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CoorPERATIVE RESEARCH

It has been customary to give, in the June issue of the
Bulletin, an account of our annual planning conference.
This year it has been postponed because our cooperative
program made so much progress after the Shawnee Con-
ference in September (see Bulletin 58) that it was felt de-
sirable to appoint an Executive Director who could devote
time to its constructive planning and to following its vari-
ous features. Happily Joseph H. Willits, Dean of the
Wharton School of Finance and Commerce, University of
Pennsylvania, a member of our Board of Directors since
1927 and its present Chairman was persuaded to under-
take the task. One of his first duties, which begin in the
autumn, will be to confer with representatives from the
cooperating universities to report on the year’s progress and
to plan for improvement and expansion of a coordinated
research program.

In Retrospect and Prospect Dr. Mitchell mentioned the
establishment of the secretariat for the Price Conference,
under the chairmanship of F. C. Mills, and outlined the
projects suggested at the Income Conference, of which
Simon Kuznets was elected chairman. We give a brief
summary of developments since the publication of Retro-
spect and Prospect.

Income

In accordance with the instructions of the Income Con-
ference the Executive Committee has set up a separate com-
mittee on concepts and terminology : Dr. Morris Copeland,
chairman; Dr. Winfield Riefler and Dr. Simon Kuznets.
The task of this committee is to prepare a report containing
a clear exposition of the various terms, with the object of
bringing about a better understanding of their significance
and application and thereby helping to promote a greater
uniformity of usage.

A committee was also organized to consider the possi-
bility of a comprehensive tabulation of the individual state
income tax returns for Wisconsin. Harold M. Groves
was elected chairman, and Simeon Leland, Simon Kuznets
and Aaron Director members. The committee met at
Chicago with a group from Wisconsin, including Harry
Jerome of the University of Wisconsin and Leonard
Krueger of the Wisconsin State Tax Commission. A small
subcommittee undertook to work out plans for the tabula-
tion project, and submit it for consideration to the Works
Progress Administration of the State of Wisconsin.

Arrangements have been made to have several problems
in the field of income and wealth measurements discussed
at the annual meeting of the American Economic and
Statistical Associations. The Executive Committee of the
Conference has arranged for the presentation of reports
on the following topics: (1) Treatment of Government
Income and Expenditures in Its Bearing upon the Mea-

surement of National Income and Wealth (by Professor
Gerhard Colm of the Graduate Faculty of the New School
for Social Research); (2) The Concept of Income Em-
ployed in Income Taxation (by Professor Carl Shoup of
Columbia University); (3) Problems in Measurement of
Purchasing Power of Net Farm and Net Urban Income
(by a member of the staff, not yet designated, of the
Bureau of Agricultural Economics); (4) Problems in the
Measurement of Labor Income (by Mr. Solomon Kuznets
of the U. S. Bureau of Labor Statistics). The discussants
of these reports, who have to date accepted our invitation
to act in that capacity, are J. D. Black, M. R. Benedict,
J. R. Blough, Mabel Newcomer, and Leo Wolman.

Prices

Further attention has been given to the possibility of co-
operative research on the price problems of industry and
trade. A meeting of industrial experts and economists was
held at the National Bureau on February 21. The mem-
bers of this group were agreed on the desirability of at-
taining the following objectives:

1. More accurate determination of the actual price
changes among manufactured goods, account being taken
of changes in quality and in design.

2. The measurement of production costs, both average
and differential. ‘

3. The measurement of changes in industrial productiv-
ity, and the determination of cost and price changes ac-
companying them.

4. 'The measurement of price-quantity relations (i.e., the
determination of changes in demand associated with given
changes in price).

T'he Price Conference also is planning for round table
discussions of problems of vital concern to its field at the
next meeting of the scientific societies. Meanwhile it is
arranging for small committees of economists and indus-
trial experts whose business it will be to explore the prob-
lems that would be encountered in given industries, and to
frame programs of research for these industries. Such a
committee has been set up in the textile field, under the
chairmanship of S. J. Kennedy, an economist for the Pacific
Mills. It is proposed that similar committees be established
for coal, boots and shoes, and automobiles. The several
programs of research that will be framed by these commit-
tees will be circulated in advance of the December meet-
ings, and will be subjected to critical review at that time.
With carefully tested programs in hand, it is hoped that
means will be found for prosecuting one or more of these
industry studies.

The Committee is also collaborating with groups at
Harvard, Pennsylvania, and Pittsburgh Universities, who
are studying or planning to study prices and costs in
American industries.
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THE ACCOUNTING CONCEPT OF CAPITAL CONSUMPTION

We may most conveniently clarify our notions of the
meaning of capital consumption by considering what is
implied by the term in business practice. Capital consump-
tion, as the business man sees it, is chiefly represented by
deductions from asset accounts (or additions to correspond-
ing valuation accounts), and to a lesser extent by certain
direct charges to operations. The relevant entries used
in recording the consumption of fixed capital (to which we
confine ourselves in this Bulletin) include those arising
from the following:

1. Depreciation
2. Depletion
. Retirement and abandonment
. Destruction by accident
. Loss on sale
. Write-down
. Repairs, renewals and maintenance
8. Capita.l expenditures charged directly to current
operations

To obtain a national total of capital consumption mere
transfers among enterprises are eliminated, as in a consoli-
dated statement, except to the extent that they give rise to
changes in book values.

Depreciation and depletion charges are estimates, admit-
tedly and of necessity crude, made by the business man on
the basis of whatever experience is available. The rate
of depreciation or depletion is not the only element approxi-
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mated. Even the book value to which it is applied, al-.

though more definite only if it represents original cost, is
itself merely an approximation to the current value of the
capital goods being depreciated or depleted. The nature
of this approximation, and the bias inherent in it, will con-
cernm us later.

Entries arising out of retirements and abandonments may

' represent losses through depreciation, depletion and ob-
solescence for which inadequate allowance had been made;

or they may constitute the method of currently recording
capital consumption. In either case, they represent pri-

Measures of Capital Consumption, 1919-1933
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marily a post facto determination of loss. This is not to
imply that this determination is entirely devoid of fore-
sight. The abandonment of workable equipment always
manifests a judgment as to the future.

The value of property accidently destroyed is not equal
to the deduction made for the destruction if there is any
insurance reserve on the books of either the enterprise con-
cerned or its insurance company. We may look upon such
destruction as equivalent to the retirement of fully depre-
ciated equipment, in which case part of the insurance pre-
miums (or other charges) has already covered the loss in-
curred. Or we may record such destruction only when it
actually occurs. The former method is the common way
of handling these deductions. The latter, however, is more
convenient statistically. ~Since insurancé reserves are set
up, or their absence justified for large concerns, because
such destruction is fairly regular in time and therefore pre-
dictable within reasonable degrees of error, the two
amounts tend to coincide. The difference between book
value of destroyed property and the sum of salvage value
and insurance payments chiefly indicates a change in price
levels. (More is said of these price changes below.) Types
of destruction not commonly taken into business calcula-
tions may only be mentioned in this Bulletin.

Write-downs of the values of capital goods as well as
losses on their sale may, like losses on retirement or aban-
donment of equipment, indicate inadequate estimates of pre-
vious capital consumption. But these entries may also, per-
haps more often, represent changes in prices (or even in
interest rates). If use is made of original cost—or, indeed,
of any estimate not as of the most recent date—price
changes will become apparent upon the disposal of plant or
equipment. To the extent that write-downs result in lower
depreciation charges (and that is one reason given in their
justification), it is necessary to include them if we are in-
terested in measuring capital consumption in terms of dol-
lars of original investment and if we are not to suffer an
omission from our aggregates. Similar reasoning holds for
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write-ups, which increase depreciation charges. However,
since the income tax laws do not permit this kind of change
to affect depreciation and depletion charges, and since we
use depreciation data derived from tax returns, we have
omitted from consideration, in this Bulletin, charges arising
from write-downs.* '

In all businesses there are minor elements, and in some
industries major elements, of capital loss that are not passed
through the asset accounts but are recorded when replace-
ments are made. The entry resulting is a charge to re-
pairs, renewals, and maintenance. The expenditures in-
curred in these restorations of capital are in many ways
current prime costs and do not represent the consumption
of capital in any ordinary sense. This is obvious when
these expenditures fluctuate with output, or more definitely,
with the use of capital goods (allowance being made for

" seasonal movements). But to the extent that they do not
do so, by the amount of consequent over- or under-mainte-
nance, we have the formation or consumption of capital.
As we shall see, the total magnitude of these expenditures
is quite large. A relatively small deviation from ‘normal’
maintenance may mean a large absolute change in capital.
These expenditures, therefore, merit attention even though
they fall outside the category of credits to asset accounts.
‘Extraordinary’ repairs and renewals that are charged to re-
serves for depreciation presumably represent capital forma-
tion.

As a rule capital expenditures, except occasionally those in-
volved in acquiring intangible assets, are not charged imme-
diately to current operations. Other exceptions occur in secret
reserves and development costs in the mining industries.
The latter, while including intangibles (they are, in fact,
usually called by that term), also involve expenditures upon
material things, We shall therefore include them, to com-
plete our list. These also do not take the form of credits
to asset accounts, except on the supposition of a simultane-
ous setting up and writing off of a capital asset,

The entries in the above categories are restricted to those
relating to fixed capital: in this Bulletin we limit our at-
tention to the type of business capital resident in fixed
assets, other than land. These assets include plant, equip-
ment, furniture and fixtures, improvements of real estate,
and exhaustible resources. Land, business inventories, in-
tangible assets, and durable goods in the possession of non-
business entities—consumers and public and semi-public
bodies—are not considered here, with one exception. Esti-
mates of the consumption of capital invested in restdences

are presented in an appendix. Owing to lack of data it is

*In the National Bureau study of capital consumption of which
this is an interim report, it is hoped to consider the amount of
these revaluations in some detail; examination of reports made to
the Securities and Exchange Commission indicates their wide
prevalence,

impossible to show separately the depreciation of residential
structures held by business concerns. It is combined with
the depreciation of other rented residences (Appendix
Table TIT).

In the next section we attempt to determine the quanti-
tative Importance of the items in the various categories
listed above and to inditate their fluctuations during the
last fifteen years. It must be remembered that full data
with which to fill out our outline quantitatively are un-
available. In more instances than we would wish the in-
formation is incomplete. This follows from the very na-
ture of the underlying phenomena, which are subtle,
gradual, not susceptible of easy record, and entwined with
the hopes and fears of business venture.

ACCOUNTING ESTIMATES OF CAPITAL CONSUMPTION

- Available figures on the most important elements of
capital consumption, supplemented by estimates of varying
degree of reliability, appear in Table 1. These accounting
estimates are ‘institutional’ estimates in the sense that they
were made in accordance with current modes and habits of
estimation. .

The deficiencies of our data are numerous. Losses due
to retirement and abandonment are given for only one in-
dustry—steam railroads. (These appear in greater detail
in Appendix Table I.) Destruction by accident is esti-
mated only for fire losses; however, these probably consti-
tute the major part of such deductions. Losses on sale of
capital assets and write-downs are not given at all. Repairs
and renewals are given only for public utilities, together
with major repairs and alterations of buildings. Develop-
ment expenditures in mining industries constitute the only
data available on capital expenditures charged directly to
current operations.

One reason for the absence of data is the minor impor-
tance of some items. This appears to be the reason in the
case of losses on the sale of capital assets. When reported
in corporate financial statements, the amounts given are
usually small. No reliable estimate may be made on the
basis of figures published by the Treasury Department in
Statistics of Income. The losses compiled by the Treasury
Department are given only in. combination with losses on
the sale of investments (stocks and bonds). While the
total of these two types of loss has been large in each of
the years 1931-33, it is probable that losses incurred in dis-
posing of investments have constituted the bulk of the total.
This presumption is strengthened by the fact that com-
panies in the financial field have reported over half th
losses. :

Write-downs, however, although omitted are important.
A rough estimate, made in Bulletin 55 of this series (p.
10), indicated that several billion dollars of capital assets
were written off by industrial corporations alone in the
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TaBLE 1

ACCOUNTING MEASURES OF BUSINESs CAPITAL CoNSUMPTION, 1919-1933, BY TyPE?
(in millions of dollars)

DEPRECIATION
YEAR DEPRECIATION DEPLETION AND DEPLETION
1919 3,797
7920 4,154
1921 4,128
1922 4,435
1923 4,713
1924 4,825
1925 4,561 524 5,085
1926 5,109 614 5,723
1927 5,166 540 5,706
1928 5,472 555 6,027
1929 5,870 596 6,466
1930 5,940 493 6,433
1931 5,886 291 6,177
1932 5,475 263 5,738
1933 5,258 264 5,522

REPAIRS, DEVELOPMENT

RENEWALS AND EXPENSE

MAINTENANCE (MINING) FIRE LOSSES TOTAL
2,589 334 126 6,846
3,305 495 176 8,130
2,706 286 195 7,315
2,682 312 200 7,629
3,061 392 211 8,377
2,762 338 216 8,141
2,698 351 220 8,354
2,841 373 221 9,158
2,876 322 186 9,090
2,735 304 183 9,249
2,906 321 181 9,874
2,442 260 198 9,333
1,946 173 178 8,474
1,365 134 158 7,395
1,316 139 106 7,083

* A more detailed breakdown is given in Appendix Table I. Sources and methods of estimation appear in footnotes of that table. Proper-
ly to .understand these figures requires careful artention to the methods of estimation as well as to the discussion in the text. Depreciation and
depletion charges are not available separately for years prior to 1925 (see Table 5, footnote).

two years 1931 and 1932, But these revaluations need not
concern us at least in so far as the general magnitude of the
figures in the table is considered over long periods.

The business depreciation charges are based on those re-
ported to the Treasury Department for use in the de-
termination of income taxes. There is reason to believe
that the basic depreciation rates are somewhat higher than
would be used for determining net income for other than
tax purposes. ‘They would thus tend to include at least
some allowance for that type of capital loss which ordi-
narily is expressed in lump sums in the form of write-offs
and abandonments. The latter, of course, are not deduc-
tions recognized by the income tax laws.

Not only may the depreciation figures accepted by the
Treasury Department be higher than those that would
otherwise be charged; the figures reported may even be
higher than those accepted. That this is not rare is shown
by adjustments made in published financial statements in-
creasing surplus for excess depreciation charges not allowed
by the Treasury Department.’

The degree of overstatement may show a secular decline,
especially as company estimates are reduced by govern-
mental audit and accountants become better acquainted
with what is acceptable to the tax authorities, To the ex-
tent that this occurred, the advance over the period being
reviewed is understated.

*On the other hand, even the reported charges may appear too
low to those who would make large allowances for future
obsolescence. Only ‘normal’ obsolescence is recognized by tax

authorities, except at actual retirement or other disposal of equip-
ment.

The rise in business charges for depreciation is irregular
from year to year, and is probably affected by slight changes
in coverage. The only definite decline in depreciation
charges began in 1931, The decline in total depreciation
and depletion charges in 1927 and 1930 was due to the
sharp cyclical fall in depletion charges. The excess of in-
vestments over retirements resulted in a rise in the volume
of capital goods from 1926 to 1927, and from 1929 to
1930. Depreciation charges also rose, as a consequence both
of this increase in the amount of depreciable assets and of
the prevailing use of some form of the straight-line depre-
ciation formula. In 1931, however, a decline set in and
continued for the remainder of the period covered in our
table. This decline in 1931-33 tentatively suggests an ex-
cess of business capital consumption over gross capital for-
mation,

The rise in depreciation charges over the decade of the
"twenties was the result chiefly of an increase in capital
goods and of the persistance of high price levels relative to
pre-War costs. As will be shown in more detail below,
even if the number and efficiency of buildings, machines
and other equipment had remained constant, the price fac-
tor alone would have caused a secular rise in depreciation
charges. '

Depletion charges are essentially rough estimates under
any conditions. The figures here presented acquire peculiar
characteristics, further, from the tax law provisions regu-
lating their computation. Depletion charges may be based
on cost, on discovery value, or on gross value of mineral
output, depending on the type of exhaustible resource, on






