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THE VOLUME AND COMPONENTS
OF SAVING IN THE UNITED STATES

1933-1937
R. W. GOLDSMITH

WITH THE ASSISTANCE OF

WALTER SALANT

THis report of a new attempt to measure the volume and the
components of saving in the United States, made in the Research
and Statistics Section of the Trading and Exchange Division of
the Securities and Fxchange Commission,' cousists of two parts.
The text describes briefly the basic principles used in deriving
the estimates and presents a surnmary of the results of the calcu-
lations for 1933 through 1937. The many controversies that
have been in progress during recent years concerning the con-
cepts and procedures usually involved in any attempt to meas-
ure saving have been discussed only in the briefest form and only
so far as discussion seemed essential to an understanding of the
methods actually used. The Appendix describes in some detail
the individual series used in building up the estimates, setting
forth the sources from which the material was derived and ex-
plaining the adjustments made on the raw material.

Any calculation of the volume of saving is, to a considerable
extent, of a hypothetical or ‘constructed’ character, even more
so than the measurement of national income though less than
the estimation of national wealth. If we are not to lose ourselves

in a maze of confusion we must adhere to a consistent set of ac-
1 This report has not been passed upon or approved by the Securitics and Ex-
change Commission. Responsibility for the estimates or statements made rests
upon the authors.
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counting principles in our cal(:ulzltim?s, irrespective of \.vhether
they are actually applied by the parties to the trflﬂs:actnons we
measure. For this study we have, with few EXCeptions, accepteq
the accounting principles now generally in use amgng business
enterprises and have tricd to apply them. 0 unincorporated
businesses, households, and government units.

It has been claimed, however, that a scientific calculation of
such magnitudes as national income, national wealth, inveg.
ment, and saving, should go a step further and modify the ac.
counting methods current in business practice wherever 3.
justment is necessary to make them conform to the concepts
developed by economic theory. In this study we have made such
adjustments only on one of the most obvious and most important
points: we have tried to eliminate write-ups and write-downs ang
capital gains and losses from the calculation of saving. A strong
case can also be made from a theoretical point of view for the
elimination of inventory profits and losses. Elimination of the
difference between depreciation allowances calculated on the
basis of original cost and of replacement cost also deserves serjous
consideration but happens to be of small numerical importance
for the period studied. Inventory profits and losses of corpora:
tions have not been excluded because the material is, as yet, lack-
ing to eliminate them consistently and because doubt exists as
to how such an adjustment should be made.

The calculation of the volume and components of saving in
the United States presented in this paper makes use, in general,
of methods and techniques already applied in this field and is
based on statistical raw material, most of which is available to
all students. It claims to differ from previous attempts at a com-
prehensive measurement of the volume of saving mainly in its
more consistent adherence to account; ng concepts. The estimates
are, nevertheless, stil] preliminary and, on Inany points, far from
satisfactory. Many of the constituent series can be improved con-
siderably even without the collection of new basic data.® That
both the theory of measuring saving and the statistical procedures
adequate for such Ineasurement are still in a rather rudimentary
stage and have not en joyed the thorough discussion that has gone

2Fora list of the major deficiencies and suggestions for additional material needed
for more satisfactory estimates, see Sec. 1V, 3 below.
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a long way toward elucidating similar problems in the field of
national income ® may be advanced as a partial explanation for
the deficiencies of this investigation. Finally, the form of the
paper has been strongly influenced by its origin as a study made
for the internal use of the Securities and Exchange Commission.
Limitations of time have made it necessary to restrict changes in
the original version to the relatively secondary matter of presen-
" tation and to revisions of series that do not require a considerable
amount of statistical spade work.

Perhaps a word is necessary concerning the reason for this
attempt to measure the volume and components of saving since
we possess at least the principal material and the methods re-
quired to derive fairly reliable estimates of the annual volume
of investment in the United States.* It mlght seem that there is
little point in an attempt to derive the same figures again through
a calculation of ‘saving’.’ Indeed, there would not be, were the
aim solely to arrive at a national aggregate of saving, except that'
such an estimate should provide a certain check on the estimates
of investment. But the significance of attempts to measure na-
tional saving lies elsewhere. What is of importance is not so much
the final aggregate but the components that indicate the per-
sons or institutions performing the saving and the forms, the
change in asset-holding takes. Such a picture, which, cannot be
3 See e.g., Studies, Volumes One and Two (1937 and 1938).

4 See particularly the studies of the National Bureau of Economic Research:
Simon Kuznets, National Income and Capital Formation, rgro—35 (1937) and
Commodity Flow and Capital Formation, Volume I (1938); and Solomon Fabricant,
Capital Consumption and Adjustment (1938). Another comprehensive estimate by
Mr. Terborgh has now been published in part in the Federal Reserve Bulletin,
1939, pp- 731-6. We used an earlier unpublished draft in which a few figures
differ slightly from those published.

5 In making this statement we take the prevailing use of terms among students
of the subject to be such that for any period investment and saving are equal, if
measurements are made—as in actuality they must be—at the end of the period.
To maintain the equality it is necessary to regard the cost of distribution of
new securities and similar costs involved in other forms of saving as services
equivalent to capital expenditures (Cf. Clark Warburton, Volume One, pp. 101—-
104). It is also assumed that the difference between the Keynesian definition of
saving (used here) and the Robertsonian concept is not of great importance

statistically unless the period is much shorter than the annual intervals used
in this study. (The same conclusion is reached by Gottfried Haberler, Volume Two,

p. 164).
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obtained from statistics of investment, is essential to any thor-
ough analysis of the capital market.

I Definitions

By net saving we mean the part of the national income of resi-
dents of the United States earned ¢ during any year that is not
spent during the same period on consumption goods and serv-
ices. :

Using the concepts of accountancy we measure net saving as
the difference between current income and expenses (including
payments to equity owners) of all household,” business, and gov-
ernment units in the United States or by the equivalent of this
difference, the change in the earned surplus of all such units.
The theoretical basis and some details of this measurement will
be explained in the next section. , ' v :

Gross saving is defined as net saving plus depreciation allow-
ances on the stock of durable assets held by all households, busi-
ness and government units. Depreciation® allowances are taken
from the books wherever they are specifically entered, (i.e., for
business corporations). For economic units not recording depre-
ciation allowances in their books resort must be had to rough
estimates.?

II Four Methods of Measuring Saving

Net saving can be calculated by two methods which may be
called, by their origin, the income account and the balance sheet
measurements respectively. Both the income account and the
balance sheet measurements, in turn, can be based on either
sample or overall data. If errors and omissions could be avoided
the numerical results of the calculation of net saving for any
group of accounting units would, of course, be the same irre-

¢ Earned income excludes capital gains and losses and other revaluation items.

7 The term ‘household’ is here used to include, in addition to households and
unattached individual consumers, trust funds, unincorporated businesses (except
farm enterprises), and private non-profit organizations.

8 Some of the problems arising in connection with the measurements of deprecia-
tion allowances are discussed below in Sec. 1, g.
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spective of whether calculated by (1) the sample balance sheet
mnethod, (2) the overall balance sheet method, (3) the sample n-
come account method, or (4) the overall income account method.

| BALANCE SHEET AND INCOME ACCOUNT METHODS

The change in the earned surplus of any accounting unit can be
ascertained both from its income account and from its balance
sheet. In the income account it appears as the difference between
(1) current income and (2) current expenses (including income
tax payments) plus dividend payments to equity owners (or other
entrepreneurial withdrawals), omitting from both sides all re-
valuation items, which include capital gains and losses.® In the
balance sheet the earned surplus represents the difference be-
tween the depreciated cost of assets on the one hand, and liabili-
ties plus the net contribution to the enterprise by equity owners
on the other.' The change in the earned surplus, as calculated by
the balance sheet method, therefore, is equal to the change in
the depreciated cost of assets minus the change in the habilities
and in the net contribution of equity owners, again excluding
revaluation items throughout.

These two methods of measuring saving, which are fairly
familiar with respect to business enterprises, can likewise be
applied to households,'" non-profit organizations,'? government
units and, finally, to the nation as a whole. We may attempt to
find the total current income of all economic units and to de-
duct their total current expenses as shown in their actual or hypo-
thetical (‘constructed’) books. Or, we may ascertain for each
economic unit the change in its earned surplus (thus excluding
changes resulting from (a) net capital contributions and (b) re-

9 For more details see Sec. 1fl, 2 below.

10 This contribution is calculated by subtracting from the total amount received
from equity owners in payment for the searrities of the enterprise (irrespective
of whether reflected on the books as capital or capital surplus) the amounts re-
turned to them on the occasion of the retirement or repurchase of equity securi-
ties. Revaluation items are excluded.

11 In the halance sheets of households no account is taken of stocks of non-durable
consumers® goods (ie., all consumers” goods except houses, antomobiles. furniture,
and household machinery). This corresponds to the omission of expenditures and
depreciation on non-durable consumers’ goods from the income account neasure-
ment of saving.

12 This group of economic umits comprises, €. foundations. nniversities, hos-
pitals, and churches.
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valuations and capital gains and losses) and add the figures so
obtained. :

In the process of adding the balance sheets of all €economic
units, all claims, liabilities, and debt securities cancel out, leav.
ing among the assets only tangible property and the (cost or
capitalized) value pf certain privileges (mainly patents and simi-
lar rights) * with ‘equity’ as the balancing item on the right
side.** The combined balance sheet of all economic units thus
reduces to a statement of the depreciated cost of national physical
wealth (plus certain privileges) and its ultimate ownership.

2 SAMPLE AND OVERALL METHODS

For both the balance sheet and income account measurement an
attempt can be made to cover all accounting units of a specific
type, or even all such units in the United States. Such attempts
may be designated the overall varieties of these two basic meth.
ods. Alternatively, calculations of total saving may be based on
the records of a relatively small sample of accounting units.

For the income account measurements, the overall approach
demands data on or estimates of the total current income and
expenses of all accounting units. Such figures can, in general,
be estimated only by indirect methods, and with scant reliability
for household units. For business units and the federal govern
ment, on the other hand, the aggregations of profit and loss or
budget accounts provide relatively comprehensive and reliable
information.

As a rule, household and government units do not compile, -
and rarely publish, balance sheets. It is, therefore, not feasible
to measure changes in certain assets and liabilities of all house-
hold and government units from aggregations of compiled bal-
ance sheets, as can be done for corporate business units. This

13 This item, to which M. A. Copeland draws attention (see Discussion 11) is
probably very small in comparison to tangible property if actual balance sheets
are taken as the basis of calculation.,

14 This statement is strictly correct only for a closed economy. If the consolidation
is carried through solely for one country, there als+o remains an item, either on
the assets or the liabilities side, reflecting the net balance of international claims
(including ownership rights) or of international liabilities (including foreigners’
equity). '



SAVING AND ITS COMPONENTS 223

deficiency can be largely remedied by obtaining from other
sources statistical information on the total of certain assets and
liabilities of all household and government units.'s

The sample methods, ordinarily used solely for household
units, always start from the balance sheets or income accounts of
relatively few units. Even the largest sample of this type, that
used by the National Resources Committee in its study of con-
sumer expenditures in the United States for the year 1935-36,
contained only about 43,000 households. The data in the sample
are then multiplied by appropriate coefficients to yield an esti-
mated figure for the total population from which the sample was
taken.

3 COMPARABILITY OF METHODS

Since both the balance sheet and the income account measure-
ment of saving do in principle yield the same figures, estimates
for different groups of accounting units derived by the two
methods can safely be combined. This substitutability of the two
measurements is of very great practical importance. The statis-
tical material at our disposal is such that the income account
measurement constitutes the only practicable approach for cer-
tain groups of accounting units while we are restricted for other
groups to the balance sheet measurement.

With the material now available the income method is, prac-
tically speaking, the only possible approach for government
units and the preferable approach for corporations. For house-
holds, on the other hand, we must work with the balance sheet
method since current and comprehensive data that would make
possible a determination of the saving of households by the in-
come account method are not available.

15 The bank deposits of all households, eg. can be derived with fair reliability
from banking statistics (which also show separately the deposits of government
units) supplemented by estimates of bank deposits of business corporations de-
rived from their aggregated balance sheets. Or the change in the holdings of
securities by households (excluding realized and unrealized capital gains and
losses) can be calculated from statistics of new issues and retirements in con-

junction with information on changes in the security holdings of foreigners and
of domestic corporations and government units.



4 METHODS USED IN ‘THIS STUDY

The figure for total saving prescnted in this study is the stm of
the estimated saving of mdividuals,' farm enlerprises, COTpory.
tions and government units. The series for saving of indi\'iduals
and farmers has been built up from Separate estimates of the
change in individuals’ and farmers' equity in varioys types of
assets with due consideration for changes in corresponding types
of labilities. The saving of government units and of €orpory.
tions have been obtained by subtracting from estimated or r.
ported current income the sum of current eXpenses (exciuding
capital expenditures) and dividend payments.

The major components of total saving have, witly fey, excep-
tions, been built up from ove,all tather than from sample statjs.
tics.'” Both income account and modified balance sheet meth.
ods '® have been used, the former for corporations and for gov-
ernment units, the latter for individuals and farmers.

» PREVIOUS ATTEMPTS TO MEASURE SAVING

To our knowledge, only two comprehensive attempts have heey
made to measure saving in the United States by the come ac
count method. The first was undertaken by the Brookings Inst;.
tution for 1929," the second by the National Resources Com.
mittee for the year 1935-36.*° In hoth, the estimation of ip-

dividuals’ saving was based on the sample method. The relations
16 The term ‘individuals- always inclndes nnanached individnals. onseholds. trusi
funds. "nincorporated non-agricubiral businesses. and non-profit making or-
ganizations such as churches, universities, foundaiions. For 1vpes of saving omitted
in this study see IV, 3 below.

17 A few of 1he many hasic series have bheen derived from figures 1har do not
cover the emire field, b in many of these the daia cover over go per cem of
the entire field. Several ovenall figures 1aken from other sources were derived
by 1he original estimators from large samples.

18 The modification imroduced inio 1he balauce sheer merhod lies in coniputing
direaly the changes in panicnlar assers and liabilivies and adding 1hese changes
10 obtain an aggregaie figure for saving without ever estimating 101al actual ner
assels a1 any mnomcm of 1ime, This modificmion. which has borh 1heoraical and
practical advamages, does no, affect the principle nnderlving 1he balance sheer
method of measuring saving.

19 Maurice Leven, H. G, Moulton, and Clark Warbunon, dmerica's Capacity to
Consume (Brookings Institurion, 1984).

* Comained in a forthcoming epon: Comumer Expenditures in the United
States. b
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between saving and income for different levels of income ob-
tained in the Brookings study were used by several authors to
estimate saving for fairly long periods, sometimes more than a
decade distant from the base year, 1929.*!

The only serious attempts to measure saving of individuals
over several years by the balance sheet method, of which we
know, were made by W. H. Lough for 1919 to 1931,?> and Walter
Lederer for 1925-1930.2* It is our opinion that both these at-
tempts, as well as several less comprehensive and less satisfactory
efforts, did not result in adequate and comprehensive estimates
because of their failure to approach the problem consistently
with the appropriate methods of accounting.**

111 Some Special Problems of Measuvement

1 STANDARD OF MEASUREMENT

All estimates of saving in this study are expressed, in principle
at least, in current dollars. For both theoretical and practical
reasons no attempt has been made to reduce the estimates ex-
pressed in current dollars of different years to any common de-
nominator. Foremost among these reasons is the absence of
any ultimate yardstick or physical measurement of saving that

21 Clark Warhurton. ‘The Trend of Savings, 1goo-1929’, Journal of Political Econ-
omy. XLHI (February 1935), 84-101 (for 1914 to 1929): Mordecai Ezekiel. ‘An
Annual Estimate of Savings by Individuals’. Review of Economic Statistics, XIX
(November 1g37). 178-91 (for 118 10 1935).

The estimates of saving derived by W. W. Leontief for 1919 ['Quantitative Input
and Qutput Relations in the Economic System of the United States’ Review of
Economic Statistics, XVIII (August 1936), 105-25], and 1929 [unpublished manu-
script] as a byproduct of his analysis of production and consumption statistics
may in essence be regarded as similar to the income account measurement. They
differ, however, from the estimates of the Brookings Instiution and the National
Resources Committce in that no figures are obtained for the saving of individuals
at different income levels.

22 High Level Cousumption (McGraw-Hill, 1935).

23 Jacob Marschak and Walter Lederer, Kapitalbildung (London. 1936).

26 The calculations made by F. G. Dickinson and Franzy Eakin for 1929 are
nearer in their methods to our cstimates than any of the other auempts and
include figures both for the balance sheet and the income account methods of
measuring saving. See A Balance Sheet of the Natiow’s Economy, Bureau of Busi-
ness Research, University of Hlinois, Bulletin No. 54 (Urbana. Nov. 24. 1936).
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would make it possible to compare the dollar volume of saving
at different times.?*

Quantitative data on saving acquire their economic meaning
chiefly in comparison with contemporary monetary magnitudes
(such as the national income) or in an analysis of the various
components of the saving process. For these purposes, reduction
to a common denominator obviously is unnecessary.

A particular problem is created through the use of deprecia-
tion allowances, which in their original form often do not re
resent current values. This difficulty, which will be discussed
briefly below, exists only for net saving.

2 REVALUATION ITEMS

The change in the earned surplus over a period is equal to the
difference between current income and current expenses plus
dividend payments to equity owners, excluding all revaluatioy
items from both sides. These revaluation items are of three
types: (a) write-ups and write-downs: (b) the difference between
cost and balance sheet value of inventories. which may be re-
garded as a special case of fa): (c) realized capital gains and losses.

a) Current income is almost unanimously held not to include
profits and losses Tepresenting write-ups or write-downs of as.
sets or liabilities. Attempts have been made m this study to elim-
inate such write-ups or write-downs wherever they are ap-
parent. It is possible, however, that a considerable amount of
similar revaluations included in the basic series used in the

2 Deflation of the annual dollar volume of saving bv a price index of durable goods
is not adequate for this purpose. From: a theoretical Point of view one might
think of comparing the utility of the consumption goods purchasable at a
certain time with the vield of a certain amount of aving made at different times:
or of the utility, properly discounted for the interval until matarits. of the

Prices and Monetary Theorv'. Ecorromica. v tAugnst 1938, 256. Thee concepls.
however, are oo vague for translation into actnal measuremen .

difficulties of finding a common denominator and calculating adequate index
numbers are, however, forbidding. See M. A, Copeland and E. M. Martin, Folume
Twe, pp. 83qq. 1065,
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preparation of the final estimates may have escaped detection
and elimination.

b) Inventory profits and losses should also be excluded from
current income and from earned surplus since they are essen-
tially equivalent to write-ups or write-downs.2¢ This adjustment
which, of course, is necessary only where figures from actual
books of account embodying such a difference are used (i.e., in
this study in the net saving or dissaving of corporations alone)
has not been made in the figures presented in this paper. This
admittedly important adjustment has been omitted because the
estimates of corporate saving also require other adjustments
(partly for the probable underreporting of profits and partly
for other revaluation items still included), some of which may
be in a direction opposite to the correction for inventory profits.
It therefore seemed preferable not to attempt, in an unsatisfac-
tory and incomplete way, a partial adjustment which might in-
crease the error rather than reduce it. We realize, however, that
a thorough reworking of the figures for corporate saving and
dissaving, consistently eliminating all revaluation items, is one
of the major prerequisites for satisfactory estimates of total na-
tional saving.

¢) Realized capital gains and losses likewise must be regarded
as revaluation items to be excluded from current income.?’ Since
saving has been defined for the purposes of this study as that
part of current income which is not spent on consumption goods

and services, the results of all revaluations of assets or liabilities

26 These inventory profits or losses consist of two items: (1) the difference between
the cost and the balance shect valuation of inventories held at the beginning
and the end of the period of measurement. (2) the difference between the book
value and the market price at the time of consumption of inventories consumed
during the period of measurement in the process of production. See Simon Kuznets.
Volume One, p. 165.

On the practical problems of eliminating inventory profits and losses, see ibid.,
pp- 145-56 and 165—72.
27 Unrealized capital gains and losses should. of course. always be excluded from
current income and from earned surplus. For discussion of the problem of the
treatment of capital gains and losses in estimates of national income. see Volume
One: M. A. Copeland. Part One, pp. 19. 20. 30-32. discussion by Simon Kuznets
and Dr. Copeland’s reply: Clark Warburton, Part Two. pp. 97-101: Simon Kuznets,
Part Four. discussion by M. A. Copeland. Milton Friedman. and A. W. Marget.
and Dr. Kuznets' reply: and Volume Two: Roy Blough and W. W. Hewctt, Part
Four, discussion by M. A. Copeland. H. M. Groves. Simon Kuznets, George O.
May. and H. C. Simons. and the reply by Blough and Hewett.
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as well as realized and unrealized capital gains and losses, i,
theory, do not enter into the calculation of saving or diss;n-jng_zs

Using the mcome account method it is possible, though gjg;.
cult in practice, to eliminate revaluations and capital gains apq
losses by properly adjusting the available basic data, which often
include such transactions anong current inconie ** In the overa]]
balance sheet method elimination of revaluation items and capi.
tal gains and losses is achieved automatically if care js taken not
to include revaluation items among changes in assets and liabj)j.
ties.3®

28 Writc-downs occasionally constitute only an acknowledgment of regular de.
preciation or obsolescence formerly omitted from the acconnts: likewise some
write-ups represent mercly the cancellation of excessive depreciation allowances of
the past. See Fabricant, Volume One, pp. 133-134. While such revaluations may, to
some extent, be regarded as forming part of the current income account, jt
seems preferable to omit them, together with all other revaluation items, frop
both income and saving.

22 In the estimate of saving made by the Brookings Institution capital gaing
and losses were included in income and in saving, but scparate figures were
shown so that an adjustinent is possible. Dickinson and Eakin incdnde ‘advances

separate item (A Balance Sheet, p- 29).

%0 Capital gains and Iosses on securilies, constituting the great bulk of al} apital
g2ins and losses, will never appear directly in the saving subtotal ‘net absorption
of securities’, because absorption is calenlated as the diffcrence between the gross
Proceeds from the issue of new searrities niinus pavments received by investors
for securities matured or retired, adjusted for the net Purchase or sales halance
on account of security transactions by forcigners and for changes in borrowing

amount of gains or losses on international transactions) by transactions in already
outstanding securities, the type of transaction giving risc to capital gains or losses.

However, realized capital gains (or losses), if not spent (or offset by increased
saving) during the period of measurement. may appear at the end of the period
as an increase (or decrease) in certain assets or liahilities other than securities
of the individual making (or suflering) gains (or losses). But. and this is the
essential point, such a change in the assets or liabilities of the recipient of capital
gains or losses is balanced in the overall statistics by an opposite change in the
assets or liabilities of other ccononnic units. Assuming tlat hoth purchase and
sale occur within the period of measurement and that capital gains or losses
are retained in the form in which they are originally wade, ¢.g.. in cash, an
increase (decrease) in the cash holdings of the gainer {loser) will be offset by a
decrease (increase) in the cash balance of the other party to the transaction or an
increase (decrease) in his borrowing on securities. In cither case, the aggregate
figures quite correctly show no saving. Where one of the parties is a foreigner,
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3 DEPRECIATION

The treatment of depreciation allowances, which constitute the
difference between gross and net saving, raises no problems not
already discussed in connection with the estimation of national
income.* These problems are connected mainly with (1) the de-
termination of the useful life of durable assets, (2) the method
of distributing total depreciation charges on a durable asset
over its entire useful life, (3) the question whether depreciation
charges should be based on the original or the replacement cost
of durable assets.

For this study the depreciation charges as entered in the books
of corporations have provisionally been accepted as adequate re-
flections of the depreciation accruing on the durable assets of
‘corporations. There is probably little objection to this treat-
ment so far as the determination of the useful life of durable
assets and the distribution of depreciation allowances over it are
concerned. Accounting practices are anything but consistent
and vary from firm to firm and year to year, but we possess
neither an econoniic theory of depreciation sufficiently consistent
or of sufficiently general acceptance to justify a systematic cor-
rection of the figures entered in the books of corporations, nor
would it be possible to carry through such an adjustment in
practice.

The relative merits of original or replacement cost as the
basis for depreciation allowances are still subject to controversy.
Depreciation allowances are, in fact, based on a conglomeration
of pure historical cost, historical cost affected by revaluation,
replacement cost, and arbitrary values, with historical cost prob-
ably prevailing to an extent not exactly determinable. Strict

the offsetting item is absent and a saving (dissaving) is shown, again as it should
be.

The psychological effect of capital gains (or losses), whether realized or not,
may nevertheless affect consumption expenditure. An increase in weaith which
appears as a windfall rather than as a result of saving ont of ordinary income is
likely to result in increased consumption expenditure, particularly when the gain
is realized. The resulting inarease in expenditures has repercussions which may
and probably will affect income and saving as compared to the level that would
have existed had there been no capital gain. Such indirect effects will be reflected
in the statistics as they should be, but the capital gain, as such, will not be.

1 See particularly Polume One, Parts One, Three and Four.
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adherence to the principle of replacement cost wonld ip any
case be extremely difhicult since assets written off or abandoneq
generally are not replaced by phy§ical|y ?dentical pieces of prop.
erty. a tact which makes it almost lmposs.lbl.e to determine actual
replacement costs. Adjustment of depreciation allowances, which
are based on cost, by an index of prices of machinery ang equip.
ment, therefore, does not solve the problem. It so happens that
for the period covered by this study the difference between de.
preciation based on cost and on replacement values is, apparently,
numerically small.>* These theoretical and practical reasong have
induced us not to make any adjustments in the reported depre.
ciation allowances of corporations.

The depreciation allowances on the durable assets helq by
individuals, farm enterprises, and government Organizationg
had to be estimated for the purpose of this stndy. The data op
the value of the durable assets to be depreciated are subject to
sich a wide margin of error and the assumptions that had to he
made with respect to the nseful life of the different types of such
assets so rough that it seems inadvisable at present to consider
a refinement such as an adjustment for the difference between
replacement value and cost.

4 DEMARCATION OF CURRENT EXPENSES

The demarcation of the types of expenses to be regarded as cur-
rent, which by exclusion determines capital expenses, is neces
sarily somewhat arbitrary. For this study it has been decided to
include expenses on durable consumers’ goods, as well as those
on durable goods used by business and government, as ‘capital
expenses’.** Durable consnmers’ goods have been defined so as to
include not only houses, but also antomobiles and certain other
types of consumers’ goods that ordinarily have a life of more
than a year. namely, furniture and honsehold machinery and
equipment. Expenditures on some types of consumers’ goods
that would ordinarily last more than 3 year have thus been in-
cluded among current €Xpenses. A fine segregation in the field
of these minor durable consumers’ goods, however, is of little

importance for the statistical results.
82 See Volume One, p-129. -

33 'Capital expenses’ include also the cost of services associated with the saving
Process, such as the cost of distributing new securities,
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§ TREATMENT OF INTERNATIONAL TRANSACTIONS

The object of measurement is the combined change in the
earned surplus of all residents of the United States. The material
is such that for both the income account and the balance sheet
measurements certain adjustments have to be made in the figures
to eliminate changes attributable to persons residing outside the
United States.

Where the income account measurement is used, i.e., for gov-
ernment units and business corporations, adjustment is neces-
sary only so far as part of the net saving or dissaving reflected
in a change in the earned surplus must be imputed to foreigners
on the basis of their ownership of a certain proportion of the
equity. Since forcigners, over the period covered by this study,
probably owned not more than about g per cent of the total
equity in all domestic corporations,* the error committed by
not segregating the corresponding share of foreigners in the
change in the earned surplus of domestic corporations is neces-
sarily very small. This omission, moreover, may be either com-
pensated for or aggravated by the failure to make separate allow-
ance for the equity of Americans in changes in the undistributed
earned surplus of.foreign corporations (other than consolidated
subsidiaries).

Where changes in certain items of assets and liabilities have
been used in measuring saving (i.e., in the case of individuals and
farmers) the portions attributable to individuals residing outside
the United States must be deducted in each instance. This has
been done, although but roughly, for bank deposits and securi-
ties held by foreigners and for foreigners’ equity in insurance
contracts with American companies.®®* The impossibility of mak-
ing similar adjustments for other items of assets and liabilities,
eg., individuals’ equity in building and loan associations, is
probably of no practical importance. Not enough information is
a+ Total capital stock and surplus of all corporations submitting balance sheets
to the Treasury amounted to about $110 billion in 1935, while the value of all
foreign investments in domestic corporate stock may be estimated on the basis

of Department of Commerce figures to have fluctuated betweeu about $3 and $5
billion from 1934 to 1g37. See the Balance of International Payments of the U. §.

in 1937, p- 64.
85 The residual credit in the balance of international payments suggests that

present statistics understate foreigners’ acquisitions of cash and securities.
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available to make it possible to adjust for the changes ip the de.
posits of American individual investors with forcign bankg and
in their equity in contracts with foreign life insurance conipy.
nies; both items, however, may be assumed to have beep very
small.®

0 DUPLICATIONS

The method of measuring saving employed in this study, i j
claimed, excludes all duplications that have s beset attempts 1o
measure saving by the balance sheet method. Duplicationg are
theoretically avoided under this method because changes in 1y,
earned surplus (exclusive of revaluation items) of different e,
nontic units are independent of one another in the sense thag ap
increase or decrease in the surplus of one unit is not reflected iy,
a similar change in that of another unit. Changes in assets or iy
liabilities that are not reflected in a change in the earned surplus
of an economic unit do not in principle enter into the calcula-
tions and therefore cannot give rise to duplication

IV The Components of the Saving Estimates

1 COMPONENT SERIES

The following separate series, described in more detail in the Ap
pendix, have been used in estimating national saving:

1. Saving of individuals
a) Change in individuals’ holdings of currency and deposits in
banks and Postal Savings System

b} Change in individuals cquity in huilding and loan associa-
tions

*6 A minor problem is raised by the treatment of the capitil brought in by
immigrants or removed by persons tansferring their residence abroad. The
figures used in this study alwavs include saaers and liabilities of ail penons e
siding within the njted States. Annual changes. therefore, include itans that
reflect the tunds breught in by immigrants or removed by emigrants and belong
to the capital account rather than to the current income account. There is no
possibility at present of estimating these items or of distributing them among the
different forms of assets and liabilities of individnals,

3MIn applying the Pprinciple, however, there is a possibility of duplications
hecause it is not feasible 1o compute the changes in enned surplus for ecach
unit individually. In Practice the change in carned surplus of individuals is
computed for them as 3 group from the changes in their assets and liabilities.
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¢) Change in individuals’ equity in insurance aud pension con-
tracts (measured by the total assets less borrowings and policy
loans of insurance companies; includes Social Security
funds ** and statc and municipal trust funds)

d) Change in individuals’ equity in securities (measured by de-
ducting frem the new issues sold for cash, retirements at or
before maturity, and adjusting for net purchases or sales by
foreigners and by domestic institutions and for changes in
individuals’ borrowings on securities)

e) Change in individuals’ equity in houses (measured by the
value of construction of one to four family urban houses
minus depreciation and adjustment for changes in vesiden-
tial mortgage debt outstanding and for loss of residences to
non-individuals through foreclosure)

f) Change in individuals’ equity in passenger cars (measured by
the value of domiestic retail sales minus depreciation and ad-
justed for changes in instaliment debt outstanding)

g) Change in individuals’ equity in other durable consumers’
goods, mainly furniture and household machinery (measured
as in Item (f))

2. Business saving

a) Corporate saving (net earnings, adjusted for capital gains and
losses, minus cash dividends paid)

b) Business saving of farmers (measured by the value of farm
construction, the sale value of farm machinery and the invest-
ment in livestock minus depreciation on farm buildings and
equipment, adjusted for changes in farm indebtedness and
loss of farms to non-individuals through foreclosure) **

3. Governinent saving

a) Federal government (measured by the difference between cur-
rent receipts and current expenditures, i.c., excluding capital
outlays, minus depreciation on government property)

b) States and territorial subdivisions (measured, in principle, in
the samc way as for the federal government).

2 SOURCES AND CHARACTER OF DATA

The sources from which the figures were derived are described in
detail in the Appendix. It may suffice here to mention briefly the
main sources of the material utilized in our calculations. Most
38 See the discussion by Dr. Dulles and Dr. Colm rcgarding the assignment of

growth of Social Security funds to individual saving and our reply.
32 Saving by farmers in other forms is included with individuals’ saving.
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of the series used in estimating saving of individualg have beg,
derived from the usual financial and production statistics, .
though adjustments have often been necessary to make the data
conform as closely as possible to the concepts used. However, one
of the main series, the change in individuals’ equity in securities,
is based to a large extent on newly assembled data 4

For corporate saving our estimates are based on the Statistig
of Income of the Treasury Department. There js reason to he.
lieve that they understate the actual amount of corporate saving
because of the tendency to report to the Treasury Departmen; PNy
unfavorable a picture of net income as is compatible with the
law.** Inventory profits and losses, bad debts, and write-ups and
write-downs, other than gains and losses realized on the sale of
capital assets, have not been eliminated.

The data for saving of the federal government have been de.
rived from various statements of income and expenditure by the
Treasury Department. They are very tentative because the
Treasury Department fails to separate in its accounts current and
capital expenditures.+

The estimate for state and local governments is still rougher.
It is based chiefly on published estimates by the National Indus
trial Conference Board and the T wentieth Century Fund and on
estimates of non-federal public construction by the Department
of Commerce.

$§ DEFICIENCIES OF MATERIAL

It is realized that almost every one of the numerous series from
which the estimates have been built up can well stand refinement
and improvement. In several cases the changes to be expected
will be small enough in size and diverse enough in direction to
be without appreciable effect on main subtotals or grand totals.

In others, however, the corrections are likely to be in a definite
40 Selected Statistics on Securities and on Exchange Markets (Securities and Ex-
change Commission. Angust 193g). Parts I and If.

41 J. F. Ebersole, §S. §. Burr, and G. M. Peterson found that for 104 industrial
corporations net income for 1923 throngh 1926 in returns to the Treasury aver-
aged about 12 per cent below thar in published reports (‘Income Forecasting by
the use of Statistics of Income Data’, Review of Economic Statistics, XI (192g).
178).

2 However, our figures agree fairly well, for the period as a whole, with the
rough estimates presented in the President’s budget message of January 4. 1g39.
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direction year after ycar and to be sufficiently large to alter ma-
terially at least some of the major components of the aggregate.

The series used in preparing the estimates are of very different
completeness and reliability. Probably the widest margix. of error

- exists in the tentative figures developed to measure the saving of
the various government units. A considerable and probably
systematic error also affects the estimates for business saving. Of
the series measuring individual saving, the figures for saving in
the form of durable consumers’ goods other than houses and
automobiles are little more than guesses. Of the other series,
those for individual saving through cash and bank deposits and
through insurance are probably subject to the relatively smallest
amount of error.

The most important improvements in the statistical material
needed in order to obtain fairly reliable estimates of total saving
and its components by the method adopted in this study are listed
below.

a) Estimates for the net construction and equipment expenditures
and net changes in inventories of unincorporated enterprises other
than farms—items now simply omitted because of lack of material

b) A new series for corporate saving, eliminating both the under-
statement inherent in the use of uncorrected Treasury figures and the
write-ups and write-downs and other revaluation items now included

¢) A new, or rather the first, comprehensive estiinate of the saving
of government units

d) Estimates of changes in the equity of individuals in buildings
other than one to four family houses—omitted because of lack of data

€) An improved estimate of changes in individuals’ equity in du-
rable consumers’ goods other than houses and automobiles, particu-
larly of changes in consumers’ indebtedness

f) Information on the purchase and sale of non-tax-exempt securi-
ties by non-financial corporations and data on individuals’ borrowing
on securities (now lumped with similar borrowing by corporations),
both series necessary for an adequate calculation of individuals’
equity in securities

g) Information on other forms of indebtedness of individuals and
unincorporated businesses to corporations and government units +
ssSamples of detailed balance sheets of individuals on various income levels.

particularly in the upper levels—an item rightly stressed by Dr. Hart in Dis-
cussion IV—would go far to fill the gaps indicated under (d), (e}, and (g).
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h) Information on the composition of the persistent residug) rediy

in the balance of internaiional payments. This credip gy believed ¢,

represent unreported acquisitions of cash or secnrities by forcigners

Failure to report sich acquisitions leads 1o an overstatemeny of in-

creases in domestic holdings and therefore 1o an overstatemeng of
saving.

V' The Total Volume and Com ponents of Saving,
1933-1937
1 TOTAL NET SAVING

Our estimates of saving, defined as the change in the aggregate
earned surplus of all household, business, and government unjgs
in the United States, for 1933-37, and rounded to the nearest half
billion dollars, are as follows (the negative items represent, of
course, dissaving; estimates are in billions of dollars):

1933 —S$6.0
1934 — 4.5 —$i2.
1935 — 2.0

-
1936 45 S10.0
1937 55 j

The main series making up these totals are summarized in
Table 1. Sources and methods of calculation are described in the
Appendix. These figures are very tentative and somewhat incom-
plete (see Sec. 1V, 3 above). It is as yet impossible in calculations
of this type to acliieve a high degree of accuracy, the more so since
there is no assurance that the €rrors in some series will be com-
pensated by errors in the opposite direction in others. Rounding
off the figures to the nearest half billion. or to the nearest one
hundred million as in Table 1, serves to emphasize the approxi-
mate nature of all the figures and to avoid too unjustified an
appearance of precision.

It is likely that these preliminary estimates for total saving
somewhat understate the amount of saving, mainly because of
the underestimation of corporate saving, the oniission of net in-
They would also provide a check on many other estimates and make it possible

o analyze the relation between income and changes in certain assets and
liabilities.
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vestment in plant and inventory by unincorporated business, and
the omission of an apparent decrease in certain types of floating
debts of individuals owed to corporations and government units.
On the other hand, saving by state and local governments is prob-
ably overstated somewhat because of the incompleteness of cer-
tain depreciation charges.

TABLE 1
NET SAVING IN THE UNITED STATES
(billions of dollars)

1933 1934 1935 1936 1037 193337
Individual saving
In Liquid Formn

Currency and deposits —1.2 425 +26 439 Ho5 483
Bldg. and Loan associations —06 —0g —04 —v2 —o1 —16
Insurance aud pension rescrves 405 +14 419 +27 +2¢ +94
Through absorption of securities +05 —10 —23 +oa +o6 —2.1
In Durable Consumers’ Goods
Non-farm dwellings —03 —15 —08 00 —o02 —30
Automobiles —05; —o0.4 +o2 +og +o; +oa
Other —1.0 —o05 —03 +06 +10 —02
Total —28 00 +og +74 54 tro9
Business saving
Agriculture —02 —0.4 —01 +02 402 —03
Corporate -—-8.1 —25 —15 —1.2 —0.9 —g2
Government saving
State and Local +o05 +op 406 +1a +i14 +41
Federal —o05 —20 —20 —28 -—0o5 —7.8
Total national saving —6a1 —44 —21 +47 +56 —23

In evaluating these tigures for total net saving in the United
States, it is important to remember that the same absolute
amount of saving or dissaving may mean quite different things
for the economic process as a whole depending on how it is made
up. There s, first,a considerable difference between saving in the
form of repayment of indebtedness or of hoarding, which inter-
rupts the flow of income, and saving of equal magnitude that re-
flects the acquisition of newly produced assets. Thus the type of
assets in which saving appears is of considerable importance. The
same addition to assets ordinarily will lead to a more precarious
situation when it makes its appearance in the form of an addition
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to inventorties than when it takes the form of new durable goods.
Among durable goods, again, saving in the form of durable
owner-operated consumers’ goods is likely to lead to shorter djs.
turbances in the existing price and production structure thap
saving that reflects additions to the stock of durable producery’
goods. Aside from the type of the new asscts, the method of fi.
nancing also makes a considerable difference. Ap increase in
stockholders’ equity usually raises fewer financial problems thap
a similar increase that finds its counterpart in an addition to the
debt structure. Finally, the same amount of net saving meang
something quite different if it is a result of large gross saving and
large depreciation allowances than if both are small; a larger pro-
duction of durable goods is implied in the first case than in the
second.**

2 COMPONENTS OF NET SAVING, 19331937

At least as much importance and interest attaches to the data on
the components of saving as to the estimates of aggregate saving
discussed in the preceding section. As a matter of fact, methods
like those used in this study provide the only way of obtaining
information on changes in the structure of the saving process;
the proportion of national income saved could as easily be esti-
mated from statistics of the volume of investment.

a) Individual, business, and government saving

The first striking fact that emerges from any quantitative analysis
of the saving process from 1933 to 1937 1s the predominance of
individual saving. In these five years individual saving is esti-
mated to have aggregated about $11 billion while business and
government units showed dissaving of about $9.5 and $4 billion

* These distinctions apply with considerable force to a comparison between the
situation in 1936-37 and the late "twenties, In 1936-37 a not inconsiderable part
of net saving reflected repayment of indebtedness, particularly of residential
mortgage debt and borrowings on securities. Cash and hank deposits among the
increase in assets of individuals, and inventories of raw materials and finished
goods among the increase in assets of husiness enterprises, were apparently much
more important, both absolutely and relatively. than in the late "twenties. On
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respectively.‘-" In 1933 and 1934 none of the three major groups
showed net saving, the net dissaving of business being by far the
largest item. In 1935 and 1936 individuals were the only major
group with positive saving. Even in 1937, when the current -
come of government units seems to have exceeded their current
expenses, individuals contributed by far the largest part of total
national saving.*®

b) Direct and indirect individual saving

Closer analysis must distinguish two types of saving by individ-
uals, which may be called direct and indirect net saving. Direct
net saving (or dissaving) takes the form of a change in the equity
of individuals in individually owned and operated durable con-
sumers goods. Indirect saving represents the acquisition by an
individual of a money claim of determined amount (or the reduc-
tion of a debt of determined amount) or of a participation in the
equity of a business enterprise.

For 1933-37 as a whole, direct individual net saving is esti-
mated to have been negative to the extent of over $3 billion, as
new purchases of durable consumer goods by individuals were
not sufficient to make up in full for the accruing depreciation on
the existing stock of such goods and the increase in instalment
debt. However, while there was considerable direct dissaving
during 1933-35 new purchases exceeded depreciation and in-
crease in instalment indebtedness by about $2.5 billion in the
two years 1936 and 1937 together. Individuals' equity in non-
farm dwellings declined in every year; for automobiles and other
durable consumers’ goods the excess in 1936 and 1937 of new
purchases over depreciation and increase in consumers’ indebt-
edness was virtually sufficient to cancel the shortage that had per-
sisted from 1933 to 1935.

45 Corporate dissaving would probably be considerahly smaller if more nearly
correct figures could be calculated and might cven be positive in a few years.
This correction, however, would not invalidate the general statement that over
the period as a whole busines and government showed a net dissaving and that
positive saving was restricted to individuals.

s¢ It should be remembered that saving in the form of Social Security reserves
and trust funds of government units is classified here as saving of individuals.

If it were classified as government saving, {hese statements would still be correct,
the preponderance of individual saving being materially reduced only in 1937.
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¢) Structure of indirect individual saving

A further breakdown of indirect individual saving, which constj.-
tuted most of the nation’s net saving over the last SIX years, |
necessary to bring the relevant facts out adequately. There was
but little individual saving through absorption of Securities, Ag
a matter of fact, over the period as a whole, individuals are esty-
mated to have reduced their holdings of securities (abstracting
from changes in the value of securities held) about $3 billion +
Only in 1933, 1936, and 1937 did individuals spend more on the
purchase of securities than they received from issuers for securi.
ties retired or from foreigners or financial institutions for securi-
ties bought from individuals in the open market. However, these
relatively small purchase balances were more than compensateq
for by the large reduction in holdings in 1934 and 1935, to a great
extent the result of foreign purchases of stocks and redemptions
and institutional purchases of corporate bonds.

In the final analysis, then, individual saving was restricted ey.
clusively to increase in (1) individuals’ cash and bank deposits
and (2) individuals’ equity in insurance and pension contracts s
For the period as a whole, individual saving in the form of an
increase of cash and bank deposits amounted to over $8 billion
while individuals’ equity in insurance and pension contracts
increased nearly $9.5 billion. The average annual saving in these
two mam forms of indirect saving, therefore, amounted to over
$3.5 billion.*

3 GROSS SAVING

Gross saving, the sum of net saving and depreciation allowances
on producers' and consumers’ goods, rose rapidly from about $5.5
billion in 1943 to about $18.5 billion in 1937. Our estimates of

47 For calculation of this figure. see IV, 4.

“1In his discussion of this Paper Dr. Hart suggests thag there may also have
been a considerable répayment of indebtedness by individuals.

*¢ Year to year Auctuations were considerable for individuals' cash and bank de-
posits. Saving in this liquid form was at 2 high level from 1934 through 1gs6.
but fell sharply i 1937 Saving through the medium of private and governnient
Insurance institutions, on the other hand, grew steadily from not much over
$500 million in 1933 to well over $2 hillion in 1937. (But sec footnote 16.)



SAVING AND ITS COMPONENTS 241

gross saving for each of the years 1933-37, again rounded to the
nearest half billion dollars, are as follows (in billions of dollars):

1933 $5.5
1934 75
1935 10.0
1936 17.0
1937 18.5

V'l Comparison with other Estimates of Saving
and Investment

1 NET SAVING

A direct check on our figures is provided by a comparison with
the (as yet unpublished) estimate of saving of individuals in the
year ended June go, 1936, prepared by the National Resources
Committee fromn material collected in connection with the Con-
sumer Purchases Study. The expenditures on durable consum-
ers’ goods other than houses are not included in saving, and de-
preciation on consumers’ durable goods is omitted throughout;
otherwise, however, the definitions coincide fairly well with those
adopted in our study. To make comparison possible an estimate
has been prepared, by the methods used in our calendar year
estimates, of individual saving for the year ended June 30, 1936.
The estimate so derived, after eliminating net saving or dissaving
in consumers’ durable goods other than houses, coincides fairly
closely with the calculations of the National Resources Commit-
tee, both indicating about $6 billion (before depreciation on
houses).*

se Direct comparison of our estimates with those developed by FEzckiel. op. cit.,
for each year 1g18-35 by a method similar to that applied to 1914-29 data by
Warburton, op. cit., is not possible because Dr. Ezekiel's figures cover only saving
by income tax payers (i.e., individuals with an annual net income of over $1,000)
and do not include the change in individuals® equity in antomobiles and other
durable consumers’ goods.

Dr. Ezekiels estimates are based on the income statistics of the "Freasury
Department and the ratios of saving to total income at different income levels
as determined by the Brookings Institution for 1gz2g. In fact, the estimates repre-
sent nothing but a weighted aggregate of the income of taxpavers in the different
groups, the Brookings saving ratios being used as weights. The annual movement
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The most important check upon our estimates of saving are
the calculations of net investment, i.c., the value of expendituye
on durable goods minus depreciation, ad justed for changes i, in.
ventories not resulting from price changes and for the foreigy
balance. .

Comparison is possible, first, with estmmtgs of exPepditures on
durable goods prepared by Mr. Terborgh of the Division of Re.
search and Statistics, Board of Governors of the Federa] Re.
serve System.* Since Mr. Terborgh’s tigures do not include the
value of changes in inventories or in the foreign balance, these
two items must be added to his figure to make them comparable
with our estimates of saving. The estimates indicate net agere.
gate disinvestment and dissaving respectively cf abou gg and
$12.5 billion for 1933-35. and positive aggregate investment ang
saving of about $13 and $10 billion, respectively, for 1936 and
1937. Most of the discrepancy occurs in 1935 and 193y, whep
estimated saving is considerably below calculated net invest-
ment.°?

The differences are considerably larger hetween the estimates
of saving presented in this Paper and the figures for pet invest-
ment (excluding durable consumers’ goods other than houses)
calculated by Kuznets.s Kuznets' estimates for net investment

W. L. Crum. ‘Individual Shares in the National Income’. Review of Econemic

Statistics, Xv11 (November 1935), 116-30; E. . Gilboy. *The Propensity o

Consume’, Quarterly Journal of Economics, LII| (November 1g38), 120-40.
Although Dr. Ezekiel's estimates cover the saving of only part of the popula-

clude capital gains which were particularly large in 1929, the base vear for the
saving ratios used throughout; (2) they exclnde individuals with a net income of

1932-1938°, Bulletin 7#, National Bureau of Economic Rescarch (June 25, 1939),
P2
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are higher throughout than our figures for net saving (excluding
net saving reflected in purchasesand depreciation of durable con-
sumers’ goods other than houses). For 1933-35 net investment
according to Kuznets was negative to the extent of over $4 billion
while our figures show net dissaving of about $10 billion. For
1936 and 1937 estimated net saving of less than $8 billion com-
pared with calculated net investment of over $13.5 billion.*

Both comparisons suffer because: (1) the estimates of saving
imply a book value measurement of changes in inventories
whereas in the estimates of capital formation the change in in-
ventories is adjusted for price changes; (2) the estimates of saving
omit the change in non-corporate inventories whereas the esti-
mates of capital formation include the change in inventories of
all business enterprises; (3) the estimates of capital formation ap-
parently include certain commodities, the purchase of which is
often regarded as a current expense in the books of business cor-
porations. Had it been possible to adjust the saving figures for
revaluation of corporate inventories and also to include the value
of changes in non-corporate inventories, dissaving (and therefore
the discrepancy between the estimates of saving and investment)
would probably have been greater in 1933 and 1934 than is indi-
cated above. In 1935 and particu]arly 1937, and probably also in
1936, positive saving wonld have been greater, however, and the
discrepancy would have been less.

2 GROSS SAVING

Our estimates of gross saving for each of the years 1933 to 1937,
together with the estimates of gross investment by Kuznets and
Terborgh, are shown in the table below to the nearest half bil-
lion dollars. This comparison is affected by the differences just
mentioned in the preceding section.

54 Let none assume that any difference as shown here between the estimates of
saving and those of investment measures the divergence between saving and in-
vestment during a given period. Both sets of figures are undoubtedly still affected
with 2 margin of error so large that differences of the order of magnitude in-
dicated here may be nothing but the result of the imperfections of one or both
sets of estimates. They are certainly not able to disprove the theoretically
demonstrated equality of investment and saving measured a posteriori for any

period.
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GROSS INVESTMENT 1

BASED
ESTIMATFD KUZNETS' oN TIRB()RC!I'S
GROSS SAVING 1 ESTIMAYE ESTL\IATE 2

1933 $ 51 $ 114 $ 614
1934 Ve 10 9
1935 10 15 14
1936 17% 21 19%4
1937 1815 25 23

! Including consumers’ durable commaodities.

2 To Terborgh's figures have been added the additions or reductions in inventories
(according to the estimates of Kuznets) and the foreign balance on current accoung
to make the figures comparable with those in the other two columnps.

APPENDIX: STATISTICAL SOURCES AND MEeTHODS

Sections I-VII of the Appendix relate to individuals’ saving,s
Sections VIII and IX to business saving, and Sections X and X1
to government saving.

1 Cbange mC urrency and Deposits in Banks and Postql
Savings System held by Individ uals(Table 1)

In order to develop a series for the cash holdings of individuals jt
IS necessary to Prepare two main subtotals: first, total volume of
currency, and bank and Posta| Savings deposits in the hands of the
public; second, the amount of such cash held by foreigners and
by domestic non-individuals. The second subtotal must be syl
tracted from the first in order to arrive at an estimate of currency
and deposit holdings of domestic individuals.

1. Total currency outside banks and U. § Treasury. Ob.
tained from the Divisjon of Research and Statistics, Board of Gov-
ernors of the Federal Reserve System. It is based on a calculation
of total money in circulation outside the Treasury and the Fed-
eral Reserve banks and figures for currency in the hands of banks,
reported by the Comptroller of the Currency for all banks on
June g0 and by the Federal Deposit Insurance Corporation for
insured banks on December gy of 1934 and succeeding years,

38 Throughont this study the term ‘individual’ is used to inclnde unincorporated

businesses (other than farms). trus funds, and noun-profit-making institutions such
as churches and Universities,
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TABLE 1

245

CHANGE IN INDIVIDUALS' HOLDINGS OF CURRENCY AND DEPOSITS
IN BANKS AND POSTAL SAVINGS SYSTEM

(millions of dollars)

Total currency outside banks
and U. S. Treasury

All bank deposits. excl. in-
ter-bank deposits

Deposits in Postal Savings
System

Deposits of Postal Savings
System in banks

Items in process of collcction
by banks

Total currency and deposits.
adj. (1+2+3—4—5)

Currency and dcposits of
non-financial corp.

Currency and deposits of
financial corp. excl. banks
U. 8. Gov. deposits in com-
mercial banks

Deposits of other public
bodies

Deposits of foreigners
Deposits of foreign banks
with Federal Reserve banks
Deposits of foreign banks
with U. §. commercial banks

Total deductions (7+8+9+
10+11—12—13)

Currency and deposits of
domestic individuals in open
domestic banks and Postal
Savings System (6—14)
Annual change

Change in U. S. currency
held abroad

Change in individuals’ de-
posits in closed banks

Change in currency and de-
posits of domestic individuals
(16—17+18)

1933
4510
41.780
902
793

1,180

45-419

6,431
1.698
500

1,826
75

248

10.903

34516 31504 5$4.706

YEARS ENDING DECEMBER 31

1933 193¢ 1935 1936
4800 4670 4940 5550
38651 414679 48724 53.120
1.209 1207 1200 1260
914 540 287 145
1176 1919 2313 2,604
42550 48,067 52265 57481
6.a31 6395 6828 7.607
1659 2357 3035 2908
1ooo  1.687 881 947
2026 2601 3079 :;,.26 3
390 496 1056 1.325

4 19 29 99

136 156 4538 442
11,066 13.361 14.597 15509

$7.868 41972

—sg.012 +3.202 +3.162 +4104
—go —26 +22
41690 -——770 530 145

—1,232 +2458 +2.632 +3.937

1937
5.690
52.418
1,270
130

2.326

56.822

6.922
2.472
801

3.256
1,437

172

466

14.250

+515
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2. Allbank depostts excluding inter-bank deposits. A revision
of figures appearing in the Federal Reserve Bulletin, a1, ob.
tained from the Division of Research and Statistics, Board of
Governors of the Federal Reserve System. It does not include de.
posit liabilities of Federal Reserve banks (which consist only of
deposits held by domestic or foreign banks and the U S. Treas.
ury) but does include those of the major private banks.

3. Deposits in Postal Savi ngs System. Taken from the Federgl
Reserve Bulletin.

4- Deposits of Postal Savings System in banks. Also taken
from the Federal Reserve Bulletin. In order to avoid duplication
it must be deducted from total deposits of banks.

5. Items in process of collection by banks. In order o avoid
duplication this figure must be deducted from the reported total
of deposits because items in the Process of collection are included
in the deposits reported by the banks of both the payor and the
Payee. The figures were obtained from the Division of Research
and Statistics, Board of Governors of the Federal Reserve Sys-
tem; they are a few million dollars higher than the published fig-
ures for insured banks only. The reported data are known to be
too low because some banks report their collection items under
the heading ‘due from banks'

6. Total currency and deposits, adjusted. Sum of items 1, g,
and g, less items 4 and 5- It is the first main subtota] referred to
in the opening paragraph of this section,

7. Currency and deposits of non-financial corporations. The
primary source for thijs estimate for 1932-36 1s Statistics of In-
come, published by the Bureau of | nternal Revenue. This vol-

considerable revision.
8. Currency and deposits of financial corporations other than
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banks. For 1932~36 the figure for financial corporations submit-
ting balance sheets, other than banks, was made available by the
Bureau of Internal Revenue. Deposits of mutual life insurance
companies and building and loan associations are included. The
figure for 1937 was assumed to be 15 per cent less than in 1936,
the same as the percentage decline in the cash holdings of 4q life
insurance companies reported in the annual proceedings of the
Association of Life Insurance Presidents. The estimate is also
subject to revision, which may be drastic, when Statistics of In-
come for 1937 is published.

9. U.S. Government deposits in domestic commercial banks.
For 1934—37, taken from the Federal Deposit Insurance Corpora-
tion call reports for insured banks. For 1932 and 1933 estimates
were made from reports for member banks by multiplying these
figures by the ratio between U. S. Government deposits in in-
sured banks and in member banks in 1934-37.

10. Deposits of other public bodies. Obtained in same man-
ner as item g. The duplication referred to in the explanation of
item § isalso involved in item 10 because these figures were taken
from bank statements. The outstanding checks of state and local
governments are large but neither their size nor the change
therein can be estimated. The debits of state and local govern-
ment were reported only beginning with the week ended Febru-
ary 8, 1939, when they amounted to $360 million.

11. Deposits of foreigners. Figures for year-ends beginning
with 1932 taken from The Balance of International Payments of
the United States for 1937, Table 36, p. 87.

12. Deposits of foreign banks with Federal Reserve banks.
This item, which appears in the statement of the condition of
Federal Reserve banks, must be added to total deposits because
item 11, which is to be deducted, includes foreigners' deposits
with Federal Reserve banks, whereas the total deposits from
which the deduction is to be made do not. In Table I this addi-
tion is performed by deducting the item from the deductions.

13. Deposits of foreign banks with U.S. commercial banks.
Based on Federal Reserve Board and Federal Deposit Insurance
Corporation reports for member and insured banks. This item
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must also be added back to total deposits because iy represents
inter-bank deposits, not included i item 6 but included jy, iten
11.

14. Total deductions. Sum of items 711, minus jteps 12 ang
13. Itis the second main subtotal referred to in the Opening pary,
graph of this section.

15. Currency outside banks, U. §. Treasury, and corporations
and deposits of domestic individ uals in open domesti, banks anq
tn Postal Savings System. Item 6 minus item 14.

16.  Annual change in item 15.

17.  Annual change in U. §. currency held abroaq. Net re.
ceipts from abroad, shown as a negative figure in Table I, myg
be added to the annual changes in item 4. and net shipmens
must be deducted since they constitute changes in the domnestic

figures, the reliability of which is rather doubtful, were takey
from The Balance of International Payments of the United
States.

18.  Change in individuals deposits in closed banks. The esti-
mated annual change in individuals' deposits in closed banks

"The basic material for these estimates (‘Table I-1) is not very
satisfactory. The estimates were prepared by the authors, with

Reserve System and Federal Deposit Insurance Corporation who,
however, are not responsible for the higures. The footnotes to
‘Table I-1 describe in detail the methods and the sources used in

puting the final total, but there 1s no direct information concern-
ing such changes, and the data now available are insufficient to
make an estimate possible. It is believed, however, that non-
individuals hold a¢ least g5 per cent of the total deposits of Amer-
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TABLE 1-1
CHANGF. IN INDIVIDUALS’ DEPOSITS IN CLOSED BANKS

{millions of dollars)

1933 1934 1935 1936 1937
1 Deposits in banks closed dur-
ing year? 3599 87 10 1" 20
2 Deposits in banks reopened 2 410 266 20 o o
s Dividends paid to unsecured
creditors 3 775 82 747 220 140
4 Change in deposits in closed
banks (1—2-—3) Fe414 —ram0 —j57  —209 —i20
5 FEstimated change in individuals’
deposits in closed banks + +16g0  —370  —530  —145 — &g

1 Figures for 1933 from A4nnual Report. Board of Governors. Federal Reserve
System, 1936. p. 177; for 1934-37 from Federal Reserve Bulletin (1938), p. 510: 1933
figure excludes deposits in banks reopened between March 16 and Junc 0.

2 From Board of Governors, Federal Reserve System. The 1933 figure is for july
to December only.

3 Years ending October 31. The fignres, which include offset allowances. are esti-
mated to be 280 per cent of the payments by national banks, reported for 1933-36
by the Comptroller of the Currency and estimated for 1937. The ratio of 280 per
cent is based on figures for the cumulated deposits of suspended national and
state banks.

4+ Estimated at 50 per cent of total deposits on basis of rclationship in open banks.

icans in foreign banks. The deposits of individuals in foreign
banks may therefore be neglected, since they would vary only be-
tween $5 and $15 million at the maximum.

I1 Indwiduals’ Equity in Building and Loan Associations
(Table 11)

In calculating individuals' saving through building and loan
associations, no distinction need be made between the form such
saving takes, namely, whether it is made in the form of purchase
of shares or in the form of an increase in deposits. For this reason
it can be measured from changes in the total assets of building
and loan associations. It is necessary. however, to deduct from
total assets the liability for funds contributed by non-individuals.
So-called share-loans or pledged shares should also be deducted
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TABLF 11

CHANGE IN INDIVIDUALS' EQUITY IN BUILDING AND
LOAN ASSOCIATIONS

(millions of dollars)

END OF YEAR
1933 1933 1954 1935 1936 1955
1 Total assets 7750 6,978 6,45 5889 grie 5.1
Borrowed funds 280 272 209 183 205 239
Preferred stock owned by H.O.L.C. o 0 o 0 126 g0
4 Preferred stock owned by
U. 8. Treasury o o 11 19 49 @8
5 Pledged shares 1,100 900 700 500 4oo 850
6 Total deductions (@+3+4+3) 1380 1,172 g2 752 780 gy
7 Net equity of individual
shareholders (1—6) 6.370 5806 5531 5.37 4,962 4,868

8 Change in net equity of individual
shareholders —564 —275 —304 —175 —o4

because they represent either unpaid balances due on shares or
actual loans made to shareholders on the security of their shares,
The situation is more truly reflected if the share account and the
share loans are eliminated from both sides of the balance sheet.

The statistics of building and loan associations are unsatisfac-
tory. The only comprehensive reports available up to 1936 are
the annual compilations of the United States Building and Loan
League, which do not make possible an adjustment for share
loans. In recent years comprehensive and detailed statistics have
become available for the federally chartered building and loan
associations and for those participating in the Federal Home
Loan Bank System. These associations, however, have less than
one-third of the total assets of all associations. Any series for sav-
ing through building and loan associations must, therefore, be
highly tentative. The following figures have been used:

1. Total assets of building and loan associations. From Build-
ing and Logn Annals, published by U. S. Building and Loan
League.

2. Borrowed funds. Same source as item 1.

3. Preferred stock owneq by Home Ouners' Loan Corpora-
tion. Taken from the Federal Home Loan Bank Review and
from the daily Treasury statement for the end of January, which
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shows in detail the assets and liabilities of government corpora-
tions and credit agencies for year-ends.

4. Preferred stock owned by U. §. Treasury. The annual re-
ports of the Federal Home Loan Bank Board give the govern-
ment share subscriptions in member associations on December
31, 1935 and later years after deduction of Home Owners’ Loan
Corporation holdings. The remainder represents direct Treasury
holdings which are confined to stock of federal associations. The
figures for earlier years were obtained from the itemized state-
ment of Treasury expenditures in the mid-month daily treasury
statements.

5. Pledged shares. Figures for pledged shares are very incom-
plete, as may be seen from the discussion of the statistics in Debts
and Recovery®® The figures in Table II for 1933 to 1936 are
those used in that volume. The 1937 figure is our estimate, based
upon the earlier years and discussions with experts at the Federal
Home Loan Bank Board.

6. Total deductions. Sum of items 2—5.

9. Net equity of individual shareholders. Item 1 minus
item 6.

8. Change in net equity of individual shareholders.

Il Individuals’ Equity in Insurance and Pension Reserves
(Table 111

Saving through insurance. for the purposes of this study, is meas-
ured by the change in policyholders’ net equity, i.e., total assets
minus capital obtained from non-policyholders and minus policy
loans and notes. This method lumps together changes in policy-
holders’ and shareholders’ equity. This, however, is not a draw-
back because most large life insurance companies and funds are
mutuals in which there are no stockholders or members distinct
from policyholders. The small undistributed net earnings of
stock companies, which will appear in the figure for corporate
saving (Sec. IX), have, however, been deducted in calculating the
net equity of policyholders.

38 A. G. Hart and the Committee on Debt Adjustment, Debts and Recovery
(Twentieth Century Fund, 1938), pp. 76, 78, 80, 81, and 208.
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SURANCE AND PENSION RESERVES

(millions of dollars)

Legal Reserve Life Insurance
Companies
a Total assets
Borrowings from RFC
¢ Loaus to policyholders

d Net equity (a—b—c)
€ Change in net equity

f  Corporate saving of
stock companies

Change in net equity
of policyholders (e—f)

9

Fraternal Orders
a Total reserves
b  Loans

¢ Net equity (a—b)
d Change in net equity

U. S. Gov. Life Insurance
Fund

a Total reserves

b Loans

¢ Net equity (a—b)
d Change in net equity

Social Security Funds
a Total
b Change

Other Treasury Funds
a ‘lotal
b Change

Adj. Service Certificate
Fund, Change

State and Municipal Trust
Funds, Change

‘Total Change
(1g+ 2d+gd44 b+sh+4 6+7)

1932

20,117
6o
3730

16,527

680

-
/

643

559

448

224

1933193 1915 1936 g

20.259 21,162 22,62 24267 25,508
63 53 36 3 g
3.710 3510 3,380 3250 3,230

16,486 17.599 19,196 20,984 22,338
+159 +1,113 +1.597 1284 +1.354

) e BN N

+188 +1,145 +1.620 +1.815 +|.38;

794 822 850 888 924
15 54 65 68 7
™9 768 785 R gy

F106 19 417 35 4y

b15 665 724 By 80
122 122 128 129 139

193 543 596 660
t45  +50 453 +64 45

61 1118
+64 41054

245 254 282 316 428
tea 49 428 gy 4

+ 500

+100 +200 4200 4200 +200

+460 +1.423 +1.918 42,712 +2857
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| LEGAL RESERVE LIFE INSURANCE COMPANIES

a) Total assets. Derived from annual proceedings of the Asso-
ciation of Life Insurance Presidents. A downward adjustment of
approximately 3 per cent, based on the ratio of reserves against
foreign business to total reserves, was made to allow for the fact
that some of the assets represent the equity of foreign policy-
holders.*

b) Borrowings from Reconstruction Finance Corporation.
Taken from R. F. C. reports and deducted from item (a). Small
in amount, these horrowings are believed to constitute virtually
the only funds obtained from other than policyholders.

c) Policy loans and premium notes in the United States. The
figure for all companies, which must be deducted from item (a),
was estimated from that for companies reported in the annual
proceedings of the Association of Life Insurance Presidents. The
published figures are based on about 50 companies holding fully
go per cent of the assets of all legal reserve life insurance compa-
nies in the United States, and show separately that part of policy
loans and premium notes emanating from the United States. The
estimate was made by applying to these figures the ratio of total
admitted assets of reporting companies to total admitted assets
of all companies.

d) Net equity. This item, item (a) minus items (b) and (¢), rep-
resents the net equity of shareholders and policyholders to-
gether.

37 Changes in the equily of American policyholders in contracts with forcign life
insurance companies should, on the other hand, be counted as a separate item of
saving. In the absence of comprehensive information on the subject, no allowance
for this item was made in the final figures.

The Sun Life Insurance Company of Canada reported its net liabilities, in mil-
lions of dollars, on United States business as follows:

END OF
1932 1933 I934 1935 1936 193]
Amount 167 17% 190 208 281 252
Change +6 +17 +18 +23 +=2n

The total assets of the Sun Life Insurance Company amount to abont v per cent
of those of all Canadian life insurance companies. No information is available on
equity of American policyholders with other foreign life insnrance companies but
the amount and the changes in it may be assumed to be negligible.
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€) Change in net equity.

f) Corporate saving of stock companies. Obtained from the
Income Section, Department of Commerce.

g) Change in policyholders’ net equity. Item (¢) minus jtem
(£). The deduction of item (f) eliminates the equity of sharehold.
ers in stock companies, leaving as a final figure the change in ne
equity of policyholders in stock and mutual companies.

2 FRATERNAL ORDERS

a) Total certificate and contingent reserves. Based on figures
taken from Statistics Fraternal Societies of the Fraternal Monitor
and from the New York Insurance Reports. Volume IV, The
1935-37 figures from the Statistics Fraternal Societies are con-
stdered all-inclusive. For prior years the ratio between the 1935
tigure from this source and the corresponding figure in the New
York Insurance Reports was applied to the ‘other reserve’ higures
in the New York Insurance Reports. All the figures were, hoy.
ever, adjusted for reserves against liabilities to toreign’ members
on the assumption that these were roughly equal to one-half the
total liabilities to policyholders of Canadian companies mncluded
in the statistics. As the item is small, details of the adjustment
are not important.

b} Loans and liens to policy and certificate holders. Estimated
by multiplying the data published in New York Insurance Re-
ports, Volume 1V, by the ratio between total assets as given in
Statistics Fraternal Societies and New York Insurance Reports.
This estimate was then adjusted for loans and liens to foreigners
on the assumption that half the total for foreign organizations
represented loans and liens to foreigners. Figures for 1936 and
1937 are cstimated from a sample of the largest fraternal orders.

¢) Net equity of individuals. Item (a) minus item (b).

d) Change initem (c).

3 U. S. GOVERNMENT LIFE INSURANCE FUND

a) Total reserves. The 1932-36 figures appear in the annual
report of the Administrator of Veterans' Affairs for 1937. The

estimate for 1937 1s based on the rate of change during preceding
vears.
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b) Policy loans. The source for 1932—-36 figures and the esti-
mate for 1937 ave the same as for total reserves.
¢) Net equity. Item (a) minus item (b).

4 SOCIAL SECURITY FUNDS AND ACCOUNTS

This figure represents the change in investments of the Old Age
Reserve Account and the Unemployment Trust Fund, as re-
ported in the daily statement of the United States Treasury.

5 OTHER TREASURY FUNDS

Under this heading are included the Civil Service Retirement
Fund. the Foreign Service Retirement Fund, the Canal Zone
Retirement Fund, the Railroad Retirement Account, and the
Alaska Railroad Retirement Fund. Figures are obtained in the
same way as those for Social Security funds.

6 ADJUSTED SERVICE CERTIFICATE FUND

The certificates have been regarded as equivalent to annuity or
life insurance contracts although veterans have not made any
payments, the value of the certificates resulting purely from
allocations of U. S. Treasury funds. The equity of individuals
was therefore the difference between the estimated actuarial
value of the adjusted service certificates prior to their redemption
in 1936 and the loans made against them to veterans. Changes in
this equity from year to year were negligible except in 1936.
when the equity is estimated to have increased about $500 million
as a result of the premature payment of the face value. Estimates
are based on figures appearing in the annual reports of the Ad-
ministrator of Veterans Affairs for maturity values of certificates
and loans against them.

7 STATE AND MUNICIPAL TRUST FUNDS

Changes in assets were taken as representative of changes in
equity of individuals in these funds. They were assumed to be
about twice the figure for New York State trust funds plus the
funds of cities having a population of 100,000 0T OVET, a$ derived
from various issues of Financial Statistics of Cities (Bureau of the
Census, U. S. Department of Commerce). The 1937 figure is esti-
mated on the assumption of a continuous growth.
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IV Change in Individuals’ Equity in Secy rity Holdiy gs
(Table IV)
To measure the saving of domestic individuals i) (he form of
securities, it is necessary to calculate the net purchases (or sales)
of securities by individuals and to deduct the increase (or add
the decrease) in their borrowings against securities. In he
absence of adequate figures bearing directly on transactions by

TABLE Iv
CHANGE IN INDIVIDUALS' FQUITY 1IN SECURITIES
(millions of dollars)

1933 1934 1935 1936 1937
1 Net change in securities

outstanding 1 (at cost value) +1.374 + 4124 +1.317 +5.167 +304

Change in foreign holdings 2 +10 +80 4250 +655 +300

Change in holdings of domesiic

non-individuals s +1,164 +5.382 +35.356 +4.308 +2.506
4+ Change in holdings of domestic

individials +200 —1,338 g 329  +209 4y 39

5 Change in borrowings of
domestic individuals on

securities 4 —366 —s06 +28 +Re -—463
6 Change in domestic individuals’
equity in securities +566 1032 —g.88y +127 4602
! From Table 1v-;. 3 From Table IV
2 From Table 1V-y4. 4+ From Table IV,

domestic individuals, their net purchases or sales must he deter-
mined indirectly. This i done by Computing the joint net pur-
chases or sales of securities by both individuals and institutions
and by adjusting the result for the net purchases or sales of insti-
tutions and foreigners.

The figure for net purchases by individuals and institutions
together is the sum of S€parate computations for different types
of securities. Data on NEw security issues of the federal govern-
ment and its agencies, and of the states and their terrritorial sub-
divisions, are directly available. But comprehensive information
is lacking on retirements by states and their subdivisions. It is
therefore preferabe to base the calculation directly on the change
in the amout of securities outstanding in the hands of the pub-
lic. This change is known accurately for securities of the federal
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government and its agencies. For state and municipal securities
it has to be estimated rather crudely but even this estimate is
preferable to a calculation of the difference between new issues
and retirements because statistics on retirements are very un-
atisfactory. On the other hand, net purchases or sales of corpo-
rate and foreign securities by individuals and institutions are
computed by subtracting estimated retirements from new issues.

Changes in the value of securities outstanding do not enter
into the computations because net salesand purchases are affected
only by new and retired issues. This is as it should be, for such
changes do not represent saving according to the definition used
in this study.

Net purchases and sales of securities by domestic individuals
are derived by subtracting from the difference between new
issues and retiremenis the changes in the holdings of domestic
institutional and foreign investors. To arrive at a figure repre-
senting the net purchase and sale balances of institutional in-
vestors (i.e., the money spent or realized from transactions in
securities) it is necessary to eliminate from the changes in their
holdings the effects of revaluations on securities held and of gains
and losses on the sale of securities. To effect this correction an
increase in holdings, reported in the balance sheets of institu-
tions, is reduced by the amount of write-ups and capital gains or
increased by the amount of write-downs and capital losses, while
the opposite adjustments are made in the case of a decrease in the
reported holdings.

The change in the equity of domestic individuals in securities,
summarized in Table IV, is computed as follows:

1. Net change in securilies outstanding. This figure, the com-
putation of which is described in detail in Sec. 1—3 below, repre-
sents the gross receipts by issuers of securities less their expendi-
ture for retirements, including in gross receipts the amounts
received by underwriters and distributors. It therefore indicates
the net amount spent on purchases or received from sales of
securities by other than issuers.

2. Change in foreign holdings. This figure is the net purchase
or sale balance of foreigners, taken from The Balance of Inter-
national Payments of the U nited States (see Table 1V—4). Bond
redemptions and sinking fund payments to foreigners have to be
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deducted. All such redemptions are mcluded in ony retiremen,
figures but some of the securities retired were held abrgaq and
must be added back. This addition is perfornied here by reducing
the change in foreign holdings which must be deducreq from
‘net change in securities outstanding.” No adjnstment for revaly.
ation or capital gains or losses s necessary.

8- Change in holdings of domesti non-individyaly, Compu.
tation explained in detail in Section 4 below.

4- Change in holdings of domestic individuals, Item , miny;
items 2 and 3.

5 Change in domestic i ndividuals’ borrowr'ngs on securities,
This item, whose computation is explained in Section 5 below,
represents the change in net liabilities of individuals ¢ non-
individuals on account of securities, and must be deducted from
the change in holdings to get the change in individualg equity,

6. Change in individuals’ equity. This final item, used to
Mmeasure domestic individuals’ saving in the form of secnrities,
is equal to item 4 minus item 5.

! COMPUTATION OF NET CHANGE I SECURITIES OUTSTANDING
(TABLE 1v—1)

This item is the total of changes in the following types of
securities:

a) U. S. Government direct obligations. Measured by the
annual change in direct intcrest-bearing obligations outstanding
(including those held by Treasury funds and agencies) as shown
by the daily statement of the U. S, Treasnry, excInding bills and
certificates of indebtedness with matnrities of less than one year.
Exchanges of bonds and notes for certificates of indebtedness of
less than one Y€ar maturity are thns treated as cash offerings.

b) U. . Government guaranteed obligations. Of , total
United States guaranteed debt of $4.644 million at the end of
1937, only $726 million Tepresents net cash sales, $3.873 million
being net issyes exchanged for otlier securities, mortgages and
loans, and the Temaining $45 million being net issnes sold the
U.s. Treasury (which, however, is included in the contingent
debt of the United States). Exchange issues, as described above,
together with retirements throngh like exchanges, have been
excluded from Table IV-1. Data on the guaranteed debt are
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TABLE 1V-1
NET CHANGE IN SECURITIES OUTSTANDING

(millions of dollars)

NET
CHANGE IN
SALES FOR SECURITIES
CASH RETIREMENTS OUTSTANDING
() @ 3
1933
L. S. Gov. direct obligations 42,006
1. 5. Gov. guaranteed obligations
state and local 520 874 —354
Corporate 515 683 —168
Foreign 70 180 —110
Total +1,374
1934
U. S. Gov. direct obligations 44078
U.S. Gov. guaranteed obligations 4511
State and local 939 1,306 —457
Corporate 715 713 +2
Foreign 10 120 —110
Total . +4.124
1935
U. S. Gov. direct obligations +1.202
U.S. Gov. guaranteed ohligations 4245
State and local 1.232 1.193 +39
Corporate 2875 2.904 —29
Foreign 6o 200 —140
Total 41,817
1936
U. S. Gov. direct obligations +4.305
U. 5. Gov. guaranteed obligations +33
State and local 1,121 1,140 —19
Corporale 4.985 4007 +978
Foreign 160 290 —130
Total +35.167
1937
U. 8. Gov. direct obligations +3.259
U. S. Gov. guarantced obligations ——b3
State and local goB go8
Corponate 2,600 2.582 +18
Foreign 150 320 —170

Total +3044
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based chiefly on statistics supplied by the Farm Credit Adminpjs.
tration and the Home Owners’ 1.oan Corporation and o, State.
ments of the Public Debt.

c) Siate and municipal bonds. Data concerning debes of
states and municipalities are available only for June 30 or there.
abouts from the annual report of the Secretary of the T reasury,
The figures used to represent these debts at calenday year-ends
are interpolations of these data, after deduction of the ho]dings
of such securities by state and local sinking funds.

d) Domestic corporate and forewgn securities, Difference pe.
tween the gross proceeds from casl, sales of new securities and
the amount spent by issuers to redeem securtities. The computa.

2 CASH SALES OF NEW DOMESTIC CORPORATE AND FOREIGK
SECURITIES (TABLE Iv—2)
Figures for new issues include only issues of one year mat
or over and have been buijlt up as follows:
a) Issues offered for cash of which nofice has appeared in the
chief financial newspapers or statistical services, or records of the

urity

TABLE 1v-2

CASH SALES OF NEW DOMESTIC CORPORATE AND OF
FOREIGN SECURITIES 1

{mitlions of dollg rs)

19331934 1935 1936 193
a Cash offerings other than lines b 10 ¢ 380 540 2680 4.750 2,400

B Investment company issues 120 150 170 200 200

¢ Small offerings not recorded in finangal press o 20 20

20 20
d Oﬁ'erings of $100,000 or Iess and intrastate

issues not included in line a 10 10 10 10 10
€ Oil and gas royalty interests 20 20 20 30 30

f  Total cash offerings (a+b+ctdte) 540 740 2900 5010 2660

Unsold amount of ash offerings 25 25 25 25 6o

Cash sales of domestic corporate
securities (f-—g) 5'5. 715 2875 4.9% 2600
1 Cash offerings of foreign securities

J Cash sales of new securities (h+4-i) 585 725 2435 5145 2,750

1Lines a through h cover domestic securities only.
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Commission, whether registered or not and whether publicly
offeved or sold privately. (A few private placings not so reported
put known from other sources are also included.) This compila-
tion is made by the staff of the Research and Statistics Section.

It has been assumed that all registered public utility issues, all
private placings, and all other issues offered through underwriters
were sold in full. For non-public utility issues offered for cash
but not sold through underwriters [except issues registered on
Form A—1, which have been taken account of under item (c)] a
deduction of 25 per cent of the amount offered has been made to
represent the proportion of the issues not actually sold. (To make
these estimates it was necessary to classify new issues by method
of offering. Since such a classification is not yet available before
January 1936 it has been assumed for these preliminary estimates
that the ratio of unsold to total offerings was the sane for earlier
years as from January 1936 to June 1937.)

b) Investment company issues. Taken from Table 2 of
Chapter 111, Part 11, of the Securities and Exchange Commis-
sion’s Study of Investment Trusts and Investment Companies. 1t
is likely that only very small amounts of such securities have al-
ready been included under item 2 (a), thus constituting a minor
item of duplication.

c) Small registered issues for which no record of offering ap-
peared in the press. Sales estimated on the basis of follow-up
reports on securities registered on Form A-1 under the Securities
Act, collected by the Research and Statistics Section. See Selected
Statistics on Securities and on Exchange Markets (Securities and
Exchange Commission, August 1939), PP- 34-7-

d) Issues of $100,000 and less, and inirastate issues not in-
cluded in (a) above. No comprehensive information is available
but the statistics of interstate issues between $30,000 and
$100,000 for which prospectuses were filed with the Securities
and Exchange Commission indicate that the aggregate volume
of small new issues actually sold is almost negligible.

e) Oiland gas royalty interesls. Rough estimates based on tabu-
lations of actual sales reported to the Securities and Exchange
Commission on Form G-1 for part of the period.

f) Total cash offerings of domestic securities. Sum of items

(a) to (e).
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8) Unsold amount of cash offerings. Fstimated as describeg
under item (a) above.

h) Cash sales of domestic corporate securities. Item () mings
item (g).

i) Cash offerings of foreign securities. Obtained frop, regis.
tration statements, financial publications. and the Balance of In.
ternational Payments of the United States.

j) Cash sales of new securities. Item (h) plus item (1).

3 CASH RETIREMENTS OF DOMESTIC CORPORATE AND OF
FOREIGN SECURITIES (TABLE Iv—3)
a) Domestic corporate bonds redeemed in cash at maturity,
The amounts dishbursed by corporations for Payment of matureq
TABLE Iv-3g
CASH RETIREMENTS OF CORPORATE AND OF FOREIGN SECURITIES
(millions of dollars)

1933 1934 1035 1935 1957
a2 Domestic corporate bonds redcemed

at maturity 381 MY 313 403 3n
b Domestic corporate bonds redecmed

before maturity 167 243 2242 2,961 1850
¢ Domestic corporate tenders for bonds

and stocks 3 3% 3% 5
d Domestic corporate retirements of

preferred stock J0 3t 244 448 246
€ Other repurchases ! 60 6o 70 YL
f Total domestic corporate retirements 683 13 2,904 1007 258
g8 Retirements of foreign securities 180 120 200 200 320
h Total redemptions RG3 833 3.104 4207 290

! Includes only repurchases by investment companics.

bonds were estimated from Moody’s Investors Service and Stand-
ard Statistics’ lists of maturing bonds. A check was made of all
maturing issues of $1 million and over to determine the amounts
actually paid off in cash at maturity. i.e.. eliminating issues ex-
tended or defaulted. Issues of less than $1 million were estimated
to have been redeemed in the same proportion as the larger
1ssues.>® For small railroad issues, which consisted largely of

or all issues under $1 million an attempt was made to determinc, by taking a

58 F
few sample months, the percentage actually paid in cash, but the result was un-

satisfactory because so little information on smali issues of small companies could
be obtained.
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equipment trust certificates on which defaults have been very
rare, a cash payment ratio was applied which was about 20 per
cent higher than the ratio for the issues of $1 million and over.

Certain adjustments in the total monthly maturity figures
were necessary in order to exclude issues floated outside the
United States, as well as foreign dollar bonds. Moreover, correc-
tions were made to strike out issues that had been called for re-
demption prior to maturity but were still carried in the maturity
list. Deletions and additions were also made in several cases
where issues were included or omitted from the lists by error,
or otherwise. Adjustments were made only in the issues of
$1 million and over, but the percentage of error in the remainder
is probably not great, as maturities of $1 million and over com-
prise about 70 per cent of total maturities.

b) Domestic corporate bonds redeemed before maturity.
Figures for bonds called for redemption prior to maturity are
those compiled by the New York Times (also carried by the
Annalist). From spot checks for several months we believe that
this compilation is fairly accurate. Consequently we adjusted the
New York Times total only to take care of the estimated pre-
miumns above par at which the calls were made. Sample studies
showed an average call price for railroads of 105 per cent from
1933 to 1937; for industrials and miscellaneous issues, 102 per
cent (except for 1936, when 103 per cent was estimated to be the
average call price); while for public utility issues, the average
price at which bonds were called appeared to be 102 per cent of
par for 1933-45, 103 per cent for 1936, and 104 per cent for 1937.

Comparison of Standard Statistics’ lists of bonds called fer
redemption with the individual issues reported by the New York
Times shows that the two correspond very well for partial, entire,
and sinking fund calls for domestic industrials, public utilities,
and rails. (The test covers four or five months.)

The total individual issues posted in Standard Statistics never-
theless exceeded the New York Times computation of bonds
called for redemption. The difference, therefore, must be due
to the omission from the New York Times figures of some issues
marked ‘v.b.’ (various bonds) and ‘e.i” (entire issue) or ‘es.
(entire series) where definite information is difficult to get. Thus
our figures probably underestimate actual retirements.



264 PART royy

¢) Tenders for bonds and stocks. A sampling of differey
months from 1934 through 1937 indicated thay Corporatioyg
allotted between $2 and $4 million per month for purchase of
their bonds and stocks by tender, including tenders for sinking
fund. A rough figure of $35 million per year was used represent
actual retirements by this method.

d) Retirements of preferred stock. T abulated from the press
and financial services, The figure obtained in this way s ot
inclusive, however, because the data on the exact number (of
shares called are msufficient. Some entire and many partial ¢,]);
were consequently omitted. The retirements of whole issues that
were omitted were mostly those by small compantes. the changes
in whose capitalization would probably not have affected the
total materially. It is believed that partial calls omited are like-
wise not very large. No definite information exists on which to
estimate the degree of understatement

€) Other repurchases. Includes only the repurchases of thejr
own securities by investment companies as reported iy the
Securities and Exchange Conmmission’s Study of Investmen
Trusts and Investment Companies (Pare 11, Ch. HI). Other re-
purchases had to be omitted because of the impossihility of
obtaining adequate data.

f) Total retirements by domestic corporations. This figure,
the sum of items () to (e), falls short of actual total retirements
by an amount that, though unknown, is believed to be small
relative 1o retirements included in the statistics. However, the
absolute amount of retirements and repurchases, which appar-
ently escape the usual sources of information, seems to lhave been
considerable, possibly between $500 million and §, billion for
1933-37, most of whicly was apparently in corporate domestic
bonds. If these figures, baseq on estimates by the Department of
Commerce of securities outstanding (Survey of Current Business,
January 1939) and certain unpublished tabulations of Sched-
ule N of the corporation income tax retumns for 1936, are correct,
then the underestimates of retirements are in the order of 5 to
10 per cent. While a certaip underestimation of retircments is
fairly certain, the evidence is not vet definite enough to make
possible adjustment for mdividual years. For this reason no
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adjustment has been attempted in the estimates derived from
the available sources detailed under items (a) to (e).

g) Retirements of foreign securities by issuers. Taken from
The Balance of International Payments of the United States
(Table IV-4).

TABLE IV-¢4
CHANGE IN FOREIGN SECURITY HOLDINGS

{millions of dollars)

1933 1934 1935 1936 1937

1 Foreign securities resold to foreigners 565 510 425 59% 666
2 American securities sold to forcigners 760 480 1.305 2685 2274
3 Forcign securities purchased from foreigners 685 405 475 5340 6oz
4 American securities repurchased from

foreigners 580 480 gj0 2070 2,014
5 Net (1-F2—3—y) +60 4105 +285 +670 +324
6 Bond redemption and sinking fund

payments to forcigners 50 25 15 15 15

Net, incl. retirements of American
securities (5—6) 410 48 +270 +655 +309

~1

h) Total redemptions. Item (f) plus itemn (g).

4 COMPUTATION OF CHANGE IN HOLDINGS OF DOMESTIC NON-
INDIVIDUALS (TABLE IV—5)

This figure is built up from the veported security holdings of
different types of ‘institutional” holders.

a) U.S$. Treasury investment accounts. Figures for the security
holdings of these acconnts at the end of calendar years since 1934
were obtained from special tables prepared by the Treasury
Department.® For 1932 and 1933 data concerning accounts for
which special United States securities are issued were taken from
the daily statement of the U. S. Treasury. Estimates for other
funds were derived by averaging the June figures, which appear
in the annnal reports of the Secretary of the Treasnry. In the casc
of funds not reported in the annnal reports, estimates were made
by extrapolation.

b) U. S. Government corporations and credit agencies. For

58 Since December 1937 all holdings of this type are reported in a monthly re-
lease on ‘Securitics held as Investments in Trust Funds and in Accounts of

Certain Governmental Corporations and Agencies'.
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TARBLE 1v-g
CHANGE IN SECURITY HOLDINGS OF DOMESTIC N().\I-l.\'l)l\'ll)l,‘.\ls

{millions of doilars)

19311933 193¢ 1935 g3 1937
a2 U. S Treasury investment

accounts 658 Rio 1242 1639 1 80y 3567
b U.S. Government corpora-

tions and credit agencies 1% 364 1209 g8 1494 158
¢ Federal Reserve banks V440 1685 1.903 1858 1.832 1.907
d  Operating commercial

banks 13.55% 13.144 16904 18,702 212 19.676
€  Closed national banks 137 1y 84 19 5 01
f  Mutual savings hanks 4049 4056 4384 4.682 4926 5,102
g8 Private banks $10 326 348 442 152 359
h  Legal reserve life insurance

companies 7586 s g4 9231 10gi1 126gg 14,421
i Fraternal orders 636 597 680 s2a 48 774
j  Other insurance companies

i) bonds 1729 1688 5y 1.837 1,983 2078
ii) stocks 0l o a 50 100 100

k  State and municipal trust

and investment funds 1950 2000 2280 2350 2470 2570
1 Investment companies ol 50 150 200 160 35
m  Other corporations 2 2733 2840 2543  2.26 2040 20403
n  Building and loan assacja.

tions 4 LI 85 286 235 216 2163
0 Toul 35108 3591 13174 47320 52047 54415
P Change in unadj. holdingx +372 47,200 +4155 +4.518 +2,168
9 Adjustment for securities

received in exchange for

mortgages, loans, and othey

securities —80 —2.01 —697 —8o
r  Adjustment for profits and

losses 6 372 i3 —8r —ggn tuen
$  Adj. change in uon-ind;.

vidual holdings (p+q+r) +1.164 +5.382 +3.3-6 +4308 +2.506
! Arbitrary base figure. 2 Tax-exempt securities only.

3 Assumed no change from 1936.

4+ From Table 14. Debts and Recovery. Figures represent “investments’, which
include chiefly stock in Federal Home Loan Bonds and H. 0. L. ¢ Ronds.

% Assumed equal (o 1933.

¢ Losses to be added and profits to be subtracted.
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1934-37 figures were obtained from the daily Treasury statement.
Year-end figures for 1932 and 1933 were estimated by averaging
June figures given in special tables from the Treasury Depart-
ment. Since these agencies, as well as the Treasury’s investment
accounts, do not apparently hold any short term securities, no
further adjustments are necessary.

c) Federal Reserve banks. From 1934 to 1937 holdings of
United States long term securities are reported separately in the
Federal Reserve Bulletin. For 1932 and 1933, however, all
United States securities held by the Federal Reserve banks are
reported without distinction as to type. For these two years bills
and certificates of less than one year maturity were estimated on
the basis of information obtained from the Federal Reserve
Board regarding the distribution of the System’s holdings. These
holdings of bills and certificates were deducted from the total
reported United States security holdings in order to obtain the
desired figure on holdings of Treasury securities with a maturity
of over one year.

d) Operating commercial banks. For 193437 the figures,
taken from reports of the Federal Deposit Insurance Corpora-
tion, cover operating insured banks. Estimates for 1932 and 1933
are based on the annual reports of the Federal Reserve Board
which show holdings of U.S. Government obligations and other
securities separately. The ratio, for each of these two groups, of
holdings of all commercial banks to holdings of member banks
of the Federal Reserve System, as given for June 30, 1934 in the
‘Call Reports of Insured Banks’ of the Federal Deposit Insurance
Corporation, was applied to the figures for holdings of member
banks alone at the end of 1932 and 1933. Holdings of Treasury
bills are deducted, since they are not included in the figures
from which institutional holdings are subtracted. They are re-
ported separately from 1934 on and were estimated for 1932 and
1933 by assuming that at the end of those years they constituted
the same proportion of total United States security holdings of
commercial banks as at the end of 1934. Holdings of stock in
Federal Reserve banks are also deducted.

e) Closed national banks. Information is available only on the
sales in the New York market of the securities for the account of
suspended national banks. The figures, which were supplied by
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the Comptroller of the Currency, are supposed to cover the sajes
of all securities by such banks except those of local 1ssnes. Since
no basis exists for an estimate of the sales by suspended giape
banks (and the sales of local securities by national batiks) they are
of necessity omitted from Table IV-5. The fignres for ‘adjnsted
change in non-individual holdings™ in the last line of Table vy
therefore slightly overstate the increase in noun-imndividng} hold-
ings from 1933 through 1937 and correspondingly mdersage
the increase (or overstate the decrease) in individual lmldings
as shown in line 6 of Table IV. The extent of this omtission,
however, is very small compared to total changes in non-indivigd.
ual and individual holdings.

t) Mutual savings banks. Figures nsed for the end of cach year
front 1932 to 1935, are averages of June 3o data, as reported by the
Comptroller of the Currency. For 1936 and 1937 the report gives
the figures as of December 31. No deduction was made for
Treasury bills, but it is assumed that their amonnt is small,

g) Private banks. Fstimates for holdings at the end of 1935 and
of 1936 were derived by averaging the June 30 fignres reported
by the Comptroller of the Currency. From 1932 to 1934 the esti-
mates were made on the basis of these fignres and supplementary
information taken from the statements of J. P. Morgan and Co.
A special release by the Treasury Department gave the figure for
1937- No deduction is possible for Treasury bills held.

h) Legal reserve life insurance companies. Based on reports
of the Association of Life Insurance Presidents. the fignres from
this source being divided by the ratio of total admitted assets
of the companies included to total admitted assets of all life
iusurance companies. Bill holdings, which have to be dedncted,
are taken directly from Poor's Insurance Company Holdings by
totaling figures for individua] compatties.

For U. S. Government guaranteed obligations, totals are de-
rived from Poor's Insurance Company Holdings for those 45
companies included in the Wajy Street Journal weekly statistics
on life insurance tompanies’ purchases. The totals for these
companies, which are assumed to represent go per cent of total
admitted assets of all life insurance comparties. are accordingly
increased 11 per cent.

1) Fraternal orders. The estimate of total securities held by
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traternal orders at the end of each year from 1942 to 193y is based
on the holdings of United States and Canadian societies doing
business in New York, as shown in the New York Insurance
Reports, Volume IV, and the ratio of the assets of these societies
to total assets of all United States and Canadian fraternal orders
doing business in the United States, as given by Statistics Fra-
ternal Societies. Ageregate bond and stock holdings for socicties
in New York, as given in the Neu York Insurance Reports, are
divided by the ratios thus determined, the results being used as
estimates of holdings of all societies. No deduction is possible
for holdings of Treasury bills, which are believed to be small.
For 1936 and 1937 total bonds and stocks are assumed to bear the
same ratios to all assets as they do in the cstimates for 1935,
namely, 67.0 per cent for domestic societies and 45.0 per cent for
Canadian societies.

j) Other insurance companies. Based on totals for casualty,
surety, reciprocal, Lloyds, fire, marine, and automobile insurance
companies as given in annual volumes of the Spectator. Only
combined totals are available in 1g32—36 for U. S. Government
direct and guaranteed and foreign obligations. Of these totals,
7 per cent (the approximate ratio for 1937) is assumed to consist
of foreign securities and the remainder of U. S. Government
direct and guaranteed obligations.

Changes in balance sheet figures for stocks are strongly in-
fluenced by write-ups and write-downs reflecting changes in
market price. Comparison of the balance sheet figures with move-
ments of stock prices suggests that in 1934 and 1937 there were
no significant net purchases or sales. In 1935 and 1936 small net
purchases, somewhat arbitrarily estimated at $50 million in each
year, werc indicated; no estimate was possible for 1933.

k) State and municipal trust and investment funds. The single
available figure, referring only to tax exempt securities in June
1937, is published in the annual report of the Secretary of the
Treasury, for the fiscal year 1937 (p- 468). This figure is approxi-
mately three times as great as the figure for ‘city securities’ plus

‘other investments ® reported for cities with a population of
0 This figure for ‘other investments’ includes an unknown amount of time
deposits, according to the Bureau of the Census. Siuce the change in "other invest-
ments is not very great from year to year, the error involved in assuming that
the item represents securities alone is probably not very important.
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100,000 and over at the end of 1936 in Financiql Statistics of
Cities. In the absence of satisfactory data on which (o base ap
estimate, it was hecessary to assume that this ratio alsg applied
in preceding years. Securities held in state and municipal sinking
funds are not included in this item since they have been Omitted
in calculating the change in securities outstanding under
item IV, ) (c).

) Investment companies. The figures for 1933-35 are hased
on the net purchase and sale balances of i 33 management invest.
ment companies, accounting for ahout two-thirds of total asser
of all such companies (see St udy of Investment Trysts and Inyest.
ment Companies, Part 11, Ch. VIII). Estimates for 1936 and 1935
are based on similar data reported to the Securities and Exchange
Commission by 24 companies which hold about 40 per cent of
total assets of investment companies. See Selected Statistics, pp.
88-g1.

m) Other corporations. For 1932—36 figures for tax-exempt
securities were taken from the combined balance sheet of non-
hnancial corporations submitting balance sheets with their in-
come tax returns, published in Statistics of Income. The figure
for 1937 is assumed to be the same as for 1936. (Changes in the
holdings of financial corporations are taken care of in items (e)
to (h), (j), and (I) above.)

Changes in the figures reported for other investments appear
to reflect to a large extent write-ups and write-downs and other
revaluation items. In the absence of data on actual purchases and
sales and of any information on which to base a satisfactory
estimate, other investments have been disregarded and only
tax-exempt investments have been included in the calculations.

ciations, their holdings of securities must be deducted from indi.
viduals’ holdings of securities in order to avoid double-couming.
The figures for 193336 were taken from the Twentieth Century
Fund study, Debts ang Recovery (p. 303). The figures for 1932

and 1937 are assumed to be the same as those for 1033 and 136,
respectively.
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o) Total holdings of domestic non-indwiduals. The sum of
items (a) through (n) represents the actual or estimated balance
sheet holdings, without correction to eliminate the effects of
write-ups and write-downs and of realized profits or losses on the
sale of securities of domestic non-individuals.

p) Annual change in total holdings of domestic non-individ-
uals (unadjusted). Change in item (o).

q) Securities received by institutions in exchange for mort-
gages, loans, and other securities. These securities must be de-
ducted from non-individuals’ holdings, since they are not in-
cluded in the figures for new issues of securities from which the
changes in non-individuals’ holdings are to be subtracted. The
amounts of securities exchanged by institutions for mortgages
or other securities were estimated on the basis of information
supplied by the Home Owners’ Loan Corporation and the
Federal Farm Mortgage Credit Corporation.

1) Profits and losses, write-ups and write-downs on securities.
Profits and write-ups are deducted from the change in unadjusted
holdings, and losses and write-downs are added. The figure for
commercial banks was estimated from reports for all member
banks of the Federal Reserve System for 1933; for 1934—37 the
figures were taken from the annual reports of the Federal Deposit
Insurance Corporation for operating insured banks. The esti-
mate for life insurance companies is based on the reports of five
companies with 55 per cent of the assets of all United States legal
reserve life insurance companies. No adjustment is possible for
the holdings of other institutions. None is necessary, however,
for items (j) and (1), where the estimates relate to net purchase
or sale balances rather than changes in the value of holdings.
For items (a), (b), (c), (k), and (m) profits and losses and write-ups
and write-downs may be assumed to be small.

s) Annual change in adjusted holdings of non-individuals.
This final figure is equal to item (p) plus items (q) and (r).

5 COMPUTATION OF CHANGE IN DOMESTIC INDIVIDUALS BOR-
ROWINGS ON SECURITIES (TABLE IV--0)

For the purposes of this study only borrowing on securities by
individuals or unincorporated businesses from banks or other
incorporated lenders is taken into account. Borrowing by one
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TABLE Iv-6

CHANCE IN BORROWINGS ON SECLRITIES
BY DOMESTIC INDIVIDUALS

(millions of dollars)

1932 1933 1934 1935 1936 1937
a Commercial bank loans to
brokers and dealers in secu-
rities 61y 1032 1068 a8 Lyt 971
b ‘All other loans® by com-
mercial banks to individuals

on sectrities 3420 2656 2,328 2.152 2068 2,044
¢ Total individuals' borrowings

on sccurities 1031 3508 3396 3120 3.515 3.015
d Forcigners'  debit  balunces

with brokers 60 100 94 g0 103 65

¢ Total net domestic individ-

uals’ borrowings on sccurities

(c—d) 397t 3608 3302 3330 gq1a 2449
f Change —366 —306 +28 48 —463
individnal from another is omitted since it must cancel in the
national total, the liability of the borrower being offset by the
asset of the leirder. Adjustments have to be made, however, for
borrowing on securities by foreigners from domestic individials.

Fairly satisfactory and comprehensive fignres are available
for the loans on secnrities made by banks to brokers and dealers
in securities. Most of the borrowers may be assmmed to be mn-
incorporated. Considerably more serions difficnlties are en-
conntered in determining the horrowing on securities from
banks by individuals. Some of these loans are made to domestic
corporations and to foreigners but no definite tnformation as to
the proportion is available. For the purposes of this calenlation,
changes in borrowing on securities by domestic individnals and
unincorporated businesses from corporations other than banks
were assutied to be negligible. Table IV-6 shows the conipo-
nent figures, the details of which are discussed in the following
paragraphs.

a) Commercial bank loans to brokers and dealery in securities.
Fignres for all insnred banks are available for the end of 1994
and subsequent years from the annmal reports of the Federal
Deposit Insurance Corporation. An entirely satisfactory com-
parable estimate for 1932 and 1933 can be made on the basis of
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the figures for all member banks reported annually by the Board
of Governors of the Federal Reserve System. These figures run
consistently about 3 per cent below those for operating insured
commercial banks in the years when both are known. It has been
assumed that, in the period studied, all the changes in this figure
inay be attributed to unincorporated brokers and dealers.

b) ‘All other loans’ by commercial banks to individuals on
securities. Based on ‘all other loans on securities’ by operating
insured commercial banks from 1934 to 1937, as reported by the
Federal Deposit Insurance Corporation. The figure for 1932 and
1933 was estimated from the statistics for member banks of the
Federal Reserve Systemn in a manner similar to the estimate in
item (a), except that in this case the ratio of member to insured
banks was only go per cent.

In the absence of any concrete indications it has been assumed,
for the present purposes, that about two-thirds of such loans are
attributable to borrowing by domestic individuals and un-
incorporated businesses. '

c) Total individuals’ borrowings on securities. Item (a) plus
item (b).

d) Foreigners' debit balances with brokers. This figure, taken
since 1934 from Statistics of Capital Movements, published by
the Treasury Department, must be deducted from total individ-
uals’ borrowings on securities in order to obtain the net liabilities
of domestic individuals on securities. Figures for 1932 and 1933
are estimated on the basis of total customers’ debits with brokers.

e) Total net domestic individuals’ borrowings on securities.
Item (c) minus item (d).

V Change in Individuals’ Equity in Nonfarm Duwellings
(Table V)

This series is built up by estimating the annual expenditure on
construction, additions to, alterations, and repairs of one to four
family nonfarm dwellings, deducting depreciation, and adjust-
ing the remainder for changes in the mortgage indebtedness of
individuals to institutions on account of such dwellings and for
changes in institutional holdings of such dwellings.
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TABLE v
CHANGE IN INDIVIDUALS’ EQUITY IN NONFARM DWELLINGS
(millions of dollars)

1933 793y 1935 1936 1937
1 Net construction of one (o
four family nonfarm dwell-
ings1 —L16g —1,105 82 —2g3s —135
2 Change in institutional hold.
ings of one to four family non-
farm dwellings 2 +363 4426 314 4y +165
3 Change in mortgages on one
to four family nonfarm dwell-

ings s IEL A o TT T —345 —io
4 Change in individuals’ equity T3U5 —L742 g =3 —ig
t From Table v-,. 2From Table V-g, 3 From Table V-3,

The final figures were computed as follows:

1. Net construction of one to four family nonfarm dwellings.
Derived from estimates of new construction, additions, altera.
tions, repairs, and depreciation. For details see Section ; and
Table V-1, below.

2. Change in institutiong] holdings of one 1o four family

ures are estimates based on data obtained from various sources,
indicated in the footnotes to Table V_g.

3. Change in morigages on one to four family nonfarm dwely.
ings held by institutions. In order to compute the equity of indi.
viduals, increases in individuals’ morigage indebtedness to
institutions must also be deducted from net construction and de-

1 COMPUTATION OF NET CONSTRUCTION OF ONE TO FoUR
FAMILY NONFARM DWELLINGS (TABLE V-1)

a) Cost of all new nonfarin residentig) construction. The fig-
ures are those prepared by the Division of Construction and
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Public Employment, Department of Labor, from statistics of
building permits. They do not include hotels, clubhouses, dormi-
tories, etcC.

TABLE V-1

NET CONSTRUCTION OF ONE TO FOUR FAMILY NONFARM
DWELLINGS

(millions of dollars, except line b)

1933 1934 1935 1936 1937
a Cost of all new nonfarm resi-

dential construction 198 199 557 1132 1,63
b Percentage of line a composed
of one to four family dwell-

ings 8s 88 86 83 36
¢ Cost of new one to four family

nonfarm dwellings 164 175 479 g40 1,000
d Additions to, alterations, and

repairs of nonfarm dwellings 92 126 187 204 224

¢ Assumed cost of additions to.

alterations, and repairs of one

to four family nonfarm dwell-

ings 69 a5 140 153 168
f Annual depreciation on one

to four family nonfarm dwell-

ings1 1408 1375 1.351 1,328 1.30%
g Net construction of one to

four family nonfarm dwell-

ings (c+e—f) —1,069 —1,105 —732 —285 —135

1 CALCULATION OF DEPRECIATION (millions of dollars)

1933 1934 1935 1936 1937

1 Cost value, beginning of year 70000 68598 67223 65.872 64544
2 Additions to stock to be de-
preciated (50%, of new con-

struction) 116 135 310 546 584
3 Depreciation (2% of 14-2) 1,402 1.375 1,351 1,328 1.308
4 Value, end of year (1—3) 68508 67223 65872 64,544 68,242

b) Percentage of item (a) consisting of one to four family non-
farm dwellings. Same source as item (a).

c) Cost of new one to four family nonfarm dwellings. Product
of items (a) and (b) divided by 100.

d) Additions to, alterations, and repairs of nonfarm dwellings.
Same source as item (a). Also covers only housekeeping dwellings.

¢) Estimated additions to, alterations, and repairs of one to
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four family nonfarm du»cllingx. Assumned ¢ be
item (d).

f) Annual depreciation of one to four family nonfurm gy
ings. Estimated at o Per cent of the cost of the dwellings {exclug.
g land values). The depreciated cost value at the begiuning of
1933 was estimated to be Approximately $x, billion, €quivaley
to about $3,000 per nonfarm dwc]h'ng unit. For t)ye detaileq con.
putation of this itemn see footnote to Table v_,

g) Net construction of one lo four family nonfarm dwrl[ingg
Item (c) plus item (€) minus jtem ().

75 per ceny of

TABLE V-2

INSTITUTIONAL HOLDINGS OF ON¥ T0 FOUR FAMILY NONFARy
DWELLINGS

{millions of doliars)

1932 1933 193¢ 1435 1956 145

1 Commercig] banks 160 16g 201 238 242 2
2 Mutual savings banks 120 190 270 330 360 400
3 Life insurance companies 134 196 256 302 305 g05
4 Building and loan associations 58¢g 746 230 1030 1030 g9
5 Morlgngc and other COmpanies 175 240 $10 375 390 {00
6 Home Owuers™ Loap Corporatigy 6 99 33

Total 78 asn 1967 29N, 2426 2701
8 Change 1363 4406 +314 gz +165

Line For 1937, Sixth Anmggl Repore of Federal Home [ oan Bank Poard,
Exhibit I, P- 100. Figures for other years are estimated on the assumption thay

state. It oy applied to the figure for
> Federal Deposic Insuringe

lings of real estate owned. not in-
toding oftice Puildings, o5 reported iy Building and 1.pan Annals for 193s-3:,

Line 5 For 1937, estimate of the Federa) Home Loy, Bank Board. Figures for
i i 8% of one to four family dwellings by
Mortgage apq other Ompanijes increase( between the eng of 1932 and the end
of 1937 at (he Same rage 44 those for gy ks and life insurance companies
taken together,

Line ¢ From annug} reports of Haome Owners Loan Corperation.
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TABLE V-3

MORTGAGES HELD BY INSTITUTIONS ON ONE TO FOUR FAMILY
NONFARM DWELLINGS 1

(millions of dollars)

1932 1933 1934  I935 1936 1957

1 Commaercial banks 1995 1,810 189 128 1,280 1,400
2 Mutual savings baaks 3375 §200 3,000 2850 2,750 2,500
g Life insurance companies 1,835 L7150 1,335 1331 1305 1,330
4 Saving and loan associations 5,756 4,006 4012 3.467 3361 3,480
5 Home Owners’ Loan Corporation 103 2209 2897 2,763 2,398
6 Total 12961 11,784 11,945 11,753 11400 11,908
7 Change —1,227 4211 —191  —845 -—101

SOURCE: Sixth Annual Report of Federal Home Loan Bank Board, p. 16, for
1934-37 figures; 1932 and 1933 figures supplicd by the Board.

1 Does not inclnde loans held by title and mortgage companics, construction
companies, trust departments of conmercial banks, and miscellaneous lenders.

VI Change in Individuals’ Equity in Automobiles
(Table V1)

It has been assumed that all passenger cars are owned and oper-
ated by individuals or unincorporated businesses and that all
trucks are owned and operated by corporate business or govern-
ment units. While neither assumption is strictiy correct the er-
rors are probably not very large and tend to cancel one another
to a certain extent.

TABLE VI

INDIVIDUALS’ EQUITY IN AUTOMOBILES

(millions of dollars)

1953 Iy34 1935 1936 1937

1 Retail sales 975 1341 1992 2,539 2,506
2 Deprediation 1,561 1,678 1609 1812 1930
3 Net —586 —s37 +293 +697 +776
4 Change in instalment debt 490 +100 +60 +366 48y
5 Change in individuals® equity -676 —437 =233 +331 +0692

The final figure is computed as follows:
1. Retail sales of passenger cars. Estimates (since published
with minor changes) made by George Terborgh. The general
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method of computation used by him is te estimate the average
wholesale value of passenger cars in the United States on the
basis of published figures for factory sales. The resulting average
wholesale value is increased by an estimated average mark-up gy
obtain an estimate for average retail value per car. This last fg-
ure is then multiplied by the reported number of new Passenger
cars sold at retail.

2. Depreciation. Based on unpublished figures by Terborgh,
who has estimated the depreciation on automobiles in 1929 dol-
lars. His estimate was converted into current dollars on the bagsj
of his price figures. The basic estimate uses depreciation rates
based on a life expectancy increasing from 7.95 to 8.2 5 years.

8. Net change in the value of individuals’ automobiles. Item
1lessitem 2.

4. Change in instalment debt. The figure for 1937 is based
on Department of Commerce figures for outstanding retail auto.
mobile receivables of 224 identical organizations at the end of
1936 and of 1937. No satisfactory year-end figures are available
before 1936. The net change for 1936 has been approximated,
however, by using the figure for the change during the year ended
January g, 1937. The figures for 1933-35 are rough estimates
based on the percentage of new cars sold on the instalment plan.
the average amount per instalment note, and the estimated in-
stalment debt outstanding as a percentage of new business.

5. Change in individualy’ equity. Item g less item 1

VII Change in Individuals Equity in Durable Consumers
Goodsother than Houses and Automobiles (Table Vi)

The principle used to compute this figure is identical with that
used for automobiles. The figures for depreciation and for
changes in instalment debt are even less satisfactory than the cor-
responding figures in the preceding series.

Change in owners’ equity is estimated as follows:

. Retail sales of household goods. Estimated by Terborgh.

2. Estimated depreciation. Based on Terborgh's estimate of
depreciation on household 80oods in 1929 prices. Conversion to
current prices is based on the relation between T erhorgh’s fig-
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P4

ures for expenditures in terms of 1929 and current prices. This
figure should be regarded merely as an informed guess. Solomon
Fabricant, who has made the most thorough published study of
depreciation, did not try to estimate depreciation on furniture or
other durable consumers’ goods because of the unsatisfactory na-
ture of the data.*

3. Net change in household goods. Ttem 1 minus item 2.
4. Construction by non-profit institutions. Fstimated by Ter-
borgh.

TABLE VvIL

INDIVIDUALS" EQUITY IN DURABLE HOUSEHOLD GOODS OTHER
THAN HOUSES AND AUTOMOBILES

{millions of dollars)

1933 193¢ 1935 1936 1937

1 Retail sales of household goods 2470 3030 8,550 4,500 5.000
2 Fstimated depreciation 3227  3.341 3411 3532 3566
3 Net change in household goods (1—2) —757 —2g1 4139 +968 +1.234
4 Construction by non-profit institutions gb 95 114 134 190
5 Estimated depreciation on structures

of non-profit institutions 228 238 236 248 280
6 Net change in structures of non-profit

institutions (4—s5) —ig2 —143 —i122 —ny  —go
7 Total net change (3+6) —889 —y34 417 +834 +i1a44
8 Change in instalment debt +100 +100 +%00 +300 +100
9 Change in individuals’ equity (—8) —9g8y —n5334 —283 554 +1,044

5. Estimated depreciation on structures of non-profit institu-
tions. The estimate in current prices is based on Terborgh’s esti-
mate of depreciation in 1929 prices.

6. Net change. Item 4 minus item .

7. Total net change. Item g plus item 6.

8. Change in instalment debt. A very rough estimate based
on the fragmentary information available.

9. Change in individuals’ equity. Item 7 minus itemn 8.

VIII Business Saving of Farmers (Table VIII)

Part of the saving of farmers, namely, changes in their bank
deposits, cash and equity in insurance contracts, as well as their

81 Cf. Capital Consumption and Adjustment, p. 139.
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uet absorption of securities and their purchases ot household g,
chinery, has necessarily already been inclnded vith SAVINg of
mdividnals in these forins. A segregation is not feasible with the
material at our disposal. The saving of tarmers which mus be
separately calcnlated therefore includes ouly the net mvestmen
m new machinery, farm buildings, and livestock, adjusted for
clmnges m mortgage debt and in such tyvpes of short term dely as
do not enter into the computanions of ‘individual saving’ s
Changes in crop inventories, which should logically be included.
had to be omitted because the data are madequate. This omission
1s partly offset by the omission of the change i labilities of
farmers on account of crop loans.

To obtain farmers™ net business saving a hgure representing
the smrrender of farm real estate by farmers to othars st al<;j
be deducted. In computing farmers’ indebtedness and fan real
estate held by non-farers. we have used the farm indebtedness
and real estate held by institutions. Since the holdings of indi.
vidual nou-farmers are probably small this procedure introduces
no appreciable error into the final fignre for business saving of

TABLE VItI
BUSINESS SAVING OF FARMERS

(millions of doliars)
1933 1954 19553 1936 1657

Expenditure on farm machinery 241 375 503 730 quo
2 Expendiure on farm buildings 175 200 350 1350 500
3 Total (1+2) 116 575 43 1280 1400
4 Depreciarion 972 1,004 03 1021 1026
5 Net (3—y) 550 —20 —s50 459 3
6 Investmen: in livestock i —239 —1; —8 0 g}
7 Net change in farmens” morgage

indebiedness 10 institutions 1 31t /¥ —208 —iy2 —iy
8 Net change in farmeis’ shor term

indebtedness to institutions 2 —136  —302 4202 —136 ;8
9 Change in instiiutional holdings

of farm real esiate 3 +186  Fagy 4o +79 —42
1o Business saving of farmers (54

6—;—8—q) —255 —382 —i3® Jelo 420y
! From Table VIII-,. 2From Tahle VIII-z. 3 From Table Vil

62 Farmers’ indebiedness 10 farm machinery companies is nor included.
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farmers. In any case no error is introduced into the figure for
total national saving because farm real estate and farm debt held
by individual non-farmers is not included in individual saving
in the form of houses and securities.

The final estimate is derived from the following data:

1. Expenditure on farm machinery. Figures for 1933-35
taken from Income from Farm Production, 1935, published by
the Department of Agriculture. Figures for 1936 and 1937 esti-
mated by the Agricultural Adjustment Administration. This
whole series is now being revised by the Burean of Agricultural
Economics but the revised data are not yet available.

2. Expenditure on farm buildings. The 1933 figure was ob-
tained from Simon Kuznets’ Commodity Flow and Capital For-
mation, Volume I, and is the sum of the figures given there for
farm dwellings and farm construction and repair other than
dwellings. The figures for 1934—37 are very rough estimates based
on available building data.

3. Total expenditure on farm machinery and farm buildings.
The sum of items 1 and 2.

4. Depreciation on farm machinery and farm buildings. Fig-
ures for 1933~85 taken from Fabricant's Capital Consumption
and Adjustment (pp. 114 and 145). He has used the estimates of
the Burcau of Agricultural Economics and stepped them up
slightly to correct for underreporting of farm machinery (p. 118).
The figures for 1936 and 1937 were estimated on the basis of the
rates used in preceding years and the additions to the stock of
machinery and buildings given in items 1 and 2.

5. Net value of change in farm machinery and farm build-
ings. Item g less item 4.

6. Investment in livestock. Estimated by multiplying the
change in the number of livestock on farms by an estimated farm
value, represented by the mean of the farm values at the begin-
ning and the end of each year. The final figure is the sum of sepa-
rate computations for each kind of livestock. The basic figures
come from Agricultural Statistics, 1937 and United States Live-
stock Reporls. ‘

5. Change in farmers’ mortgage indebtedness to institutions.
Based chiefly on the institutional holdings of farm mortgages at
the end of each year as reported in the Agricultural Finance Re-
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view, May 1939, published by the U. §. Department of Agricu.
ture. Holdings of open state and national banks aL the end of
1932 and 1933 were estimated by multiplying the tigure for 4
deposit banks given in D. C. Horton, Long Term Debis of the
United States (U. S. Bureau of Foreign and Domestic Commerce,
1937) by the ratio between holdings of open state and natiopg)
banks and those of all deposit banks at later dates,

The increase in farmers’ liabilities to institutions in 1934 and
1985 was more than offset by Federal Farm Mortgage bongs
which the institutions received in exchange for mortgages. A
higure representing the amount of these bonds issned iy ex-
change for mortgages must, thercfore, he deducted from the
change in mortgage indebtedness to institutions in obtaining
the true change in indebtedness. The amount of bonds sg re.
ceived was obtained from the Farm Credit Administration. The
derivation of item % is shown in detail in Table VIII-,

TABLE VIII—)
FARM MORTGAGES HELD BY INSTITUTIONS

(millions of dollars)

END OF YEAR

1932 1933 1934 1035 1936 195
1 Federal land banks and land

bank commissioners L1006 1274 2,502 2854 2889 283

Joint stock land banks 159 302 256 176 133 104

Life insurance companics 1869 1661 ) .259 1,055 936 &
4 Open state and national

banks 840 640 199 488 488 o
5 Farm Security Administra-

tion 4
6 Three state credit agencies 8) 8o 62 48 33 2
7 Total 4358 4047 4578 462 g470 46
8 Change —311 4531 443 —i1g2 —ny
9 Assets received in exchange

for mortgages 1 659 251

10 Change in mortgage in-
debtedness of farmers to in-
stitutions, less assets received
in exchange 311 —128 —208 —ig2 —ny

1 These figures represent Federal Farm Mortgage bonds.
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8. Net change in farmers’ short teym indebtedness to institu-
tions. This figure, the computation of which is shown in Table
VIII-2, is taken chiefly from the Agricultural Finance Review,
May 1939 (p. 83). The figure for Farm Security Administration
loans outstanding at the end of 1935 and 1936 is estimated from
data furnished by that organization. Short term indebtedness of
farmers to commercial banks at the end of 1932, 1933, and 1935
is estimated, the estimates for the first two years being very rough.

TABLE VIII-2
SHORT TERM LOANS TO FARMERS

(millions of dollars)
END OF YEAR

1932 1933 1934 1935 1936 1937

t Commercial banks 1,400 1,100 808 726 594 788
2 Federal intermediate credit

banks 83 61 56 47 41 40

3 Production credit associations 0 61 o4 105 138
4 Regional agriculural credit

corporations 24 145 87 43 26 6

= Emergency cror :0ans 3 ot 79 107 104 15

6 Farm Svcurity Administration 8 8o 162

7 Drought relicf loans 32 66 6o 57
8 Commodity Credit Corpoia-

tion 65 37 271 216 183

g Total 1,508 1462 160 1,362 1,226 1409

10 Change —136 —go2 +202 —136 273

9. Change in institutional holdings of farm real estate. This
item, shown in Table VIII-§, was taken from the Agricultural
Finance Review, November 1938 (p. 63). Figures for farm real
estate holdings of commercial banks for 1932-35 were estimated
by assuming that the farm real estate held by active insured com-
mercial banks was about one-fifth of the non-bank real estate
held by all member banks-—the ratio known to have prevailed on
June goand December 31, 1936. While this estimate may be sub-
ject to a considerable percentage error, any mistake in the esti-
mate of the chauge in holdings is not large enough to affect the
total carried over to the final table.

10. Business saving of farmers. Sum of items 5 and 6, less the

sum of items 7, 8, and g.
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Kk
TABLE VIIl-§
FARM REAL FSTATE HELD Ry INSTITUTIONS
(millions of dollars)
END OF YEAR

1932 1933 1934 1935 1936 1957

t Federal land banks and farm :
mortgage corporations 8y 97 97 120 155 g
2 Life insurance companies 317 467 601 66 LR
3 Joint stock land banks 72 86 82 78 3 62
4 Three state credit agencies 47 56 6o 62 6% =

5 Active insured commercial

banks 54 53 63 O )
6 Total 573 U0 003 980y 1,023
7 Change +186  +a4y Tt

IX Corporate Saving (Table IX)

The basic figures for the estimate of corporate Saving are taken
from income tax returns as published in Statistics of Income.
These figures differ considerably from corporate saving or dis-
saving as it would be if calculated to conform to the basic con.

TABLE 1Xx
CORPORATE SAVING

(millions of dollars)

1933 1934 1935 1936 1gp

t Compiled net profits less total tax 358 2379 4688 6580
2 Cash dividends paid 3028 4.8go 5641 5359
3 Net saving, unadj. (1—g) — 4481 —2.512 —hH253  —j49
4 Capital losses 1,686 297 230 142
5 Capital gains 2b2 242 470 5%
6 Net saving, adj. (344—5 3057 —2.456 ——1.48y —1.238 —gooi
7 Depreciation and depletion 3742 3674 3501 g2 3.750
8 Gross saving, adj. 6+7) +685 41,218 +a2.217 42,485 +2.850

1 Estimated from Department of Commerce figures which run slightly higher
than those computed from Statistics of Income

cepts of current income and saving used in this study. It would
be necessary to consider ad justment of the present figures for (1)
capital gains and losses, (2) inventory profits and losses, (3) the
write-down or write-off of bhad debhts, (4) other write-ups and
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write-downs reflecting purely book transactions. In addition it
would be desirable to correct the figures for the underreporting
of net income and the consequent understatement of corporate
saving (or the overstatement of corporate dissaving) which ap-
parently results from the use of income tax figures.

An adjustment for capital gains and losses can be made simply
by subtracting capital gains from and adding capital losses to the
unadjusted figures, since these gains and losses are reported in
Statistics of Income.

No satisfactory data exist for adjusting corporate profits and
saving for the revaluation element in inventory changes. In any
case doubt exists as to just how such an adjustment should be
made.

Debts written off or written down may be regarded either as
elements of cost or as revaluations. We have preferred to regard
them as elements of cost for which no adjustment need be made.
Even if they were regarded as revaluations, however, it would be
difficult to adjust for them because only a gross figure is reportcd
in Statistics of Income while the amount for which an adjust-
ment should be made is only the net bad debts, i.e., debts written
off on which no recoveries were subsequently realized. No infor-
mation is at present available that would make possible adjust-
ments for other revaluations or for underreporting of net income.

In order to calculate gross corporate saving (net corporate sav-
ing plus depreciation and depletion charges), it is also necessary
to determine the total allowance for depreciation and depletion.
Figures for corporations from 1933 to 1936 were taken from
Statistics of Income; that for 1937 was estimated.

X Saving of State and Local Governments (Table X)

Statistics of the saving of state and lgcal governments are among
the poorest used, and, because of the magnitudes of the sums
involved, the estimate of saving by these government units is
probably subject to as great an absolute error as any other com-
ponent of the total.

Up to 1932 the Bureau of the Census published financial data
for states and for cities with a population of 40,000 and over. In
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TABLE X
SAVING OF STATE AND LOCAL GOVERNMENTS
(billions of dollars)

19313 1934 1935 g9y toi;

State revenues 1.8 2.0 2.2 26 2R

2 Local revenues 54 53 54 55 53

8 Total revenues (1+42) 72 73 h 8. 83

4 State expenditures 2.0 2.1 2.2 2.4 24

5 Local expenditures 52 54 55 58 58

6 Total expenditures (3+5) 7-2 75 7. 8.2 82

7 Capital outlays 1.0 1.2 1.2 17 6

8 Current expenditures (6—7) 6.2 6.3 6.5 65 66

9 Gross saving1 (3—8) 1.0 1.0 1.1 16 19

10 Depreciation 0.5 0.5 0.5 05 o5
1 Net saving (g—10) 05 0.5 0.6 1.1 14

1 Gross saving for cities having populations of 100,000 and over in 1993-36 was
$310, 493, 654, and 556 million.

1933 the compilation of state statistics was discontinued and sta-
tistics were collected only for cities with populations of 100,000
and over. Although the collection and publication of state statis-
tics is being resumed, beginning with data for 1937, we are with-
out any reliable information on the financial activities of a major
sector of the economy during the important period covered by
this study.

In the absence of Census data for states, localities, and cities
with populations of less than 100,000 since 1932, it was necessary
to consult figures presented in the National Industrial Confer-
ence Board's series, T'he Cost of Government in the United
States, the Twentieth Century Fund's study, Facing the Tax
Problem, an unpublished study conducted by the Senate’s Spe-
cial Committee to Investigate Unemployment and Relief,* and
¢ The Senate Committee's study, which covers 24 siate governments, presumably
follows Census definitions and classifications, but there is no indication as to
how many of the data are the result of questionnaires and liow many of origina

dassification. Although the Census includes subventions and grants in receipts,
the Senate Committee's study apparently excludes for the most part federal grants

wrewran
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the Social Security Board’s tabulation of receipts entitled Fiscal
Capacity of States.**

The saving of state and local governments has been estimated
from the following data:

1. State revenues. The estimated total of revenue receipts in
Table X is the sum of total state and local tax collections as esti-
mated by the National Industrial Conference Board and state
and local non-tax revenues as estimated by the Twentieth Cen-
tury Fund (without description of bases and details). The figure
may be too small, since it is probably based on the relation of
such revennes to taxes existing in 1932, which ratio has very
probably increased. Total revenues exclude subventions and
grants.

2. Local revenues. For derivation, see item 1.

3. State and local revenues. Item 1 plus item 2.

4. State expenditures. Expenditure figures for 1933—35 taken
from Facing the Tax Problem. The estimates for state expendi-
tures presented there for 1933, 1934, and 1933 are based on actual
fiscal statements published in such official state reports as could
be obtained and on letters from state officials. By this method
data for 1933 and 1934 were obtained for 4 states (covering g4
per cent of all state expenditures in 1932) and in 1935 for 39
states (covering 85, per cent of all state expenditures). These fig-
ures were extended by the authors to cover all states on the as-
sumption that the trend in the missing states was the same as that
in the states covered.®> The figures for 1936 and 1937 are rough
estimates based on data for the preceding years and on current
for relief, while including other grants. Again, there may be differences in the
treatment of receipts from public service enterprises (although this cannot be
checked). The Census gives the aggregate receipts of such enterprises, while the
Senate Committee’s study in its instructions asks only for the profits transferred
to the general departments.

4 The Social Security Board tabulation of revenues differs from the Census tab-
ulation in several respects. Federal aid is not included, aithough separate totals for
it are given. Agency revenues such as pension assessments are not included,
although they are included in the Census tabulation. Tax collections made by
states as agents for local government nnits, however, are excinded from the
Census totals for state revenues but are included in the Social Security Board
totals. Certain other receipts such as donations and exceptional returns from sale of
property are inclnded in Census totals but omitted from Social Security Board

totals.
85 Facing the Tax Problem, p. 97.
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press releases by the Bureau of the Census covering certain states
for 1937.

5. Local expenditures. Information concerning local expend-
itnres is in even worse form than data for states and on local re.
ceipts. Figures for 1933, 1934, and 1935 were estimated by the
authors of Facing the Tax Problem on the basis of local receipts
and bond issnes and retirements (p. 538). Their estimate for 1936
was used for both 1936 and 1937. For 1943-35 the figures for locg]
expenditures are from $250 to $400 million lower than those of
the National Industrial Conference Board. The state figures dif.
fer by less than $100 million.**

6. State and local expenditures. Item 4 plus item .

7. Capital outlays. In order to rednce the figure for total ex.
penditures to one for current expenditures it was necessary to
estimate state and local capital outlays. The ouly continuous
source for such estimates is the aunnal Census report for cities
with populations of 100,000 and over. Material for states is avail-
able for only oue year, in Financial Statistics of State and Local
Governmenis, 1932. On the basis of these sonrces a rough esti-
mate was made by computing a relative for the ratio of capital
outlays to expenditures for cities over 100,000 and comparing
this with the ratio for states in 1932 to find the ratio for states in
subsequent years. These ratios were then applied to the estimated
state expenditures. A comparison of the very rough estimates so
obtained with the cost of construction by state and local goveni-
ments, as estinated by the Department of Commerce (‘Recent
Developments in Construction Activity’, Survey of Current Busi-
ness, August 1939, Table 5) shows the following picture (in mil-
lons of dollars): ¢

1933 1934 1935 1936 193]
Computed capital outlays  go6 849 1147 1390
Estimated state and local
construction 904 1091 1,001 1,653 1,490

Comparison of Department of Commerce constrnction tignres
with those compiled by Peter Stone of the Works Progress Ad-
8% Because of the crudity of the local data and of the estimates for capital outlavs

the figures are shown only to the necarest hundred million dollars,
87 Neither figure includes work-relief construction.
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ministration in Construction Expenditures and Employment
suggests that any error involved in the former is probably on the
side of understatement. They therefore may be taken as a mini-
mum for capital outlays. Since there are capital outlays other
than construction the estimates for capital outlays in Table X
were derived by slightly increasing the cost of state and local
construction as estimated by the Department of Commerce.

8. Current expenditures. Item 6 minus item 7.

g. Gross saving. Equal to the difference between current
revenue (itemn 8) and current expenditures (item 8).

10. Depreciation.” Based on:

a) Fabricant’s estimates of the value of all government prop-
erty (exclusive of roads and sewers) as of the end of 1932 ($20,269
million for state and local governments and $4.465 million for
the federal government; see Capital Consumption and Adjust-
ment, pp. 126 and 13%).

b) Depreciable capital outlays during 1933-37. Such outlays
are equal, for state and local governments, to those shown in item
v minus outlays for roads and sewers constructed by non-relief
labor ($709, $875. $690, $9g1, and $g53 million for the years 1933
to 1937, respectively; see ‘Recent Developments in Construction
Activity’, Table 4).

©) An annual rate of depreciation of 214 per cent {Fabricant,
op. cit., p. 136). Following Fabricant’s procedure, we assume that
depreciation on roads and sewers is covered by maintenance ex-
penditures which are not treated as capital outlays in our cal-
culations. Such expenditures amounted to $441 million in 1933;
$498 million in 1934; $518 millionin 1935; $561 million in 1936:
and $560 million in 1937, according to Department of Conr-
merce estimates. This assumption may involve an understate-
ment of depreciation, especially since capital expenditures have
been increasing over the period studied. However, capital out- .
lays on roads and sewers by W.P.A,, C.W.A, and C.CC. labor
¢ The calculation of depreciation on hoth federal and state and local property
was revised as a result of criticisim and suggestions received from Mr. George
0. May. In the original estimates some inconsistencies existed between the ad-
ditions to government property on which depreciation was computed and the
annual estimated additions to physical property for 1933-37- ‘These inconsist-

encies have now been eliminated so far as is possible with the rather un-
satisfactory primary material.
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are depreciated because it is not feasible to segregate then from
other work rehief capital outlays.

The calculation follows the procedure used in calculating the
depreciation on one to four family nonfarm dwellings shown in

Table V-1.
11.  Net saving. Item g minus itemn 10,

X1 Saving of the Federal Government (Table Xl

The federal government does not keep an inclusive balance
sheet; it lists only labilities and cash assets. Its saving can there.
TABLE XI
SAVING OF THE FEDERAL GOVERNMENT

(millions of dollars)

1933 1934 1935 1936 1937

Total receipts 2526 3,49t  $857 4372 6312
Capital receipts 31 R 10 26 3
Seignorage 1 54 3 46 10

4 Current receipts (1—2z—s3) 2494 3430 3816 4300 624
5 Total expenditures 5106  Bo8 7613 865 8473
6 Public works: 513 79¢ 745 1,082 3
7 Loans 1,130 q02 —77  —s40 —8

8 Subscriptions to capital stock and

paid-in surplus 374 586 115 39 52
9 Debt retirements 37 172 7 ng 92

10 Capital outlay of WPA, CWA, and

ccc 134 408 309 g0 38

11 Total deductions 6+74+8+9+10) 2,188 2667 1.86; 1669 180

12 Current expenditures (5—11) 2m8 5361 3552 Gg8e 6572
13 Gross saving (4—132) 424 —1.931 —1.936 —2682 —y7
14 Saving under “Trust Accounts,

Increment on Gold, etc.’ 50 50 17 14 14
15 Total gross saving (13+14) 374 —18H1 —1889 —2668 —g1
16 Depreciation 120 130 145 163 195
17 Net saving (15—16) 19¢ 2011 2034 2833 58

1Includes grants to public bodies for public works, as follows (in millions of
dollars): g, 35. 124, 269, and 19.
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fore be computed only from statistics of its expenditures and re-
ceipts. The difficulties that arise in computing saving are due
almost entirely to the problem of classifying expenditures. Treas-
ury statistics are kept on a cash basis; capital and current expendi-
tures are not shown seyarately, and must be estimated from the
classifications now beirig used. In such an attempt several difficul-
ties are encounterecd. In the first place, the classification that
seems most satisfaciory, namely, that shown for the first time in
Table 7 of the annual report of the Secretary of the Treasury for
the year ending June 3o0. 1937, is available only on a fiscal year
basis. Monthly statistics may be found in the special mid-month
daily Treasury statement, but the classifications used there are
not exactly the same as those used in Table 7 of the Secretary’s
annual report. For example, the item ‘public works’ as it appears
in the daily Treasury statements is much more inclusive than the
figure that appears in the annual report under the same heading.
The second difficulty with the Treasury statement is that, al-
though it makes possible computation on a calendar year basis,
there have been many changes in classification since 1933, so that
it is almost impossible to be absolutely certain of consistency in
allocating expenditures between current and capital items. In
view of the apparent superiority of the classifications in Table 7
of the Secretary’s annual report, this table was used as a basis
for the computations.

‘Grants to public bodies, including administration’, are in-
cluded in capital outlays of the federal government. The expend-
iture of these funds by the states and localities is classified as
capital outlay but our estimate of current receipts by the states
and localities does not include them. Their inclusion in capital
expenditures by the federal government therefore does not re-
sult in any overstatement of saving.

The final cstimates are derived as follows:

1. Total receipts. From annual reports and daily statements
of the Treasury.

2. Capital receipts. Includes proceeds from the sale of foreign
securities, other proceeds of investinents, and sales of government
property. Data from annual reports and daily statements of the
Treasury.
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3. Seignorage. From annual reports and daily statements of
the Treasury. ‘ ‘

4. Current receipts. Item 1 minns items 2 and 9.

5. Total expenditures. From atnmual reports and daily stage.
ments of the Treasury.

6. Expenditures on public works. Corresponds to the tigures
shown on a fiscal year basis in Table 5 of the annual report of he
Secretary of the Treasury. Experimentation with individug)
itenus in the daily Treasury statement revealed the conmpositio
of the public works in Table 7 (except for ‘othier public works')
and thus made it possible to prepare figures on a calendar year
basis, in accordance with Table 7 definitions. The item “other
public works™ in Table 7 was apportioned for calendar Years nore
or less arbitrarily since we did not know its composition,

7- Loans. Taken from annual reports and daily statemens
of the Treasury.

8. Subscriptions to capital stock and paid-in surplus of goy.
ernment corporations and credit agencies. Taken directly from
the expenditures in the mid-month Treasury statements after
being checked against the figures in Table 7 of the annual report.

9. Debt retirement. From annual reports and daily state-
ments of the Treasury.

10.  Capital outlays of W.P.A., C.W.A., and C.C.C. Some of
the work done on these projects has taken a form that should be
regarded as capital expenditure, such as construction of roads
and bridges, but which is not classified as ‘public works’ under
Table 7. It is impossible for us, with the information now avail-
able, to apportion these W.P.A., CWA, and CCC expendi-
tures accurately. Forty per cent of these expenditures have been
regarded as capital outlays. The resulting estimate is lower, for
the period as a whole, than the figures prescnted in the Presi-
dent’s budget message of January 5, 1934.

11. Total deductions. Sum of itens 6 through 1o.

12. Current expenditures. Item 5 minus item 11.

13- Gross saving. Item 4 (current receipts) ninus item 12
(current expenditures),

14. Saving of trust funds. Transfers to trust accounts and
trust funds have been regarded as current cost of the federal gov:
ernment. Thus, expenditures accruing as saving to the benefici-
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aries of the various accounts by the resulting increase in their
equity have already been included in Table 1 under the heading
‘Individual Saving in Liquid Form—Insurance and Pension Re-
serves’ (sce also Table I11). Item 14 therefore includes only the
increase in such minor trust accounts as are not included in
Table 1.

15. Total gross saving. Sum of items 13 and 14.

16. Depreciation. See item X, 10.

17. Net saving. Item 15 (total gross saving) minus item 16
(depreciation).

Several items are omitted from this computation. Changes in
supplies and inventories held by federal agencies are disregarded
except so far as they appear in the insignificant item ‘sales of gov-
ernment property’. In the War and immediate post-War years,
this part of the government'’s assets changed considerably. It may
be assumed, however, that no serious error is involved in neglect-
ing this item during the years with which this study is concerned.



Discussion
I GERHARD COLM

I should like to raise a iinor question in connection with Dr.
Goldsmith’s extremely careful and valnable estimates, Dr. Gold-
smith interprets the increase in the social security funds of the
federal government as individnal saving (Sec. 1V, 1; Ap. Table
III). The fact that individnal saving appears as the main positive
contributor to the national net saving in recent years (Table 1)
is partly due to this interpretation. Social security reserves do not
fit naturally the usual classification into individual, business, ang
government saving. It seems to me that there are two possible
methods of treating such reserves.

On the one hand, social insnrance can be treated by analogy
with private insurance. This is the procedure followed by Dr.
Goldsmith. According to this analogy, the claims of individuals
eligible to social security payments appear as individnal saving.
If the government holds an actuarially adequate reserve against
these individual claims there is neither goverument saving nor
dissaving. If the government plans to finance a part of later social
security disbursements by later tax revenne this liability onght to
be counted as negative saving. If, e.g., the old age insurance
scheme should be shifted from the reserve system to the pay-as-
you-go system, then individuals would stil] acquire the same
claims, and thereby wonid show individual saving. Consequently,
the government should he charged with negative saving of a
corresponding amount. If this system 1s followed there seems no
justification for inclnding individual saviug only to the amount
accumulated in the govermnent reserve; rather, the present
value of all claims acquired should be connted as individnal sav-
ing. The excess of this total sum of individual saving over re-
serves accumulated by the government should be posted as an
item of negative saving. If this method were used | should prefer

204
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to distinguish voluntary and compulsory saving and to regard
the acquisition of social security claims as compulsory saving.

There is, however, another possible interpretation: old age in-
surance can be interpreted by analogy with old age assistance
schemes. Individuals do not acquire legal claims on old age assist-
ance. The introduction of old age assistance would thus not lead
to individual saving and not necessitate the posting of corre-

-sponding negative saving by the government. Unemployment re-

lief furnishes another example of the same sort. Were this anal-
ogy followed the claims acquired under the Social Security Act
would not be regarded as individual saving and the corresponding
liability would not be treated as negative government saving;
rather, the accumulation of reserve funds would be treated as
positive government saving.

It is not entirely arbitrary which interpretation should be
chosen. We are interested in an interpretation that disturbs as
little as possible the comparability of the estimates for the period
before the enactment of the social security legislation and for the

riod after its enactment. If it were truc that social security ac-
tually displaced chiefly private insurance and other private indi-
vidual saving, it would be preferable to follow Dr. Goldsmith’s
method. I believe, however, that it is much more the function of
social security to displace on a higher level relief and assistance
schemes. If this is so, then it would be more appropriate to disre-
gard the acquisition of individual claims and to treat the ac-
cumulation of funds as government saving.

11 M. A. COPELAND

Dr. Goldsmith’s treatment of saving is an important step forward
in a field that has hitherto proved somewhat elusive. He is care-
ful to state that his approach to the problem runs in terms of con-
solidated balance sheets and consolidated income accounts. He
comes to the conclusion that saving may be measured as the sum
of (a) the net increase in direct investrents and net equities held
by individuals (not counting capital gains), (b) additions to cor-
porate surpluses, (c) additions to what may be called the residual

equities of governments.’
1 He does not directly mention under () an item for churches and other non-profit
institutions which corresponds to ‘additions to the residual equities of governments’.
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A memorandum recently prepared by the Committce of Statis.
tical Experts of the League of Nations on Statisiics relating 1o
Capital Formation arrives at a substantially identical conception
of saving and this, despite the fact that the idea of consolidateq
financial statements is certainly not explicit in the memorandup,
and despite what seems a marked Robertsonian influence. This
Robertsonian influence manifests itself in a suggestion that there
is a time lag (and possibly a causal relationship) between saving
so measured and replacement expenditures on the one hand and
money outlay for the acquisition of new capital goods (inveg.
ment) on the other. The memorandum explicitly states that say.
ing plus replacement expenditures may not be equal to invey.
ment for short periods. In Studies in Income and Wealth, Volume
Two. Professor Haberler, also following Professor Robertson,
argues that for short periods saving and investment will not, ip
general, be equal. On the other hand, Dr. Goldsmith takes the
position (which since Keynes adoption of it has come 1o he
called ‘Keynesian’) that I (net mvestment) equals § (saving). Dr.
Warburton also appears to hold that estimates of investment
should equal estimates of saving apart from differences in the
bases of valuation, errors, omissions, and allowances for replace.
ment and for international transactions. He has given an excel-
lent statement of these sources of difference between estimates of
saving and investment.*

I'think it is probably true that those who take the position that
investment equals saving (subject to the Warburton qualifica-
tions), have made the empirical significance of their conceptions
of saving and investment clearer than have those in the Robert.
sonian tradition. Thus in Volume Two, 1 suggested that the
various items that comprise ‘investment’ are increases in what
an accountant would call the tangibie assets on the consolidated
balance sheet of the community and that the various items that
comprise saving are increases in what an accountant would call
the equities in these assets on the consolidated social balance
sheet.? Professor Haberler explicitly denies that the ahove mean-
ing is the meaning usually attached to the two terms,* but he offers
2 Volume One, p. 102,

3 Volume Two, p. 167.
4Ibid., p. 186.
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no example of an item that he or any other economist would
regard as either saving or investment but that does not conform
to my statement.

I propose to offer here an outline balance sheet set-up to illus-
trate the problem of measuring wealth, saving, and investinent.
This set-up agrees with Dr. Goldsmith and the Lcague of Na-
tions memorandum in the conceptions of saving and investment.
It shows investment as an increase in assets, and saving as an in-
crease in equities, as I suggested in Folume Two and as would be
expected from Dr. Goldsmith’s statement. I submit that it is dif-
ficult to understand how the authors of the League of Nations
memorandum could ever have arrived at so nearly the same con-
ception unless we assume that the idea of a consolidated financial
statement of the community was somehow implicit in their
thinking.?

Various assumptions will be made for simplicity in presenting
the balance sheet set-up which follows. It is assumed. first, that we
are dealing with an isolated economy. Second, we shall deal only
with broad classes of asset and equity items: for many purposes.
finer breakdowns might be desirable. These the reader can
readily substitute in the balance sheet set-up. Third. it is as-
sumed that all businesses are either (i) incorporated or (ii) con-
ducted by individuals who do not separate their business from
their personal accounts. Four types of entities are distinguished:
(a) business corporations, (b) governments and other non-profit
institutions. (c) individuals, (d) banks (including those govern-
ment activities involved in the issuing of currency). Further dif-
ferentiation among types of entities would complicate the argu-
ment but not affect its result for the present purpose. Finally, we
shall assume that the balance sheet of each entity is first arranged
in the appropriate form outlined below and that the various
items on the balance sheets of all entities of each class are then
s 1t might be argued that investment is a simple and natural concept representing
merely the increase in wealth, so that no implication of consolidated financial
statements is involved. But the notion of wealth itself, as Professor Irving Fisher

clearly pointed out in Capital and Income in 1go6, is dependent on the consoli-

dated statement idea.
In this connection, it might be noted that the statement by Dr. Goldsmith in an

earlier draft of his manuscript, that only tangible assets will appear on the com-
munity’s consolidated balance sheet, is not strictly true. See below where an item
“special privileges’ appears, and Sec. 11, 1 of Dr. Goldsmith’s paper.
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totaled to give us four total balance sheets which can pe com.
bined into a consolidated balance sheet for the economy gz ,
whole.

ISOLATED ECONOMY

A. Business Corporations

1. Tangible assets (less valuation re- 3. Dye to others

serves) 12. Stock (capital and surplus)
2. Special privileges (patents, trade- 13. Subtotal
marks, etc.) Less (5) Due from others
3. Cash and bank deposits And less (6) Stock in other €Orporations
4. Net of adjustment jtems (n.e.c) and banks
9. Total corporate wealth 19. Net total corporate equities

B. Governments and Non-Profit Institutions

1. Tangible assets 11. Due to others
2. Cash and bank deposits Less (3) Due from others
And less (4) Stock in business corpona-
tions and banks
Subtotal
12, Residual equities
9. Total government and institutional 19- Net total government and institu.
wealth tional equitjes

C. Individuals

Due from others 12, Net worth of individuals
2. Stock in business corporations and
banks
8. Cash and bank deposits
Less (11) Due to others
4. Subtotal (net investment in other
parties’ affairs)
5. Special privileges
6. Tangible assets
9. Total 19. Total

D. Banks (including currency issuing agencies)

1. Monetaiy gold and silver stock 11. Total currency and deposit liabili-
Other tangible assets ties (less till money and interbank
Due from others deposits)

12. Due to others
13. Stock (capital, surplus and undi-
vided profits)
9. Total 19. Total
NOTEs: ‘Due to others’ includes: (a) policy reserves for insurance corporations, (b)
accrued charges payable, (c) deferred aedits to income for payments received in
advance, (d) bonds Jess bond discount unamortized, etc. ‘Due from others’ includes
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the corrcsponding items on the creditors’ books. ‘Reserve for had debts’ is to he
deducted from ‘receivables’.

‘Discrepancy in liability valuations® is defined as total due to others (An1+Bn+
Ci11+4Di2) minus total due from others (A5+Bg+Ci1+D3). This discrepancy may
be a negative quantity.

‘Discrepancy in stock valuations’ is defined as total stock outstanding (A12+D13).
fess net of adjustment items (n.e.c.) (A4) and less total stock held by all parties
(A6+By-+Cz). This discrepancy may be a negative quantity. It is assumed that
A4 is chiefly ‘deferred promotion and organization expense’ and may be treated
for convenience as if it were a kind of stock discount, so that A12—Ay4 in soine
sense equals the net book value of the proprietorship equity of corporations.

E. Consolidated Balance Sheet of the Economy

Monetary gold and silver stock (D1)  11. Residual equities of governments

2. Other tangible assets (A14Bi1+ and non-profit institutions (Bi2)
C6+D2) 12. Net worth of individuals (C12)
3. Special privileges (A2+Cp) 13. Discrepancy in liability valnations
14. Discrepancy in stock valnations
9. Total wealth 19. Total ‘ultimate’ equities

We may assume that E3 is small and that increments, apart
from capital revaluations, may be neglected. E13 is almost cer-
tainly small enough to be neglected.

‘Net new investment’ may be defined as the net increase in
E1 + Ez, before any capital revaluations.

‘Net saving’ may be defined as the net increase in E11 + Ei2 +
E14, before capital revaluations. The increase in E14 may be ap-
proximated by ‘net additions to surpluses of business corpora-
tions and banks’; so that saving equals ‘individual saving’ plus
‘government saving’ plus additions to surpluses of business cor-
porations and banks.

It will be noted that these items correspond respectively to
items (3) and (1) under Part II on page 11 of the League of Na-
tions memorandum. This seems to substantiate the view that the
consolidated balance sheet approach is implicit in the League of
Nations memorandum.

The balance sheet approach has an important corollary for the
view ® that currency and bank deposits account for differences in
timing of movements of the items ‘net saving’ and ‘net invest-
ment’. Since currency and bank deposits cancel out and do not
appear on the consolidated balance sheet, it would seem that they
cannot explain differences in movements of E1 4+ E2 on the one

¢ See League of Nations memorandum, pp- 8 and 16.
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handand 11 + Fi2 E14 on the other. Moreover, the balance
sheet approach casts grave doubt upon the existence of such 5
difference in timing. when the items are defined as on Pages 11 ff
of the League of Nations memorandum. Indeed it proviges a
clear-cut way of defining 1 and S, according to which ‘hf-f‘qllality
between them is valid whatever the length of the time interyy)
to which the measurements apply.

The balance sheet approach has one funther important adyap.
tage. It provides several equations which make possible substiy.
tion of one group of items for another iy making measuremenys
Since statistical data for several items that would help in nmeasyre.
ments of saving are not available. this possibility of shifting from
one set of itemns to another is particularly important.

I suggest that this balance sheet set-up might well replace the
diagram on page g of the League of Nations memorandum. Why,
is there referred to as Cross-section 2 would appear in thig bal.
aiice sheet set-up as an analysis of changes in some of the items
that cancel out in the process of consolidation. Such an analysis
is. of course, highly useful in revealing the processes of capital
formation.

I E. .. DULLES

In commenting upon Dr. Goldsmith’s paper, Dr. Colm ques
tioned the classification of funds accumulated under the old-age
insurance program as saving of individuals and suggested that
these funds be grouped with government saving. The accounting
procedure employed by Dr. Goldsmith is valid, and there is no
question of double-counting (or under-counting) the old-age re-
serve funds in the total of national saving. The specific classifica-
tion of these funds as individual saving, however, is open to ques-
tion. There are many economic. as well as legal, aspects involved
in the classification of these funs and no method of treating
them is completely adequate. A more significant approach seems
to be to classify the funds deposited in the reserve account as
government saving. Several reasons for this conclusion may be
indicated bri efly.

First of all, the individual contributor to the old-age insurance
program has no legal equity in the reserve account; that is, he
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does not have to his credit an earmarked portion of the account,
he cannot claim refunds of total contributions, nor can he borrow
against accumulated funds. What the contributor actually has is
a claim on the federal government for a benefit to be received at
a future date and this benefit is subject to certain eligibility
qualiﬁcations determined by social insurance principles which
restrict payments to certain groups of contributors. Moreover,
the lump-sum payment provision under the present act is even
now being revised and the money-back principle replaced by
current insurance protection.

Second, the reserve mechanism set up for old-age insurance
does not necessarily reflect completely either amounts of contri-
butions or accumulating benefit rights and it seems desirable to
make the volume of individual savings independent of the
financial policy of a particular government program. Legally, the
claims to benefits are not dependent upon the financial structure
of old-age insurance and benefits will be paid irrespective of the
type of financial policy followed. If a reserve fund is not built up
and ‘saved’ the government may have a larger burden to finance
in the future because of the failure to make prior provision for a
completely self-financed system. It is unthinkable, however, that
the individual’s claim to benefits would not be honored.

Still another consideration suggests that the reserve be classi-
fied as government saving. Although the deductions from con-
suming power or spending, resulting from contributions, gives
some basis for counting them as saving by individuals, this is no
more true of contributions for old-age insurance on a year-to-year
basis than it is for tax payments generally. Furthermore, once
contributions are paid, control of the accumulated funds is in
the hands of the government, and the government directs the use
of the funds into saving or consumption channels.

IV A. G. HART

Dr. Goldsmith’s paper, so far as I am aware, is the first attempt
to use for the analysis of saving the rich supply of new data that
have been built up in the last few years. In consequence both of
this better statistical foundation and of the extremely workman-
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like procedure he has followed, Dr. Goldsmith's estimates fy;
1933-37 impress me as much more secure than any of pe esti.
mates for pre-depression years which make up the €Xisting
statistical literature on saving. Numerous details are Open ¢,
revision—along lines 1 shall suggest in a moment—bu | 5,
confident that the general outlines of Dr. Goldsmith’s result
will prove unassailable.

One basic statistical limitation should be emphasized a, the
outset. As Dr. Goldsmith notes, the paucity of income and ex.
penditure data for the upper income groups makes it necessa
to estimate the saving of individuals by a method of balance.shee;
comparison. But balance-sheet data also are Unavailable, so f,,

etc., supplemented by data on durable consumers’ goods. For
purposes of using global saving estimates as a rough check op
investment estimates, or of determining the types of assets ingo
which saving of individuals flow, this is not a fatal defect. But i

statistical material (IV, 3) should include sample income, ex.
penditure, and balance-sheet data for individuals, by income
groups, extending into the upper brackets.

Several rather important statistical details seem to me to aall
for adjustment, or a¢ least exploration. In particular:

1. Estimates of the saving of local governments (Ap. TableX)
seem to correspond roughly to the rise in their cash balances
plus the shrinkage in thejr bonded debt, that 1s, to the shift
toward creditorship in their visible debt position. Allowance
should also be made, however, for the important invisible e

cetvable itemn of accrueq taxes, which doubtless fel] appreciably

tributed to local governments should properly be ascribed to

these taxpayers. As 5 partial offset, unpaid bills, salaries, etc,
must have been reduced.

2. Estimates of bank deposits of individuals seem to me
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The figures used for corporations are from corporation balance
sheets. Checks in the mails between corporations have been de-
ducted by senders, but not added to balances of prospective re-
cipients; reciprocally, receivables are overreported by the same
amount. For a method of adjustment see Currie and Krost's
memorandum on the ownership of bank deposits and my Debts
and Recovery, Table g, note c (p. 297). Since it is only differences
in these errors from year to year that affect Dr. Goldsmith’s esti-
mates, however, the net effect is probably very slight.

3. The treatment of deposits 1n closed banks (Ap. Table I-2)
involves a valuation problem which seems to have been evaded.
Presumably valuation at face value is excessive, as the fact the
banks were closed implies losses. I should suggest valuation at
vs per cent of face value, for reasons indicated in Debts and
Recovery, Table 6, notes h and j (p. 293). As to the proportion to
be ascribed to individuals, the recently published study of failed
banks by the F.D.I.C. may suggest revision.

4. The estimate of security holdings of non-individuals (Ap.
Table IV—5) makes no allowance for shifts of corporate holdings
outside the investment trust field, except for tax-exempts. I
suspect that an appreciable amount of inter-corporate holdings
may have been handed over to individuals during these years,
though I can cite no direct evidence except a fall in figures for
railroad bonds held by other railroads.

5. The net spread to catch changes in the debt position of
‘individuals’ (which, it must be remembered, includes unin-
corporated business, etc.) seems to me too wide-meshed. It allows
only for debts secured by stock exchange collateral, real estate,
automobiles, and other durable consumers’ goods. But what of
other individual short term debt? Business debts of unincor-
porated business to corporations and banks, unsecured bank
loans of individuals, book credit of individuals with incorporated
merchants, and ‘personal loans’ are important classes of debt
which slip through the net. The only easy procedure I can suggest
is a very audacious and risky residual method devised by Eugene
Adams of the National City Bank. For 1933-35 this gives a
cumulative shrinkage of individual short term debt of $6.2 bil-
lion (see Debts and Recovery, Table 25, pp- 321-2), whereas
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Dr. Goldsmith's estimate shows a growth of $700 million jp in.
stalment debt and a shrinkage of $644 million in security Jogp,
It is possible, then, that some sizeable fish have escaped the net,
though my residual estimate must be regarded as Statisticy]
tour de force rather than a genuine measurement. The indicaey
remedy is an attempt to locate and measure the missing dely
items. Incidentally, if such a search confirms my estimate, the
gap between Dr. Goldsmith's savings estimates and Dr. Kuznes
tigures for investment will be appreciably narrowed.

From the standpoint of the analyst interested N busineg
Auctuations, Dr. Goldsmith's estimates i llumine two Very criticy)
points. One is the astounding extent to which the private ing;.
vidual during the Trecovery period insisted on putting his saving
into an Improvement of his creditor position. The whole ing;.
vidual saving seems to have taken the form of bank deposits and

out in their American Tax Policy *and 1 in Debts and Recovery,
this indicates a crucig] ‘qualitative’ defect of the capital Market,
and may go far 1o explain the partial anqg incomplete nature of
the recovery.z

The second salient fact is the extreme cyclical variability of
total saving, \nucl greater than that of individual saving. This
should have been apparent from the instability of business sav-
Ing. Plainly, individuals who are stockholders will not jn general
feel impelled to Save more becanse thejr corporations have fallen

their corporations have failed ¢o Plow in any earnings. Probably
many students of business cycles have long been conscious of ths
fact, which is plain enough once observed, but for me at Jeast
the evidence of 5 wide gulf between individual and tota] saving
has proved most illuminating.
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V WALTER SALANT

As a result of the great emphasis recent economic thought has
placed upon the phenomena of saving and investment, statistical
estimates of national saving such as those presented by Dr. Gold-
smith attract a greater interest than ever before. They are being
used not merely to measure how much income is devoted to
capital formation but also to throw hght on the movements
and level of income itself. It is therefore timely to examine the
statistics of saving to see whether they are appropriate to these
new uses. In order to do so we must recall the meaning of saving
and analyze more exactly just what there is about the process that
makes it important in determining the flow of income.

Saving has been considered important in determining the
flow of income because it has been regarded as primarily a
negative process: a failure on the part of the saver to spend on
consumption goods. If the saver does not spend his income on
current output of capital goods, or if others do not purchase
capital goods in an amount equal to his saving, the flow of in-
come will be reduced. This version of the process, though
strictly correct, can apparently beget unnecessary complications.
So far as total income is concerned is there much use in dis-
tinguishing between expenditures on different kinds of current
output? Income is earned in the production of goods and services
whether they are capital goods or consumers’ goods, durable or
perishable.

I THE DISTINCTION BETWEEN INVESTMENT AND CONSUMPTION
EXPENDITURE

The reason for differentiating investment from consumption
expenditure was and is still a good one, but it is necessary to
remind ourselves what it is. So far as the theory of income and
employment is concerned, it lies in the supposition that the
motives to spend are different in the purchase of consumption
goods and capital goods.

Consumers’ goods yield direct utilities; capital goods are
ordinarily thought of as desired for a money return, so that the
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demand for them is supposed to reflect a nice estimate of ¢y,
pected costs and returns. Durable capital goods are supposed o
become more or less attractive with changes in long term interesy
rates. We have been accustomed to think of consumption goods,
on the other hand, as perishable and their purchases therefore 5
virtually unaffected by changes in the rate of interest. Thus,
movements of interest rates will not cause changes in the ope type
of expenditure to be offset by opposite changes in the other,

There is another way in which investment and consumption
expenditure are supposed to be signiﬁcantly different. Iy is
usually assumed that consumers’ goods are purchased oy; of the
current income of the purchaser, while capital goods are not or-
dinarily purchased out of current income or even out of funds
acquired in the past, but are externally financed. Thys the saving
and the purchase of capital goods are performed by differen
economic agents. It is thought that this fact makes it necessary to
distinguish consumption from investment expenditure in ana-
lyzing changes in income. Because the saver is one agent and the
purchaser of capital goods. a different one, it is thought that
their expenditures are less likely to fluctuate in offsetting direc-
tions than if they were the same agent, since there is no efficient
and automatic mechanism to produce the desired relation.

A study of actual capital expenditures and actual saving, how-
ever, leads one to wonder whether we may not be overdoing the
distinction between investment and consumption expenditure
and raising some unnecessary problems. The importance of du.
rable consumer goods and public expenditures in our economy
raises the question of classification. Are automobiles and radios
to be considered consumption of investment goods? How much
of the federal government's expenditures on work relief is to be
considered capital expenditures: These and many similar prob-
lems must Nécessarily arise in connection with all estimates of
saving and investment because the definition of the thing being
measured is partly a matter of taste. Yet so far as the analysis of
income is concerned, they are simply red herrings, having only 2
verbal significance. Obviously the real nature of the process by
which income s generated does not depend upon definition.

A survey of expenditures ordinarily called ‘capital’ shows that
a large fraction does not belong unambiguously in the investment
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pigeonhole. Public construction, which amounted to 11 per cent
of all expenditure on durable goods in 191g-37, is clearly invest-
ment expenditure according to any sensible definition, yet it
has neither of the characteristics that justify the distinction for
the purposes of monetary analysis. It is not undertaken for profit.
Nor are rates of interest and other problems incidental to private
external financing major considerations, except in the case of
local government capital expenditures financed by borrowing.!

Consumers’ expenditures on passenger automobiles and du-
rable household commaodities constituted 37 per cent of total ex-
penditure on durable commodities from 1919 to 1937. Except,
perhaps, for the fraction purchased for commercial purposes the
demand for these items does not reflect any fine calculation of
utilities. The terms of credit, it is true, are important, since com-
modities of this type are so frequently sold on instalment. But it
is the down payment that is of primary importance, i.e., the
amount that will be lent, not the rate charged for it. Purchases
of these commodities, furthermore, depend greatly on current
income and the individual’s prospects for the immediate future.

The capital formation of business is composed of the profit-
making durable goods par excellence. It might be expected that
expenditure on these goods would exhibit in full measure the
characteristics associated with ‘investment’. Yet in the fields of
mining and manufacturing the facts seem to suggest that the
most important deierminants of a firm’s capital expenditure are
the level and direction of change of its current output. The rate
of interest does not seem especially important, particularly for
expenditures financed with a firm's own funds.? Expenditures
financed in this way constitute the major part of capital forma-
tion by mining and manufacturing enterprises.

Only railroad and public utility capital expenditures exhibit
the supposed characteristics of ‘investment’ in appreciable de-
gree. Here we have the most durable capital equipment and the
smallest proportion of self-financing. Yet even in these fields it

11t should be remembered that much public construction is not financed by
borrowing at all.

2 Although in pure theory interest rates should be as important in the disposition
of undistributed earnings and previously acquired liquid funds as they are in
determining borrowing, there seems little doubt that most firms do not calculate
as closely when they can finance themselves.
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1s not certain whether capital expenditures are responsive o
interest rates or whether their behavior in general differs ap-
preciably from that of current expenditures.

Nor is there a clear-cut distinction between investinent and
consumption expenditures in their independence of or depend.
ence on the level of income. The idea that investment demand
(the ‘marginal efficiency of capital’) is independent of ncome is
usually greatly exaggerated. We might class automobiles, furn.
ture, radios, etc. as consumption goods and thus increase the
accuracy of this idea to sonmie degree®* But the dependence of
investment expenditures, even excluding those for durable cop.
sumers’ goods, on the incomes of those who make them is sil|
sufficiently great to make this a weaker ground for the distinction
than has usually been supposed.

‘These problems of classifying expenditures are inevitable
problems of definition in measuring saving and investment and
are relevant to ineasurements of the composition of output or use
of income. But the preceding comments suggest that they are not
dircctly relevant at s 1i in analyzing the level of total expenditure,
income, and employment.

Some changes in saving and investment clearly should be dis-
regarded when the statistics are being used in connection with
such analysis: for example, shifts of expenditure between capital
and consuniption goods, such as might occur if people began to
cut down their vacation expenditures in order to build homes.*
On the other hand, mere shifts in the (lisp()sition to save in par-
ticular forms do have direct effects on incone even though
they do not result in any shift of the disposition to save in toto.
For example, a decision stmply to ‘put mioney in the bank’
instead of buying a house would not affect the disposition to

s I we indude these goods in consumption expenditure it may bhe that the mar-
ginal propeusity to consume exceeds unity for a certain range. An increase in
income may indunce people to increase their purchases of automobiles and radios
by a greater amount, giving them the conrage to borvow to finance the difference.
* An illustration from actual events js afforded by the change in the federal gov-
cnument’s expenditures from relief o public works. Such a shift produces an
increase in saving aud invesunent but has no divect cffect ou income. In Keynesian
language, it is a fall in the propensity to consume which is exactly offset by in-
creased investment.
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save in toto but it would affect income.®> This is the sort of
change that would be unnoticed by anyone who uses the ordinary
statistics of total saving (although it would appear clearly in those
of investment). It is the components of saving, as analyzed in the
paper presented by Dr. Goldsmith, that are important in analysis.

I do not mention these difficulties of definition because thev
present real difficulties in the analysis of income and its cllangeé.
On the contrary, my purpose is to point out that they do not and
that the appearance of difficulty where none exists suggests that
the distinction between investment and consumption in the
process of income-creation is perhaps overemphasized. This dis-
tinction is a simplification that is useful to us in learning to
understand the process, but economists who have a firm grasp of
the theory of income and employment should be able to lean less
heavily on this distinction and proceed to the business in hand—
the specific types of expenditure, who makes them, and what
determines their amount.

2 THE DATA RELEVANT TO THE ANALYSIS OF INCOME

The conclusion that over-all saving statistics do not tell us pre-
cisely what we need to know for an analysis of the determinants
of income would be accepted, I believe, by all who use the saving-
investment analysis. The justification for using such statistics
lies in the assumption that they are at any rate not far from what
we really want to know. This is an hypothesis we can now test in
a rough sort of way.® Before elaborating on this statement, how-
ever, let us define what we want to know in the light of the fore-
going observations.

Apparently what is relevant to the analysis of income is not the
disposition of income as between current expenses (some of
which, by the way, are merely book charges) and all other uses,
but its disposition between actual expenditure on goods and
services and all other uses. In other words, we want to know for
the separate areas of the economy the behavior of the gap between
income and income-creating disbursements of all sorts as income

5 Another example from the federal government is the centting down of public
works expenditures in the fiscal year 1938 without increasing other expenditures.
¢ We could test it more accurately if we had a consolidated analysis of the uses of

funds by corporations.
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changes, not merely the gap between current income and ¢y,
sumf:tion outlays.

Corresponding to the excess of income over income{reating
disbursements in some economic areas there must be elsewhere
in the economy a deficiency. The two discrepancies must be equal
in the economy as a whole, just as saving and investment are
equal. A reduction of expenditures on newly produced goods,
whether capital or consumption goods, at one point in the econ-
omy will increase a positive discrepancy (or decrease a Negative
discrepancy) between income and income-creating disburse.
ments at this point. But by reducing incomes it will increase the
negative discrepancy (or decrease the positive discrepancy)
elsewhere.

This formulation may be applied by subtracting from the
saving figures the direct investment of savers and adding such
current expenses as are merely bookkeeping charges. The re.
mainder represents the increase in net claims (including money)
held by the sectors of the economy under consideration.

On the other side of the picture, we may obtain the excess of
income-creating disbursements over income by subtracting from
the capital expenditures for each sector of the economy its saving
and such current expenses as are merely bookkeeping charges.
This remainder is the amount of income-creating disbursements
financed by net sale of claims (including money).

This procedure is similar to the source and use of funds analy-
sis except that it omits the funds raised by selling claims used to
buy claims. For example, if the increased federal debt were ex-
actly equal to the purchase of preferred stock (assuming the latter
to be merely a ‘capital-bolstering’ expenditure) no discrepancy
would arise.

In applying this formulation statistically it would, of course,
be impossible to distinguish for any unit the purchase of goods
actually produced during the period from the purchase of
second hand goods, which creates no income. This presents no
substantial difficulties for the €conomy as a whole, however, and
even if it did we could surmount the difficulty by including in
outlays the expenditure on al) producible goods whether new or
old, and including in income the receipts from the sale of all such
goods, whether currently produced or not.
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The analogy of this sort of measurement to that of saving and
investment should not be pressed too far. It should be pointed
out above all that its sole use would be in its application to par-
ticular sectors of the economy. Indeed, for a closed economy the
sum of the discrepancies must be zero, since the increase in net
claim liabilities (represented by the excess of income-creating
disbursements over income) must be equal to the increased net
holdings of claims (represented by the excess of incomes over
income-creating disbursements).”

The procedure suggested could be of great value in studying
the flow of income. The methods used in deriving the estimates
presented by Dr. Goldsmith constitute the groundwork for such
an analysis. By examining the propensity to increase net assets in
non-producible forms we can get an idea of the amount of outside
financing and sale of owned claims that is necessary to obtain
given levels of income. By eliminating direct investment by
savers this procedure is more appropriately pointed toward the
problem of the financial markets. Perhaps more important is the
fact that it focuses our attention on the relation between invest-
ment on the one hand and growth in debt and equity claims on
the other. That a disposition to save large amounts at high levels
of income requires large investment for prosperity is now gen-
erally accepted. It must sooner or later be realized also that in a
community with a disposition to save in the form of non-pro-
duced assets the attainment of prosperity requires corresponding
increases in debt ® and equity claims outstanding.

VI R. W. GOLDSMITH AND
WALTER SALANT

The points raised by Dr. Colm and Dr. Dulles really involve two
questions:

?In fact this measurement is in substance nothing but the difference between
gross investment and gross saving for each of the main groups in the community
and its algebraic sum must therefore be zero. The difference between investment
and saving approximates very closely what Messrs. Krost and Currie call the “net
contribution to money incomes’.

s Induding money. The analysis would be significant for an understanding of the
velocity of money so far as it threw light on the disposition to save in that form.
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a) Is the saving done under the Social Security Act to be re.
garded as government or individunal saving?

b) If it i1s to be regarded as individual saving, should j be
measured by the increase in reserves or by the increase i the
present value of individuals’ claims to benefits under the Adt, in
which case it would have to be offset by government dissaviug
equal to the excess of the present value of claims over reserves

If the saving performed nnder the Social Security Act is re.
garded as that of individuals, the question of how to measure it
is not merely academic, since the increase in present value of
benefit claims is not equal to the increase in reserve.! The reserve
represents more nearly what individnals have paid. The difter.
ence between the reserve and the present vahie of the claims
would, therefore, have to be regarded as a contribution by the
governinent and, therefore, as dissa\'ing by it if the otal present
value of claims is inclnded in individual saving. If, instead, we
measure the saving by growth of the reserves we are not really
measuring the increase in individuals® cquity. Also individuals
saving wonld be affected by Congressional appropriations for
transters to the Old Age Reserve Account. This seems to intro-
duce an arbitrary element into individual saving. On the other
hand, computation of the present value of claims must be based
on the most hazardons assumptions. In short, as far as question
(b) is concerned there are objections to both methods.

As both these treatments prove unsatisfactory it might be
better to consolidate the trust acconnts in question with the
government’s gencral accounts and to regard the increase in
reserve as government saving. This method has the advantage
ot avoiding question (b). It would not involve the questionable
computation of changes in the present value of claims nor wonld
it imply any equality between Title 8 taxes and transfers to the
Old Age Reserve Account, as does the reserve system when
credited to individuals. Dr. Colm's point that individual saving
before and after the Social Security Act are more nearly com-
parable when Social Sccurity saving is not credited to individuals
does have merit. Furthermore, individual savi ng can more legiti-
mately be compared with the Department of Commerce series of

1Sce the report on the actuarial status of the Old Age Reserve Account contained
in the Annual Report of the Secretary of the Treasury for 1938, p. 56.
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‘Income Payments to Individuals’ when Social Security reserves
are excluded from individual saving than when they are in-
cluded. This is an inportant advantage when studying the rela-
tion of saving to income. Therefore, we are not inclined to
object to the change Dr. Dulles and Dr. Cohu have suggested.

Dr. Copeland is quite correct in saying that when all the
balance sheets in the community are consolidated, the equity
item is balanced not only by tangible assets but also by special
privileges. Our statement on this subject has been corrected to
take account of this minor complication.

Dr. Hart is, no doubt, right in saying that saving in the form of
a reduction in tax arrears—now attributed by us to state and
local governments—should properly be credited to individuals.
The errors involved here affect only the distribution of saving
and not the total figure because we do not take into account
changes in either taxes receivable by governinents or in taxes
payable by individuals. Since we do not know how much of state
and local tax receipts represents payment of accrued taxes, we
do not know the amount that should be shifted to individuals.

The question of whether to correct for the understatement of
corporate deposits and how to do so is complicated and fairly
important since items in transit between depositors over the
year-end probably changed by several hundred million dollars a
year during the period. It may be considered on two planes.
First, what procedure is best designed to make this figure itself
correct, disregarding the possibility that there may be offsetting
errors elsewhere that reduce the error in the total saving figure?
Second, is the understatement of corporate deposits associated
with any offsetting errors that would remain when the under-
statement is corrected, so that the correction would increase the
error in the total saving figure?

Consider, first, the separate correction of our estimate for
corporate deposits, for the monent ignoring deposits that belong
to neither individuals nor corporations. The problem is to re-
move the overstatement of individual deposits that results from
estimating them as the residual of total deposits taken from
banks’ balance sheets after insufficient deduction for corporate
deposits. We might reduce the residual by deducting from the
minuend (total deposits) the items in transit between depositors,
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thus putting ‘total deposits’ on the basis of figures in the de.
positors’ rather than the banks’ books. Then when we subtract
corporate deposits the residual for individuals is on the basis of
their books. This downward adjustment is too great. The itemy
in transit, instead of being credited to either the payer or re.
cipient as they should be, are credited to neither. The result js
an understatement of individual deposits, so far as this com-
ponent is concerned. The amount of this understatement de.
pends on whether we decide to credit these items to the payer
or recipient. If we want to credit the payer, the understatement
is equal to checks in transit written by individuals. If we want to
credit the recipient it is equal to checks in transit written to the
order of individuals. While either alternative presents very great
difficulties when it comes to actual calculation, these difficulties
seem somewhat smaller if the payer is credited.

A second way of reducing the residual is to add a correction to
corporate deposits. Again it seems more i1actical to estimate the
checks in transit written by corporations rather than those going
to them. If this method is used, however, it must be remembered
that some checks in transit are written by governments. If these
are not to be credited to individuals they must be included in
government deposits which also are deducted from total deposits
in arriving at deposits of individuals.

Now let us consider our understatement of corporate deposits
in conjunction with certain other errors and omissions Dr. Hart
mentions. When in the future we attempt to estimate debts pay-
able by individuals to corporations we shall probably have to
Tesort to corporations’ figures of accounts receivable and payable.
These tigures will overstate net items receivable just as they
understate deposits because a corporation that has mailed a check
and deducted the amount from its deposits will also have de-
ducted it from its bills payable. The prospective recipient, not
having received the check, will not add it to his deposits but
neither will he have reduced his accounts receivable. Accord-
ingly, any estimate of individuals’ indebtedness to corporations
that is based on corporate net accounts payable must take account
of this error. Since it would exactly offset the present error in the
deposit figures it might be best to leave the present overstatement
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of individuals” deposits and to allow it to be offset by the over-
statement of their indebtedness.

Dr. Hart’s criticism concerning debts of individuals is justified
in principle. We have probably missed an important volume of
individuals’ debts to business corporations and banks. Whether
Dr. Hart’s own attempt to estimate individuals’ short term in-
debtedness is successful is difficult to say. Part of the reduction
in debt undoubtedly reflects write-downs of bad debts which we
want to eliminate. Part was probably offset by an increase in
debts owed by individuals to non-reporting corporations such as
government agencies, which seem to be neglected in Dr. Hart’s
computation. It seems doubtful that the net debt repayment
we have omitted amounts to as much as $6 billion. But we recog-
nize the necessity for filling this gap.

Our estimate of the change in deposits in closed banks does
not seem subject to Dr. Hart's criticism of excessive valuation.
During 1935-37 the figure is almost entirely composed of actual

yments made to depositors, and to a less extent, also in 1934
(Ap. Table I-2). Our estimate of the change in deposits does not
and should not include losses suffered in the liquidation of
deposits in closed banks. Losses do not involve dissaving as de-
fined for our study; they are merely a writing down of assets.
Dr. Hart's suggestion, as we understand it. would introduce a re-
valuation, which we have throughout tried to exclude.

The omission of a figure for net security purchase or sale
balances of business corporations is a defect. The main source of
information, the book value of non-tax-exempt securities as
reported in Statistics of Income, secms affected to such a degree
by revaluations and other extraneous factors as to be unusable.
It may be possible, however, to compile a sample of corporate
balance sheets that is less affected by these factors and will indi-
cate the direction and order of magnitude of corporate trans-
actions in outstanding securities.








