparable measures for other sectors of the economy would be highly
desirable.

Very truly yours,
DanNIEL H. BRILL,
Director, Division of Research and Statistics.

Senator Proxmire. Dr. Bowman, you may proceed with your state-

ment.

STATEMENT OF RAYMOND T. BOWMAN, ASSISTANT DIRECTOR FOR
STATISTICAL STANDARDS, BUREAU OF THE BUDGET

Mr. Bownman. Thank you, Senator Proxmire.

I am extremely grateful for this opportunity to appear before this
committes regarding the usefulness of more and better data on the
Nation’s wealth. In the context in which I am using the term “wealth,”
I mean the stock of tangible durable assets supporting production or
consumption. For some purposes it would be desirable to add to this
concept of wealth the intangible assets resulting from investment in
human beings.

The wealth inventory planning study has provided an important
review of the conceptual and many of the practical problems to be
faced in obtaining such data for the United States and has made rec-
ommendations on the scope and detail that should be considered.

The present task of the Federal statistical program is to explore
these matters in terms of the practical ways of collecting valid data
and providing appropriate estimates. We are now undertaking to
do this. The aim is to establish comprehensive data which would
show the composition of the Nation’s wealth and its changes over time
as a part of a general national economic accounting framework.

My statement attempts three things:

_ First, it considers the need for greater emphasis on wealth informa-
tion;

Second, it indicates our present position on wealth data within an
evolving Federal statistics program; and

Third, it states what we are now doing and expect to do to develop
improved wealth data.

NEED FOR BETTER DATA ON WEALTH

The increasing emphasis on wealth data is related to specific analyti-
cal needs of the post-World War II period and also to a clearer
general recognition of the importance of stocks as well as flows for
the more precise economic analysis of many problems. Some of
the most basic problems of economic policy in the period since the war
have required for their analyses better information on capital stock.
I note several very briefly.
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The accumulation of financial liquid assets and the depletion of
the stock of real assets during the war were very significant for the
early post-World War IT period. It is probably fair to say that if
we had had a comprehensive accounting of capital stock and of the
financial assets of business and consumers, the postwar economic pro-
jections would have been considerably better.

In recent years, increased interest in economic growth, both here
and abroad, heightened considerably an interest in the underlyin
sources of differential growth rates. The deficiency of data on capita
stock for such inquiry was clearly apparent.

For many years, fluctuations over time in investment by consumers
and by business have been of critical importance for stable growth and
have been examined intensively. Such studies have increasingly been
hampered by the lack of adequate data on capital stock. Particularly
in the analysis of business investment, an understanding of relation-
ships between the existing capital stock and its actual and capacity
output is basie.

The longstanding interest in labor productivity analysis—partly to
explain economic growth, but also to examine price and cost relation-
ships—has also emphasized the need for better information on capital
stocks and changes in their accumulation.

Finally, T would mention the problem of balance of payments in
which U'y . capital investment abroad as distinct from investment in
the United States has been highlighted as a key variable for study
and policy. Here again there is a critical need for better information
on the way in which the stock of wealth is allocated among the indus-
trial sectors, as well as on its ownership and rate of return.

It is not my intention to imply by these illustrations from the rela-
tively recent past that interest in wealth is not of long standing. This
interest considerably predates the postwar period. It is, of course,
not necessary to remind this committee of the classic work of Senator
Douglas which even at the present time provides a framework for
much of the thinking about analysis of the relatonship between labor
and capital in explaining changes in production.

In view of these important problems which have continued to call
attention to the need for data on capital stock, how is it that a re-
liable inventory of the Nation’s wealth is still essentially lacking to-
day? This question seems all the more pertinent when we recall
that there was along period when collection of wealth data repre-
sented a significant 1f not a leading source of information on our
economic development. I refer to the period from 1850 through
1922, when data on wealth were prepared by the Bureau of the Cen-
sus. After 1922, this effort was largely abandoned.

Collection or estimation of these data by the Census Bureau?® was
abandoned ostensibly because of the belief by Bureau officials that
the data could not be collected without serious error or excessive
cost.

Many of the problems observed at that time, particularly the diffi-
culty of arriving at a clear basis of market valuation of capital stock,
persist to the present day. But statistical procedures have come a

1 Estimated National Wealth, compiled as part of the Decennial Report on Wealth, Public
{);g;:, and Taxation, Department of Commerce, U.S. Bureau of the Census, Washington,
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long way since 1922. The development of our national accounts, avail-
ability of extended time series on capital expenditures which permit
perpetual inventory methods, improved price indexes, and renewed
interest in and work on estimating wealth and capacity, should by now
have provided a firmer ground for planning new pilot and feasibil-
ity work. It is imperative that we reexamine our ability to resume
collection of data on wealth, particularly survey data at decade inter-
vals. This is required to establish valid benchmarks for our cur-
rent estimates and additional knowledge of other critical aspects;
such as, age and geographic distribution of the wealth stock.

THE PRESENT POSITION OF WEALTH DATA WITHIN AN EVOLVING AND
BETTER INTEGRATED FEDERAL STATISTICS PROGRAM

It is now some 714 years since I appeared before this committee
on the occasion of the completion of the report of the National Ac-
counts Review Committee.?

This report envisioned a long-range program regarding the U.S.
economic accounting systems. The developments which might even-
tually provide comprehensive and usefully detailed data on the Na-
tion’s wealth should be viewed in the context of this long-range pro-
gram of national accounting designed for economic analysis.

One of the most important recommendations of the NARC report
was that five main elements should be integrated into a consistent ac-
counting framework. These five elements include income and prod-
uct; interindustry purchases and sales (input-output); balance of
payments; flow of funds; and national and sector balance sheets.

We are today still some considerable distance away from such a
fully integrated system, but the availability of comprehensive data
on tangible capital stock would be a major step forward in this pro-

ram. Such a development could considerably advance the needed
integration of data on savings and investment in the income and prod-
uct accounts of the Department of Commerce with the corresponding
information in the flow-of-funds data now prepared by the Federal
Reserve Board. Also the data on tangible capital stock would ulti-
mately be integrated with data on financial assets and debt into the
framework of national and sector balance sheets.

Since the completion of the National Accounts Review Committee
report a number of developments have occurred in our accounts which
have substantially improved our ability to describe and understand
economic developments and which have brought economic accountin
of the real and monetary aspects into somewhat closer integration.
would like to highlight two examples. These are:

(1) The expanded development of gross national product figures
in constant prices.

(2) The development of an input-output table completely inte-
grated with the GNP accounts.

The constant dollar figures provide a basis for comparing real out-
put and important inputs; such as, employment and capital in order

2“The National Economic Accounts of the United States.” A report to the Office of
Statistical Standards, Bureau of the Budget, by the National Accounts Review Committee
of the National Bureau of Economic Research. Published by the Subcommittee on Eco-
nomic Statistics of the Joint Economic Committee, with hearings, Washington, 1957.
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to measure changes in output per unit of input—often called pro-
ductivity analysis. The input-output table, among other things, re-
veals the links between output and inputs, in the context of inter-
industry purchases and sales. Such an input-output arrangement
makes 1t possible to measure the impact of a change in the final de-
mand for one product on the output of each industry. It is not re-
stricted to the direct effect on the industry producing the product
with the increased demand but permits estimates of the combined di-
rect and indirect effects.

The 1958 table just completed does this for some 86 industries. Simi-
Jar tables for each industrial census year: 1963, 1967, 1972, et cetera,
and for a middle year between such census years, will provide exten-
sive new insights into interindustry structural stability and change.
It is hoped that the number of industrial sectors may be somewhat
expanded in future tables. Most important these tables. are fully
integrated with the income and product accounts.

The broad objective of measuring the input of resources—both
material and manpower resources—in relation to the output of our
economy has been appreciably advanced by these developments. This
includes the GNP aggregate as well as its components of consumer
purchases and business investment purchases on a quarterly as well
as an annual basis, and also the industrial origin of the GNP in real
terms, on an annual basis.

For some time, of course, it has been possible to measure output per
unit of labor for the total economy and to some extent for particular
sectors; such as, agriculture and manufacturing. But with the devel-
opment of constant dollar GNP by industry within the same system
as the aggregate GNP, the door has been opened to such analysis for
all major industrial sectors consistent with our measures for the total
economy. We must note, however, that data improvements are still
required to establish estimates sufficiently accurate to meet all our
needs. One required improvement of major importance is better price
deflators.

Within this broad framework of analysis, however, suitable meas-
urement of the wealth stock is lacking. We cannot account (except
in fairly crude terms) for the stock of capital resources which is em-
ployed to produce the Nation’s output—particularly its industrial dis-
tribution, technological characteristics, and ownership. And on the
consumption side we have only limited information on consumer tan-
gible wealth holdings and claims position.

In the main, the probe we are now undertaking is to see how we may,
in manageable compass, reliably measure the tangible reproducible
capital resources used to support production and consumption.

t should be understood that it is not necessary to start from scratch
in developing informationn on national wealth. The committee is
aware, I am sure, of the estimates of the National Bureau of Economic
Research, notably the work of Goldsmith, Kuznets, Creamer, and
Kendrick. There are figures available based on tax returns, assess-
ments for tax purposes by State and local governments and data
probably of reasonably good quality for the transportation, commu-
nications and public utilities sectors developed by the relevant regula-
tory agencies. The Census Bureau, through its Census of Manufac-
turers and Business has collected data on the book value of depreciable
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assets for 1957 and 1963. Also, estimates of fixed capital for certain
segments have been prepared by the Office of Business Economics,
and of financial assets by the Federal Reserve.

PRESENT PLANS

As the wealth inventory planning study recognized, the ultimate
objective is to establish continuing balance sheet and wealth estimates
for the Nation and its major sectors within the framework of the
national accounts. To provide an adequate basis for such regular esti-
mates, a comprehensive national inventory at something like decade
intervals will be necessary. In order to promote the planning for
such an inventory and for associated estimates, focal responsibility
for guiding and developing the wealth statistics for the Federal Gov-
ernment has been assigned to the Department of Commerce.

With your permission, I should like to submit for the committee’s
record a copy of my letter addressed to the Assistant Secretary for
Economic A ffairs of the Department of Commerce.

Senator Proxmire. Without objection, that will be done.

(The letter referred to follows:)

EXECUTIVE OFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,
Washington, D.C., January 19, 1965.
Hon. RicuArD H. HoLTON,
Assistant Secretary of Commerce for Economic Affairs, Department of Commerce,
Washington, D.C.

Dear Mr. Horron: In order to expedite planning for the scope and major
details of a Federal statistical program designed to obtain basic measurements
of the physical wealth of the United States at approximately decadal intervals,
it is desirable to determine where focal responsibilities should be exercised. The
advisory committee to the George Washington University wealth study, recog-
nizing the need for focal assignments, recommended that the Office of Statistical
Standards, Bureau of the Budget, as the responsible statistical coordinating
agency, undertake to initiate the planning and testing work within the Federal
statistical establishment. The George Washington University wealth report
has been reprinted by the Joint Economic Committee and hearings will be
scheduled for early this year.

The main questions that will have to be faced are what data should be col-
lected, why, and how? While the recently completed George Washington Uni-
versity project discussed these questions in eminently useful ways, they must
be examined more concretely in terms of specific actions to be taken.

Toward that end, focal responsibility is hereby assigned to the Office of Busi-
ness Economics for planning the basic features for the development of official
statistics of the Nation’s physical wealth. The Office of Business Economics will
be expected to guide this work so that it may appropriately support extension
of the national economic accounts to include sector balance sheets and meet other
needs of economic analysis, particularly those related to problems of capacity.

Focal responsibility is hereby assigned to the Census Bureau for undertaking
the pilot and feasibility work on how the requisite data should be collected. The
main immediate task involves planning for the economic censuses.

The Office of Statistical Standards, Bureau of the Budget, will undertake to
initiate such interagency work as will be needed to further implement other
efforts or to support the focal agencies’ responsibilities stated above, principally
those involving the Federal Reserve Board, Internal Revenue, Agriculture,
Interior, and others.

We recognize that these assignments have financial implications and that
only a limited start toward implementing them can be made until additional
resources can be provided.

Sincerely yours,
RAYMOND T. BOWMAN,
Assistant Director for Statistical Standards.
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Mr. Bowman. In accordance with this letter, the Office of Business
Economics has been given the responsibility for developing and guid-
ing the construction of wealth data within the framework of the na-
tional accounts. Initially, the data will pertain to tangible wealth;
mainly, physical plant, equipment, and inventories; also land; and if
feasible, natural resources; all by sector of use. At a later stage, these
data on tangible wealth will be integrated with financial data into
national and sector balance sheets, tying in with sector of ownership.

By construction of the overall framework and by supplying detailed
estimates, the Office of Business Economics will provide the guides
for those elements of the wealth estimates which will require periodic
inventory surveys. Mr. Goldman, Assistant Director of the Office of
Business Economics, will describe this effort in more detail.

Responsibility for collecting the information needed for a compre-
hensive inventory is assigned primarily to the Bureau of the Census.
Priority will be given to the pilot and planning work in connection
with the 1967 Census of Manufacturers and related efforts. Mr. Mor-
ris Hansen, Assistant Director for Research and Development, will
describe the efforts and plans of the Census Bureau.

The Bureau of the Budget through its Office of Statistical Stand-
ards will provide the necessary interagency coordination required
both to improve existing estimates and arrange for the participation
of other agencies to provide information for special parts of the inven-
tory. Information from tax returns and from data furnished by the
regulatory agencies, would require coordination of efforts of various
agencies such as Treasury, Federal Reserve, Agriculture, Interior, and
others. Cooperation of the Bureau of Labor Statistics will also be
required because of the need to measure changes in prices of fixed
capital.

Existing surveys and censuses for collection of data will be utilized
wherever possible and no new surveys are planned except as supple-
ments to existing ones. An immediate problem is to see how we might
utilize the economic censuses, even in a modest way, for purposes of
the inventory. These censuses include mainly the Census of Manufac-
tures, Census of Mineral Industries, and Census of Retail and Whole-
sale Trade, which are scheduled for coverage of the year 1967. Pilot
and testing work for the censuses and certain of the related annual
surveys would be done by the Bureau of the Census as soon as possible.

The other important collection vehicles of tlie Bureau of the Cen-
sus pertinent to the wealth inventory are the Censuses of Agriculture
and of Population and Housing, and the Census of Governments.

Areas not adequately covered by these censuses for the most part
are the service industries, transportation, communications, utilities,
and the Federal Government. The regulatory agencies provide much
of the necessary data for the communications, utilities, and trans-
port segments. A fair degree of estimating work may be required in
the area of Federal Government—through greatly improved data
have been made available in recent years—and additional work in the
service area.

The tasks envisaged by this program are not easy ones. There are
serious problems of concept, of reporting, and of reporting burden.
The problems of concept relate principally to that of valuation; name-
ly, the problem of revaluing major items of tangible wealth of differ-
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ent ages so as to indicate their changing market value in current prices
and in prices of a chosen base period. Largely because of the problem
of valuation, the wealth inventory will necessarily involve a consider-
able amount of price adjustment. There will also be important prob

lems of data collection which will have to be evaluated through pilot
and testing work by the Bureau of the Census. Additional resources
will undoubtedly be required by the statistical agencies if the program
is to be implemented and such costs will have to be evaluated against
benefits.

We are, nevertheless, persuaded that efforts to explore this exten-
sion of statistics should be encouraged. Efforts to improve existing
estimates should be strengthened and pilot and testing work for a
comprehensive inventory should move ahead.

Senator Proxmme. Thank you, Dr. Bowman.
Mr. Goldman ?

STATEMENT OF MORRIS R. GOLDMAN, ASSOCIATE DIRECTOR,
OFFICE OF BUSINESS ECONOMICS

Mr. GoLpman. Thank you, sir.

The report of the wealth inventory planning study, directed by Prof.
John W. Kendrick, has made a valuable contribution to the continuing
effort to develop economic intelligence necessary for understanding our
economic processes. In a systematic fashion the report discusses the
uses of wealth data, the experience in making such estimates both in
the United States in the past and in selected other countries, and ana-
lyzes problems in connection with the development of the estimates.

As the report points out, such a study cannot provide a blueprint
for the preparation of wealth data. It can only scratch the surface
by exposing the general problems and features of the required esti-
mates. The blueprint must emerge from a much more detailed and
specific study of the requirements for the actual estimation.

The Office of Business Economics welcomes the report as an impor-
tant confirmation of its long-range plans in this area. As is well
known, the Office of Business Economics has responsibility, within the
Federal Government, for the preparation of tll)ie national economic
accounts. The national economic accounts are designed to provide an
overview of our economy. They provide key data necessary to appraise
the performance of the economy as well as to study its structure. As
such, they are used widely within the Federal Government not only by
the Department of Commerce, but also by such agencies as the Coun-
cil of Economic Advisers, the Treasury Department, the Budget Bu-
reau, and the Federal Reserve Board in the formulation of overall
economic policies. They are used also by private business to provide
the background information necessary for the determination of a wide
range of policies covering such things as investment, marketing, and
production. This does not exhaust the list of users of the information
we provide. Other users include State and local governments, trade
unions, universities, and research organizations.

The centerpiece of this economic accounting system is the national
income and product accounts which provide a summary view of the
production, distribution, and use of the Nation’s output. In order to
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provide the detail necessary for analysis and policy formulation, this
summary view must be elaborated.

The input-output account, recently published by the Office of Busi-
ness Economics, shows the industrial structure of production and how
changes in final demand, such as consumption and investment, gen-
erate production and incomes in the various industries of the economy.

The balance-of-payments account, which we publish quarterly, sum-
marizes transactions between the United States and the rest of the
world. It ishardly necessary under present conditions to elaborate on
the importance of this information.

Regional accounts provide the geographic area detail underlying
the national totals. Up to this point our regional data, published on
an annual basis, have been limited to personal income received in each
of the 50 States and the District of Columbia. A greatly expanded
program of regional economic research is currently underway.

Flow of funds accounts are published regularly by the %oard of
Governors of the Federal Reserve System. The major purpose of these
accounts is to trace the financial processes by which savings are trans-
lated .into real investment. Consequently, this information is very
important for the analysis of money and credit. The Federal Reserve
Board estimates are not fully integrated with the national accounts,
but important progress toward integration has been made.

The above represent the major elements of the comprehensive and
detailed national economic accounting system that now exist. The
major gap in this body of information is the lack of data on national
wealth—on the total stock of tangible capital, such as plant and equip-
ment, as well as financial assets and liabilities.

This is not to suggest that there is a complete absence of informa-
tion bearing on national wealth. There is, first of all, the pioneering
work of private scholars such as Raymond Goldsmith. Then there
are estimates for certain segments of wealth that have been done by
Government agencies such as the Federal Reserve Board and ourselves.
Finally, there is available a great deal of statistical raw material which
could {e used to improve and extend the work on the estimation of
wealth. However, there is no systematic and comprehensive estima-
tion of balance sheets that can be used jointly with the information
now presented in our accounts.

The importance of national wealth data is discussed in the Kendrick
report. The report also includes statements testifying to the useful-
ness of such data by a cross section of economists connected with orga-
nizations which are among the major current or prospective users of
wealth estimates. The uses of wealth data are also emphasized in a
number of other sources, including the report of the National Accounts
Review Committee, which was presented to this subcommittee of the
Joint Economic Committee of the 85th Congress in October 1957.

I shall comment on selected categories og uses which, to my mind,
would be sufficient justification for the preparation of the estimates.

There is, first of all, the analysis of productivity which is central to
research on economic growth. Information on capital stock is pre-
requisite to measurement of capital productivity which is an important
element of total productivity. Interindustry comparisons, interna-
tional comparisons as well as intertemporal comparisons of total pro-
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ductivity can provide a sharpened basis for understanding the forces
for growth. o .

Next, adequate measures of total assets and liabilities, together with
significant detail on their composition, are needed for studies aimed at
the understanding of economic behavior of business, consumers, and
other economic groups.

For instance, our understanding of consumer demand for automo-
biles and other consumer durables 1s severely hampered by our lack of
comprehensive and current information on the stocks of these items.
Similarly, we would gain in our understanding of the dynamics of
housing demand if we had better information on the total stock of resi-
dences. Additional light could be thrown on the investment decisions
of business if we had more adequate information of their assets and
liabilities.

Third, our assessment of national needs would be facilitated by the
existence of better wealth data. For instance, our agenda in the field
of education and health could be sharpened if we knew more about the
composition of the fixed facilities related to these programs.

There are a number of other uses which cut across or go beyond the
categories mentioned above. For example, studies of capacity utiliza-
tion are important in analyses of productivity as well as economic be-
havior. Capacity utilization studies are extremely difficult to make
because the concept of capacity is an extremely elusive one. One ap-
proach to the problem is to use capital output ratios to estimate max-
imum output with given stocks of capital. Actual output related to
maximum output is then used as an approximation of capacity utiliza-
tion. In addition, estimates of capacity utilization are very important
in studies of inflation and deflation.

The Office of Business Economics has recently been designated by
the Bureau of the Budget as the focal agency for the measurement of
national wealth (other than primary data collection). We welcome
this designation, not only because of the importance of the subject
matter, but also because it fits into the area of our responsibilities and
because we have done considerable work related to wealth estimates.

Our regular estimates of the national income and product contain
series on fixed investment. We prepare regular estimates of business
inventories. We have in the past prepared estimates of tixed business
capital. We have also done work in estimating consumer assets and
housing. Also, in the foreign field, our estimates in connection with
the balance of payments, of U.S. investments abroad and fureign in-
vestments in the United States, have a clear relevance.

While additional source data are greatly needed, we believe that
much progress can be made in the development of wealth estimates
by the effective utilization of existing data. Indeed, an actual start
on the development of estimates is a prerequisite in identifying needs
for new data. Consequently, the estimation of national wealth should
not wait for the collection of new basic data.
~ The following would be an effective program :

(1) We would develop a framework for national wealth estimates
that is consistent with the national accounts. This involves develop-
ing the structure of the estimates, the concepts, the definitions, and
SO on. .
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(2) Estimates would be developed for the sectors which currently
are the major gaps. These are households and Government.

3) We would improve and extend our estimates of business wealth.
4) Concurrently, we would prepare recommendations for the col-
lection of new basic data. Some of the needs are obvious and could
be formulated without waiting for a detailed consideration of the
existing data and estimating methodologies. Other recommenda-
tions would emerge as we proceed. We would work closely with the
Bureau of the Census and the other data-collecting agencies to develop
possible approaches to the collection of the necessary additional basic
information.

The program I have outlined above is a rather modest one. It is
the minimum that is consistent with significant progress in this area.
However, if we are to implement even this minimum program on 2
reasonable schedule, we will require additional resources. Inasmuch
as we consider this program very important, we are inclined to give it
a high priority in our plans for the coming years.

Senator Proxmire. Thank you very much, Mr. Goldman.

Mr. Hansen?

STATEMENT OF MORRIS H. HANSEN, ASSISTANT DIRECTOR FOR
RESEARCH AND DEVELOPMENT, BUREAU OF THE CENSUS

Mr. Hansen. Thank you, Mr. Chairman.

I appreciate this opportunity to appear before this subcommittee
and present some views of the staff of the Bureau of the Census on
the findings and recommendations developed by the wealth inventory
planning study of George Washington University in its June 1964
report, “Measuring the Nation’s Wealth,” and published by your com-
mittee in December 1964.

As you may know, the Census Bureau staff participated actively with
Professor Kendrick and his staff during the 15 months in which the
wealth inventory planning study was conducted. Mr. A. Ross Eckler,
as Deputy Director, represented the Bureau on the study’s 14-member
advisory committee, while more than a dozen key members of the
Census Bureau staff participated actively in 9 of the 14 working groups
organized to review existing data availability and deficiencies in each
economic sector. This active participation in the wealth study gave us
an opportunity to become more fully aware of the many conceptual
and statistical problems to be faced in a governmentwide wealth study.
In fact, our discussions during the early phases of the wealth inventory
planning study enabled us to design some data items in the 1963 Eco-
nomic Censuses—as I will indicate later—in ways that may provide
useful benchmark information and may also be helpful in planning
the pilot studies and feasibility tests that will necessarily precede some
of the actual collection of wealth statistics.

The wealth inventory planning study identifies ultimate goals.
Much remains to be done in determining the more important needs and
priorities, and in establishing what should, in fact, be attempted in an
nitial effort at a wealth inventory. If one accepted the fullest pos-
sible formulation of the goals in the study (for example, to provide
results for specific types of physical assets, by individual industry,
and perhaps by geographic area, together with information on asset
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age and original cost), the project could become a heavy reporting
burden on the business community and costly to the Government. A
part of the job will be to define the primary objectives, where neces-
sary, in more limited terms.

THE FEDERAL STATISTICAL SYSTEM

The wealth inventory planning study staff made a series of recom-
mendations in its report which stressed (a) that a wealth inventory be
developed in conjunction with existing Federal data-collecting pro-
grams; and (&) that the initial national inventory of wealth be under-
taken around the end of this decade to coincide with and, where pos-
sible, supplement the various economic and demographic censuses and
surveys planned for the 1967-72 period.

The considerable effort and expense of attempting a wealth in-
ventory will require us to take advantage of the existing Federal data
collecting and processing systems. This will not only reduce the over-
head costs but will also maximize the use of available technical skills,
both in the “tooling up” stage and in the actual data collecting and
compiling processes. In addition, this tie-in to existing programs will
permit users of these tangible assets data to relate them directly with
other statistics on labor and materials inputs, with detailed production
data, and with other measures of industrial activity for the same
establishments, enterprises, or households.

Obviously, before the Census Bureau can develop realistic budget
estimates or detailed proposals regarding its role in the collection of
data for a mational wealth inventory, sufficient exploratory research
and advance planning is needed, involving a process of successive ap-
proximation, to determine (a) the specifications of additional infor-
mation to be obtained, and (&) the reporting feasibility and approxi-
mate costs involved in collecting the additional information, including
some consideration of the various alternatives available for developing
information in those economic sectors not now covered by the Federal
statistical system (e.g., construction, religious bodies, professional
and nonprofit services, real estate).

We expect, therefore, to hold discussions with the Office of Business
Economics and the Bureau of the Budget as an outline of a program is
developed. From these discussions should emerge an indication of
Erioritles in regard to timing and acceptable levels of statistical detail

or such dimensions as industry, geography, asset class, reporting unit,
asset use versus ownership status, et cetera.

As these data requirements come into sharper focus, we at the
Census Bureau would hopefully be able to develop concurrently more
specific plans for exploratory studies or data collection. In some
few instances, needed information may be considered for inclusion on
the 1967 Economic Censuses questionnaires (for which the final design
must be determined within about the next year). In other instances,
it may be evident that the needed information could be more efficiently
obtained as a supplemental item on an appropriate annual, quarterly,
or monthly sample survey in a subsequent year.

In still other instances, considerable preparatory work will be needed
in the way of preliminary pilot studies and feasibility tests (perhaps
involving field interviews, or sampling of company or agency records,
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and other approaches), in order to determine: (a) The recordkeeping
practices of business firms and households, and of other agencies with
relevant records, (&) the reportability of the data, (¢) the cost to the
Government, (d) the burden on the respondent, and (¢) the most ap-
propriate statistics-gathering vehicle for obtaining useful information
at the levels of detail needed to develop meaningful tangible wealth
estimates. Some of the original proposals may need to be cut back
considerably in order to reduce the reporting burden on respondents
or achieve a balanced and feasible wealth statistics program.

‘We have been able to assign some limited staff resources to par-
ticipate in the initial planning of this activity. Also, certain types of
assets inquiries can be incorporated into existing censuses or surveys.
The development, testing, and evaluation of other types of wealth
measurements, and the actual collection of these wealth data, however,
will require resources not now available to us.

In formulating future plans for collecting tangible wealth informa-
tion, the Census Bureau intends to make full use of some valuable, if
limited, experiences it has already gained in recent years. You may
be interested in the highlights of a few of the more significant Census
Bureau activities in the collection of data relating to wealth.

Both in the decennial housing and quinquennial agricultural cen-
suses, and in the more frequent sample surveys of households, useful
information has been collected on the value of homes, land, and build-
ings, as well as counts of major durable items found in households and
on farms.

In the quinquennial economic censuses (which presently include
manufactures, mineral industries, wholesale trade, retail trade, selected
services, and nonregulated aspects of transportation), together with
the annual sample surveys in some of these sectors, assets-type data
have been collected from the larger establishments and companies on
value of inventories held and on new capital expenditures for struc-
tures, machinery, and equipment. In the manufactures census, estab-
lishment data have also been collected on horsepower ratings of in-
stalled prime movers and other power equipment. Asan adjunct tothe
1958 Census of Manufactures, a sample survey of manufacturing plants
was conducted in 1957 to obtain establishment statistics on gross (book)
value of fixed assets, accumulated depreciation, annual depreciation
charges, rental payments, property taxes, and expenditures for main-
tenance and repairs. The results provided estimates on an establish-
ment basis for most individual (four-digit SIC) manufacturing in-
dustries and for the important major (two-digit) industry groups
within each State.

It is equally important to note, however, that such establishment de-
tail was cut back in the 1963 Census of Manufactures, due to our uncer-
tainty of the effect of the Internal Revenue Service 1962 depreciation
guidelines (Revenue Procedure 62-21) on business recordkeeping
practices and, therefore, on the ability of larger business firms to report
such data on an establishment basis. As a result, the sample survey
establishments in the 1963 Census of Manufactures were simply asked
to report gross (book) value of fixed assets and annual rental payments
for buildings and structures and for machinery and equipment in ad-
dition to the usual capital expenditures information.
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At the same time, company totals on fixed assets were obtained in the
1963 Economic Censuses from the approximately 7,000 largest multi-
establishment industrial and business firms in all census-covered sec-
tors. (These companies, incidentally, account for roughly one-half of
all employment reported in the economic censuses.) Gross (book)
value and net (depreciated) value of fixed-assets data were collected,
together with their major components of change during the year; that
1s, capital expenditures for plant and equipment, other capital acquisi-
tions (due to mergers, et cetera), depreciation and depletion charges
for the year, and other deductions (assets sold, retired, scrapped, et
cetera). Also, value of company inventories and rental payments data
were obtained for each of these large firms.

For the first time, in the 1963 census, a census of transportation was
initiated, covering activities in this sector not already surveyed by
other Government agencies or by private organizations. In the fixed
assets area, a truck inventory and use survey was conducted, based on
a sample drawn from State registration records for about 100,000 of
the 12 million trucks in the United States. Information collected from
each vehicle’s owner included its physical characteristics; major use
and type of service; intensity of vehicle utilization; et cetera. Also,
a bus and truck carrier survey covered those for-hire carriers not sub-
ject to ICC regulations and will supplement the data now collected
by that agency.

There is another Bureau program from which some useful fixed
assets data can be derived. The 1962 Census of Governments featured
information on the 1961 assessed value of property subject to State and
local area taxation, by class of property (real or personal) and by types
of real property (nonfarm residential; acreage and farm; vacant lots;
commercial; industrial). In addition, to provide information on the
relation between these assessed valuations and actual market values, the
Census Bureau conducted a sample survey of real estate transfers tak-
ing place during 1961.

There is one other problem involving wealth data in which the
Census Bureau has made progress and which will have an important
bearing on the Office of Business Economic’s ability to construct the
necessary sector balance sheets from the existing mosaic of Federal
data systems.

Over the years, when users of Government data have attempted to
compile statistics from a variety of sources for individual industries,
they have faced a major obstacle in achieving data comparability.
Many economic statistics: that is, employment, payroll, man-hours,
sales and receipts, value added, quantities and value of individual prod-
uct output and materials consumed, et cetera, are collected and pub-
lished by the Census Bureau and other statistical agencies for the par-
ticular establishments classified in each industry under study.

Many other data items; that is, profits, net income, total assets, new
capital investment, depreciation, et cetera, however, are typically
available only from financial reports prepared for IRS, SEC, ang other
regulatory agencies on a companywide basis by the firm which owns the
individual establishments. These latter company aggregates can only
be compiled, classified by industry, and published on the basis of the
primary industry classification of each firm, without regard to its sec-
ondary activities, if any, which may be quite important. This unavoid-
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able reporting of data at different organizational levels of the com-
pany inevitably results in the publication of noncomparable data for
particular industries, even when compatible industry classification sys-
tems are used.

Because of this need to integrate these two systems, steps were taken,
as part of the 1958 Economic Census program, to link Census estab-
lishment data with the financial statistics compiled from corporation
tax returns and published by the Internal Revenue Service in “Statis-
tics of Income.”

To prepare an approximate data link, the Census Bureau compared
its detailed 1958 records for several thousand large industrially di-
versified companies with the information made available by the In-
ternal Revenue Service from corporation tax returns. For those
firms whose records were successfully matched, IRS and Census data
were collated and company-establishment industry cross-tabulations
were prepared. More generalized link tables were also prepared
which statistically related additional portions of the published TRS
corporation totals and Census establishment totals, by means of an
indirect estimation technique applied to the many smaller single-
industry corporations. The resulting publication made it possible,
for the first time, to link approximately the published industry distri-
butions of established data (such as, payroll or value-added) in Cen-
sus reports with the published industry distributions of corporate
financial figures (such as, net income or total assets) available in the
IRS “Statistics of Income” publications.

The wealth inventory planning study has suggested that the com-
prehensive Federal data systems can serve as wealth data-gathering
channels for most sectors of the U.S. economy. Major fields in which
such systems do not now exist will have to be explored and new capa-
bilities developed, either through new survey program development
(as is now under study for the construction industry) or through
imaginative experimentation with indirect methods of tangible wealth
estimation; such as, the possibility of analyzing assessed valuation
and sales price data (in as real estate). Also, we may find that sig-
nificant reductions will be necessary in obtaining the desired types
of detailed information, because of lack of adequate data sources,
methods of measurement, or cost. It may be necessary to begin on a
somewhat modest basis and expand the program later, when some of
the problems have been solved.

In order to facilitate the use of some important existing Federal
sources of information on wéalth, the statistical “links” between dif-
ferent data systems should be developed on a routinized basis. In
those instances where there are legal or operational barriers which
prevent Census Bureau access to the statistical information already
available in the files of various administrative agencies, steps should
be initiated to overcome or mitigate such barriers.

In working toward these wealth statistics objectives, the Bureau
of the Census is prepared to participate on a joint basis with the
Bureau of the Budget, the Office of Business Economics, and other
agencies in planning the necessary programs, in testing and evaluat-
ing proposed alternative methods and, ultimately, to participate in
the collection of such wealth information for which feasible methods
can be developed.
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Thank you.

Senator Proxmire. Thank you, Mr. Hansen.

Mr. Kendrick, I see you are present here today and were here yester-
day as well as testifying on the first day. I hope I do not embarrass
you by asking you to do this, but I think you can perform a great
service for the committee and help us a great deal, since you are the
father of this excellent study and proposal. Would you tell us
whether or not you feel that the outline which is necessarily tenta-
tive and limited which was given us this morning by these three ex-
perts, who will be working on this data, satisfies you, No. 1, as to
the adequacy of the data which will be made available, and No. 2,
as to the timing? It will help us, I think, in our questioning if we
get your viewpoint, because you have been involved in this for 2 years.

Mr. Kenprice. I was very pleased with the program presented by
the representatives of the statistical agencies represented here this
morning. Quite without collusion, the program which they suggest
is quite similar to the one I suggested on Tuesday, as you recall. As
I said, this was without consultation among us. It seems to me the
logical approach.

The only thing I feel is quite necessary and was not stressed in
these presentations is the need during the coming fiscal year for the
Census Bureau to conduct some of the pilot studies, feasibility tests,
and so forth, that they have mentioned as necessary 1n order to insure
to the extent possible that as much information can be gotten in the
1967 Economic Censuses as is feasible.

I believe that as was stressed by other people appearing here, rather
prompt action will be required if we are to use it for the 1967 censuses,
so I would hope that the several agencies very soon would start think-
ing about these specific exploratory studies and as to their conduct
within the next 6 months or so.

Senator Proxmire. Mr. Hansen, are you from the Bureau of the
Census?

Mr. Haxsen. Correct.

Mr. Proxmire. Will you tell us what is the feasibility of the census
following Dr. Kendrick’s suggestion during the coming fiscal year.

Mr. Hansen. The real problem that arises is the need for fairly
specific formulation of what is needed as outlined by Mr. Goldman
in his statement. There are some types of things that are fairly
obvious that we are going ahead and working on consideration of how
they might be done, and whether or not it would be feasible to get
tests conducted, if needed to be conducted, or on exploratory discus-
sions, and so on, with the business community; for example, to deter-
mine the extent to which information that is needed is available.

The 1967 Economic Censuses are near enough so that things involv-
ing extensive feasibility testing may have to be postponed until a
later period, either to be conducted in an annual sample survey, in a
sample survey which we do annually in some of the fields, or in the
1972 Economic Censuses, which comes later and still within the period
under consideration.

I think that we feel, except in a few areas, that what is needed is
specific information.

Senator Proxmire. You say, “except in a few areas,” you need a
far more specific designation than you have at the moment?
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Mr. HanseN. Yes, sir; and this will be developed in the joint think-
ing and discussions and in working with the Office of Business
Economics.

Senator Proxyire. Is this a matter of adequate budget for 1966 to
do this? Would you need more funds? I realize this is pretty late.

Mr. Hansen. For any large-scale pretesting, we might. But we
have funds and will have funds for the preparatory work for the
censuses and modest sorts of exploratory studies, evaluative studies,
and contacts with the business community to determine the availabil-
ity of information. We shall be able to handle as a part of the pre-
paratory funds for the census. Until we know more explicitly things
that are not known to us now, it would be hard for us to say whether
or not additional funds would be required.

Senator Proxmime. How rapidly can you go into action so you can
get some notion of a timetable and a schedule on this and whether it
will require more money or whether it will necessarily have to be
postponed? Because, even if you got the funds you need, you could
not doit. 'We would like to have this kind of prescription because, as
a committee, it will be helpful to us in case it is necessary to ask for
some sort of a supplemental appropriation or in case some other kind
of legislative action or encouragement by this committee could be
given.

Mr. Hansen. We are beginning and doing work on the planning of
the 1967 Economic Censuses at the present time, and are prepared to
enter into discussions currently and rapidly with the Office of Busi-
ness Economics, the Bureau of the Budget, and others as to exactly
what these needs are that need to be spelled out, and what is called for,
and whether or not we will be able to deal with it with the resources
now available to us.

Senator Proxmire. Mr. Bowman, I think perhaps you would be
the man who could be able to tell us better than anyone, I suppose,
because you do have this overall responsibility, as to the kind of time-
table we can get so we can meet what seems to me to be pretty logical
and a very well-argued plea for action in this area.

Mr. Bowman. Well, Mr. Proxmire, I think as has been said, the
basic problem now is to determine more specifically just what new
information has to be collected and how. I think the program should
still be a program to get basic data that is in or near to 1970. I do
not think it should be thought that the censuses are the only way by
which some of these data can be gathered.

Now, we will get a considerable amount of information in the usual
way on housing, residential housing, in the regular decennial census.
I would like to see some work done 1n the 1967 censuses, but I do not
have too much confidence right now that there can be any major
additions to the 1967 census beyond some of the fairly obvious things,
as Mr. Hansen used the term. The more difficult things that might
be added, such as asset detail and age, might go on sample surveys.

I would not be concerned about only modest additions to the 1967
censuses, because some of the more detailed information can be gath-
ered in annual surveys, as Mr. Hansen has pointed out. In addition,
the 1972 census would not be too late to get data that would tie into
a 1970 basic benchmark year.



80 MEASURING THE NATION'S WEALTH

I think the important thing is to have the two agencies concen-
trate their attention now on more definite and detailed plans for esti-
mates and for pilot and feasibility work.

Senator Proxmire. Would you be able to work up a timetable so
that you can work out logically a system so that they can get together
and discuss this and arrive at the determination as to when they can
get together and discuss this and arrive at the determination as to when
they can come forward with this? v

Mr. Bowman. Yes; I think so. What I am trying to say, however,
is that I do not expect all this to be done in time to implement budget-
wise any major extension in the 1967 censuses.

Senator Proxmire. Let me ask, Will we have a detailed schedule by
September or by January ¢

Mr. Bownman. I do not know. This would depend a little bit upon
the agencies. I am waiting on them now. I think I would like to
answer your question in this way: I do not believe that this overall
program that is laid before you is anything that can be dealt with in
1 fiscal year. I think thisis a program that will have to be developed
over the period between now and 1972.

Senator Proxmire. I understand that, and I think we all do. We
simply want to get as much information as you can give us on how
this is going to proceed so that we can oversee it and also be in a posi-
tion to stimulate whatever appropriations committes or other com-
mittee of the Congress it is necessary to win action on this.

Mr. Bownman. Anything that is involved in the 1967 budget request
will have to be well along by September of this year. I think we must
have a much more detailed plan than can be developed by that time.
But I do not think that the feasibility studies that we will have to
make could possibly be included by this time.

Senator Proxmire. I think on this point, Senator Miller had a
question.

Senator MirrLer. It seems to me before you can give us a schedule,
you would have to have some answers to some questions as to just
exactly what data will be collected. I am wondering how you can
possibly set up a schedule that will be meaningful unless you have the
guidance as to what data are to be covered.

Mr. Bowman. I think the point I would try to make is that at the
present time, nothing that I have said in my statement or nothing that
I believe any of the representatives of the statistical agencies have said
indicated that we now have a clear-cut and specific program for wealth
statistics. We do have plans for developing such a program. The
depth and the detail of that program will have to depend upon an
evaluation by the agencies, by the Bureau of the Budget, and even-
tually by the Congress of what might be called the cost benefits to be
derived from such a program.

The paper by the Office of Business Economics stresses to a consider-
able extent their ability to do a considerable amount in this area by
estimates using existing data. The money costs here would be much
smaller than if a large amount of new data would have to be collected.

I would say that I am skeptical that in the end we can be confident
enough in these estimates to not eventually have to collect much more
detailed data than we are now collecting. But it seems to me this has
to be evaluated in the process itself.
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Senator MiuLer. Well, may I just pursue this a little further?
When Senator Proxmire asked you whether you can provide or estab-
lish a schedule, my question is, How can you possibly establish a
schedule unless you, either on the basis of your own assumptions or on
the basis of some guidance on this committee or some other source
regarding the type of data to be covered in the schedule—how can you
establish the schedule?

Senator Proxaire. If I could just interrupt at this point, I would
say to Senator Miller that in the last 3 days we have been working on
that and I think the Kendrick report sets forth without too much
controversy the kind of data that is required. All the witnesses we
have had—we had three excellent witnesses yesterday, outstanding
economists—and the three administration witnesses today seem to be
fairly well agreed on the kind of capital stock data that we need.
There was some suggestion by Congressman Curtis that we should be
very clear that this does not cover human weath, the skills, and so forth.
I think Mr. Bowman brought that out this morning very well.

But I think we are fairly well agreed on the kind of data that we
have to gather. There does not seem to be a very great controversy
as I understand it. Perhaps I'am wrong.

Do any of you gentlemen disagree? Are you confused as to what
kind of wealth data is needed or do you have a good knowledge, do
you feel, of what isneeded ¢

Mr. Bowyman. We have a good knowledge of the basic objectives, but
I would say we do not yet know how we want to collect it, what specific
items we 'want to collect, how the schedule would be designed, what the
reaction of the business community would be to the collection of the
information, how much it would cost to collect the information, what
amount of geographic detail we want.

In other words, it is one thing to provide asset data for all counties
and States of the United States; it 1s another thing to provide it for
the United ‘States asa whole.

Senator Proxmire. Yes, indeed. Well, I think that has been
brought out right along. I think that the most useful information
you can give us, and perhaps you cannot give it this morning, but per-
haps you can make some kind of statement indicating how much you
think a modest program would cost and what information that would
give us. Then you might give us a more ambitious program and you
might give us one in which everything that has been suggested by
Mr. Kendrick is provided for. It seems to me these hearings have
been featured by a lack of controversy. Maybe that is what we need,
a little more controversy. And I welcome any suggestion you can

ive.
g But there seems to be an agreement between reasonable people in-
volved, the economists and the others and the administration people,
that they will get together on some kind of program that will not cost
very much and get adequate information so we can help develop
economic policies that are wiser and based on more information.

Mr. Bowaax. It is not sharp controversy with the objectives, be-
cause I am a strong supporter of the objectives underlying the improve-
ment of wealth data. ‘Cost estimates now, I think, are impossible until
the program is much more detailed than 1t is at the present time.
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Senator ProxmIre. For instance, yesterday, one of the witnesses, a
prominent business economist, suggested that if this is going to cost
over $500,000, go ahead and there should not be any question as to the
money involved. If it is going to cost $4 or $5 million, it would still
be good, but if it is going to cost $50 million, it might be something
else. I am not asking, of course, for anything specific in terms of the
last ten-thousandths of a dollar, but just roughly, is this something
that is going to cost in the area of $100,000, $1 million, or what?

Mr. Bowman. Let me answer it this way: As you know, I am not
giving any budget figures. But estimates with regard to the overall
compass of this program, certainly, as I see the program developing,
the overall costs will be more than hundreds of thousands of dollars.
It will be more than, say, a million dollars. It will be a small fraction,
even in a fully developed program, or what we are now spending for
€CONOIMIC censuses.

Senator Proxarre. We now spend how much ?

Mr. Bowman. About $200 million o decade, including the decennial
and other major censuses.

Senator Proxyire. This would be over a million dollars, but it will
not be $10 million. v

Mr. Bowman. My guess is that some of the estimating work that
OBE can do are in the compass of a few hundred thousand dollars.
Some exploratory work that the Census might do are also within the
same compass.

But if it proves desirable to take a more complete inventory of
wealth so as to obtain important geographic detail at decade intervals,
this will cost much more at least once every decade.

Senator Proxmire. Then you tell us on pages 2 or 8 how enormously
valuable this will be. Yousay: :

It is fair to say that had we had a comprehensive accounting of capital stock,
of the financial assets of business and consumers, the postwar economic projec-
tions would have been considerably better.

The savings here for business, let alone the Government, could be
very, very great if we had better information so that our policies could
have been wiser.

Then you also point out that~
increased interest in economic growth, both here and abroad, heightened con-
siderably an interest in the underlying sources of differential growth rates. The
deficiency of data on capital stock for such inquiry was clearly apparent.

Here again 1s a very important way in which this census can con-
tribute to wise policy.

You go on to the contribution the census could make to investment
by consumers and by business in promoting stable growth, labor pro-
ductivity analysis, and to better understanding of the balance-of-pay-
ments problem. All the decisions involved in these problems would
be decided in a far more enlightened way if we had this kind of
information. :

So if this is a matter of $1 or $2 million—both Senator Miller and
I are deeply interested in economy and have indicated that in our
votes—it seems to me this would be a whale of a good investment and
one that we should not be, really, penny wise and pound foolish in.
So I hope that the monetary aspect of this will not hold you back as
long as the cost is in the general area that you have described.
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Mr. Bowaaw. Senator Proxmire, I would like to make my position
on this clear. I think that the kind of data we ought to have on
wealth—at decade intervals in particular and for the estimate to be
done between decade intervals—if that were to cost as much as 10 per-
cent of our overall census programs, it would be money well spent.
That is about $20 million.

That is my personal opinion of how valuable wealth data will be
for economic analysis. But whether or not a program can be devel-
oped which definitely demonstrates the benefits for each element in
such a program cannot be stated at this time. We have not nearly
reached the stage to evaluate in this detail as yet.

Senator Proxmire. Then all I ask is that as you reach the stage,
you keep us apprised so we can have a picture of the alternatives.
In other words, if you spend a little, you get a little, if you spend a
little more, you get a little more. What do you get? We can, perhaps,
be of some help in pushing the program along, recognizing that, of
course, we are aware of the limitations on expenditures and we are
concerned with that, too, but also concerned with the enormous help
that this can be both to the busines and Government economy.

I do not want to take too much time right now. I will come back,
and I yield to Senator Miller.

Senator MiLLer. I want to concur with Senator Proxmire in his
suggestion to you that you might come up with some alternative ap-

roaches to this. I take it from what you have said that you could not
just take this report and go aliead and make a schedule which would
really be meaningful ?

Mr. Bowsman. That is right.

Senator MiLLer. Well, you could make a schedule, but it might be a
very austere schedule, it might be something that would be too detailed,
really, to make the cost-benefit ratio what 1t should be. But it would
seem that if you could have your people develop a program which you
might call an austere program and another one which you might call
a moderate program, and then another one which you might call the
ultimate in programs, and then detail the type of beneficial informa- -
tion each could provide and to what extent; for example, the austere
program would ll))e efficient compared to the moderate program. Then
we might have something that would be a good basis for a sound
decision.

As T interpret this, there does not seem to be much question about
the objectives. The question will probably come: To what extent are
the estimates to be refined? Regardless of where you go, there are
going to be estimates. Even in your ultimate type of approach, you
are going to have an estimate. You are not going to have what could
be called completely accurate information. So the question will be:
To what extent are the estimates provided by an austere program
going to attain those objectives? To what extent can a moderate ap-
proach attain them and to what extent can an ultimate approach
attain the objectives? Then there will have to be a decision, I think,
made possibly by the Congress in the Appropriations Committee as
to which one we are going to use.

I would appreciate a comment from Professor Kendrick, if he would
care to, as to whether he thinks that, inasmuch as this is going to be
an estimate at best, there might be some approach, possibly through
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the use of—through computerization or computerization projections
which would enable us to do a pretty good job on, let us say, an austere-
type program as distinguished from one which would be considered
an expensive program.

Mr. Kexprick. I think an austere program could still yield very
valuable results. A more moderate or ultimate program would require
rather detailed listings by a sample of establishments, of their equip-
ment and machinery by type, by age. It is in that area that we really
do not know what the costs will be and we shall have to do some ex-
perimental work to find out. I think that that sort of detailed in-
formation would certainly refine the estimates, making the estimates
much more accurate and more usable with this detail.

I am sure that computerization is going to cut some of the basic
costs that much; it will, of course, for respondents, if they can put
the basic information from their equipment cards into the computer
and tabulate inexpensively the detailed information. Nevertheless,
providing all of this data and processing all of this data will be quite
expensive when it 1s done in detail on a one-time basis.

However, with austere or moderate programs, where you get a great
amount of information by broader equipment or structural types,
costs will be reduced a great deal. The accuracy of the estimates will
not be as great, but nevertheless, it will be very worth while.

It was in this area, too, that I was thinking of some exploratory work
during the coming year. For example, as was mentioned m Mr.
Hansen’s statement, the establishment asset inquiry was cut quite a
bit back in 1963 due to uncertainty by the Census Bureau as to how
much information could be gotten from establishments about assets.
I think during the coming months, this could be pinned down much
more specifically by conversations with businessmen as to whether,
at least in terms of general categories, more establishment informa-
tion could be provided in the next economic census for 1967,

I know I have rambled a bit in answering your question, sir, is there
something more specific that I can say ?

Senator MirLEr. Let me put it this way: You might have a choice
of going either of two ways. For example, with respect to an industry,
you might touch all of the members of that industry in a rather gen-
eralized approach. You might, for example, try to go into the assets
of each and every member of the industry and you might not worry
too much about the individual market values of each of those assets.
You might rely upon book value and depreciation. Or you might take
a sampling of the members of the industry and do a real detailed job

of market values, and then through your computer estimates, or com-

puter system, project it into the industry as-a whole.

Now, I do not know which would be the better approach, but there
are two possible approaches there. I am quite sure there are other
approaches.

Dr. Kexprick. We have recommended both approaches in the wealth
study. We have recommended getting book values for broad cate-
gories of assets from all establishments and all companies covered by
the various censuses and other data systems. But then we also recom-
mended for a small sample of respondents in each industry obtaining
detailed information so that one could impute distributions to the
full range of establishments or companies. It is in this area that I
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think the additional exploration needs to be done. Even with respect
to the broad question, some more exploration has to be conducted to
see whether the companies can provide even this broad data on an
establishment basis. Then, we have to start from scratch in the Census
Bureau work of planning for a detailed listing from a small sampling
of establishments or firms.

Senator MmLLer. Until you get the answers to those questions, Mr.
Bowman, how can you possibly set up three alternative types of pro-
grams or schedules ?

Mr. Bownmax. I cannot.

Senator MiLrer. That is what I am getting at. .

Senator Proxmire. If the Senator will yield at this point, the ques-
tion is how fast can you carry out experimentation so you can deter-
mirlle ;che costs and benefits and burdens of each program, is that not
right?

Mr. Bowsman. That is right.

Senator Proxmire. Can you give us an answer to that?

Mr. Bowman. May I comment on this point a little? I donot think
there is any doubt that we will never collect all data from all establish-
ments and firms. We would use a sampling technique for much of the
detailed data. The costs, however, even when sampling is used, differ
if State data is desired as contrasted to national data or whether we
want county data-as well as State data. This means we have to weigh
the costs against the benefits of getting such additional information.
We must not only consider the cost to the Federal Government. We
have to also consider the cost to the reporting firms. How burdensome
isthis? How much difficulty is there in getting it ?

And we have another very important problem, remember. There
are still some questions, can you collect accurate data of thissort? My
own personal opinion now 1s—but this is subject to reevaluation—I
think we can. I think we can collect data of this character accurate
enough for the purposes to which we want to put it.

But I am not going to base final decisions with regard to the Budget
Bureau action on this until I have had a chance to evaluate this a lot
more closely than we have been able to evaluate it as yet.

Senator Proxmire. Let me just pursue it by saying can you tell us,
then, how fast you can carry on experimentation? Are you going to
proceed right away? Do you intend to go ahead? Is there any fiscal
limit on this? We are not asking for a final schedule but asking for—
except for a schedule, perhaps, of your experimentation so that you
can determine the costs and so forth ?

Mr. Bownaxn. I will do everything to keep this committee advised
of the plans as they develop. Now, I want to push this as fast as I
can, but until I get reports back from the Office of Business Economics
and the Census Bureau, which suggest immediate things and things for
the most distant future, I really cannot promise anything. I am going
to have to rely upon them, but I shall certainly push this as hard as I
possibly can. '

Senator MrrLer. Will the Senator yield ?

Senator Proxarire. Yes.

Senator MrLLer. In that connection, are you going to ask these
gentlemen, I am not sure, was it Mr. Goldman who referred to some-
thing about the need for refinement of the concept.?
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Mr. Gorpman. Development of the concept, sir. o

Senator MiLLErR. Now, is the concept developed adequately or can it
be developed adequately, and how soon, for you to in turn go back to
Mr. Bowman and give him the information that he is going to report?

Mr. Goupman. I think in answer to that, our attitude would be that
we can work on two fronts at the same time. On the one hand, consid-
ering the scheduling problem of the Census Bureau and the timing
of the censuses, we would concentrate first on laying out questions or
subject matter that would be suggested for the 1967 censuses. I think
that as soon as the Census staff knows what these recommended ques-
tions are, they can begin to test their reportability and what the prob-
lems and cost will be. At the same time, we will try to lay out the over-
all framework, that I mentioned in my statement, which the answers to
these inquiries could be fit.

Now, there are certain kinds of information which are obviously
necessary and which do not have to wait for the overall framework to
be laid out before the work is started. I think that is what we have to
concentrate on in the coming months. The Office of Business Eco-
nomies is starting immediately to look into the problems and to lay out
a program, and we hope to be able to make some recommendations to
the Census Bureau for the 1967 censuses within the next few months.
We are trying to move as quickly as possible so that we do not miss the
opportunity to get some work done in the 1967 censuses.

Senator MtLer. But until that concept is developed more specifi-
cally, you are not going to be able to give Mr. Goldman all the infor-
mation he will need ¢

Mr. Goroman. There will not be available all the information which
will permit an overall evaluation of the total cost of the entire pro-
gram. But I think the cost estimate has to be approached in stages.
The first stage could be estimated once the first requirements are laid
out and the Census Bureau has had an opportunity to investigate the
feasibility and the costs covering these requirements.

Senator MLrLER. Do you think there is any difference between your
Office and the Kendrick report over concept ? ‘

Mr. GorpmaN. At this point, I do not think so. There is nothing in
the Kendrick report that we would object to as far as definitions and
approach is concerned. The point I was making in talking about the
need for developing concepts was that when you try to translate the
general goal, the general objective, into specific sets of tables and es-
timating methodologies that you have to start sharpening up some of
the spectfic definitions, specific classifications, and so on. ~ This is the
kind of thing T had in mind. ‘

Senator MitLer. That is what my interpretation would be, and do
you think when vou start doing that, you are going to have any diffi-
culties with Mr. Kendrick ?

Mr. Goroman. I donot know,sir. ‘

Senator MILLEr. It would seem to me to be pretty important, granted
that you agree on the objectives and the values, it would be pretty im-
portant for there to be some agreement as to the detailed concept you
just referred to. Because if you are not in agreement, you might end
up with something quite different from what Professor Kendrick
has in mind.
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Mr. GoLpman. Well, I do not think it is likely that we would end up
with something that was substantially different from what Professor
Kendrick has in mind. I think as we go along, there might be some
differences on the level of industrial detail, on the level of geographic
detail, on some of the specific concepts, such as the question oﬁa,lua-
tion of assets on the basis of current cost or constant cost—not that the
different concepts are necessarily mutually exclusive, but there could
be differences concerning which one to emphasize. There might be
various differences in emphasis as we go along. But I do not think
these possible differences will affect the general agreement on the im-
portant objective, which is the development of wealth data that will be
useful in the kinds of problems that were mentioned.

Senator MiLLer. I am sure there would not be a difference as to
the latter, but I can see where there would be sharp differences as to
the former, which in turn are going to have an impact on what Mr.
Bowman is going to be able to come up with. That is why I asked
you originally if you thought this concept can be refined sufficiently
so that you can go ahead and provide the information Mr. Bowman
needs. I take it that your answer is that if you can do it in part, at
least, you will have to kind of feel your way along as to some of the
other aspects of it.

Isthat going to satisfy your requirements, Mr. Bowman ?

Senator Proxmire. Could I just ask Mr. toldman before we shift
over to Mr. Bowman if it is not true that there are sharp differences
of opinion now among the economists on the concepts involved in the
income and product accounts? I have heard all kinds of differences
of opinion. We always will have such conceptural differences as long
as we have economists and as long as we have, you know, the kind
of sematic difficulties we will have predictably in economics. That
does not stop us from getting this enormously useful information from
the present income and product accounts and the same will be true from
the wealth census, even with conceptual differences continuing.

- Mr. Gorpman. That is right. There are sharp differences in many
areas—gross national product, input, output, balance of payments—
as you well know. I think it is quite correct to say that despite the
controversy, very important and useful information has been devel-
oped. '

Mr. Bowsman. I think in this area, I do not see too many difficulties
with regard to the basic development of concepts for the actual collec-
tion of the data. I think the points that were made by the Office of
Business Economics are valid ones. I do not think Mr. Kendrick
thought of his report as providing a rigid system. When you come
to collect actual data, you may have to modify the definition a little
bit in the light of the problems of collecting the data. I see no major
or even significant minor difficulties between the job of the Government
1n setting out to do this and the recommendations of the committee.

But I would like to make this point: From now on, I think it is
a Government job. It is either going to do this or it is not going to
do.it. This committee report has been an excellent guide. But from
now on, the Government is going to have to decide which are the best
definitions to use from a collection point of view, from an economic
analysis point of view, and so on, how it best fits into the structure
of the income and product accounts. I do not think Mr. Kendrick or
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any of the members of the working staff or committee will disagree
with that aspect. But you might ask him if you would like to.

Thank you.

Senator MicLeErR. Then who is supposed to make that decision or
those decisions ¢

Mr. Bowman. I think from now on the decisions are those of the
Government, the statistical agencies and my Office.

Senator MirLer. Would it be primarily your Office? In other
words, we do not want to have three different agencies making three
different decisions. Who is supposed to have the final decision on
this?

Mr. Bowman. My Office. However, statistical agencies work closely
enough together now, it is not a coercive problem. It is a problem
of discussion, understanding, comprehension. If a decision has to
be made because of differences of opinion, it is generally the respon-
sibility of my Office to make it.

Senator Proxmire. Mr. Goldman, I know that your Office of Busi-
ness Economics has all kinds of problems with balance-of-payments
controversy right now. Perhaps your budget is already strained.
I am concerned that maybe you will not have adequate funds to pro-
ceed on the wealth studies with the data you already have. You have
much data that you can work on in developing information very
helpfully in getting a wealth inventory. Is it possible for you to tell
us now whether or not you will need a little more funds to proceed
with this in view of the balance-of-payments problem ?

Mr. Goupman. I would like to try to answer it this way: In the
proposed 1966 fiscal year budget, which is now being considered in
Congress, we do not have any provision for additional wealth work.
Because we do have some work going on in some of the other fields
T mentioned, which is related, we do have some resources we can devote
to this problem during this coming fiscal year. Iowever, it would
have to be on a very modest basis. We do plan to put in a larger
request for funds in the 1967 budget, the cycle for which is now
starting. ' :

So that in answer to the question, to do anything on a large scale
for 1966 would require additional funds. However, I am not sure
it is worth trying to plunge in too heavily right at the beginning.
I think perhaps we can accomplish a lot more, in a more systematic
way, if we do start on a small scale until we know where we are going
and then move on. .

Senator Proxmire. I hope you will proceed with all deliberate speed,
with the emphasis on speed rather than deliberate.

I would like to ask Mr. Hansen this question. You say in your
statement : ‘

In other instances, it may be evident that the needed information could be
more efficiently obtained as a supplemental item on an appropriate annual,
quarterly, or monthly sample survey in a subsequent year.

I get the feeling that in these other instances you may have to wait
a long, long time. Can you be a little more specific on what you are
talking about ? ‘ ‘

Mr. Hansen. That is certainly not the intention, to indicate that
you may have to wait a long, long time. If something is not done in
1967, it might be done, for example, in 1968, 1989, or 1970, as a part of
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the regular annual survey. It is under consideration for any of the
years of the period from 1968 through 1972.

Senator Proxmare. You indicate also in the same paragraph that
you intend to start out as Mr. Goldman indicated in his last response,
rather slowly and working into it.

Maybe you can work on the,Basis of some genuine beginnings in the
1967 economic questionnaires. @ ou indicate that in the overwhelm-
ing majority of cases, you are going to defer them.

Mr. Hansen. Yes; I think because it is a matter of going through
the process that has been discussed already of making explicitly clear
what is the program in specific terms.

Senator ProxMIre. I certainly do not mean to suggest that there
would be any approval on the part of Congress to move ahead before
you know what you are doing. At the same time, I do hope that you
can proceed just as rapidly as possible.

Mr. Hansen. Could I add a comment here that may be related to
the earlier discussion, on this difficulty of making cost estimates ex-
plicit and procedures in detail at the present time. This is simply
an amplification of a point that Mr. Bowman made.

We can take a sample census, say, of the population of the United
States that produces national statistics, depending on the kind of detail
that is wanted, for maybe a few hundred thousand dollars or even
less. To produce that information for individual countries with
sufficiently high accuracy costs it may be necessary to take a census
that may cost, say, something in the order of $100 million.

Senator Proxaire. I had the impression that what Mr. Kendrick,
and I know he will correct me if I am wrong—I had the impression
that your committee, Dr. Kendrick, has been concerned with National
figures rather than. State or county figures. This State and county
concept is a very proper consideration here, because, of course, that
does greatly magnify the problems involved in the population census
and many other things and we have to have it. Did I misinterpret or
misunderstand you and others who have testified that you are inter-
ested, at least up to 1972, in National figures rather than State or
county figures? :

Mr. Ke~xprick. Actually, the advisory committee to the wealth
study recommended not only National estimates but also State esti-
mates and estimates for major standard metropolitan statistical areas.

Senator Proxmire. I am glad, because I had missed that in the
testimony before and I think this certainly would make a great differ-
ence.

Senator MiLLer. Would the Senator yield at that point?

Senator ProxMIre. I would be happy to.

Senator MiLLER. I take it we are also talking about regional figures.
Of course, you cannot have those unless you have your State figures,
but it seems to me we are thinking in terms of regional areas a lot
nowadays. That is within your concept, too, is it not.?

Mr. Kexprick. Insofar as these regions would be composed of
States or modifications of States to include certain metropolitan areas
that may cut across State Iines. I do not think we were thinking of
regions which are very detailed, consisting mainly of collections of
counties that may cut across State lines.

Senator MitLER. I was thinking of regions of States such as north-
east, northwest, southwest.
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Mr. Kenprick. Yes; by getting States, we would automatically get
the regional groupings.

Senator Proxmire. I think this is a very fine objective, but I would
certainly encourage—and you recognize as a matter of practical fact—
that you do start out with the national figures. Since we have one
economy and one nation, I am just inclined to feel, and so many of the
policies, of course—virtually all the policies Congress is concerned
with—are national. I think if we can just get that, then later, we will
be in a much better position after we get that to determine whether or
not we want to go on a State basis, the cost, the burden on respondents,
et cetera, involved within it. If we can begin on that basis or that
assumption, it seems to me we are going to be able to get more defini-
tive and helpful answers from the Government witnesses.

Senator MiLLer. May I make a comment on that point?

Senator Proxarrre. Of course, we all want statistics on Wisconsin
and Towa.

Senator MirrLer. Well, of course, in formulating our policies in the
Congress, I think during the last few "years, we have ‘tended to take
into very great consideration the economic development in regions.
The passage of the Appalachian bill is a perfect example of what I
am talking about. So I do not know whether it would be too much
more difficult to get these data—by States—you are going to have to
get them by States, probably, in working up your National data any-
how. So I do not think we shall be going at cross-purposes if we
%evelop@regiona,l and State figures as we work up the National figures.

an we? :

Senator Proxmire. I see Dr. Kendrick nodding and I see Mr. Han-
sen shaking his head. I am inclined to go along with Mr. Hansen.
In any kind of opinion poll, and I am sure this is true of a samplé, you
get a national sample which is accurate within 1 percent of deviation
and that is worthless for telling you what the situation is in Yowa
or Wisconsin, although they may have drawn some people from our
States, maybe not. They may have drawn 30 or 40 people from each
State, which may be perfectly proper for a National sample, and it
would tell younothing at all for an area that would be useful.

Mr. HansEn. Thechairman is exactly right.

Senator MirLEr. I have the impression that the sampling would
be considerably greater. We are not going to take a real small frac-
tion of sampling such as they might do in the Gallup poll, for example.
This is going to be a pretty detailed sampling at the very least. If
it is, then I would hope we could have gmte figures that would be
fairly reliable. If the gentleman here from the Census Bureau would
comment on that, I would appreciate it."

Mr. HaxseN. The chairman has stated it very well. A very dif-
ferent size of sample is needed to provide separate measurements for
States or smaller areas. If we want to get State statistics and metro-
politan area statistics, the necessary size of sample is very much great-
er than if we want to get only National statistics. This is almost
universally true. If we want to go further and get more detailed
geographic statistics, the size of the sample is still greater. So this
matter of geographic detail is very important in determining costs.
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The other question that is equally important is the classification de-
tail, the extent to which only summary detail is going to be provided,
and the extent to which details of physical assets are needed, and the
way one of these is crossed by the other, geographical detail and phys-
ical asset detail.

Another determination in cost is the extent to which economic ana-
lysts and others feel they can make reasonable estimates of existing in-
formation by indirect methods and the extent to which, in important
areas, we must go out and directly measure things. This has to be
developed a good deal in getting the specific specifications.

In the national income accounts, in their earlier development, much
more was done by indirect estimation and as they became more needed
and more useful, the analysts pressed for more direct measurement
and this has a good deal of impact on the costs.

Senator MiLLer. May I conclude from that, then, that when Mr.
Bowman works up his scheduling and his alternative programs, he will
probably include in those the difference between the data needed for
a purely National approach and the data needed for a State and re-
gional approach ?

b Mﬁ' gSOWMAN. May I comment on that, Mr. Chairman, just very
riefly 2

Senator Proxmire. Surely.

Mr. Bowman. I think there is need for some State data or geo-
graphic breaks in the National aggregate. That is why I would call
your particular attention to the way in which I conceive of the pro-
gram, as a program which, at something like decade intervals, gets
a considerable amount of data not only for the Nation as a whole but
for the various parts of the Nation. But for the estimates that go on
in between decades, there is no attempt to provide anything like the
same geographic detail as would be true at the decade intervals.

Furthermore, even at the decade intervals, some items of informa-
tion would be for a finer geographic detail. But other items of in-
formation, like detailed inventories of equipment by age, might not
be by geographic areas at all, would have to be for the Nation as a
whole. That is why this program is not an easy one to talk about.
It encompasses a supply of information more complete at decade in-
tervals, with the decade interval information providing basic bench-
marks to which the other estimates can be tied. So that the accuracy
will be evaluated from several points of view.

That is why I have been very disappointed in myself because I
have not been able to answer certain questions on cost more specifically
than I have done.

Thank you.

Senator MiLLer. May I say, I appreciate your frankness in that,
but I think that it is frankness based upon the wisdom of the difficul-
ties involved. We certainly—I, for one, and I am sure Senator Prox-
mire feels the same way—want you to know that we recognize you
have practical problems. We just want you to do the best you can.

Senator Proxmrre. I think that is an excellent note on which to
close the hearings this morning. All of you gentlemen have been
extremely helpful. Your papers are excellent and I think that the
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contribution by Dr. Kendrick is mighty welcome, too. We do, I
think, feel great urgency in this program. I think one of the great
revolutions, really, in the world has been the revolution in economic
policy, a revolution which I think is greatly responsible for what
economic progress we have made in this country and it is based very
largely on improved statistics, in my judgment, and more sophisticated
understanding of those statistics. 'We are now, I think, on the verge,
I hope, of breaking through into another realm which can add a new
dimension to our statistical understanding. This can be so important
that I earnestly hope that you will give it your full attention and
from what you have told us this morning, I am sure you will.

Thank you, very much.

This concludes the hearings of the Subcommittee on Economic
Statisties. Once again, thank you. And thanks to Senator Miller,
who injected that welcome note of controversy this morning.

(Whereupon, at 11:55 a.m., the subcommittee adjourned.)



APPENDIX

YALE UNIVERSITY,
New Haven, Conn., June 13, 1965.
Hon. WILLIAM PROXMIRE,
Chairman, Subcommittee on Economic Statistics, Joint Economic Committee,
U.8. Senate, Washington, D.C.

DeAR SENATOR PrROXMIRE: This letter is in response to the opportunity men-
tioned at the recent hearings on “Measuring the Nation's Wealth,” to have writ-
ten communications on the wealth inventory proposal incorporated in the printed
record of the hearings.

As chairman of the timber resources subgroup, natural resources working
group, of the Wealth Inventory Planning Study and on behalf of members of the
subgroup, I should like to express the hope that wealth estimates will be pre-
pared as part of the national economic accounts and that the values of the Na-
tion’s timber and other forest resources will be included as identifiable segments
of such estimates.

As pointed out in the timber subgroup report (p. 574 of the joint committee
print) a problem of overlap exists. Commercial forest land and timber may be
included in wealth estimates for several sectors of the economy, for example
natural resources, agriculture, manufacturing, and Government, both Federal
and State-local. Moreover, within the natural resources sector itself, duplica-
tion could well occur as between the timber resources and public lands classifica-
tions. When value estimates go beyond commercial forest land and timber to
reflect other forest values such as those pertaining to minerals, water, grazing,
wildlife, and recreation, the likelihood of double counting increases.

If the timber and other forest value estimates are to be of maximum useful-
ness, we believe that they should be separately identified in whatever sector they
may occur. This would enable adjustments to be made to avoid duplication and
at the same time would permit the determination of an aggregate value for the
forest resource representing one-fourth of the Nation’s land area. Such a value
could, we believe, serve a useful purpose not only in a forestry context but in the
broader framework of the national economic accounts as a whole.

Please be assured that members of the timber resources subgroup will be
happy to be of assistance as the wealth inventory moves forward.

Sincerely yours,
ALBERT C. WORRELL,
Professor of Forest Economics.
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