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PREFA CE

The development of combined balance sheets for the United States
economy and for its main sectors, which are summarized in this vol-
ume and presented in detail in Volume II, was an important part of the
Postwar Capital Market Study.l These balance sheets were intended for
use in the analysis of capital market structure and developments, and
also as background for the study of specific problems of the capital
market. Extensive use is made of this material in the forthcoming re-
port, "The Flow of Capital Funds in the Postwar Economy," in several
other monographs of the Postwar Capital Market Study,2 as well as
in other NBER monographs.8 Tangible assets—structures, equipment,
and inventories—which constitute one part of the assets in the national
and, sectoral balance sheets, were the subject of a separate monograph,4
which explains the derivation of the estimates and brings out the
main trends in the structure of national wealth.

The present volume provides, in Part One, a summary discussion
of some of the statistical problems encountered in drawing up national
and sectoral balance sheets. (A considerably more detailed description

iReports already published or in preparation include: Raymond W. Goldsmith,
The National Wealth of the United States in the Postwar Period (Princeton for
NBER, 1962), and "The Flow of Capital Funds in the Postwar Economy" (in prepara-
tion); George Hanc, The United States Savings Bond Program in the Postwar Period
(New York, NBER Occasional Paper 81, 1962); Saul B. Kiaman, The Volume of
Mortgage Debt in the Postwar Decade (New York, NBER Technical Paper 1& 1958),
The Postwar Rise of Mortgage Companies (New York, NBER Occasional Paper 60,
1959), and The Postwar Residential Mortgage Market (Princeton for NBER, 1961);
Morris Mendelson, The Flow-of-Funds Through the Financial Markets, 1953-1955
(New York, NBER, 1959), and "The Postwar Market for Treasury Securities" (in
preparation); Roland I. Robinson, Postwar Market for State and Local Government
Securities (Princeton for NBER, 1960); Eli Shapiro, "The Postwar Market for Cor-
porate Securities and Loans" (in preparation); David Meiselman and Eli Shapiro,
'Corporate Sources and Uses of Funds" (in preparation).

2kobinson, Postwar Market, and Kiaman, Postwar Residential Mortgage Market.
instance, Robert J. Lampman's The Share of• Top Wealth-Holders in National

Wealth, 1922-56 (Princeton for NBER, 1962).
'Goldsmith, National Wealth.

xx iii



PREFACE

of the financial asset and liability data used in the balance sheets, sim-
ilar to that furnished for tangible assets in Appendixes A and B of
National Wealth, appears in Volume II.) Part One also gives an in-
terpretation of the structure and trends in national and sectoral bal-
ance sheets parallel to that in National Wealth, although on a more
condensed scale. Parts Two and Three are two special studies which
illustrate the use that can be made of national balance sheets.

The first of these special studies (Part Two) illustrates the applica-
tion of the national balance sheet approach to a specific problem, that
was of interest to the Joint Economic Committee when it was engaged
in its investigation of employment, growth, and price levels.5 The com-
bination of aggregative data, from national and sectoral balance sheets,
with sample data from several independent sources, such as surveys of
consumer finances and estate tax returns, is an important character-
istic of this study; for it is only through this type. of combination that
fullest advantage can be taken of both the more detailed information
on narrower groups available in the sample studies and the integra-
tion into a rational accounting framework provided by national and
sectoral balance sheets.

The second special study, presented in Part Three, deals with the
largest single component of the national balance sheet, residential
housing, and provides an analysis of both tangible assets (the stock
of residential housing) and the associated financial assets and liabili-
ties (mortgages and owners' equity). It is one of the purposes of Part
Three to show how in many sectors one can proceed beyond the sum-
mary treatment given in National Wealth and in Part One of this
volume. This study again exemplifies the combination of aggregative
and sample data.

The text of Part One is primarily 'the responsibility of Raymond
W. Goldsmith; 'Part Two is the joint product of Goldsmith and Robert
E. Lipsey; and Lipsey is responsible for Part Three. Goldsmith, Lipsey,
and Morris Mendelson collaborated on the basic balance sheets repro-
duced in Volume II; most of the early work on these balance sheets
was done under Mendelson's direction. The flow-of-funds tables were
prepared under the direction of Rachel Floersheim.

Among the many assistants who participated in the investigations
embodied in this volume, we wish to express our appreciation par-

the Joint Economic Committee requested the National Bureau of Eco-
nomic Research in the summer of 1959 to make a study of the relationship between
price changes and net worth changes, the study was intended to be one of the Corn-
mittees papers on employment, growth, and price levels; but it proved impossible to
complete the report until after the Committee's study had been terminated. Later,
moreover, additional relevant data became available and were used in revising the
original draft.
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ticularly to Eleanor Silverman, who prepared most of the notes to the
basic tables in Volume II and was responsible for the statistical work
in Part Two of Volume I; to Justine Rodriguez and Christine Nagorski
Mortensen, for much of the original data collection on the balance
sheets; and to Sally Altman, Bridget L. Cooke, Amy Ferrara Hoagland,
Arlene Holen, Susan Horowitz, Beverly Ratner, and Carol Schwartz,
for statistical work and the checking of the balance sheets. Marie-
Christine Culbert edited Volume I and Joan Tron Volume II; H.
Irving Forman drew the charts.

We have profited from the suggestions of the members of the Na-
tional Bureau staff who reviewed drafts of the studies reported here:
Gerhard Bry, Frank Dickinson, Solomon Fabricant, Leo Grebler, Zvi
Griliches, and Roger Murray. We are grateful for the comments and
suggestions of Percival F. Brundage, Frank W. Fetter, and Donald B.
Woodward, members of the reading committee of the National Bureau's
Board of Directors.

We are indebted also to Charles Lininger of the University of Michi-
gan Survey Research Center for the 1950 and 1953 data from their
sample surveys, and to F. Thomas Juster and Elizabeth Simpson of
the National Bureau and Albert Hart of Columbia University for the
use of data from the Consumers Union Survey.

The preparation of the balance sheets was made considerably easier
by the help of the staff of the Federal Reserve Board's Flow-of-Funds
and Savings Section. We wish to express our thanks particularly to
Stanley J. Sigel, Stephen P. Taylor, and Helmut F. Wendel for their
generous cooperation in supplying data and in discussing conceptual
problems and their methods of estimation.

Vito Natrella and Lloyd Dollet of the Securities and Exchange Com-
mission were also extremely cooperative in supplying unpublished ma-
terial and explaining the derivation of published data.

We wish, finally, to acknowledge the substantial financial support
provided by the Life Insurance Association of America during the
first three years of the Postwar Capital Market Study. The contribu-
tion of the Research and Educational Trust Fund of the Mortgage
Bankers Association permitted us to extend the period covered by the
study and to do additional work on the housing sector.
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PART ONE

The National Balance Sheet of the United States





CHAPTER 1

Summary of Findings

1. THE national balance sheet is visualized in this study as the combi-
nation of the balance sheets of the seven main sectors of the American
economy—nonf arm households, farms, nonfarm unincorporated busi-
ness enterprises, nonfinancial corporations, financial organizations,
state and local governments, and the federal government—and about
twenty subsectors of the finance sector. The sectoral balance sheets in
turn are regarded as combinations of the balance sheets, prepared
essentially along the lines of business accounting, of all component
units: fifty million nonfarm households and unattached individuals;
five million farm households, including farmers' business assets and
liabilities; five million unincorporated business enterprises, excluding
the nonbusiness assets and liabilities of partners and proprietors; one
million nonfinancial corporations; the mixture of corporations, non-
corporate enterprises, and government agencies which form the finance
sector; 100,000 states, counties, municipalities, and school, irrigation,
and other special districts; and finally, the federal government and its
agencies, except those financial and social security organizations which
are regarded as part of the finance sector.'

2. The national and sectoral balance sheets contain duplications;
the most important of these are, first, the net assets of nonfinancial
corporations which appear in the balance sheet of both the corporate
business sector and the sectors owning corporate stock, and, second, the
assets of financial institutions which are reflected in the claims of
households and other sectors. The varying extent of this duplication
is an important measure of financial organization and development.

3. All types of assets and liabilities that appear in business-type
balance sheets are included. However1 intangible assets such as good
will, patents, and trademarks are excluded; subsoil assets are generally
included and military assets are occasionally included, but both are
always shown separately.

4. All items of assets and liabilities are valued at current or market
price, or the nearest feasible approximation to it, because uniform
valuation is necessary to combine sheets of separate units. For
most types of tangible assets, replacement cost—in the sense of original
cost adjusted for price changes and for capital consumption—has been
regarded as the nearest possible approximation to market value. The
resulting estimates have been checked, wherever possible, against data

figures are for 1960 and are approximate.
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on market value, which are usually available for only a fraction of the
stock. Land has been estimated either at market value, as in the case
of agricultural land, or on the basis of the average customary relation-
ship between land and the structures on it. Claims and liabilities have
been entered in the balance sheets at face value. Corporate stocks have
been estimate4 at actual market value or an approximation of it. The
interest in. unincorporated business has been regarded as equal to the
net worth of the enterprises. Net worth has been calculated in all cases
as the difference between the market value of assets and the face value
of liabilities.

5. The total value of national assets in current prices more than
doubled in thirteen years after World War II, rising from less than
$1,600 billion at the end of 1945 to over billion at the end of
1958. The rate of growth during the postwar period—about 7 per cent
per year—was not much higher than the average for the three decades
before 1929.

6. Preliminary estimates for 1959-61 (years not covered in this study)
indicate a continuation of the rise at only slightly lower rates, so that
national assets at the end of 1961 probably were slightly over $4,000
billion.

7. There is a pronounced difference between the first half (1945.51)
and the second half (1951-58) of the postwar period, both in the
average rate of growth, which declines from 8 to 6 per cent per year,
and in the structure of wealth. This. difference arises primarily because
the general level of prices, as well as the prices of tangible assets, in.
creased much more rapidly during the first than during the second
period, while the sharp increase in stock prices which characterized
the second period was almost absent from the first. The difference in
the average rate of growth, however, almost vanishes if military assets
are included in national assets: their value declined during the first
half of the period and increased during the second half.

8. Some of the growth in asset values was the result of price changes.
If asset values are divided by a measure of the general price level (the
gross national product deflator), the resulting deflated assets series
increases at an average rate of 3.3 per cent a year between 1945 and 1958.
Thus more than one half of the growth in the current value of national
assets in that period may be attributed to the rise in the general price
level. If the current values of tangible assets are deflated by price in-
dexes for the specific assets, and those of common stock by a stock price
index, while no adjustment is made in the value of claims, this spe-
cifically deflated asset series rises by 4.5 per cent per year; about two-
fifths of the increase in the current value of national assets, then,
results from advances in asset prices.
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9. The rate of growth of national assets, after adjustment for changes
in the general price level, was smaller during the postwar period than
the average of 4 per cent a year which prevailed during the first three
decades of the century. This difference is increased if account is taken
of population growth. The postwar rate of growth of deflated national
assets per capita was almost 2 per cent a year, cOmpared with a rate
of nearly 2½ per cent for the first three decades of the century. The
growth of deflated national assets in the postwar period, however, was
larger than not only the rate for 1929-45, which averaged only 1.4 per
cent, but also the rate for the entire period 1900-58 of 3 per cent.

10. The difference between the two halves of the postwar period in
rates of growth in national assets becomes more pronounced, and runs
in the opposite direction, if deflated rather than current values are
used. In the former case the rate of growth rises from about 2½ per
cent a year in 1945-51 to more than 4 per cent in 1951-58. This rise
is due partly to an advance of stock prices during the second half of
the period far exceeding the rise in the general price level.

11. The value of tangible assets tripled between 1945 and 1958,
whereas the value of financial assets approximately doubled during
that period. This difference in the expansion of the two main types of
assets reflects, to some extent, the repressed inflation which existed at
the end of World War II and which manifested itself in an excess of.
liquid assets, on the one hand, and an artificially low level of tangible
asset prices, on the other. By the end of the period most, if not all, of
the excess liquidity had been absorbed by the rise in the general
price level.

12. As a result of this difference, the financial interrelations ratio,
i.e., the ratio of the value of financial assets to tangible assets, declined
from about 1.75 at the end of 1945 to 1.25 at the end of 1958. Most of
the decline occurred in the first few years after World War II when the
value of tangible assets advanced substantially, reflecting a rise in
the price level. Since 1948 the financial interrelations ratio has shown
only little fluctuation.

13. In evaluating the decline of the financial interrelations ratio
during the postwar period, it must be remembered that the ratio was
at an all-time high at the end of World War II. The level of 1.20
which prevailed during most of the postwar period was similar to that
observed from the mid-1920's until World War II, although it was
considerably higher than the ratio of 0.80 common from the turn of
the century to World War I. Thus the relation of the size of the finan-
cial superstructure to the infrastructure of national wealth (tangible
assets) that existed during the postwar period was not out of line with
previous experience.
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14. Within tangible assets, the most important developments have
been the increase in the share of producer and consumer durables
from 16.5 to 22 per cent, and the decline in the share of land from 17
to per cent of the total. Both movements continue trends ob-
served since at least the turn of the century.

15. There have been substantial changes in the structure of financial
assets. The most important of these were the decline in the proportion
of liquid assets (bank deposits, saving and loan shares, and short-term
Treasury securities) from about 32 to 20 per cent, and the increase in
the share of mortgages from 4 to 8 per cent and of corporate stock
from 15 to 23 per cent—the latter reflecting almost exclusively the
rise in stock prices. All main sectors show a decline in the ratio, most
of which occurred during the first half of the postwar period.

16. For all sectors together, the ratio of price-sensitive assets (pri-
marily tangible assets and equity securities) to total assets, a ratio
which is one of the main determinants of the effect of price level
changes on net worth changes, increased during the postwar period
from approximately one-half to three-fifths. This was partly the result
of the sharp rises in stock prices and the prices of tangible assets.

Interest, however, centers on differences in the share of price-sensi-
tive assets among sectors and smaller groups. The ratio of price-
sensitive to total assets increased considerably for nonfarm households,
honfinancial corporations, unincorporated business, and the federal
government. It hardly increased for agriculture, state and local govern-
ments, and most financial sectors.

17. The volume of debt in the national balance sheet increased some-
what more slowly during the postwar period than the value of assets.
As a result the national debt-asset ratio declined from 50 per cent at
the end of 1945 to 40 per cent in 1958. Here again it is well to recall
that the 1945 ratio was extraordinarily high in long-term perspective.
It was much higher than the ratios of around one-third which prevailed
during the first three decades of the century and was considerably
higher even than the rate of slightly above 40 per cent of 1939, which
was still considerably influenced by the decline in sensitive asset prices
during the Great Depression.

18. The movement of the national debt-asset ratio was strongly in-
fluenced by the stability of the volume of federal debt outstanding. For
all other sectors together, the debt-asset ratio was practically stable,
amounting to about one-third in both 1945 and 1958. This was
virtually the same ratio as in 1929 and 1939, and was only slightly above
the ratio of almost 50 per cent at the turn of the century. There were,
however, substantial differences in the movement of the debt-asset
ratio among sectors. It increased considerably for nonfarm households
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(from 5 to 11 per cent) and less for agriculture (7 to 10 per cent) and
unincorporated business (from 22 to 30 per cent). No substantial net
changes over the postwar period occurred for financial institutions and
state and local governments, while the ratio for nonfinancial corpora-
tions showed a slight downward trend.

19. The growth of assets of the main sectors during the postwar
period was far from uniform. While the assets of the federal govern-
ment increased by only 47 per cent during these thirteen years (i.e.,
by less than the rise of almost 60 per cent in the general price level or
the increase in the price of tangible assets), the total assets of unincor-
porated business, agriculture, and financial enterprises approximately
doubled; the assets of nonfarm households increased by fully 150 per
cent; and the assets of nonfinancial corporations and of state and local
governments approximately tripled. The annual rates of growth thus
ranged from 3 per cent for the federal government to almost 9 per
cent for nonfinancial corporations, against an average rate of growth
for national assets of nearly 7 per cent.

20. It is interesting to compare the sectoral rates of growth of assets,
adjusted for changes in the general price level, in the postwar period
with the rates prevailing in the three decades before 1930, because the
national averages for the two periods were almost identical. The
growth rates were considerably higher in the postwar period for all
business sectors (nonfinancial corporations, unincorporated business,
agriculture, financial institutions) and for state and local governments.
They were considerably lower in the postwar period only for the
federal government. The difference was small for the largest sector,
nonfarm households.

21. Notwithstanding these differences in the rate of growth, the
distribution of national assets among the main sectors did not change
radically during the postwar period. The share of nonfinancial corpo-
rations increased substantially and that of nonfarm households and
unincorporated business, slightly. Agriculture and the federal govern-
ment, on the other hand, showed small declines in their share of
national assets.

22. The share of financial institutions in total national assets de-
clined slightly from 23 per cent in 1945 to 19 per cent in 1958, but
after this decline was still equal to the level before World War II.
Within each of the main types of financial assets, however, financial
institutions either maintained their share, as in the case of Treasury
securities and short-term loans, or increased it. Generally these in-
creases were substantial, as in the case of mortgages (among which
the share of financial institutions rose from three-fifths to four-fifths),
corporate bonds (from two-thirds to over four-fifths), state and local
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government securities (from one-third to over one-half), and, consumer
credit (from Over two-fifths to almost three-fourths). Financial institu-
tions also increased their share in corporate stock outstanding from 5
to 9 per cent. This substantial increase in the share of financial institu'-
tions in most types of financial instruments, in the face of a slight de-
dine in share in total financial assets' and a somewhat larger
decline in their share in national assets, is explained by differences be-
tween the asset structure of financial institutions and that of other
sectors of the economy; i.e., the fact that the share of financial institu-
tions was small in both tangible assets and corporate stock, the two
types of assets that experienced sharp price increases during the post-
war period.

Because of the difference in the rate of expansion of assets and
debt, substantial changes occurred in the distribution of national net
worth among sectors. The federal government's net overindebtedness
decreased slightly in absolute terms, but diminished very sharply in
relation to total national net worth. As a result, the share of all other
sectors, except nonfinancial corporations, in national net worth
declined.

'4
.1
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CHAPTER 2

Main Features of National Balance Sheetst

Uses of National Balance Sheets

THE brief description of the uses of national balance sheets which fol-
lows points out only some of their more obvious applications. Detailed
consideration of the nature of balance sheet data required for these
different uses is beyond the scope of this report. Just as a bookkeeper
is not expected to consider all the uses to which his accounts may be
put by the owner of the business, lenders, tax authorities, or academic
investigators, so the social accountant, in compiling national balance
sheets, cannot take account of all the possible uses which economic spe-
cialists may make of these statements.

The system of national accounts, like business accounting, consists of
two basic statements, one registering flows during a given period of
time and the other recording stocks at a given point of time. In business
accounting the flows are recorded in the income (profit and loss)
account, while stocks are recorded in the balance sheet. In the system•
of national accounts, the national income, flow of funds, and balance
of international payments accounts are in principle restricted to flows.
Input-output (interindustry transaction) tables are so far limited to
flows, but they will require stock data and stock-flow coefficients when
they are used beyond static conditions. The national balance sheet, as
well as the national wealth statement which may be regarded as a con-
solidated national balance sheet, records stocks only.

Basically the national income account and the national balance
sheet together constitute a complete system of accounts, parallel to the
customary system of business accounting. Flow-of-funds accounts, input-
output tables, and balance of international payments accounts are sup-
plementary, more detailed, separate treatments of certain parts of the
national income account. Input-output tables, for example, present in
detail transactions among sectors and subsectors which are eliminated
from the national income account in its usual form by consolidation,
since they occur within one sector. Flow-of-funds tabulations add trans-
actions in existing tangible assets and all transactions in financial assets
to the national income account, which is limited to current flows of
commodities and services.

Some stock magnitudes have always played an important part in eco-
1 Parts of this chapter have appeared in French, in slightly different form, in Bulle-

tin d'Inforrnation et de Documentation, Banque Nationale de Belgique. September
1960.
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nomic analysis and attempts to estimate them have been made re-
peatedly, even before. a system of national accounts existed. Examples
of such magnitudes are the capital stock figures that enter into virtu-
ally all production functions—for instance, functions of the Cobb-
Douglas type for which quantification has been attempted more often
than for any other form. Stocks of tangible capital have also been
used for capital-output ratios, particularly in economic growth func-
tions of the Harrod-Domar type. Here again attempts at quantifica-
tion have been numerous, particularly during the last decade. Among
intangible assets the figure most often utilized probably has been the
stock of money which, together with the stock of certain other finan-
cial assets, is needed in virtually all forms of velocity and liquidity
analysis. Stocks of liquid assets variously defined have also been used
in models of consumption and saving functions, particularly those
allowing for the Pigou effect which postulates an inverse correlation
between the real value of consumers' liquid assets and their propensity
to save. A mixture of tangible and intangible stocks, finally, is required
to derive profit ratios for individual enterprises or for groups of them,
which have been used to check the theorems about the equalization of
profit rates in a free enterprise economy.

These estimates of stock magnitudes and their use in economic analy-
sis, however, were not coordinated. They applied to different sectors of
the economy, covered different types of assets and liabilities, and used
different methods of valuation. They were in no way tied into national
balance sheets which formed an integral part of a system of national
accounts. The need for the systematic construction of balance sheets
for broad sectors of the economy and for the nation as a whole arises
from quite recent developments in national accounting; in the require-
ments of economic theory, particularly model building; and in modern
monetary and financial analysis.

In national accounting, the demand for systematic, comprehensive
national balance sheets, comparable among sectors and over time,
stems from three sources. The first is the conviction that no system of
national accounts is complete without a national balance sheet—a
stock record to complement the flow account developed in the national
income and product account.

The second is flow-of-funds analysis. Because of the nature of the
data, most estimates of financial flows must be derived from balance
sheet entries as of the beginning and end of the period rather than
from direct information on acquisitions and dispositions during the
period. For instance, the flow of funds from commercial banks into
state and local government securities must be calculated from the
banks' balance sheets as the difference between their reported holdings
at the end and the beginning of the period, since no information is
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available on commercial banks' purchase and sale of tax-exempt securi-
ties. The Federal Reserve Board's flow-of-funds statistics, therefore,
depend, for almost all the types of assets they distinguish, on the state-
ments of claims and liabilities of different sectors, statements which
constitute a truncated national balance sheet, tangible assets and
equities being omitted on the left-hand side and net worth on the
right-hand side. Even where balance sheet entries are not essential to
derive flows, they are often valuable as checks.

Input-output (interindustry) analysis is the third source. Early
input-output tables, essentially static in nature, could •be limited to•
current flows, but attempts to make them dynamic require, in addition,
figures on stocks—structures, equipment, inventory, and working cap-
ital—to derive stock-flow coefficients which are as important in dynamic
input-output models as the product coefficients are in the static versions
of these tables. According to the originator of modern input-output
analysis, Wassily Leontief, "The capital matrix, or the somewhat more
general stock matrix, of a national economy should, in the study of
economic development, be assigned the central position occupied by
the flow matrix in static analysis."2 The stock data needed for inter-
industry analysis are, however, much more detailed, particularly in the
number of industrial sectors to be distinguished, than those necessary
for the general social accountant.

So far the demand from economic theorists, particularly model
builders, has been mainly for estimates of stocks of certain tangible
assets for certain sectors, and hence for national wealth statements
rather than for complete national balance sheets. This reflects the
aggregative and oversimplified character of virtually all the general
economic models that have been proposed. Nevertheless, the most
elaborate general model of the American economy that has so far been
developed includes, among its dependent or independent time series
variables, about a dozen stock-type items, both for tangible assets
(private structures, equipment, and inventories) and for financial
assets (corporate surplus, member bank reserves, liquid assets of per-
Sons and of business, share capital of saving and loan associations) As
models of the entire economy are further developed and as they come
to approximate reality a little more closely, the number and diversity
of stock items included in the models will increase, and many of these
items will call for a comprehensive set of national and sectoral balance
sheets.

Stock data have probably been used more and played a more impor-

2lnput.OutpUt Analysis: An Appraisal, Studies in Income and Wealth 18, Prince-
ton for NBER, 1955, p. 19.

L. R. Klein and A. S. Goldberger, An Econometric Model of the United States
1929-1952, Amsterdam, 1955.
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tant role in the limited number of sectoral models that have been
developed. Models of the housing sector, for instance, can hardly do
without items like the stock of residential structures in monetary or
real terms, residential mortgage debt, debt to value ratios, and house-
hold liquid assets, all of which ultimately require balance sheets of the
housing or the household sectors.4

The most powerful—and in the long run perhaps the most decisive—
demand for national balance sheets, however, has arisen from modern
developments in monetary and financial analysis. There is, first, a
tendency to explain the movements of price levels and interest rates,
and indeed the whole modus operandi of the money and capital mar-
kets, in terms of the liquidity of the different sectors of the economy
and of the actual and expected changes in it. This tendency, which
obviously must rely for much of its factual verification on national and
sectoral balance sheets, is probably most clearly expressed in the Rad-
cliffe Report5 and in Shaw and Gurley's approach to monetary and
financial theory.6 There is, secondly, on a somewhat more limited but
more practical level, a tendency to approach the main problems of
finance as management decisions, decisions which include as crucial
variables the asset and liability structures of the units involved and
therefore call for balance sheet formation.

In view of these varied and important uses of national balance sheets
in econOmic and financial analysis, their scarcity in the United States
and other countries is astonishing, particularly since national income
accounting and input-output (interindustry) analysis have received
considerable attention over the past generation. It is only with the
velopment of the flow-of-funds system as another part of national ac-
counts during the postwar period that the national balance sheet has
emerged. from academic obscurity. Even in the academic field, the na-
tional balance sheet so far has remained incomplete, and has been used
more as a means—to derive estimates of flows of claims—than as an end
in its own right. Apart from scattered precursors who failed to find fol-
lowers for a quarter of a century,7 the first attempt to draw up a corn-

4 Leo Grebler and Sherman J. Maisel, "Determinants of Residential Construc-
tion: A Review of Present Knowledge," in Impacts of Monetary Policy, prepared for
Commission on Money and Credit, Englewood Cliffs, 1963.

b Report of the Committee on the Working of the Monetary System, London, 1959.
6J. G. Gurley and E. Shaw, Money in a Theory of Finance, Washington, 1960; J.

G. Gurley, "Liquidity and Financial Institutions in the Postwar Economy," Study
of Employment, Growth, and Price Levels, Joint Economic committee, Study Paper
No. 14, Washington, 1960.

7F. G. Dickinson and F. Eakin, The Balance Sheet of the Nation's Economy and
The illinois Segment of the Nation's Economy for 1935: A Bookkeeping Picture,
University of Illinois, Bureau of Business Research, Bulletins 54 and 60, Urbana,
1936 and 1940.
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prehensive national balance sheet for the United States was made in 4.
Study of Saving in the United States,8 and it was limited to half a dozen
benchmark dates between 1900 and 1949. This report extends the
national balance sheets initiated in Study of Saving through 1958 and
puts them on an annual basis beginning with 1945.° This set constitutes
the only complete national and sectoral balance sheet for the United
States. However, partial annual balance sheets for the period since
1945, limited to claims and liabilities, form part of the Federal Reserve
Board's flow-of-funds statistics;'° similar quarterly statements are avail-
able in Federal Reserve worksheets beginning with 1953. Quarterly
sectóral balance sheets for 1953-55 have been made available in another
report emanating from the Postwar Capital Market Study." Those bal-
ance sheets are similar to the ones included here for 1952 through 1955,
but there re a number of minor differences which reflect later revisions
and changes in the arrangement of the data.

Basic Problems in Corn jiling National Balance Sheets

A full discussion of the conceptual problems that must be faced when-
ever a balance sheet is drawn up for a nation or economic sectors would
cover in detail such subjects, as sectoring, itemization of assets and
liabilities, valuation, deflation, etc. This would have taken more time
and space than was available and would have seriously impaired the
balance of the document. Some of these problems have been dealt with
by other authors12 or by one of the present authors on other occasions.'3

Here we will describe only briefly the main conceptual problems,

8By Raymond W. Goldsmith, Volume III, Part I, Princeton, 1956.
national balance sheets for 1945 and 1949 included in this report supersede

those for the same years in Vol. III of Study of Saving (Tables W-15 and W46).
Similarly the national balance sheet for 1955 given here supersedes the preliminary
version in the 37th AnnUal Report of the National Bureau of Economic
(1957, p. 36).

10 See, e.g., Federal Reserve Bulletin, August 1959, pages 1058-1062.
1iMoths Mendelson, The Flow-of-Funds Through the Financial Markets, 1953-

1955, New York, NBER, 1959.
12Graeme Dorrance in International Monetary Fund Staff Papers, October 1959;

Dorrance and Earl Hicks in International Monetary Fund Staff Papers, October
1949; Stanley J. Sigel, "An Approach to the Integration of Income and Product and
Flow-of-Funds National Accounting Systems: A Progress Report," The Flow-of-
Funds Approach to Social Accounting, Studies in Income and Wealth 26, Princeton
for NBER, 1962.

'3 The National Economic Accounts of the United States, New York, NBER, 1958,
Chapter XIV; Studies in Income and Wealth 12, New York, NBER, 1950, pp. 85-49,
55-79; Studies in Income and Wealth 11, New York, NBER, 1951, Pp. 14-42; Income
and Wealth Series II, Cambridge, Eng., 1952, pp. 249, 264, 275-277, 286-289, 296-300;
Income and Wealth Series IV, London, 1955, pp. 322-347, 363-370; Study of Saving,
Vol. II, Pp. 7-12, 547-557, and Vol. III, pp. 32-37.
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statistical difficulties, and shortcomings of the estimates. 'While not
entirely nontechnical, this description still tries to be generally under-
standable and does not purport to provide new information for those
familiar with the subject.

The national balance sheet can be conceived as the combination of
the balance sheets of all economic units within a country. The follow-

basic questions must then be answered: (1) What is the scope of
the assets and liabilities to be included in the balance sheet? (2) How
are the different types of assets and liabilities to be grouped? (3) How
are the different assets and liabilities so distinguished to be valued? (4)
Is it possible, necessary,. or advisable to express all balance sheet valua-
tions in a common stable price level? (5) How should the many mil-
lions of independent economic units be grouped into a limited number
of sectors? (6) How far should the balance sheets of the individual
economic units be consolidated in constructing sectoral and national
balance sheets? (7) What are the sources from which the sectoral and
national balance sheets are built up? (8) How reliable are the balance
sheet estimates now available?

For each of these problems, two solutions must be given: first, the
one preferred in social accounting theory,14 and second, the one actu-
ally adopted. Also, the reason for the compromise—mostly unavail-
ability of data or insufficiency of resources—must be given.

Before answering the eight questions raised, we should deal with
one problem not specifically mentioned—whether it is feasible to con-
struct a set of sectoral and national balance sheets exclusively from
balance sheets prepared by the various economic units included in the
different sectors. Such an approach is impossible because in most sectors
few, if any, units prepare balance sheets. This is the case with virtually
all households, with. most government units, and with many smaller
business units. The only units for which balance sheets based on their
own books are prepared are business corporations, large unincorpo-
rated enterprises, and the federal government; even in these cases, the
existing balance sheets cannot be used in a system of national accounts
without substantial modification because, in accordance with the prin-
ciples of business accounting, they are based predominantly on original
cost of assets. Original cost (or book value), however, is not directly
comparable between one enterprise and another because the assets are
acquired at different times and hence at different price levels, and
because the methods of accounting for capital consumption and other
transactions affecting assets and liabilities differ. The existing balance

140n the principles of social accounting and their differences from those of busi-
ness accounting, see Studies in Income and Wealth 12, pp. 24-79; Study of Saving,
Vol. II, pp. 5ff.



MAIN FEATURES OF NATIONAL BALANCE SHEETS

sheets, therefore, cannot be added together to yield economically mean-
ingful and comparable totals, except for some of the financial assets in
which valuation problems are negligible.

1. SCOPE OF NATIONAL BALANCE SHEET

Following the basic tenet of social accounting to extend the system as
far as the "measuring rod of money" reaches, the national balance sheet
and its sectoral components include all assets and liabilities that have
market value that can be expressed in monetary terms. The scope of
assets and liabilities is thus limited to items that can be appropriated
under the legal system of the day and place; it excludes human beings
as well as free natural resources such as sunshine and precipitation. A
national balance sheet drawn up according to the principles of social
accounting is very similar to a balance sheet prepared according to the
rules of modern business accounting. For instance, they both exclude
one type of asset which might well be included under strict application
of the basic principles, that is, "intangibles" in the narrower sense of
patents, copyrights, trademarks, etc., and other less well-defined intan-
gible items such as good will. Whereas in business accounting this
exclusion apparently reflects conservatism rather than first principles,
in national accounts the consistent exclusion of such assets seems
preferable, since it is virtually impossible to take account of them
systematically and consistently and since often a corresponding entry
might be made on the liability side of other economic units or sectors.
For instance, the capitalized value of a patent or a copyright, or of
any monopoly profit, on the balance sheet of the owner should be offset
by capitalized monopoly tribute in the balance sheet of the buyer.
Therefore, the balance sheets used in this study are, in principle,
limited to appropriable tangible assets and to those financial assets that
reflect a definite creditor-debtor or security owner-issuer relationship.
This definition calls for the entry of accruals on either the asset or
liability side since they reflect adjustments to recorded creditor-debtor
relationships made to take account of discrepancies between payment
dates, delivery dates, and balance sheet dates. "Intangibles" are ex-
cluded, at least in principle, although some may have slipped into the
estimates of miscellaneous assets to a very minor extent.

The national balance sheet also follows business accounting in the
omission of claims or obligations arising out of future contractual pay-
ments for current services. Under modern conditions, possibly the most
important of these payments are rents for reproducible or nonrepro-
ducible tangible assets. Hence the tangible assets involved appear in
the balance sheet of the lessor, but leave no trace in the balance sheet
of the lessee. Consequently national and sectoral balance sheets do not
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reflect shifts between owner and tenant operator of any class of tan-
gible assets. Thus sale and lease-back transactions between financial
institutions—lessors of the property—and the nonfinancial business
enterprises leasing and operating them, which have become very impor-
tant in the postwar period, are not reflected in any segment of the
national balance sheet. Both the lessee's obligations to pay rents for an
often protracted future period and the lessor's rights to receive them
remain unrecorded.

Certain types of assets and liabilities are regarded as subject to
appropriation and evaluation irrespective of the attitudes of owners,
creditors, issuers, or debtors. This treatment is in accordance with the
principles of comparability and uniformity which require that total
national assets or wealth should not be affected by the mere accident of
ownership or change of ownership. The scope of the national balance
sheet is thus not determined by what the different economic units
think should be included in their own balance sheets, but by consider-
ations of social accounting uniformly applied to all economic units.
When differences in individual attitudes and uniform principles of
social accounting clash, the latter must prevail, as in the case of valu-
ation, as will be argued later.

2. GROUPING OF ASSETS AND LIABILITIES

Social accounting theory does not provide a clear guiding principle for
grouping the numerous items of assets and liabilities that can be dis-
tinguished, except for the common-sense rule that the categories shown
in the national balance sheet should be internally homogeneous in
economic character and in owners' evaluation and clearly distinguish-
able from other categories. In more technical language, the elasticity
Of substitution within categories should be higher than that among
categories.

This clearly calls for separation of tangible and financial (intan-
gible) assets. The further division within these groups will be mostly
determined by the purpose of the balance sheets. If they are to be used
primarily for the analysis of financial relationships (probably the most
important goal), the degree of liquidity of individual assets and liabili-
ties should provide the most appropriate principle of grouping, a!-
though the details remain debatable. The resulting grouping of assets
and liabilities certainly will be different at different periods and for
different countries. At the minimum, assets that fulfill the functions of
money and those that may be regarded as near-money or money substi-
tutes should be shown separately, as should other claims against finan-
cial institutions. Within the remaining assets and liabilities, the main
line of distinction should be drawn between those that have a fairly
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broad market on which they can be sQld without inducing a substantial
change in price or disrupting the market (e,g., stocks and bonds listed
on exchanges or traded in the over-the-counter market, single-family
homes, agricultural land, raw material inventories, livestock) and
those that are not saleable in this way. Grouping by liquidity thus
would often divide assets that are legally or technically of similar char-
acter—for instance, corporate stock and residential structures—into
different categories, and would combine what for economic analysis are
very different assets—for instance, single-family homes, which belong
to reproducible tangible assets, and the land underlying them, which is
nonreproducible.

The grouping of assets and liabilities used in this study is more con-
ventional. Tangible assets are divided only into six, broad categories,
mostly on the basis of their function—residential structures, nonresi-
dential structures, land (including subsoil assets), producer durables,
consumer durables and inventories (including livestock). A consider-
ably more detailed breakdown of these categories is available in a
companion study,15 which, among other things, enables users to com-
bine the different types of structures with the land underlying them,
thus producing categories closer to those of common financial usage.

Financial assets and liabilities are shown in more detail—twenty
categories being distinguished in the former and thirteen in the latter
—in order to enable users to make their own combinations into broader
groups. One such broader sixfold grouping, which is used repeatedly in
the text, distinguishes the following categories: money, other short-
term claims against financial institutions, long-term claims against
financial institutions, other short-term claims, other long-term claims,
and equities. Another reason for the relatively greater detail shown for
financial assets and liabilities is to identify both lending and borrowing
sectors. When a category of financial assets constitutes the liability only
of one sector, e.g., 'Treasury securities or life insurance reserves, the
sectoring of holders immediately identifies both the creditor and the
debtor sectors.

No arrangement of assets and liabilities will' satisfy all analytical
purposes. The main shortcoming of the one adopted here, particularly
for liquidity analysis, is its failure to identify long-term loans by banks
and to distinguish marketable from nonmarketable corporate securi-
ties (see Volume II)

The asset and liability categories shown here are slightly more de-

Raymond W. Goldsmith, The National Wealth of the United States in the
Postwar Period, Princeton for NBER, 1962.

16 The material for making some of these breakdowns could be obtained without
too much difficulty, but the calculations could not be completed for this study.
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tailed than those employed by the Federal Reserve Board in its flow-of-
funds statistics, by the Securities and Exchange Commission in its
statistics on saving, or by the Internal Revenue Service in its statistics
on corporation balance sheets. In most cases, however, the categories
used here can be combined to become fairly comparable with those of
these three other sources, at least in the scope of the different categor-
ies, although often not in valuation.

& VALUATION

Valuation is the most important but also the most difficult of the con-
ceptual and practical problems that must be settled in constructing
national and sectoral balance sheets. On the practical level, there is a
choice among seven main bases of valuation: book value, original cost
to owner, national original cost, face value, replacement value, market
value, and capitalized net income. Theoretical problems of valuation,
to some extent, overlap with the practical ones, but most of them can
be reduced to the choice between uniformity and variety—among eco-
nomic units and sectors, and over time—in the valuation of identical
(or nearly identical) assets and liabilities.

If the balance sheets of the constituent units are to be combined into
sectoral and national balance sheets with economic meaning beyond
simple arithmetical aggregation, the principles of social accounting re-
quire that identical assets (or liabilities) be entered at identical values,
regardless of the valuation which owners put on them in balance sheets
prepared for their own use, for their creditors, or for the tax authorities.

Uniformity of valuation will, to some extent, clash with the desire
to have the valuation of entries in sectoral and national balance sheets
coincide with the valuation of owners. This clash is unavoidable, al-
though its scope should be minimized because, first, the use of units'
own book valuations would destroy comparability and make it difficult
to interpret aggregated figures; secondly, many units do not actually
draw up balance sheets and do not follow systematic procedures in
valuing their assets, liabilities, and net worth; and, thirdly, we simply
do not know which values motivate owners, although it is surely not
the same type of valuation for all owners, or for all categories of assets
and liabilities, or at all times.

Since valuation at current market prices, or the closest practicable
approximation, appears to be the only method that meets the tests of
uniformity among units and sectors and of economic relevance, it has,
in principle, been adopted in the estimates of sectoral and national
balance sheets presented here. The following pages describe briefly the
practical application of the principle for any one balance sheet date,
while the problems of valuation that arise in comparing balance sheets
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drawn up for different dates are briefly discussed in the following
section. The extent to which different assets and liabilities can be
valued at market depends on the actual scope of the market for assets,
a factor which changes with time and place. In the present-day United
States, there are markets which value assets or liabilities currently and
on a reasonably broad basis for over half the aggregate value of cor-
porate stocks, a substantial proportion of corporate bonds, most govern-
ment securities, federally guaranteed mortgages, single-family homes,
agricultural land and some other types of land (e.g., oil and forest
land), and certain consumer durables, particularly automobiles. Al-
though there is no specific market for several important types of assets,
they can be evaluated on the basis of related assets for which a market
price exists. This is true particularly for financial assets like conven-
tional home mortgages and directly placed corporate bonds.

Face value is the second possible basis for valuation, but it can be
applied only to claims and liabilities. For short-term noninterest-
bearing claims (such as currency, demand deposits, accounts receivable
and payable) and claims arising from life insurance policies (which
have a distant maturity date but can be redeemed at any time at a
fixed value), face (or redemption) value can be regarded as identical
with market value. The situation is the same for claims with slightly
deferred maturity on which interest is accrued currently, such as time
deposits in financial institutions. Even for short-term coupon or dis-
count securities, face value may be treated as equal to market value,
possibly after the minor adjustment for accrued interest. The equiva-
lence of face and market value in all of these cases, of course, presup-
poses that the claims are not past due and that the debtor is regarded
as solvent; otherwise substitution of face for market value is theoreti-
cally inadmissible. Nonmarketable claims or debts that are due at a
distant date but do not currently pay the market rate of interest should
not be entered at face value in the balance sheet. They should be dis-
counted in accordance with the interval between the present and the
maturity date and the difference between the stipulated rate of interest
and the market rate for obligations of similar quality.

Original cost is the basic method of valuation in present-day business
accounting, either in the strict sense of cost of acquisition by the
present owner or after adjustment for capital consumption or other
write-downs (e.g., for expected bad-debt losses) made in the owner's
books since acquisition. From the economist's point of view, the main
difficulty with the use of original cost is that it disregards all changes
in prices, whether specific to the asset in question or reflecting changes
in the purchasing power of money. As a result, a sum or difference of
assets and liabilities valued at their original cost combines prices of
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different periods in the balance sheet of individual economic units as
well as in sectoral and national balance sheets. Such a combination is
economically heterogeneous and is not adapted to the analysis of
economic problems, except in the highly unlikely contingency of
stability of the general price level and the prices of individual assets
over long periods of time.

A variant of original cost—national original cost—that is of con-
siderable importance in the measurement of saving and investment is
hardly applicable in national balance sheets. National original cost is
the original cost Of an asset to the first unit within the nation that
acquires the asset, and thus disregards realized and unrealized changes
in value that occur later. It usually differs from original cost to owners
if there has been a change of hands among domestic units. It obviously
is without motivational significance; nor is it uniform, since the
original acquisitions occurred at different times and hence usually at
different prices. National original cost, therefore, has not been used in
the balance sheets presented in this report, except that estimates of
the value of fixed reproducible assets are based on their national
original cost, but only after reduction of these costs to the uniformity
of the price level of either the base period or the balance sheet date.

Replacement cost is used in order to combine the advantages of
definiteness and relatively easy ascertainability inherent in original
cost valuation with the economic meaningfulness of market valuation.
In this approach, each asset is valued at the price at which it could be
acquired at the balance sheet date. For those assets which have a
market, replacement cost is therefore identical with market value.
Replacement cost valuation can, however, also be applied to those
types of assets for which no current market exists, and they include
such important classes as commercial and industrial structures, govern-
mental structures, and most types of producer and consumer durables.

There are two main ways in which replacement cost can be esti-
mated. Using the first, original cost (new or depreciated) is adjusted
for changes in the purchasing power of money only, i.e., original cost
is multiplied by an index measuring the change in the general price
level between the date on which the asset was acquired and the balance
sheet date. In the second approach, original cost is adjusted by a price
index for the type of assets in question. For instance, the original cost
of construction of a retail store is adjusted by an index of construction
cost for commercial buildings, or the most nearly applicable index of
construction costs available. In either approach, the resulting estimate
of the replacement cost may refer to the asset's original form when new
(undepreciated or gross replacement cost), or may make allowance for
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the proportion of the useful life of the asset that has expired by the
balance sheet date (depreciated or net replacement cost) •17

There is obviously no assurance that replacement cost thus deter-
mined will be equal to market value, particularly in the short run.
Indeed, since the indirect approach through calculated cost of replace-
ment will generally be used only where there is no market for the asset
in question, and hence no market value, there is no possibility of check-
ing how close to each other the two valuation bases are in such cases. It
is, however, possible to compare market values, or approximations to
them, and calculated cost of replacement for some types of assets, if not
currently, then occasionally at benchmark dates,'8 and thus to obtain
an indication of the relationship between the two types .of valuation.

For most types of tangible assets, capitalized earning power is hardly
a practicable method of valuation. In the case of intangible assets,
where the method is in principle almost always applicable, it is. used
only if market values are unavailable, since the market's evaluation of
future earnings and future capitalization rates may be assumed to be
superior to that of the national balance sheet estimator. There are,
however, special cases in which this general presumption is not appli-
cable, but in those cases the difficulties of estimating future earnings
and future capitalization rates will generally prevent use of the
method. Capitalization of earnings, however, is often the only alterna-
tive method of valuation where there is no market price for the exact
asset in question, but where the asset's future earnings can be estimated
with reasonable confidence and market capitalization rates are avail-
able for closely similar types of assets. This applies primarily to certain
types of fixed-interest-bearing obligations, such as mortgages or directly
placed corporate securities.

The valuation of liabilities usually presents only minor difficulties,
though face value, which determines the entry in debtors' books, and
market value may at times differ significantly. One category of debt,
however, is an exception—the liabilities arising out of insurance, pen-
sion, and social security arrangements. In the national and sectoral bal-

Under the market value test, the rate and form of depreciation are so selected
that an asset of a given age is assigned a depredated value as close as possible to
its market value, given the original cost and age of the asset and the deflator used.
This will usually lead to the application of some form of declining balance depre-
dation. We do not know enough about market values of tangible assets of different
ages except for automobiles, houses, and a few other items, to be definite about the
form and, what is more important, the length of life implied in the depreciation
curve that approximates market values.

18 Such comparisons will be found in Goldsmith, National Wealth, Chapter 6.
For a more detailed comparison for nonfarm residential structures, see Leo Grebler,
David M. Blank, and Louis Winnick, Capital Formation in Residential Real Estate:
Trends and Prospects, Princeton for NBER, 1956, Appendix D.
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ance sheets utilized here, the beneficiaries—always belonging to the
nonfarm and farm household sectors—are credited with the value of
the assets accumulated in the funds. This procedure precludes any
discrepancy between the claims and the liabilities arising out of the
arrangements. It raises no problems as long as the funds are equal to
the actuarial value of the liabilities, as is the case in private life insur-
ance and under some pension and social insurance arrangements, but
problems arise in the case of plans that are only partially vested or
entirely unfunded. These are serious primarily in the case of the federal.
government's Old-Age and Survivors Insurance, where the fund ac.
cumulated is far below any reasonable actuarial evaluation of future
liabilities—possibly by fully $300 billion.10 If the OASI were treated
like private insurance or pension plans, or like some other government
pension arrangements, the liabilities and hence the negative net worth
of the federal government would be higher by the difference between
actuarial liabilities and fund assets, and the net worth of the household•
sector would be larger by the same amount—national net worth,
though not national assets and liabilities, being unaffected. These
changes would be offset, and the present situation more or less reestab-
lished, if it were accepted that comprehensive national accounting re-
•quires capitalization of the future receipts of OASI taxes as assets of
the federal government. In a situation as complex and controversial as
this, the treatment adopted appears to be the simplest and most realis-
tic—or the least unrealistic—available.20

4. ALLOWANCE FOR PRICE CHANGES

Balance sheets drawn up in accordance with market valuation of assets
and liabilities, or a close approximation, are subject to two criticisms.
The first is that the entries are affected by changes in the prices of assets
expressed in terms of the unit of account, i.e., the dollar; and the sec-
ond is that they make no allowance for changes in the unit of account's
purchasing power over goods and services. The critics in both cases
obviously want changes in the various asset and liability items in the
national balance sheet to reflect only those that are not due to price
movements. In the first case, they want to recognize only changes in
the quantity of assets and liabilities; in the second, they want to meas-
ure changes in the purchasing power of assets and liabilities, i.e., to

19Actuarial Study No. 48, U.S. Department of Health, Education, and Welfare,
Washington, 1958, p. 21.

20 additional argument for the treatment adopted here is that capitalization
of future OASI taxes and benefits would call for parallel treatment of other taxes,
i.e.1 their capitalization in the balance sheets of the taxpayer and the government—
a procedure nobody seriously advocates. The treatment implicitly rejects funding of
this contingent liability.
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eliminate the influence of changes in the purchasing power of the
unit of account.21 This tendency to abandon current values in com-
parisons over time or between areas and to deal in "deflated" rather
than current values has its parallel in the deflation of gross national
product, which is common when the movements of national product,
or its components, over time are studied, or when national products in
different areas are compared. Such comparisons, of course, raise many
well-known difficulties, but they have nevertheless become accepted
procedure in the study of economic growth.22

Unfortunately, however, the two cases of deflating national product
and national assets are not at all parallel. It is possible, although diffi-
cult, to envisage measures of gross national product or its components
at different points of time or space in which goods and services are
valued at common prices, either the prices of one of the two periods
(areas) being compared or the common price of any thir4 period
(area). This approach is possible to the extent that deflation reduces
the monetary values of the flow of goods and services to their physically
comparable quantities. Gross national product can then be visualized
as a heap of identifiable physical quantities. It is much more difficult
to look at net national product in this manner because capital con-
sumption allowances cannot be identified with specific physical goods.
It is still more difficult to apply the approach to national income and
its components. Here it is necessary to regard input—in terms of hours
of labor and of some physical units of other factors of production—as
the physical quantities that are the result of deflation.

The method of specific deflation which is used for gross national
product can also be applied to the stock of tangible assets, i.e., national
wealth. Certain statistical problems, such as allowances for quality
changes and availability of price quotations, are more difficult to
solve satisfactorily for national wealth than for national product, but
the difference is one of degree only. The approach, however, breaks
down conceptually in the case of financial (intangible) assets, because
these assets by their very nature cannot be visualized as physical quanti-
ties. To the extent that financial assets fluctuate in price—the most
important example being corporate stock and similar equities—it is, of
course, possible to divide the current value of the stock of assets by a
price index, and thus obtain a figure operationally equivalent to the

21 Whenever we speak of changes in the value of assets and liabilities over time,
we may add, or substitute, differences in the value of assets and liabilities between
places, particularly between countries.

22For a discussion of these problems see Simon Kuznets, Economic Change: Se-
lected Essays in Business Cycles, National Income and Economic Growth, New York,
1953; Milton Gilbert and Irving B. Kravis, An International Comparison of National
Products and the Purchasing Power of Currencies, Paris, 1954.
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deflated stock of a certain category of tangible assets, or to a deflated
flow of goods and services. The similarity, however, is only superficial,
because the resulting quotient of current value and price index of a
given category of financial assets cannot be interpreted meaningfully
as a physical quantity. What meaning, for instance, can be attached to
the deflated value of stockholdings or of corporate equity obtained
through a stock price index—a figure which reflects without distinc-
Lion the effects of economy-wide developments, such as changes in the
general level of prices and interest rates, and of developments specific
to individual corporations and groups of them, such as their earnings,
current and expected, pay-out ratios, liquidity, and many other factors?
There is thus no concept of deflated total assets that is parallel to de-
flated gross national product or deflated national wealth in the sense
of a collective of physical flows or stocks, valued at a uniform and con-
sistent set of prices, a collection that can be visualized in physical terms.

The second basic approach to adjustment for price changes, how-
ever, is still open: the adjustment of current values for changes in the
purchasing power of the unit of account in which all current prices are
expressed. This approach requires accepting the relevance of the con-
cept of the purchasing power of money, or the general price level, to
assets and liabilities. Following the practice current in income and
growth analysis, one could take the gross national product deflator
(i.e., the ratio of gross national product in current and base-period

prices) as the measure of changes in the purchasing power of the
accounting unit. It is easy to divide all current values in the balance
sheet by this index. Such a division obviously does not change relation-
ships among the balance sheet items and hence does not affect the
balance sheet structure. It can therefore be useful only as a rough
scalar adjustment, applicable primarily to long-term comparisons or
other cases where changes in the price level are so great that it is better
to adjust for them, however roughly, than to disregard them altogether.

These considerations have led to the abandonment in this report of
the attempt at specific deflation of financial assets, and hence of total
assets, liabilities, and net worth. Where comparisons over long periods
of time were required, they have generally been based on total assets in
current prices adjusted for changes in the purchasing power of money
by a gross national product deflator. In some cases, and primarily for
illustrative purposes, tangible assets have been adjusted by specific
price indexes, equities by a price index of corporate stock, and claims
and liabilities by a gross national product deflator, deflated net worth
of course being obtained as the difference between deflated assets and
deflated liabilities and thus having no deflator of its own.

The absence of estimates of national assets in constant prices, except
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in the substItute form just described, may be regretted, but has to be
accepted as unavoidable. The impossibility of constructing meaningful
estimates of deflated total national assets—as well as of financial assets,
liabilities, and net worth—emphasizes again that the chief rote of
national and sectoral balance sheets lies in analyzing the balance sheet
structure of different groups of economic units at one date, as well as
in comparing balance sheet structure between different points of time
and between different areas or countries. National balance sheets are
not intended as a device to measure economic growth over time, but
they are essential to study the relations between the financial super-
structure and the real infrastructure, which constitute an important
aspect of economic growth.

5. SECTORING

The decision about the number of sectors and their exact clelimitations
poses at least three sets of problems. The first is rooted in the clash
between the aversion to splitting the accounts of any one economic
Unit, since each unit is regarded as a single decision-making entity, and
the desire to keep in one sector all flows and stocks that are economi-
cally similar, even if they belong to units in different sectors. This
dash, which is usually known as the conflict between institutional and
functional sectoring, appears in many guises in social accounting. The
second set of problems arises from the need to reconcile the principle
of motivational homogeneity, which requires that all units in a sector
have a reasonably similar structure of assets and liabilitIes or react in a
reasonably similar way to changes in their balance sheet, with the
necessity of keeping sectors sufficiently broad for economic analysis. The
third set of problems, more mundane but equally vital, is the lack of
data for groups of units that constitute a sector from an institutional
as well as a functional point of view. The main result of this insuffi-
ciency of data is that the sectors which we have to use are generally less
numerous but broader in scope than those that are best fitted for eco-
nomic analysis.

In the construction of national balance sheets for the UnIted States,
the following seven main sectors have been distinguished, which means
that separate balance sheets are shown for each of them for every year:
nonfarm households, unincorporated nonfarm business enterprises,
agriculture, nonfinancial corporations, finance, state and local govern-
ments, and federal government.

This choice of sectors is largely dictated by the availability of data
and the desire tO retain as much comparability as possible between the
national and sectoral national balance sheets for the postwar period
developed for this report, the national balance sheets for benchmark
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dates before 1945 available in Study of Saving, and the national income
accounts of the Department of Commerce and the flow-of-funds state-
ments of the Federal Reserve Board for the postwar period. A more
detailed account of the sectoring, particularly for finance, can be found
in the introduction to Volume IL

Non farm Households

Two main problems are encountered in the delimitation and sub-
division of this sector: first, our inability to limit the sector to units that
are homogeneous in that their motivations are predominantly those of
consumers; second, the absence of subsectors bringing together those
groups of households that are similar in their asset and liability
structure.

While ideally the nonfarm household sector should include only
consumer units, the character of the data now available forces us, on
the one hand, to include units such as nonprofit institutions that do
not have a dose affinity to consumer households in either their activi-
ties or their asset and liability structure, and, on the other hand, to
draw an insufficiently clear boundary line between consumer house-
holds and units included in the agriculture,' unincorporated business,
and even corporate business sectors.

The inclusion of nonprofit institutions—educational institutions,
churches, hospitals, foundations, labor unions, fraternal organizations,
and miscellaneous charitable institutions—is chiefly due to the absence
of sufficiently reliable or detailed annual. data on their assets and
liabilities. There is no doubt that conceptual clarity requires separation
of these institutions, which hopefully will become statistically possible
in the not too distant future. The order of magnitude of the assets and
liabilities thus included in the household sectors is indicated by rough
estimates for 1945 and 1949 in Goldsmith's Study of Saving23 and for
1952-55 in Mendelson's Flow-of-Funds. The preparation of annual
figures did not seem justified since most of the year-to-year fluctuations
thus derived would necessarily have been arbitrary and the result of
assumptions. The situation is better for colleges and foundations; but
several other types of nonprofit institutions, such as churches and labor
unions, whose assets and liabilities are not reliably known, are too
large and too different from the better-known sectors to blow up the
figures available for the latter.

The inclusion of nonprofit institutions with nonfarm households
cannot seriously distort the over-all picture since these institutions
account for only approximately 3 per cent of the total assets of nonfarm
households. For some intangible assets, particularly some types of

23 Vol. III, pp. 449-455.
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securities, the holdings of nonprofit institutions and the changes
therein are sufficiently large compared to those of nonfarm households
to call for caution in interpreting the figures now attributed to the
nonfarm household sector.

These difficulties are essentially limited to financial assets since the
value of the structures of nonprofit institutions—by far the most impor-
tant of their tangible assets—can be estimated by the perpetual inven-
tory method using data on current construction expenditures on
structures, which are not substantially inferior to those that have to
be accepted for many other sectors.

A similar problem is raised by the inclusion of the assets of personal
trust funds among those of nonfarm households. While it is un-
doubtedly true that most of the beneficiaries of these funds belong to
the nonfarm household sector, it may be argued that these funds should
be included in the financial sector since they are administered by the
trust departments of commercial banks and trust companies and have
a separate legal existence. This indeed is the way in which personal
trust funds were treated in Financial Intermediaries.24 This treatment
has not been used here largely because reliable annual figures are not
available. It has therefore seemed preferable to leave personal trust
funds in the nonfarm household sector, but to provide separate rough
estimates of their size and structure so that users may transfer them
from the balance sheet of the nonfarm household sector' to that
of the finance sector. Consideration might well be given to an ex-
tension of this treatment to investment advisory accounts administered
by financial institutions, even though these accounts do not have
the independent legal status of personal trust funds. Such treatment is
at the moment precluded by the almost complete absence of informa-
tion on the size and structure of these accounts.

The second main shortcoming of the present treatment of the non-
farm household sector is, as mentioned above, the absence of subsec-'
wring. In order to improve homogeneity and to facilitate economic
analysis, it would be desirable to divide the more than fifty million
units now included in this sector into several groups more homogene-
ous in their balance sheet structure, their reactions to asset price
changes, and other relevant external factors. It is unlikely that any sin-
gle one-way distribution of nonfarm households would satisfy all, or
even the most important, analytical requirements. For closer study,
cross-classifications using simultaneously two, three, or even more crite-
ria will probably be required. The most important classifications prob-
ably are those by size of total assets or net worth, age or position in the

24Raymond W. Goldsmith, Financial Intermediaries 'in the American Economy
since 1900, Princeton for NBER, 1958.
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life cycle, and the distinction between home-owners and renters. Such
classification must in practice be based on samples rather than on ag-
gregative statistics. Unfortunately material of this type was available
only for one year during the postwar period (1950), and it was there-
fore impossible to provide a systematic breakdown for the nonfarm
household sector for each year during the period or even for several
benchmark years. The available material, however, is utilized in the
more detailed study of the ownership and financing of residential real
estate.

The most difficult problem in the delimitation of the nonfarm house-
hold sector is to separate the operation of farms or unincorporated
business enterprises from the household activities of the owners. This
difficulty may be less pronounced for assets and liabilities than for cur-
rent income and expenditures, but it is nevertheless serious. The two
alternative consistent treatments are unsatisfactory in many respects if
the rule against dividing the activities of any economic unit among
sectors is to be observed strictly.

Under the first alternative, the household sector would include all
the assets and liabilities of any household whose head is the proprietor
of, or a partner in, a farm or nonfarm business enterprise that cannot
be regarded as an independent unit with its own system of accounts
and its own motivations separate from those of the owners. The second
alternative would allocate all assets and liabilities of owners and part-
ners in unincorporated farm and nonfarm businesses to these two
sectors, including those that have no direct relation to the business.
Under either alternative, therefore, it would have to be decided anew
in each case whether a given unincorporated or corporate business
enterprise was an independent entity or merely an adjunct to the
household activities of its owners. Such decisions would be extremely
difficult to make even in theory and practically impossible to imple-
ment statistically. The compromise solution of including the activities
—i.e., the assets and liabilities—of all unincorporated business enter-
prises, farm and nonfarm, in the household sector and those of all
corporations in the business sector is unsatisfactory at both ends. There
are numerous cases of partnerships and even sole proprietorships
which meet all reasonable tests of independence, while many small
corporations would fail to meet such tests if economic rather than legal
criteria were applied in separating business and household activities.

The opposite solution of dividing the assets and liabilities of unin-
corporated business enterprises and their owners among those that
belong to the business and those that belong to the household appears
to be more realistic and more helpful in economic analysis. even though
it violates the rule against the allocation of the activities or assets of one
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economic unit to more than one sector. The difficulty with this ap-
proach is that, with the present material, the division of assets and
liabilities between household and business must be, to some extent,
arbitrary. Certain broad types of assets—such as real estate other than
nonfarm homes, producer durables, inventories, and accounts receiv-
able and payable—must be allocated entirely to business, and some
other assets—primarily demand deposits and bank debt—must be
divided among business and household on the basis of rather rough
criteria of allocation. This procedure, which has been adopted here,
admittedly has two shortcomings. First, substantial statistical errors
may be made in the division of demand deposit and bank debt among
those attributable to household and to business activities. Secondly,
and more seriously, the structure of and changes in the household assets
and liabilities of some owners of farms and unincorporated nonfarm
business may depend largely on the simultaneous existence of business
assets and liabilities. In these cases the division of assets and liabilities
among two sectors impedes rather than helps interpretation of the
figures.

In view of both the theoretical and practical problems involved, the
most meaningful arrangement of the data available was to separate
household and business assets and liabilities in the case of owners of
nonfarm unincorporated business enterprises and to keep them to-
gether in the case of agriculture. The farm sector thus includes all
identifiable assets and liabilities of farm operators, but only the agri-
cultural property of absentee landlords. The unincorporated busIness
sector, on the other hand, covers only business assets and liabilities nar-
rowly defined; all other assets and liabilities of owners are included in
the nonfarm household sector.

Unincorporated Non farm Business Enterprises

Most of the difficulties involved in a consistent delimitation of this
sector have been obviated here by including only selected assets and
liabilities that may reasonably be assumed to be used exclusively In
business: multifamily residential real estate, commercial and industrial
structures, producer durables, and inventories not owned by corpora-
tions or the government (all determined primarily by allocation of the
capital expenditures on different tangible assets); accounts receivable
and payable; and a part of the demand deposits and notes payable to
banks (these items being allocated on the basis of sample data from
banks). Thus certain assets and liabilities used in business are not in-
cluded and hence are allocated to the nonfarm household sector, which
acts as the residual sector in the estimation of most types of assets and
liabilities. Examples of such omissions are time deposits, government
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securities, other bonds, and stocks, limited amounts of which are prob-
ably held by unincorporated businesses that clearly separate their
assets and liabilities from those of their owners. It is very unlikely,
however, that the amounts thus omitted are large enough to affect
substantially the aggregate holdings of these types of intangible assets
by nonfarm households or the asset structure of unincorporated busi-
ness, since the main groups of unincorporated financial enterprises that
hold substantial amounts of these assets—such as brokers and dealers
in securities—have been included in the financial sector.

Among tangible assets, some one- to four-family rental properties
have likewise been omitted since all properties in this category that are
not owned by corporations and governments have been allocated to
nonfarm households. This was done because it is likely that most of
the rented one- to four-family properties constitute only a secondary
source of income to their owners, who regard the ownership and rental
of these properties as an investment rather than as a business activity.
This assumption does not apply to the relatively small number of cases
in which one individual, or a partnership, owns and administers a
substantial number of one- to four-family rental properties. Conceptu-
ally, these properties should have been included in the unincorporated
business sector, but it was impossible to make even a rough estimate of
the amounts involved.

The assets and liabilities allocated, to unincorporated business also
include some that do not belong to that sector, for instance, the tools
used by households in home workshops and employed in nonprofit
activities. The amounts so omitted however are likely to be quite small
and not to show significant short-term fluctuations, though probably
a marked upward trend.

Agriculture

In agriculture, as in nonfarm unincorporated business, it has not
been possible to adhere to one of the two consistent approaches, which
would assign to the sector either all assets and liabilities associated
with agriculture as an industry or all assets and liabilities of a group of
households whose primary activity is farming. Unlike that for unin-
corporated business, however, the compromise solution in this case is
closer to the second alternative.

The balance sheet of agriculture covers all agricultural land, farm
structures, farm machinery, livestock, and crop inventories. It thus
includes even tangible assets of this type that are owned by nonfarmers,
represent only a minor part of the owner's total assets, and are not
regarded by them as a business enterprise (gentleman farms), as well
as all assets of corporations classified in Statistics of Income under agri-
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culture. On the other hand, it does not include tangible nonf arm assets
of farmers, such as nonfarm real estate, nor several types of financial
assets, such as interest in unincorporated business enterprises, nonfarm
mortgages, corporate bonds, and stocks, because no way has yet been
found to determine the amounts of these holdings regularly or with
fair reliability.

The only financial assets and liabilities which are allocated to agri-
culture are bank deposits, U.S. savings bonds, equity in life insurance,
farm mortgage debt, and short-term farm borrowing from banks and
other lenders. The statistical basis for this allocation is reasonably firm
for farm mortgage debt and farm borrowing from banks and a few
other specialized lenders. For the other intangibles, the figures repre-
sent nothing more than rough estimates, although a substantial at-
tempt is made to ascertain the figures at least for farmer bank deposits.

Non financial Corporations

This sector includes all corporations except those classified as finan-
cial, which are described under that sector, and agricultural corpora-
tions.

The main difference between the content of the nonfinancial sector
in this report and in the national balance sheets for the period before
1945, published in Study of Saving, is that it now includes real estate
corporations previously allocated to the finance sector in Study of
Saving. The present classification is more in conformity with the basic
character of the financial and nonfinancial sectors. It impairs compar-
ability of the aggregate figures for nonfinancial corporations only to a
limited extent. Moreover, a set of prewar nonfinancial corporation
balance sheets, comparable to the postwar ones in their inclusion of
real estate corporations, is shown in Volume II, Table III-4b, and a
rough balance sheet for real estate corporations themselves covering
1945-58 is given in Table III-4a. It is therefore possible to re-establish
comparability almost completely using either definition.

Finance

The delimitation of this sector and the subsectors within it presents
a number of difficult problems. Since most of these either have been
discussed in Financial Intermediaries25 or in recent literature26 or are
taken up in the introduction to Volume II, they may be treated here
very briefly.

From a theoretical point of view, there are good arguments for
limiting the financial sector to those institutions whose liabilities the

26 Chapter III.
Dorrance, International Monetary Fund Staff Papers, October 1959, pp. 168-209.
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other sectors regard as liquid or nearly liquid assets, and for making a
sharp distinction within the financial sector between monetary institu-
tions and other financial institutions, including in the former the
monetary activities of the government, even though this violates the
principle of not dividing the assets and liabilities of one unit among
several sectors. In this report these requirements have not been rigidly
observed, partly in order to preserve continuity with the pre-1945
balance sheets of Study of Saving and partly because strict observance
would have required considerable additional estimation. In particular,
the separation of monetary institutions would have required segrega-
tion of the checking deposit business from the total assets and liabilities
of commercial banks, since only the former can be regarded as perform-
ing monetary functions. While such a segregation would not have been
difficult on the liability side, it would have raised serious conceptual
and statistical problems on the asset side since it would have called for
a selection of specific assets to be matched against checking deposits.
The financial sector thus includes not only institutions whose liabilities
are regarded as money or near money, but all institutions whose assets
consist mostly of intangibles (other than securities of subsidiaries and
affiliates) and whose primary business is to act as intermediary between
ultimate lenders and borrowers. On the basis of this definition, the
sector includes, in addition to depositary institutions (banks, saving and
loan associations, and credit unions), all insurance organizations, both
private and public, investment companies, and finance companies.

The estimates of the balance sheet of the financial sector are built up
from balance sheets for the following thirteen subsectors, some of which
are, in turn, the result of a combination of smaller subsectors:

Federal Reserve banks and Treasury monetary funds
Government pension and insurance funds (federal, state, and local)
Commercial banks
Mutual savings banks
Savings and loan associations
Investment companies (open-end, closed-end, and face amount)•
Credit unions
Life insurance companies
Fire and casualty insurance
Noninsured pension plans (corporate, nonprofit organization, union-

administered and multiemployer)
Other private insurance (including fraternal orders, group health

insurance, and savings bank life insurance)
Finance companies (including sales finance, personal finance, indus-

trial loan, commercial finance, and mortgage companies)
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Other finance (including brokers and dealers in securities, banks in
possessions, agencies of foreign banks, and agricultural credit
organizations)

State and Local Governments

This sector, which also covers the District of Columbia,
without distinction, state and local government enterprises, particularly
in public utilities, as well as state and local governments' own trust
funds. It excludes state and local government employee retirement
funds and workmen's compensation funds, which form part of the
financial sector.

In building up this sectoral balance sheet, separate figures were gen-
erally developed for state governments, on the one hand, and for
local governments, on the other. However, a consistent separation of all
items to obtain completely separate balance sheets for state and for
local governments hardly seemed to justify the additional work and the
sometimes fairly arbitrary allocations involved.

Federal Government

Most of the problems in the delimitation of this sector involve a
decision as to whether it is to include all assets and liabilities that are
legally owned by the federal government, or whether it is to be limited
to those that are associated with the general governmental functions
of the federal government. In the latter. case, all other assets would be
allocated to the sectors to which they are functionally related. Thus
the assets of all federal financial agencies would be incorporated in the
financial sector and those of all federal nonfinancial business-type
organizations would become part of the nonfinancial business sector.
While such a treatment would have some advantages in the analysis of
the finance and business sectors, it would run counter to the principle
that assets and liabilities under the control of one decision-making unit
should be kept together.

The federal government sector, as used in this study, includes the
postal savings system, government lending agencies, Federal Land
Banks, and Federal Home Loan Banks. These organizations might well
have been allocated instead to the financial sector, but were retained
in the federal government sector mainly in order to utilize data already
available and to preserve comparability with other statements of
federal assets and liabilities. The insurance and retirement funds of
the federal government, the Treasury monetary funds, and the Federal
Reserve banks are induded in the financial sector, while the District of
Columbia forms part of the state and local government sector. The
federal government sector also includes, without distinction, the
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business-type activities of the federal government. Some of these,
namely, federal lending agencies, are shown separately in II,
Tables III-7c and

Military assets, i.e., military structures and equipment and the assets
of the Atomic Energy Commission, are excluded from the regular
balance sheets. Rough estimates of these items are, however, added to
the federal civilian totals in Volume II to indicate the relative magni-
tude of the military and civilian assets of the federal government and
to make it possible to present estimates of total national assets includ-
ing military assets.

6. EXTENT OF CONSOLIDATION

The problem of how far to carry consolidation in sectoral and national
balance sheets has two extreme solutions. One is to refrain entirely
from consolidation, i.e., to derive sectoral and national balance sheets
as the arithmetical sum of the balance sheet entries of all legally inde-
pendent economic units. The other is complete consolidation on a
national basis, eliminating all claims and liabilities among domestic
units as well as their holdings of domestic equities and the offsetting
net worth entries. This would leave only tangible assets and the net
foreign balance on the left-hand side and national net worth on the
right-hand side of the national balance sheet—net worth to be allocated
to various groupings of households and other units regarded as ulti-
mates.

In practice, the degree of consolidation will depend largely on the
purpose for which national balance sheets are drawn up. If they are
intended primarily for the study of financial relationships, as they are,
there is no advantage in separating the balance sheet of units that are
under common control and respond to, one set of decisions. Therefore,
the balance sheets of subsidiaries are here consolidated with those of
parents. However, the consolidation goes no farther than that because
an analyst of financial interrelations is interested in preserving all such
relations among economically independent units.

In accordance with this approach, the sectoral balance sheets have
been derived by a combination of the balance sheets of all units,
except that, in the case of parents and subsidiaries, consolidated
balance sheets are used. The national balance sheet in turn is simply
the sum of sectoral balance sheets. .This approach differs from that of
the Federal Reserve's flow of funds in which much more consolidation
takes place, eliminating most intrasector asset and liability holdings.

The aggregate of national assets, as well as their structure, will thus
depend on what is considered an independent economic and social ac-
counting unit. The main problem here is presented by unincorporated
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business enterprises, on the one hand, and by. nonprofit institutions
and personal trust funds, on the other. To the extent that unincor-
porated business enterprises are regarded as independent economic
units so that their net worth is treated as one of the assets of the owners,
total national assets (as well as the combined net worth of all sectors)
are larger by the net worth of unincorporated business enterprises
than they would be if the assets and liabilities of these enterprises were
regarded as assets and liabilities of the owner. In this study, nonfarm
unincorporated business enterprises have been treated as independent
economic units so that their net worth appears among the assets of
nonfarm households, their presumed owners. Farm business, on the
other hand, has not been separated from the other assets and liabilities
of the owners. There is, therefore, no entry in the national balance
sheet for the net worth of farm business—which would be included
among the assets of farm owners—but only an entry for the net worth
of farm households, which is derived as the difference of all the ascer-
tained assets and liabilities of agriculture.

A similar problem arises in the case of personal trust funds and non-
profit institutions. If these are regarded as separate entities, the excess
of their assets over liabilities—appearing as the net worth of the new
sectors—would have to be transferred to the asset side of the beñe-
ficiaries' balance sheet under the title of equity in trust funds and non-
profit institutions, respectively. This would require some arbitrary
allocation among nonfarm and farm owners, but would not pose in-
superable difficulties. A good case can be made for this treatment, at
least for nonprofit institutions, which may well be regarded as inde-
pendent economic units with decision-making organs separate from the
beneficiaries as a group. In the case of personal trust funds, the decision
depends, in principle at least, on the degree of independence of the
trustee. The greater it is, the stronger is the case for treating these
funds as independent units, constituting a subsector of the financial
sector, and for regarding the equity in them as an asset of the
beneficiaries.

7. SOURCES AND CHARACTER OF ESTIMATES

To enable users to form their own judgment about the character of the
data which have been used to construct sectoral and national balance
sheets, Volume II shows in detail the derivation of the figures and
describes the sources and methods used in fitting the figures into the
balance sheet schedule underlying this study. These tables and notes,
however, are so voluminous and so complicated that a brief sum-
mary may be useful to the casual reader. For the serious student,
there is unfortunately no substitute for a careful examination of both
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the basic data used and of their processing into the final balance sheet
estimates.

In evaluating the character and reliability of the estimates, a distinc-
tion must be made among four main groups of assets and liabilities
because quite different methods were used to measure them: reproduc-
ible tangible assets, nonreproducible tangible assets, intangible (finan-
cial) assets and liabilities, and net worth. The summary given below
naturally slurs over most of the special difficulties encountered in esti-
mating individual assets and liabilities within the main groups, and
likewise ignores most of the difficulties that often arise in measuring
the same asset or liability item for different sectors.

Reproducible Tangible Assets

These assets, represented primarily by structures and equipment,
have as a rule been estimated by the perpetual inventory method. This
method assumes that, in the absence of strict market valuation for
most types of reproducible tangible assets, the nearest acceptable ap-
proximation to current values is provided by replacement cost in the
sense of depreciated original cost adjusted for price changes. Use of this
method for all types of tangible assets has the great advantage of com-
parability of valuation among types of assets, among sectors, and over
time.

Thus, for instance, the assumption is made that the replacement
cost of all one- to four-family houses, built in a given year—i.e., houses
of a given be adequately measured by depreciating the
original cost of construction on the basis of an assumed average useful
life of eighty years, straight-line depreciation,27 and the changes in the
construction cost index for such houses between the date of construc-
tion and the balance sheet date. The replacement cost of the entire
stock of one- to four-family homes at the balance sheet date is then esti-
mated by summing the remaining (depreciated) price-adjusted expendi-
tures on such houses for as many years back from the balance sheet
date as corresponds to their assumed useful life, in this case for the
entire period from 1879 to 1958.28

For short periods the prices at which reproducible assets change
bands may, of course, differ, even considerably, from their value cal-
culated by the perpetual inventory method, not only for individual
properties that are bought and sold, but also for the average of all assets

27Use of other forms of depredation is entirely compatible with the perpetual
inventory method. They have, in fact, been used in the calculation of some types of
tangible assets, e.g., automobiles.

This is a simplified picture. For a more detailed description of the procedures
employed in deriving estimates by the perpetual inventory method, see, for instance,
Study of Saving, Vol. III, pp. 30 if.
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of a given type that actually change hands during a given year. In the
longer run, however, the valuations of the market, represented for
many types of reproducible tangible assets only through occasional
transactions, seem to conform reasonably well to their perpetual inven-
tory value. There is evidence that the most important type of repro-
ducible tangible assets for which a reasonably broad and continuous
market exists—single-family homes—does behave in this way.2°

JEnventories and livestock, though also regarded as reproducible
tangible assets, are not measured by the perpetual inventory method
because conceptually preferable and statistically simpler figures are
available. Estimates of inventories are now being prepared regularly by
the Department of Commerce from direct reports that cover a large
proportion of total business inventories.80 These estimates have been
treated as if they reflected current values although there is a short lag
between the date of acquisition, on which boOk values are based, and
the balance sheet date; the average length of this lag is increasing as
LIFO and similar valuation systems are applied to an increasing per-
centage of total inventory. The value of livestock is calculated by the
Department of Agriculture, essentially by multiplying the number of
animals by the approximate average price.

Stocks of monetary metals are quite accurately known from official
statistics.

Nonreproducible Tangible Assets

The perpetual inventory method is inapplicable by its very nature
to nonreproducible tangible assets, which are represented primarily by
land, forests, and subsoil assets. Fairly accurate figures are available
for agricultural land in the Department of Agriculture estimates which
are based on a combination of census data and indexes of farm real
estate prices. For most other categories of land, it has been necessary to
resort to an indirect estimate, based on the ratio of the value that land
devoted to specific uses bears to the value of the structures that it
underlies. The statistical basis for the determination of these ratios is
fairly reliable only for residential land, which accounts for a substan-
tial proportion of all nonagricultural land. In the case of land under-

29 For a comparison of market prices with construction cost indexes (which de-
termine. replacement cost estimates) in the case of houses, see Grebler, Blank, and
Winnick, Capital Formation, Appendix C. The conclusion there is (p. 358): "With
regard to long-term movements, the construction cost index conforms closely to the
price index, corrected for depreciation. . . . For long-term analysis the margin of
error involved in using the cost index as approximation of a price index can-
not be great." See also Study of Saving, Vol. II. pp. 391 H.

80 Statistics of Business Inventories, Report of Federal Reserve BOard Con-
sultant Committee on Inventory Statistics, Washington. 1955.
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lying commercial and industrial structures, forest land, and subsoil
assets, very rough estimates are all that can be contrived at the present.

Checks on Tangible Assets

Fortunately some checks are available on the estimates of aggregate
land and structure values for most types of privately owned property
for at least one benchmark date during the postwar period.31 The
checks are satisfactory, both in quality and results, for residential hous-
ing. For commercial and industrial real property and for corporate
fixed assets, for which these checks can be made with less confidence,
the order of magnitude of the perpetual inventory and other estimates
used in the sectoral and national balance sheets is compatible with the
benchmark •data. Similar checks, which are also available for the
civilian and military structures of the federal government, again indi-
cate rough agreement in the order of magnitude with the figures
derived in this study primarily by the perpetual inventory method.
The main type of tangible assets for which no such checks have been
devised so far are consumer durables and the tangible assets of state
and local governments.

Financial Assets and Liabilities

Here the situation is basically different for financial institutions,
nonfinancial corporations, and state, local, and federal governments,
on one hand, and for the nonfarm household, farm, and unincorpo-
rated business sectors, on the other. The former publish sufficient
statistics to permit the derivation of reasonably reliable annual esti-
mates of the main types of their financial assets and liabilities through-
out the postwar period and for a number of benchmark years for the
first half of this century. Since no such direct information is available
for households and unincorporated farm and nonfarm business enter-
prises, their financial assets and liabilities must be estimated indirectly
either from the balance sheets of the other sectors,82 from scattered
aggregative statistics, or from occasional sample statistics. A particular
problem. arises in estimating the value of corporate stock and other
securities held by households, one of the most important items in their
balance sheet. These figures generally have to be derived as residuals.
An estimate is first made of the total value of, for example, all corpo-
rate stock or all corporate bonds or government securities outstanding

31 See Goldsmith, National Wealth, Chapter 6.
B2An example of this indirect method of estimation is the measurement of non-

farm households' holdings of demand deposits from a breakdown of the demand
deposits of commercial banks. The estimates of the assets and liabilities of house-
holds and unincorporated business enterprises are in many cases much more corn-
plicated and indirect than in this example.
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in the United States, an estimate which in some cases uses figures from
the balance sheet of the issuer and in others independent estimates
of the market value of securities traded in organized markets. Esti-
mates of household ownership are then derived by deducting from this
total the holdings of other sectors, primarily financial institutions,
which are taken from the latter's balance sheets.

Margin of Error
Systematic evaluation of the margin of error in the different cate-

gories of assets and liabilities, or in the balance sheets of different sec-
tors, is not yet feasible, partly because of the difficulty, common to
social accounting in general, of defining what the "true" value of many
entries From the description of the sources and methods, it is
obvIous that reliability must vary greatly among balance sheet cate-
gories and among the balance sheets of different sectors. The error is
obviously the smallest for the national aggregates of several types
of assets arid liabilities for which fairly accurate Census-type estimates
are available, such as total currency, bank deposits, bank loans, private
insurance and pension reserves, government and corporate bonds, and
residential and farm mortgages. These categories together amounted
in 1958 to over half of all financial assets and more than four-fifths of
all liabilities in the national balance sheet. Only a, few tangible assets
are of similar accuracy—monetary metals, farm land, single-family
homes, inventories, and livestock—but they account for about one-
third of all tangible assets. Even for these financial and tangible assets
(for which the national totals are probably accurate within 10 per cent),
errors in the value of sectoral holdings often are substantial for all
sectors except finance, nonfinancial corporations, and the government.
It is difficult to assess the margin of error in the remaining categories of
assets and liabilities, such as nonresidential structures and land, pro-
ducer and consumer durables, trade credit, and corporate stock.

Net worth—as the difference between the values of assets and of lia-
bilities—is, of course, affected by all errors in the components, but
these errors are likely to offset each other. In the case of corporations,
the valuation difference may either be absorbed in the net worth esti-
mate or, preferably, shown as a separate item.34

a discussion of the problem, see Study of Saving, Vol. II, pp. 129 if.
This difference arises because net worth as the difference between the market

values of assets and of liabilities is never, or only by coincidence, equal to net worth
calculated as the market value of the corporate stock outstanding. Both in 1945 and
1958, for instance, the net worth of nonfinancial corporations calculated from assets
and liabilities was approximately one-fifth higher than the market value of their
stock according to sectoral balance sheet estimates. The difference was over one-
half from 1946 through 1953 until the sharp rise in stock prices began to catch
up with the rise in the general price level during and after the war.
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While exact measurement of margins of error is not possible, the
most reliable part of the national and sectoral balance sheets consists
of marketable securities and the claims and liabilities in which finan-
cial institutions are one of the parties. Next in the scale of accuracy are
standardized tangible assets like homes, farm land, and inventories.
Among sectors, the balance sheet of financial institutions has the rela-
tively smallest margin of error; nonfarm corporations and agriculture
follow, but probably at a substantial distance. The balance sheets of
the government sector are fairly reliable in financial assets and lia-
bilities, but affected by a very large margin of error in the tangible
assets. Unincorporated, business probably has the largest margin of
error for most types of assetsand liabilities. The balance sheet of house-
holds is reasonably reliable in tangible assets, but affected by the
residtial method of calculation of most financial assets. In proportion
to the very large aggregates involved, the errors introduced by the
residual method are, even in this case, probably not such as to endanger
the usefulness of the figures for analytical purposes.

It is very important to realize that even where the estimates of a
given category of assets and liabilities and of the balance sheet of a
sector as a whole are sufficient to justify use in analysis, the same may
not be true of annual changes between balance sheets for consecutive
years. In this report, therefore, only very sparing use: has been made of
such annual changes, and the emphasis has been put on changes over
somewhat longer periods between years which represent cyclically
comparable positions, such as the years of business cycle highs or lows,
or intervals of at least five years.
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CHAPTER 3

The National Balance Sheet of the United States
During the Postwar Period

A Bird's-Eye View

THE purpose of this chapter is to present the essential features of the
postwar balance sheets of the United States and the seven main sectors,
and the main dévèlopments in them. No attempt is made here at
analysis in terms of changes in income, prices, interest rates, and other
causal factors, and only the most important out of many possible com-
parisons with earlier years are made.

The discussion starts in the second section with the postwar growth
in total assets of the nation and the main sectors, and deals in the third
section with the main changes in national balance sheet structure since
1945. These are discussed in the fourth section 'in terms of five basic
ratios: that of financial to tangible assets, and those of tangible, liquid,
and price-sensitive assets and total liabilities to total assets. Considera-
tion is given to trends over the entire postwar period as well as to the
effects of the three business cycles during these thirteen years. The fifth
section discusses the distribution of national assets and national wealth
among the main sectors. The final section comments on the main
changes in the Structure of the balance sheet of each of the seven
sectors that have occurred during the postwar period.

Before entering upon this more detailed description of developments
during the postwar period, it may be helpful to look at four tables
which contain much that is essential to the discussion in this chapter.
Table 1 is intended to provide historical background; it shows for each
of the seven sectors the value of five main aggregates—total assets,
tangible assets, financial assets, debt, and net worth—for 1900, 1912,
1922, 1929, 1939, 1945, and 1958. To bring out the main movements,
only the initial and closing positions for the postwar period are shown.
Tables 2, 3, and 4 permit closer examination of developments during
the postwar period. They show for the same seven sectors figures for
about a dozen main assets and liabilities for 1945, 1951, and 1958, in
addition to' the five basic aggregates.

It was considered necessary to divide the thirteen years covered here
into two halves because of the great difference between the first part
of the period, from the end of World War II to the end of the Korean
War, which shows many characteristics of a transition period, and the
second part, beginning with 1952, which is reasonably typical of the
present American economy. Among these differences that are impor-
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tant for the use of national balance sheets, it may suffice to point to
the following. First, the average annual rise in the general price level
(as measured by the national product deflator) was more rapid during
the first half of the period (above 5 per cent) than from 1952 on (2
per cent). Secondly, the rise in tangible asset prices was concentrated
in the first half of the period, while the second half saw a sharp rise in
the price level of common stock and only a moderate further advance
in the price of tangible assets. Thirdly, the overhang of liquidity,
accumulated mostly during World War II, had been fairly well ab-
sorbed by 1952, and hence ceased to be an important factor in the
second half of the period. Fourthly, interest rates were decisively
affected during the first half of the period bythe pegging of yields
Treasury securities, another factor that was not effective during the
second half. The two halves were, however, similar in one important
respect: the total growth in national assets between the end of 1945
and the end of 1951 of almost 8 per cent a year was not much higher
than the growth during the following seven years when it slightly ex-
ceeded 6 per cent. While no bisection of the thirteen-year period can
produce two phases of equal length or exactly similar cyclical character,
the test is almost met by the two subperiods of 1946-51 and 1952-58.
Each includes two cyclical trough years, according to the National
Bureau's classification by calendar years, and three years of upward
swing from trough to peak. The only difference is that the first sub-
period includes only one cyclical peak year (1948), while the second
has two (1953 and 1957).

The absolute figures for given balance sheet items and sectors are
shown in Table 2, while the balance sheet structure of each sector can
be followed in Table 3, in which &ch item is expressed as a percentage
of the sectofs total assets. The distribution of each of the main assets
and liabilities among the seven sectors is set forth in Table 4. A few.
salient developments during the postwar period are listed here without
citing the specific statistical evidence:

1. The total value of national assets, in current prices, more than
doubled in the thirteen years after the end of World War II. The rate
of growth of about 7 per cent a year did not differ much from the.
average for the three decades before 1929.

2. There is a pronounced difference between the first and second
halves of the postwar period in the source of growth in assets. Tangible
assets grew more rapidly in the first half, in step with the rise in the:
general price level. In the second half, financial assets accounted for
most of. the upward impetus. Common stocks were the largest con-
tributors, but the acceleration could be noted in bonds, loans, and
deposits as well.
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TABLE 2
SUMMARY OF NATIONAL BALANCE SHEET OF THE UNrrn STATES IN THE POSTWAR PERIOD

(billion dollars)

Tangible Assets

Resid. Other Prod. Dur.
Total Real Real and Consumer
Assets Total Estate Estate Invent. Durables

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

I. Nonfarm households
1. 1945 623 200 142 17 — 41

2. 1951 993 413 271 32 1 109
5. 1958 1,602 652 399 67 2 165

II. Nonfarm unincorp. business
1. 1945 53 39 11 14 13

2. 1951 101 79 18 29 32
5. 1958 158 108 20 44 44

III. Agriculture
1. 1945 105 87 9 51 21 5

2. 1951 174 153 16 79 44 14

3. 1958 208 182 19 104 45 14

IV. Nonfinancial Corp.

1. 1945 251 143 10 73 60

2. 1951 485 323 18 153 152

5. 1958 766 490 26 240 224

V. Finance

1.1945 352 2 0 2 0
2.1951 464 5 1 4 0

3.. 1958 704 10 1 9 1

VI. State and local govt.
1.1945 70 57 1 56 1

2. 1951 126 107 8 101 2

3. 1958 203 175 6 161 5

VII. Federal government
1.1945 79 26 1 20 5

2.1951 99 43 1 39 3

3. 1958 116 57 1 48 8

VIII. All sectors
1. 1945 1,553 555 175 232 101 46

2. 1951 2,439 1,123 328 439 234 122

3. 1958 8,735 1,653 472 672 850 179

SOURCE: Vol. II, Table I.
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Financial Assets Debt

De- Short- Long- Net
Total Cash posits Loans Bonds Stocks Insur. Other Total Term Term Worth

(7) (8) (9) (10) (11) (12) (13) (14) (15) (16) (17) (18)

423 50 53 13 81 112 69 46 51 12 18 592

579 54 74 19 81 152 115 84 80 29 51 913

970 61 141 30 94 343 193 107 176 59 117 1,425

14 9 — 6 0 — — — 12 7 4 41

22 11 — 11 — — — — 22 14 8 78

30 13 — 16 0 — — 41 27 14 97

18 7 2 — 4 — 4 1 8 3 5 97
21 6 2 — 5 — 5 2 14 7 7 160

25 6 3 — 5 — 7 4 21 10 11 187

108 20 1 24 21 28 — 14 88 57 31 163

160 27 1 53 22 37 — 19 159 103 56 323

276 33 2 92 22 79 — 48 257 158 99 508

550 77 0 49 206 7 — 10 351 257 74 22

92 0 121 213 14 — 18 428 304 125 36

693 93 1 245 282 43 — 30 632 421 212 71

13 5 1 0 7 — — — 22 1 21 48
19 8 2 0 9 — — — 34 1 53 92

80 11 4 2 14 — — — 63 2 61 140

53 27 0 7 5 — — 13 288 9 279 —208
56 4 0 20 6 — — 25 270 9 261 —171
58 4 0 28 7 — — 19 298 9 288 —182

978 194 56 99 324 147 73 85 '778 345 433 755
1,315 204 79 224 335 203 121 149 1,008 468 540 1,431

2,082 222 150 413 424 465 200 207 1,488 686 803 2,247
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TABLE 8

SUMMARY OF NATIONAL BALANCE SHEET STRUCTURE OF THE UNITED STATES IN THE PEluoD
(total assets = 100)

Tangible Assets

Resid. Other Prod. Dur.
Real Real and Consumer

Total Estate Estate Invent. Durables
(1) (2) (3) (4) (5)

I. Nonfarm households
1. 1945 32.1 22.8 2.7 — 6.6
2. 1951 41.6 27.3 8.3 0.1 11.0
8. 1958 '39.5 24.9 4.2 0.1 10.3

II. Nonfarm unincorp. business
1. 1945 72.8 21.5 26.4 24.9
2. 1951 . 78.5 17.9 29.1 81.5
8. 1958 78.4 14.7 82.1 81.7

III. Agriculture
1. 1945 82.8 8.8 48.4 20.5 5.0
2. 1951 87.9 9.2 ' 45.7 25.2 7.8
8. 1958 87.8 9.3 50.2 21.5 6.7

IV. Nonfinancial corp.
1. 1945 56.9 8.9 29.0 24.0
2. 1951 66.9 8.8 31.7 81.4
8. 1958 64.0 3.4 81.3 29.3

V. Finance
1. 1945 0.7 0.05 0.6 0.05
2. 1951 1.1 0.1 0.9 0.1
3. 1958 1.5 0.1 1.2 0.1

VI. State and local govt.
1. 1945 82.1 1.2 .79.8 1.0
2. 1951 . 84.9 2.3 80.7 1.9
8. 1958 85.1 3.0 79.5 2.7

VII. Federal government
1. 1945 33.4 1.5 25.3 6.6
2. 1951 43.8 0.8 39.7 8.3
3. 1958 49.6 0.9 41.3 7.4

VIII. All sectors
1. 1945 36.2 11.4 15.1 6.6 3.0
2. 1951 46.1 13.5 9.6 5.0
3. 1958 44.8 12.6 18.0 8.8 4.8

SOURCE: Derived from Vol. II, Tables I, IV-a-3a, IV-a-Bb.
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Financial Assets Debt

De. Short- Long- Net
Total Cash posits Loans Bonds Stocks Insur. Other Total Term Term Worth

(7) (8) (9) (10) (11) (12) (13) (14) (15) (16) (17)

67.9 8.0 8.5 2.0 13.0 17.9
58.4 5.5 7.4 1.9 8.1 15.3
60.5 3.8 8.8 1.9 5.9 21.4

11.1 7.3 4.9 1.9
11.6 8.5 8.1 2.9
12.1 6.7 11.0 3.7

3.0 95.1
5.1 91.9
7.3 89.0

27.2 16.7
21.5 10.7
21.6 9.7

— 10.4 — —
— 10.8 •— —
— 11.8 — —

— 22.3 14.0 8.3 77.7
— 22.1 14.2 77.9
— 29.5 19.5 10.1 70.5

17.2 6.3 1.9
12.1 3.7 1.2
12.2 3.0 1.5

— 4.0 —
— 2.7 —
— 2.5 —

3.7 1.3 7.3 2.8
3.0 1.4 8.0 4.2
3.4 1.8 10.1 4.6

4.6 92.7
3.8 92.0
5.4 89.9

43.1 7.8 0.4 9.7 8.5 11.0
38.1 5.7 0.2 11.0 4.5 7.7
36.0 4.4 0.2 12.0 2.9 10.3

99.3 22.0 — 13.9 58.6 2.1
98.9 19.9 0.1 26.0 46.0 3.0
98.5 13.2 0.2 34.8 40.0 6.2

17.9 7.5 0.8 0.1 9.6
15.1 6.7 1.2 0.2 6.9
14.9 5.3 1.8 0.8 7.0

66.6 33.8 0.2 9.3 6.3
56.2 4.4 0.3 19.9 5.8
50.4 3.6 0.3 24.5 5.9

63.8 12.7 3.7 6.4 21.1 9.6
53.9 8.4 3.2 9.2 13.8 8.3
55.7 5.9 4.0 11.1 11.4 12.5

— 5.7 35.2 22.6 12.5 64.8
— 4.0 33.0 21.4 11.6 67.0
— 6.3 33.6 20.6 13.0 66.4

— 2.7 93.9 72.9 21.0
— 3.9 92.3 65.5 26.9
— 4.2 89.9 59.8 30.1

— — — 31.2 0.8 30.5 68.8
— — — 26.9 1.0 25.9 73.1
— — — 31.1 1.0 30.2 68.9

— — 17.0 362.7 10.8 351.9 —262.7
— — 25.7 272.9 8.9 264.0 —172.9
— — 16.2 257.5 8.0 249.5 —157.5

4.8 5.5 50.8 22.5 28.3 49.2
4.9 6.1 41.3 19.2 22.1 58.7
5.4 5.6 89.8 18.4 21.5 60.2

(6)

6.1
7.7

10.1
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TABLE 4

DISTRIBUTION OF MAIN ITEMS IN NATIONAL BALANCE SHEET AMONG SECTORS, 1945, 1951, AND 1958
(per Cent)

Tangible Assets

Resid. Other Prod. Dur.
Total Real Real and Consumer
Assets Total Estate Estate Invent. Durables

(1) (2) (8) (4) (5) (6)

1945

I. Nonfarm households 40.6 86.0 81.1 7.3 — —
II. Nonfarm unincorp. bus. 3.5 7.0 6.5 6.0 12.9 89.1

III. Agriculture 6.8 15.7 5.1 22.0 20.8 —
IV. Nonfinancial corp. 16.4 25.8 5.7 81.5 59.4 10.9
V. Finance 23.0 0.4 — 0.9 — —

VI. State and local govt. 4.6 10.3 0.6 24.1 1.0
VII. Federal government 5.2 4.7 0.6 8.6 5.0 —

VIII. All sectors 100.0 100.0 100.0 100.0 100,0 100.0

1951

I. Nonfarm households 40.7 36.8 82.6 7.3 0.4 89.8
11. Nonfarm unincorp. bus. 4.1 1.0 5.5 6.6 18.7 —

HI. Agriculture 7.1 13.6 4.9 18.0 18.8 115
IV. Nonfinancial corp. 19.8 28.8 5.5 34.9 65.0 —
V. Finance 19.0 0.4 0.3 0.9 —

VI. State and local govt. 5.2 9.5 0.9 28.0 0.9
VII. Federal government 4.1 8.8 0.5 8.9 1.3 —

VIII. All sectors 100.0 100.0 100.0 100.0 100.0 100.0

1958

I. Nonfarm households 42.9 58.2 84.5 10.0 0.6 92.2
II. Nonfarm unincorp. bus. 3.7 6.5 4.2 6.5 18.8 —

III. Agriculture 5.6 11.0 4.0 15.5 13.6 7.8
IV. Nonfinancial corp. 20.5 29.6 5.5 35.7 67.9 —
V. Finance 18.8 0.6 0.2 1.3 0.3

VI. State and local govt. 5.4 10.5 1.5 24.0 1.5
VII. Federal government 3.1 3.4 0.2 7.1 2.4 —

VIII. All sectors 100.0 100.0 100.0 100.0 100.0 100.0

SOURCE: Derived from Table 2. Percentages do not always add to 100, because they
are derived from rounded figures.
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Financial Assets Debt

De- Short- Long- Net
Total Cash posits Loans Bonds Stocks Insur. Other Total Term Term Worth

(7) (8) (9) (10) (11) (12) (13) (14) (15) (16) (17) (18)

43.3 25.8 94.6 13.1 25.0 76.2 94.5 54.1 4.0 3.5 4.2 78.4
1.4 4.6 — 6.1 — — — — 1.5 2.0 0.9 5.4
1.8 3.6 3.6 — 1.2 — 5.5 1.2 1.0 0.9 1.2 12.8

11.0 10.3 1.8 24.2 6.5 19.0 — 16.5 11.3 16.5 7.2 21.6
35.8 39.7 — 49.5 63.6 4.8 — 11.8 423 74.5 17.1 2.9

1.3 2.6 1.8 — 2.2 — — — 2.8 0.3 4.8 6.4
5.4 13.9 — 7.1 1.5 — — 15.8 87.0 2.6 64.4 —27.5

100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

44.0 26.5 93.7 8.5 24.2 74.9 95.0 56.4 7.9 6.2 9.4 63.8
1.6 5.4 — 4.9 — — — — 2.2 3.0 1.5 5.5
1.6 2.9 2.5 — 1.5 — 4.1 1.3 1.4 1.5 1.3 11.2

12.2 13.2 1.3 23.7 6.6 18.2 — 12.8 15.8 22.0 10.4 22.6
34.9 45.1 — 54.0 63.6 6.9 — 12.1 42.5 65.0 23.1 2.5

1.4 3.9 2.5 — 2.7 — — — 3.4 0.2 6.1 6.4
4.5 2.0 — 8.9 1.8 — — 16.8 26.8 1.9 48.3 —11.9

100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

46.6 27.5 94.0 7.3 22.2 73.8 96.5 51.7 11.8 8.6 14.6 65.4
1.4 5.9 — 3.9 — — — — 2.8 3.9 1.7 4.3
1.2 2.7 2.0 — 1.2 — 3.5 1.9 1.4 1.5 1.4 8.3

13.5 14.9 1.3 22.3 5.2 17.0 — 23.2 17.3 23.0 12.3 22.6
83.3 41.9 0.7 59.3 66.5 9.2 — 14.5 42.5 61.4 26.4 3.2

1.4 5.0 2.7 0.5 3.3 — — — 4.2 0.3 7.6 6.2
2.8 1.8 — 6.8 1.7 — — 9.2 20.0 1.3 35.9 —8.1

100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
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3. The national aggregate of debt increased more slowly than the
value of assets.

4. Tangible assets, which tripled in value during the postwar
period, outran financial assets, which only doubled. This difference
reflects, to some extent, the repressed inflation which was manifested
at the end of World War H in excess liquid assets, on the one hand,
and artificially low tangible asset prices, on the other. By 1958, most
of the excess liquidity had been absorbed in the rise in the general
price level.

5. The most important developments in tangible assets were the
increasing share of producer and consumer durables and the decline
in the share of land; both movements continued trends observed since
at least the turn of the century.

6. The most important of the many changes in the structure of finan-
cial assets was the decline in the proportion of liquid assets and the
increase in the share of mortgages and corporate stock—the latter al-
most exclusively a reflection of the rise in stock prices.

7. The distribution of national assets among the main sectors did
not change appreciably. However, the shares of nonfinancial corpora-
tions and of nonfarm households increased. Agriculture and the federal
government, on the other hand, showed a decline in their share of
national assets.

Because of the differences in the rate of expansion of assets and
debt, substantial changes occurred in the distribution of national net
worth among sectors. The federal government's net overindebtedness
decreased slightly in absolute terms, but diminished very sharply rela-
tive to total national net worth. As a result the share of all other sectors
except nonfinancial corporations and finance declined.

Growth of Aggregate National and Sectoral Assets

NATIONAL ASSETS IN CURRENT PRICES

From the end of 1945 to the end of 1958, the current value of national
assets, which in accounting terms corresponds to the footings in the
combined national balance sheet, increased from about billion
to $3730 billion. This rise of 140 per cent in thirteen years is equivalent
to an annual rate of growth of 7 per cent. The increase was fairly steady
if fluctuations within a business cycle are ignored. During the first
cycle which comprises 1946-48, national assets increased by 28 per
cent, or at the rate of 8.5 per cent a year.' National assets increased by

'In the National Bureau's dating of business cycles, the initial peak occurred in
February 1945, sot.hat it might have been advisable to include in this cycle the four
calendar years 1945 through 1948 instead of the three years 1946-48. This, however,
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35 per cent or 614 per cent a year during the second cycle of 1949-53,
and by 30 per cent or 6.5 per cent a year during the third cycle of
1954-57. On an annual basis, which still does not exactly coincide
with business cycle phases, the variations are considerably larger. The
sharpest increases occurred in 1947 and 1950 (12 per cent). Since then
the rise has never been much more than 7 or' 8 per cent, a level which

reached in 1951, 1954, 1955, and 1958. There is no year in which
the current value of national assets decreased and only three years in

the increase remained below 5 per cent: 1949 (2 per cent),
1953 (4 per cent), and 1957 (4 per cent). Annual fluctuations in the
rate of growth of national assets thus seem to have been related to
changes in the price level of tangible assets and corporate stock more
than to oscillations in the physical volume of. capital formation or to
the exact phase of the business cycle.

The average rate of growth of 7 per cent in national assets during
the postwar period is fairly well in line with historical experience
(see Chart 1). For the entire period from 1900 to the end of World

War II, the rate averaged 5.2 per cent. This average, however, was the
result of a rate of growth of 6.5 per cent in the three decades preceding
the Great Depression and one of only 2.9 per cent in the sixteen years
1929-45. For the three approximately decadal periods before 1929,
which in length are most nearly comparable with the postwar period
studied here, the annual rates of growth were 5.7, 7.8, and 6.0 per cent,
respectively, all quite close to the 1945-58 average.2 Back in the nine-
teenth century, for which the estimates naturally are more uncertain,
the rates of growth in national assets are comparable: 5 per cent for
1880-1900, and slightly more than 6 per cent for

A law of the long-term growth rate of U.S. national assets of be-
tween 5 and 7 per cent must not be deduced from these figures, for
they are the combined result of, among other things, the rate of growth
of population, the physical stock of tangible assets, the financial inter-
relations ratio, and the price level of assets. As Table 5 shows, the rates
of growth of these components have varied considerably in the ten- to
thirty-year periods since the middle of the nineteenth century that can

has been regarded as inappropriate since 1945 was still dominated by the war.
Moreover, comparable figures for the end of 1944 are not available. Thus the
1945-48 period is not a full cycle.

2 of military assets affects the average rate of growth of the earlier
postwar period, as well as the level of the three cycles and annual movements.
Including military assets, the average rate of growth for 1945-58 is 6.7 per cent,
instead of 6.9 per cent excluding them. The average rates for the three cydes would
be even more similar, because the inclusion of military assets reduces the average
for the first cycle more than those for the second and third cycles. (The annual
rates of growth including military assets are 6.8 and 6.6 per cent.)

8 Income and Wealth Series IV, London, 1955, P. 36.
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CHART 1

National Balance Sheet Aggregates, 1900-58

Source:Toble 1

be distinguished from the available statistics. That they have moved
in a way to produce jointly a rate of growth of national assets in the
long run of around 6 per cent a year may well be a coincidence, al-
though this relative stability is worth noting.
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NATIONAL BALANCE SHEET IN POSTWAR PERIOD

PRICE-ADJUSTED NATIONAL ASSETS

The adjustment for price changes presents particular difficulties in the
case of the national balance sheets for reasons already explained in
Chapter 2. The basic difficulty is the lack of an appropriate deflator
for intangible assets. Of the two possible solutions, the first and simpler
one is to adjust total assets for changes in the current purchasing power
of money in which all estimates are expressed.: This approach uses
the gross national product deflator, i.e., the ratio between gross na.
tional product in current prices and in constant prices. In this case
relationships among assets and liabilities or among the assets of sectOrs
remain unchanged, since the deflator is not specific and is applied to
all assets and liabilities and to all sectors.

The second possibility is to apply specific deflators for each group
of assets. This may be done for tangible assets by using separate price
indexes for each type of reproducible and nonreproducible tangibles.
This technique has been applied in The National Wealth of the
United States in the Postwar Period4 and leads to a measure of na-
tional wealth, defined as the stock of tangible assets, in the prices of a
base period, in this case 1947-49. Changes in the value of tangible
wealth thus deflated are then assumed to reflect only changes in the
quantity of the stock of national wealth. Deflation by a specific price
index may also be applied to the current value of corporate stock, but
the results have no clear meaning, as was mentioned in Chapter 2. For
other financial assets, the meaning of specific deflation is even hazier,
and hence only general deflation of national assets has been used in
most of the following remarks.

National assets in constant prices rose between 1945 and 1958 at
an average annual rate of 3.6 per cent, compared to 7.1 per cent in
current prices. Deflation also alters the relationship among the rates
of growth in the three postwar cycles. The rate was smallest in the
first cycle of 1946-48, when it averaged only 1 per cent. It was higher
in the two following cycles, 3.8 per cent for 1949-53 and 4.5 per cent
for 1954-58. These rates of increase reflect not only growth in the
quantity of assets held but also the change in asset prices relative to the
general price level. In the first cycle, the general price level, freed from
its wartime fetters, advanced about as much as asset prices which were
held back by the failure of common stock prices to rise. In the second
and particularly the third cycle, asset prices advanced considerably
more than the gross national product deflator, this time reflecting pri-
marily a sharp rise in stock prices. These relationships can be followed
in Table 6.

4 By Raymond W. Goldsmith, Princeton for NUER. 1962.
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NATIONAL BALANCE SHEET OF UNITED STATES
TABLE 6

GRowTH OF MAIN COMPONENTS OF DEFLATED NATIONAL ASSETS, 1850-1958
(per cent per year)

Specific Deflationa GNP Deflation

Assets Per Assets
Tangible Total Head of Total Per

Period Assets
(1)

Equitiesb Claims°
(2) (3)

Assets
(4)

Population
(5)

Assets
(6)

Head
(7)

1850-1880 4.9 4•70 4.8 2.2 4.8 2.2
1880-1900 4.4 7.2° 5.5 3.4 5.8 3.7
. .A.

,.—

1900-1929 3.2 4.6 4.5 3.9 2.8 4.1 2.5
1929-1945 —0.1 0.2 3.9 1.7 0.8 1.4 0.5
1945-1958 3.9 0.3 1.7 2.5 0.8 3.6 1.9

1900-1958 2.4 2.4 3.7 2.9 1.5 3.2 1.8

1850-1958 9.5 43 3.8 1.9 4.1 2.2

SOURCE

Col. 1: Lines 1 and 2 derived from Income and Wealth of United States, p. 310.
Other lines derived from Goldsmith, National Wealth, Table A-6.

Cols. 2-3: Derived from Table 13; Part Two, Table 39; and Income and Wealth
Series IV, p. 361.

Col. 4: Weighted average of cols. 1, 2, and 3, using average annual current values
during period as weights.

Col. 5: Col. 4 minus Table 5, col. 4.
Col. 6: Table 5, col. 2.
Col. 7: Cot. 6 minus Table 5, col. 4.

Deflated by specific price indexes.
P1 Deflated by index of common stock prices; includes corporate stock, equity in

unincorporated business and in financial mutual enterprises.
Deflated by gross national product deflator..

The postwar rate of increase in deflated national assets of 3.6 per
cent per year is lower than that observed before 1929, although it is
considerably above the 1.4 per cent which characterized the 1929-45
period. In the first three decades of this century, as well as during the
second half of the nineteenth century, the average rate of growth in
national assets deflated by the general price level seems to have
amounted to at least 4 per cent a year.

The differences between the results of specific and gross national
product deflation of national assets can be observed in Table 6 and
Chart 2. For long periods such as 1850-1900 or 1900-29, they are not
large. Occasionally, however, the choice of the deflator does make a
difference, particularly in the postwar period. It is, of course, more
pronounced for the assets of individual sectors or of smaller groups
than in the case of aggregate national assets.
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the growth in population. If this is done, the average rate of growth of
national assets per head in the postwar period is 5.4 per cent in current
prices and 1.9 per cent after adjustment for changes in the general
price level. Because the variations in population growth in the postwar
period have been rather small, the relative position of the three cycles
is not affected by allowances for population growth.

Adjustment for population growth increases the difference in the
average annual rates of growth between the postwar and earlier
periods. In current prices, the postwar rate of growth of 5.4 per cent a
year compares with rates of 4.9 per cent for 1900-29, 2.9 per cent for
1880-1900, and 3.6 per cent for 1850-80. After adjustment for changes
in the general price level, the postwar rate of growth of 1.9 per cent
per year is below that for the three other periods: 2.5 per cent for the
three decades before 1929, 3.7 per cent for the last two decades of the
nineteenth century, and 2.2 per cent for 1850-80. The differences
would be reduced if the figures were further adjusted for changes in
the ratio between advances in asset prices and the gross national
product deflator.

DIFFERENCES IN RATE OF GROWTH AMONG SECTORS

The growth of assets of the main sectors during the postwar period has
been far from uniform. While the assets of the federal government have
increased by only 46 per cent during these thirteen years, i.e., less than
the rise of almost 60 per cent in the general price level or the increase
in the price of tangible assets, the total assets of agriculture and finan-
cial enterprises have approximately doubled; the assets of nonfarm
households and unincorporated business have increased by fully 150
per cent; and the assets of nonfinancial corporations and state and
local governments have approximately tripled. The annual rates of
growth thus have ranged from 3 per cent for the federal government to
9 per cent for nonfinancial corporations, against an average rate of
growth for national assets of 7 per cent (see Tables 7 and 8). These
rates may be compared with an average increase in the general price
level of per cent, a rise in the prices of the principal types of tangi-
ble assets of between 2 and per cent, an advance in the price of
common stock at the rate of 8½ per cent, and a growth of population
by about 13/4 per cent a year. Thus if comparison is made with the
combination of the rise in general price level and the increase in
population, together amounting to fully 5 per cent a year, the growth
in assets has been higher than this standard in all sectors except the
federal government.5

The of increase in the assets of the federal government would be even
smaller if military assets were included. In that case, it would amount to 35 per
cent for the period between and 1958, a rate of 2.3 per cent a year.
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TABLE 7

OF ASSETS AND NET WORTH OF MAIN SECroRS, 1946-58
(1945 100)

Nonfarni State
Nonfarna Unincor- Nonfinan- and

House- porated Agri- cial Local Federal All
holds Business culture Corp. Finance Govt. Govt.' Sectors

(1) (2) (3) (4) (5) (6) (7) (8)

109

ASSETS

1946 122 113 114 100 121 79 108

1947 121 142 126 183 107 142 89 120

1948 128 155 133 147 112 151 96 128

1949 182 156 132 150 116 97 181

1950 148 176 150 174 128 167 113 147

1951 159 189 167 192 132 180 125 159

1952 169 194 165 202 141 193 129 168

1953 176 201 160 211 149 203 132 174

1954 192 207 163 226 159 216 132 187

1955 212 222 166 250 170 233 141 203

1956 227 237 174 270 179 254 142 216

1957 233 250 184 288 187 273 144 226
1958 257 259 199 505 200 290 146 244

NET WORTH

1946 109 128 113 117 106 131 98 116

1947 120 142 127 138 111 158 93 135

1948 126 156 153 153 120 166 89 147

1949 129 156 131 158 138 158 90 150

1950 143 172 149 182 154 178 85 173

1951 154 189 165 199 165 192 82 190

1952 162 193 162 208 181 203 85 198

1953 167 198 157 217 198 210 88 204
1954 183 198 160 235 229 220 90 221

1955 200 206 162 257 258 237 87 243
1956 218 219 169 277 275 260 85 261

1957 217 232 179 296 282 278 84 272
1958 241 235 193 312 331 291 87 298

SouRcE: Derived from Vol. II. Table I.

'All net worth figures are negative; reduction in index means reduction in excess
of debt over assets.

The relation among the rates of growth of assets in the three post.

war cycles also shows differences among the sectors. As Table 9 shows,
the rate of growth of national assets in current prices was higher in the
1946-48 period than in the 1948.53 and 1953-57 cycles. However, four
sectors show this pattern much more strongly than the national totaL
These are the three business sectors—nonfinancial corporations, un-
incorporated business, and agriculture—and state and local govern-
ments,. all sectors with a high proportion. of tangible assets which
advanced particularly rapidly during the first postwar cycle. Financial
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TABLE 8

G&owm OF TOTAL CURRENT ASSETS OF MAIN SECTORS,
PRICES, AND POPULATION, 1900-58

(indexes: 1945 100)

1900

(1)

1929

(2)

1989

(3)

1945

(4)

1951

(5)

1958

(6)

1. Nonfarm households 10 72 60 100 159 257

2. Nonfarni unincorporated
business 20 83 70 100 189 259

8. Agriculture 24 67 50 100 167 199

4. Nonfinancial corporations 14 91 61 100 192 305
5. Finance 5 38 49 100 132 200

6. State and local governments 8 60 73 100 180 290
7. Federal government 2 10 32 100 125 146
8. All sectors 10 64 56 100 159 244
9. Gross national product .

deflator 40 79 68 100 136 157
10. Tangible asset prices 84 70 68 100 157 186
11. Common stock prices 41 115 68 • 100 180 284
12. Population 54 87 93 100 111 125

SOURCE: Lines 1-8: Derived from Vol. II, Tables I and Ia.
Lines 9-11: Derived from Part Two, Table 39.
Line 12, 1900-39: Statistical Abstract of the United States, 1960, Table 2,

interpolated for Dec. 81 dates; 1940-58: Current Population
Reports, Series P 25, July 3, 1962, p. 5 (Jan. 1 fIgures).

enterprises showed a pattern opposite to that for total national assets,
the rate of growth of assets being about the same for the second and
third cycles, but well above that experienced during the first cycle. The
rate of growth for nonfarm households fell about as much as the
national rate between the first and second cycles, but rose more in the
third cycle of 1953-57. This sharp rise reflected the extraordinary ad-
vance in prices of common stocks which constitute a much larger pro-
portion of the total assets of households than of any other major sector.
The asset growth of the federal government was irregular, being
lowest (slightly negative) in 1945-48 and considerably higher in 1948.
53 than in either of the other two periods, whether or not military
assets are included.

Differences in rate of growth become more significant the longer the
period during which they prevail. It is therefore advisable to look back
as far as our figures reach. Table 9 and Chart 3 show that for the entire
period from the turn of the century to 1958, the annual rate of growth
of assets in current prices ranged between 3.7 per cent in agriculture
and 7.7 per cent for the federal government, compared to the rate of
5.6 per cent for total combined national assets. The rate of growth
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TABLE 9

RATES OF GROWTH OF TOTAL CURRENT ASSETS OF MAIN SECTORS,
PRLCES, AND POPULATION, 1900-58

(per cent per year)

1900 1900 1929 1945 1945 1948 1953

to to to to to to to
1958 1929 1945 1958 1948 1953 1957

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

1. Nonfarm households 5.8 7.1 2.2 7.5 8.7 6.5 7.3

2. Nonfarm unincor- .

porated business 4.5 5.0 2.3 7.6 15.8 5.3 5.6

3. Agriculture 3.7 3.6 2.5 5.4 10.0 8.8 3.6

4. Nonfinancial
corporations 5.5 6.7 0.6 9.0 13.6 7.5 8.1

5. Finance 6.6 7.4 6.1 5.5 3.8 5.9 5.9

6. State and local .

7.3governments 6.4 3.3 8.5 14.6 6.1 7.7

7. Federal government 7.7 5.9 14.8 3.0 1.2 6.5 2.0

8. All sectors 5.6 6.5 2.9 7.1 8.6 6.3 6.7
9. Gross national product

deflator 2.4 2.4 1.5 3.5 7.4 2.4 2.5

10. Tangible asset prices 3.0 25 2.2 4.9 11.7 3.0 3.0
11. Common stock prices 8.4 3.6 —0.9 8.4 —5.5 10.0 11.8

12. Population 1.4 1.6 0.9 1.7 1.7 1.7 1.8

SOURCE: See source to Table 8.

for nonfarm households and nonfinancial corporations, the two largest
sectors, was close to that of the national aggregate.

The position of the sectors based on their rate of growth also
changed considerably. Financial enterprises showed the most rapid
rate of growth from 1900 to 1929 but were near the bottom in the
postwar period. Nonfinancial corporations ranked first in the postwar
period but last between 1929 and 1945. The rate of growth of assets
of agriculture was below that of aggregate national assets in all three
periods, but only in one case, 1900-29, was it at the bottom of the rank-
ing. The federal government's position varied sharply, showing the
highest rate of growth of any major sector in 1929-45 and the lowest
rate in the postwar period.

The differences in rates of growth, of course, led to changes in the
shares of the main sectors in total national assets (Chart 4). These
changes, together with changes in the share of national net worth, are
discussed in a later section of this chapter. The necessary figures have
already been given in Table 1, which also shows the shares of each of
the seven main sectors in tangible assets, financial assets, debt, and
net worth in 1900, 1912, 1922, 1929, 1939, 1945, and 1958. Changes
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CHART 3

Total Assets of Main Sectors of U.S. Economy, 1900-58

Source: Table 1.
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NATIONAL BALANCE SHEET OF UNiTED STATES

in the shares permit an immediate inference on relative rates of growth,
while the dollar figures, also presented in Table 1, make it possible to
calculate absolute rates of growth.

Changes in Structure of National Balance Sheet

Over a period of thirteen years in which the value of national assets
more than doubled, the price movements of different types of assets
varied greatly, and substantial economic changes occurred, the struc-
ture of the national balance sheets could hardly be expected to remain
unchanged. These changes may be expressed in changes in the struc-
ture of assets (the ratio of tangible to intangible assets and the relations
among types of tangibles and intangibles), in the ratio of
debt to net worth, in the composition of debt (such as the ratio of
short- to long-term debt), or in the composition of net worth (the
relation between retained earnings, contributed capital, and realized
or unrealized capital gains). Some of these broad relations are best
studied by selected balance sheet ratios, which will be reviewed in the
next section. Chart 5 may serve as a summary.

Changes in the structure of tangible assets are discussed in some
detail in National Wealth. The position of the items connected with
housing—tangible assets, mortgage claims, and mortgage debt—in the
national balance sheet is reviewed in Part Three. This leaves, except
for a brief summary of some of the basic relations, only changes in
the structure of intangible assets in the national balance sheet to be
discussed.

CHANGES IN STRUCTURE OF TANGIBLE ASSETS

Since changes in the structure of tangible assets in the postwar period
are discussed in detail in National Wealth°, where comparisons are also
made with earlier periods, it will suffice here to recall the main changes
that have occurred in the postwar period. Most of this material can be
seen in Tables 10, 11, and 12, which provide the basic data in absolute
figures and relative to 1945.

1. Between the end of 1945 and 1958, the ratio of the value
of nonreproducible tangible assets (primarily land) to total tangible
assets declined from about 21 per cent to not much over 18 per cent.

2. The share of farm land declined both in relation to national
wealth (from 8 to 6 per cent) and to total nonreproducible assets
(from nearly 40 to less than 33 per cent).

3. The share of public land fell by about one-third, continuing a
decline that had started before World War II.

6 Chapter 5.
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CHART 5

Distribution of Total Assets of Main Sectors, by Type of Asset,
1945 and 1958

(per cent of total assets)
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4. Within reproducible tangible assets, structures grew more slowly
than equipment.

5. The share of total structures in all tangible assets remained stable
at approximately one-half throughout the postwar period.

6. The share of nonfarm residences declined slightly from about 53
per cent of all structures in 1945 to about 49 per cent in 1958.

7. Business structures increased their share in total tangible assets
slightly from 12 per cent in 1945 to 13 per cent in 1958.

8. Farm structures lost rapidly in relative importance, their share
declining from almost 3 per cent to somewhat over 2 per cent.

9. The share of government structures remained stable at approxi-
mately one-tenth of national wealth or one-fifth of total structures, a
small increase in the share of state and local government structures
being offset by a similar decrease of the share of federal civilian
structures.

10. The increase in the share of producer durables from 8½ per cent
of national wealth in 1945 to almost 12 per cent in 1958 is one of the
two outstanding changes in the structure of tangible assets in the post-
war period.

11. The increase in the share of consumer durables from 8 to 10½
per cent is the second of these outstanding shifts. Producer and con-
sumer durables together, thus, advanced their share from one-sixth at
the beginning of the postwar period 'to almost one-fourth at the end.

12. The share of inventories fell from 9 to approximately 7½ per
cent of national wealth.

13. Monetary metals showed the sharpest relative decline among
tangible assets, since their absolute volume hardly increased at all dur-
ing the postwar period. As a result, their share in national wealth fell
from over 4 per cent in 1945 to less than 1½ per cent in 1958.

14. Net foreign assets represented about 1½ per cent of the total
national wealth in 1958, while at the beginning of the postwar period
foreign liabilities slightly exceeded foreign assets.

Many of these movements represent a continuation of trends ob-
served before 1945, e.g., items 1, 2, 4, 8, 10, and 11. Others involve a
considerable shift from previous trends, for instance, 9, 13, and 14.

CHANGES IN THE STRUCTURE OF FINANCIAL ASSETS

In order to concentrate attention on the significant movements in the
growth of financial assets during the postwar period, the figures for
the numerous types of assets in the national balance sheet, given in the
basic tables in Volume II, have been combined into six main types:
corporate stock, other equities—primarily net worth of unincorporated
business, claims against financial intermediaries, short-term claims—a
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residual, including accruals and miscellaneous intangible assets, mort-
gages, and bonds and notes—including short-term securities, particu-
larly Treasury bills, but exdudmg term loans of banks. These six types
in turn have been arranged into three major groups—equities, claims
against financial intermediaries, and other claims. Annual figures are
given for 1945 through 1958 to make it possible to study cyclical move-
inents as well as trends, and for the benchmark years 1900, 1929, and
1939 to provide historical perspective. The absolute figures for the
different types of financial assets are shown in Table 13, their share in
total financial assets in Table 14, and their movements based on the
1945 level in Table 15.

Total intangible assets in the national balance sheet—a figure which
includes many duplications—increased from $950 million at the end
of 1945 to over $2 billion at the end of 1958, an average rate of increase
of 6 per cent .a year. The different types of financial assets expanded,
however, at quite different rates during this Of the main divi-
sions of equities and claims, the former almost tripled in volume rising
at an average rate of 8.7 per cent, while the latter failed to double,
expanding at a rate of just over 5 per cent a year. The sharper rise in
the value equities was due primarily to the rise in the value of cor-
porate stock which increased by 216 per cent or at the rate of 9.3 per
cent a year. This was the result almost exclusively of the sharp rise in
common stock prices, particularly in the second half of the period. The
volume of stock increased only about one-fifth or 11/2 per cent a year,
if measured by the average ratio of new stock issues during a year to
the average value of common stock outstanding. The net worth of un-
incorporated enterprise and of mutual finance organizations,
on the other hand, more than doubled, rising at an annual average of
6.5 per cent.

Differences in the rate of growth were also marked among types of
claims. While the volume of bonds and notes increased by only 30 per
cent, or at an average rate of 2.1 per cent a year, claims against financial
intermediaries expanded by 82 per cent or 4.7 per cent a year. Short-
term claims, a mixed category dominated by accounts receivable and
consumer loans, more than tripled, expanding at an average annual
rate of 9.8 per cent. Mortgages almost quintupled, growing at an an-
nual average rate of 12.8 per cent. These differences (which are not
affected by price changes since all the estimates are based on face value)
are due partly to different rates of expansion in the branches of the
economy which use the different types of claims, and partly to 'the
level to which claims had shrunk during the depression and war. The
low rate of increase in the volume of bonds and notes in particular is
due entirely to the virtual stability of the bonds and notes of the
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TABLE 10

CURRENT OF MAIN Trpr.s OF TANGIBLE 1900-58
(billion dollars)

All
Tangible

REPRODUCIBLE ASSETS

Structures Other

Resi- Busi-
.

Producer Inven-
Assets Total dential ness Other Total Durables tories

(1) (2) (8) (4) (5) (6) (7) (8)

1900 87.7 34.9 17.4 14.4 3.1 24.1 6.5 9.9
1929 439.1 189.9 95.9 65.0 29.0 123.4 38.4 38.0
1939 395.6 188.5 91.2 58.2 39.1 116.7 34.2 30.4

1945b 576.2 285.6 152.4 70.9 62.3 171.4 48.6 52.6
1946 700.9 345.8 178.5 89.7 77.1 210.7 58.5 68.2
1947 843.5 414.6 216.7 105.3 92.6 253.8 73.7 80.0
1948 928.4 449.4 234.2 115.4 99.8 287.0 87.5 86.0

1949 932.0 446.1 281.6 116.0 983 296.2 96.9 79.6
1950 1067.1 507.3 267.4 130.5 109.4 344.6 110.0 96.5
1951 1164.6 545.4 286.0 141.1 118.3 383.3 123.6 110.4
1952 1214.1 578.8 301.7 149.2 127.9 393.9 132.0 106.9
1953 1259.8 605.6 313.5 158.4 133.7 409.7 140.8 107.8

1954 1306.8 631.3 324.8 165.2 141.8 421.3 149.5 107.1
1955 1401.9 683.6 351.4 178.7 153.5 447.0 156.8 113.9
1956 1518.2 736.6 375.5 193.1 168.0 489.6 177.4 122.8
1957 1629.7 790.2 392.1 217.0 181.1 521.0 193.1 126.8
1958 1702.8 833.7 411.3 227.9 194.5 554.0 199.9 129.9

SOURCE: Col. 1: Raymond W. Goldsmith, The National Wealth of the United
States in the Postwar Period, Princeton for NBER, 1962, Table
A-5, col. 2.

Cot. 2: Sum of cols. 3, 4, and 5.
Cot. 3: Ibid., Table A-S. col. S.
Col. 4: Ibid., Table A-36, sum of cols. 3, 4, and 5.
Cot. 5: Ibid., Table A-36, sum of cols. 2, 6, and 7.
Cot. 6: Sum of cols. 7-10.
Cot. 7: Ibid., Table A-5, sum of cots. 6 and 7.
Col. 8: Ibid., Table A-5, sum of cols. 8 and 9.
Col. 9: ibid., Table A-S. col. 15.

federal government, which during the postwar period accounted for
between three-fifths and four-fifths of total outstandings in this cate-
gory. Corporate bonds and notes and state and local government bonds
expanded at substantial rates, the annual averages for the postwar
period being about 9 per cent in both cases.

As a result of these differential rates of growth, substantial changes
occurred in the distribution of total financial assets among the major
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REPRODUCIBLE ASSETS Nonre producible Assets

Agric. Business

Resid.
Land and
Vacant

Net
Foreign

Other
.

Monetary Consumer
Metals Durables Total Land Land Lots Other Assets

(9) (10) (11) (12) (13) (14) (15) (16)

1.6 6.1 31.0 16.1 3.2 7.4 4.3 —2.3
4.8 42.2 113.5 58.0 22.9 35.9 16.7 12.4

19.6 32.5 88.6 26.1 15.6 28.2 18.7 1.7

23.9 46.3 121.6 46.6 22.0 30.4 22.6 —2.3
24.4 59.6 141.9 50.3 28.7 34.2 28.7 2.8
26.7 73.4 164.2 55.9 83.7 41.4 33.2 10.9
28.2 85.3 178.9 593 39.1 46.1 54.2 12.9

28.5 91.2 176.0 59.2 37.9 45.5 33.4 13.8
26.8 111.3 201.8 '70.3 40.4 51.4 39.7 13.4
26.8 122.5 221.6 80.6 44.0 54.9 42.1 14.4
27.4 127.6 226.7 80.2 46.0 59.1 41.4 14.7
26.3 154.8 228.1 76.2 48.6 62.2 41.1 15.9

26.0 138.7 238.2 79.0 51.1 66.2 41.9 15.5
26.1 150.8 256.2 84.0 55.1 72.8 44.3 15.4
26.5 163.4 274.1 88.7 59.5 79.8 46.1 17.9
27.5 173.6 295.7 95.0 65.6 87.2 47.9 22.8
25.4 178.8 310.8 101.3 67.8 93.5 48.2. 24.3

Col. 10: Ibid., Table A-5, col. 10.
Col. 11: Sum of cols. 12-15.
Col. 12: Ibid., Table A.5, col. 11.
Col. 13: Ibid., Table A-5, col. 13 minus Table A-41, cols. 2 and 3.
Col. 14: Ibid., Table A5, col. 12 plus Table A-41, col. 2.
Col. 15: Ibid., Table A-5, col. 14 plus Table A-41, col. 3.
Col. 16: Ibid., Table A-S. col. 16.

Exdudes military assets and includes monetary metals.
b Data comparable to later years.

types, which can be followed in Table 14. The share of equities rose
from 20 to 28 per cent, and that of corporate stock from 15 to 23 per
cent. Mortgages accounted for less than 4 per cent of total financial as-
sets at the end of World War II, but for more than 8 per cent in 1958.
Short-term claims other than claims against financial intermediaries
also advanced, although less spectacularly, rising from slightly more
than 10½ per cent in 1945 to 16½ per cent in 1958. On the other hand,
the share of claims against financial intermediaries declined slowly from
311/2 to 261/2 per cent and that of bonds and notes fell sharply from 34
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TABLE 11

PERCENTAGE DISipIBuTIoN OF TOTAL TANGIBLE AssE'rs BY MAIN.TYPES, 1900-58
(per cent)

REPRODUCIBLE ASSETS

Structures Other.

Producer Inven-Resi-
Total dential Business Other Total Durables tories

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

1900 39.8 19.8 16.4 3.5 27.5 7.4 11.3
1929 43.2 21.8 14.8 6.6 28.1 8.7 8.7
1939 47.6 23.1 14.7 9.9 29.5 8.6 7.7

1945 49.6 26.4 12.3 10.8 29.7 8.4 9.1
1946 49.3 25.5 12.8 11.0 80.1 8.3 9.7
1947 49.2 25.7 12.5 11.0 80.1 8.7 9.5
1948 48.4 25.2 12.4 10.7 30.9 9.4 9.3

1949 47.9 24.8' 12.4 10.6 31.8 10.4 8.5
1950 47.5 25.1 12.2 10.3 32.3 10.3 9.0
1951 46.8 24.6 12.1 10.2 32.9 10.6 9.5
1952 47.7 24.8 12.3 10.5 82.4 10.9 8.8
1953 48.1 24.9 12.6 10.6 32.5 11.2 8.6

1954 48.3 24.9 12.6 10.8 32.3 11.4 8.2
1955 48.8 25.1 12.1 10.9 31.9 11.2 8.1
1956 48.5 24.7 12.7 11.1 82.2 11.7 8.1
1957 48.5 24.1 18.3 11.1 32.0 11.8 7.8
1958 49.0 24.2 18.4 11.4 31.4 11.7 7.6

SouRcE: Derived from Table 10.

to 21 per cent. The share of corporate and tax-exempt bonds together,
however (Vol. II, Table 1), increased from to 6½ per cent, which
was more than offset by the halving.of the share of Treasury securities
from almost 29 per cent at the end of World War H to a little over 13
per cent thirteen years later.

Fluctuations in both the absolute values and the distribution of the
main types of financial assets show the effects of the business cycle and
of the upward trend of common Stock' prices in the 1950's. Thus the
expansion in the volume of claims was sharpest in 1947, 1950, and 1955,
all in the early phases of upward swings. On the other hand, the volume
of claims failed to expand, or increased only slightly, in 1946 and 1949,
the latter a year of recession. The two other recession years—i 954 and'

not show as clear a pattern, partly because the recessions do
not coincide with calendar years. In both of these years, the volume
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REPRODUCIBLE ASSETS Nonreproduci bEe Assets

Other

Agric. Business

Resid.
Land and

Vacant
Net

ForeignMonetary Consumer
Metals Durables Total Land Land Lots Other Assets

(8) (9) (10) (11) (12) (18) (14) (15)

1.8 7.0 35.3 18.4 3.6 8.4 4.9 —2.6
1.1 9.6 25.8 8.7 5.2 8.2 3.8 2.8
5.0 8.2 22.4 6.6 3.9 7.1 4.7 .4

4.1 8.0 21.1 8.1 3.8 5.3 3.9 —.4
3.5 8.5 20.2 7.2 4.1 4.9 4.1 .4
3.2 8.7 19.5 6.6 4.0 4.9 3.9 1.3
3.0 9.2 19.3 6.4 4.2 5.0 3.7 1.4

3.1 9.8 18.9 6.4 4.1 4.9 3.6 1.5
2.5 10.4 18.9 6.6 3.8 4.8 8.7 1.8
2.8 10.5 19.0 6.9 3.8 4.7 3.6 1.2
2.3 10.5 18.8 6.6 8.8 4.9 3.4 1.2
2.1 10.7 18.1 6.1 3.9 4.9 3.3 1.3

2.0 10.6 18.2 6.0 3.9 5.1 3.2 1.2
1.9 10.8 18.3 6.0 3.9 5.2 3.2 1.1
1.7 10.8 18.1 5.8 3.9 5.3 3.0 1.2
1.7 10.7 18.1 5.8 4.0 5.4 2.9 1.4
1.5 103 18.3 5.9 4.0 5.5 2.8 1.4

of claims expanded by about 5½-6 per cent, which is a little above the
average for the entire period, although lower than in boom years.

The cyclical effects are more pronounced in short-term loans and
mortgages than in claims against financial intermediaries or in long-
term bonds and notes. In the first of these, cyclical movements reflect-
ing deliberate measures of monetary policy, directed at stemming
recession through easing credit, played a considerable role. In the case
of long-term bonds and notes, cyclical movements are obscured by the
relatively small changes in the large block of Treasury securities and by
the well-known tendency of corporate bonds to move in a counter-
cyclical pattern.7

The movement in the value of equities, as already indicated, is

"For this behavior during the forty years before 1939, see W. Braddock Hickman,
The Volume of Corporate Bond Financing Since 1900, Princeton for NBER, 1953
Chapter 4.
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TABLE 12

GROWTH OF MAIN TYPES OF TANGIBLE ASSETS, 1900-58
(current values, 1945 100)

ASSETS

All

Structures Other

Tangible Resi- Busi- Producer inven-
Assets Total dential ness Other Total• Durables tories

(1) (2) (3) (4) (5) (6) (7) (8)

1900 15.2 12.2 11.4 20.9 5.0 14.1 13.4 18.8
1929 76.2 66.5 62.9 91.7 46.5 72.0 79.0 72.2
1939 68.7 66.0 59.8 82.1 62.8 68.1 57.8

1945 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
1946 121.6 120.9 117.1 126.5 123.8 122.9 120.4 129.7
1947 146.4 145.2 142.2 148.5 148.6 148.1 151.6 152.1
1948 161.1 157.4 153.7 162.8 160.2 167.4 180.0 165.5

1949 161.7 156.2 152.0 163.6 158.1 172.8 199.4 151.3
1950 185.2 177.6 175.5 184.1 175.6 201.1 226.3 183.5
1951 202.1 191.0 187.7 199.0 189.9 223.6 254.3 209.9
1952 210.7 202.7 198.0 210.4 205.3 229.8 271.6 203.2
1953 218.6 212.0 205.7 223.4 214.6 239.0 289.7 204.9

1954 226.7 221.0 215.1 233.0 226.8 245.8 307.6 203.6
1955 243.3 239.4 280.6 252.0 246.4 260.8 322.6 215.4
1956 263.5 257.9 246.4 272.4 269.7 285.6 365.0 282.5
1957 282.8 276.7 257.3 306.1 290.7 304.0 397.3 241.1
1958 295.5 291.9 269.9 321.4 312.2 311.6 411.3 247.0

SouRcE: Derived from Table 10.
Rate of growth of net foreign assets was not calculated because value in the base

year was negative.

chiefly a reflection of the price of corporate stock. Cyclical movements
are not absent, but they are dwarfed by the sharp upward trend during
the 1950's, which tripled the value of corporate stock outstanding al-
though net new issues of stock were relatively small.

Some important Balance Sheet Ratios

FINANCIAL INTERRELATIONS RATIO

The financial interrelations ratio (FIR) is one of the most interesting
characteristics of a country's financial structure that can be derived
from the national balance sheet. It is a very simple concept: the ratio
of the value of financial to tangible assets. It can also be expressed as
the sum of twice the ratio of the assets of financial institutions (exciud-
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REPRODUCIBLE ASSETS Nonre producible Assets

Other Resid.
Land and

Monetary Consumer Agric. Business Vacant
Metals Durables Total Land Land Lots Other

(9) (10) (11) (12) (15) (14) (15)

6.7 13.2 255 34.5 14.5 24.3 19.0

20.1 91.1 93.3 81.5 104.1 118.1 73.9

82.0 70.2 72.9 56.0 70.9 92.8 82.7

, 100.0 100.0
102.1 128.7

111.7 158.5

118.0 184.2

100.0
116.7
135.0

147.1

100.0
107.9
120.0

127.7

100.0
130.5
155.2
177.7

100.0
112.5
136.2
151.6

100.0
127.0
146.9
151.3

119.2 197.0
112.1 240.4

112.1 264.6

114.6 275.6

110.0 291.1

144.7
166.0
182.2

186.4

187.6

127.0
150.9
173.0

172.1

163.5

172.3
188.6
200.0

209.1
220.9

149.7
169.1
180.6

194.4
204.6

147.8
175.7
186.3

185.2
181.9

108.8 299.6
109.2 325.7
110.9 852.9

115.1 374.9

106.5 386.2

195.9
210.7
225.4
243.2

255.6

169.5
180.3
190.3
203.9

217.4

232.3
250.5
270.5
298.2
508.2

217.8
239.5
262.5
286.8
307.6

185.4
196.0
204.0
212.9
213.3

ing intrasector assets) to tangible assets and the ratio of other intangi-
ble assets (i.e., those not owed by or to financial institutions) to
tangible assets. The FIR therefore measures both the size of the un-
duplicated superstructure of intangibles relative to tangible assets and
the duplication introduced by the operation of financial organizations,
which are inserted as links in the chain between ultimate suppliers and
users of funds and thus increase the total volume of intangible assets.

Two main characteristics of the FIR in the postwar period stand
out in Table 16 and Chart 6. The first is the sharp decline in the two
years after World War II, evidenced in the fall of the FIR from 1.76
at the end of 1945 to 1.28 at the end of 1947. The second is the stability
in the following decade during which the FIR ranged only within the
limits of 1.17 (1951). and 1.29 (1955). No trend or regular movement
in the FIR can be observed during this period. The ratio tended to be
rather low for 1950-53 and somewhat higher for 1954-57. The 1958
value, however, is virtually the same as that of 1947-49.
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SouRcE: Derived from Table 13.

The sharp decline of
perio4 is primarily the in the value of
tangible assets (which of World War
II) in the face of only of claims and a
decline in the price during 1948-58
at a level where the value of financial assets was about one-fifth larger
than that of tangible assets, or national assets were two and a fifth
times national wealth, indicates the growth of the financial structure
in line with the increase in value of national wealth. This in turn is
the result of the expansion of the volume of national wealth and the
price level of tangible assets, both of which increased fairly steadily
over this period.

The stability of the FIR was shared by its two main components, the
ratios of the assets of financial institutions and of other intangibles to
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TABLE 14

PERCENTAGE DISTRIBUTION OF FINANCIAL ASSETS BY MAIN TYPES, 1900-58
(per cent)

Equities

CLAIMS

Other

Long- Term

Against Bonds
Corp. Financial Short- Mort- and

Total Stock Other Total Interm. Total Term Total gages Notes
(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

1900
1929
1939

31.3
39.9
27.8

20.9
34.2
21.4

10.4
5.7
6.4

68.7
60.1
71.9

19.4
16.3
30.4

49.3
43.8
41.5

26.9
22.3
12.8

22.4

28.7

10.4
8.4
73

11.9
13.0
21.2

1945
1946
1947
1948

20.3
19.9
19.2
19.1

15.4
14.0
13.0
12.6

4.9
5.9
6.2
6.6

79.8
80.1
80.7
80.8

31.4
31.4
31.6
31.5

48.3
48.7
49.2

.49.2

10.6
12.0
13.6
14.2

87.7
36.7
35.6
35.0

3.8
4.4
4.9
5.3

34.0
32.3
80.7
29.7

1949
1950
1951
1952
1959

19.8
21.4
22.3
22.2
21.5

15.5
15.0
15.8
16.0
15.3

6.3
6.4
6.5
6.2
6.2

80.2
78.6
77.7
77.8
78.5

31.0
29.4
29.3
29.2
29.5

49.2
49.2
48.4
48.5
49.1

13.8
15.8
16.1
16.3
16.3 •

55.3
83.4
32.4
32.2
32.7

5.8
6.1
6.4
6.6
7.1

29.5
27,3
26.0
25.6
25.7

1954
1955
1956
1957
1958

24.7
26.4
26.5
24.4
27.8

19.1
21.1
21.0
18.7
22.6

5.7
5.4
5.4
5.7
5.2

75.4
73.6
73.6
75.6
72.2

28.4
27.0
27.0
27.7
26.6

46.9
46.5
46.6
47.9
45.6

15.6
16.6
17.1
17.6
16.6

31.3
29.9
29.5
30.2
29.0

7.8
7.5
8.0
85
8.4

24.0
22.4
21.5
21.8
20.6

of

the FIR in the first two years of the postwar
result of the pronounced rise

reflected the repressed inflation
a small increase in the volume
corporate stock. The stability
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NATiONAL BALANCE SHEET OF UNITED STATES
TABLE 16

FuwiCIAL INTERRELATIONS RATIO AND ITS MAIN COMPONENTS, 1900-58

RATIO TO TANGIBLE ASSETS ov:

Proportion of.

Intangibles Intangible
All

Intangible'
Assets

Involving
Financial

Ijistitutions

Other Intangibles Assets Involv-
ing Financial
InstitutionsTotal Claims Equities

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

1900 .77 .30 .47 .24 .23 .89
1912 .86 .35 .51 .22 .29 .41
1922 L00 .41 .59 .29 .30 .41
1929 1.50 .53 .27 .50 .41
1933 1.27 .55 .72 .35 .37 .43

1939 1.30 .57 .73 .40 .33 .44
J945b 1.76 .98 .78 .44 .34 .56
1946 1.45 .81 .64 .87 .27 .56
1947 1.28 .71 .57 .34 .23 .55
1948 1.21 .67 .54 .32 .22 .55

1949 1.26 .71 .55 .32 .23 .56
1950 1.19 .66 .53 .29 .24 .55
1951
1952

1.17
1.19

.65
.68

.52

.51
.28
.26

.24

.25
.56
.57

1953 1.19 .70 .49 .25 .24 .59

1954 1.26 .73 .53 .24 .29 .58
1955 1.29 .75 .56 .25 .31 .57
1956 1.25 .71 .54 .24 .30 .57
1957 1.19 .70 .49 .22 .27 .59
1958 1.26 .75 .53 .21 .32 .58

SoultcE: Col. 1: Vol. II, Tables tand Ia.
Col. 2: Twice the intangible assets (except currency and demand deposits,

and other banks' deposits and shares) held by the finance sector.
Data from Vol. II, Tables I and Ia, col. 5, lines lI-i, 11-2, and 11-21.

Cal. 3: :Col. l.minUs col. 2.
Col. 4: Col. 3 minus col. 5.
Col. 5: Vol. II, Tables I and Ia, col. 8, lines 16 through 19, minus col. 5,

lines 16 through 19.
Col. 6: Col. 2 divided by col. 1.

Intangible assets monetary metals.
b Data comparable to later years.

national wealth. As a result, the share of financial institutions in total
intangibles remained quite steady at a level of approximately three-
fifths. Considerable changes, however, have occurred within the second
component, the ratio to national wealth of intangibles not owed by or
to financial institutions. The ratio of equities (mostly corporate stock)
to national wealth, after remaining fairly stable at 22-25 per cent from

8o



NATIONAL BALANCE SHEET iN POSTWAR PERIOD

CHART. 6

The Financial Interrelations Ratio, 1900-58
(national wealth = 1)

Source:Toble 16.

1947 through 1953, advanced to over 30. per cent, reflecting the sharp
rise in stock prices. On the other hand, the relation of other claims
(i.e., government securities, corporate bonds, mortgages, and accounts
receivable held outside financial :institutions) declined, falling gradu-
ally from a level of about a third of national wealth in 1946-49 to only
approximately one-fifth at the end of the period. As a result, the share
of equities in the second component of the FIR rose from a level of
about two-fifths in 1946-49 to over one-half in 1954-58. This is another
reflection of the declining importance in the economy of claims not
owed to or by financial institutions.

In historical perspective, the FIR in 1947-58 was at about the same
level as during the 1930's, before the sharp wartime increase, and sub-
stantially higher than between 1900 and the mid-l920's. The similarity
between the postwar and prewar FIR is partly the result of offsetting

8i
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NATIONAL BALANCE SHEET OF UNITED STATES

differences in some of the components: intangibles involving financial
institutions grew in importance at the expense of other claims. The
FIR in 1929 was the same as in 1939, but in 1929 equities were 50 per
cent of the value of tangible assets—the highest level in the whole
sixty-year period. The lower FIR's in earlier years could be attributed
to the financial institutions component. Other claims and equities bore
about the same relation to tangible assets as in recent years.

RATIO OF INTANGIBLE TO TOTAL ASSETS

On a national basis, this ratio is easily transformed into the financial
interrelations ratio and hence without interest of its own. For sectors or
subsectors, however, it is one of the important indicators of financial
position.

For the nation as a whole, the ratio of intangible to total assets fell
sharply during the first two years of the postwar period from its extraor-
dinarily high level at the end of World War II. This peak was a result
of the repressed inflation during the conflict and the sharp expansion
in the volume of intangible assets—particularly claims. The expansion
in claims, primarily Treasury securities and bank deposits, contrasted
with a relatively small increase in the value of tangible assets. The
smallness of the growth in tangible assets was, in turn, due to the sharp
curtailment of civilian capital expenditures during the war and to con-
trols, which held the rises in the price of tangible assets even if
they were unable to prevent them altogether. From 1947 to 1958 there
was. no trend in the national ratio of intangible to total assets, and
year-to-year changes were moderate; the ratio averaged 55 per cent,
ranging only between 54 and 56 per cent, a level which corresponds to
a financial interrelations ratio of about 1.22. This level is identical with
the one which prevailed from 1929 to 1939, but it is considerably
higher than those observed before World War I, which were approxi-
mately 0.80; and it is still a little above the ratio of 1922 (1.00). This
indicates that during the postwar period as a whole (disregarding the
transitory years 1946-47), the relative size of the country's financial
superstructure did not change significantly.

The ratio of intangible to total assets also remained fairly stable
for most sectors after 1947 or 1948, as can be judged from the movement
of the ratio of tangible to total assets in Table 17. In the case of non-
farm households, for example, the ratio fluctuated only between 58
and 61 per cent. The ratio moved within the narrow range of 33
to 37 per cent for nonfinancial corporations. Some evidence of a
contracyclical movement may be detected in the fact that the ratios for
the recession years of 1954 and 1958 are a little higher than those of the
preceding boom years.
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NATIONAL BALANCE SHEET OF UNITED STATES

LIQUID ASSET RATIO

The well-known plethora of liquid assets at the end of World War II
and the gradual elimination of this excess liquidity during the postwar
period are clearly evident in Table 18 and Chart 7. At the end of 1945,

35

30

25

20

is

10

5

0
1945

CHART 7
Liquid Asset Ratio of Main Nonfinancial Sectors, 1945-58

Source: Table 18.
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NATIONAL BALANCE SHEET IN POSTWAR PERIO.D

liquid assets (monetary metals, currency, commercial bank deposits,
deposits in other financial institutions, and. U. S. government, state,
and local securities) amounted to more than one-third of the total
assets in the national balance sheet. Among financial intermediaries
they constituted'more than three-fourths of total assets, partly as a re-
suit of the large-scale accumulation of Treasury securities during the
war. Even among nonfarm households liquid assets represented more
than one-fourth of total assets, while their share stood at about one-
sixth for unincorporated business enterprises, nonfinancial., corpo-
rations, and state and local governments. All these ratios were the
highest for any benchmark year since 1900, and probably also were well
above the level reached at any time during the nineteenth century.

During the postwar period the liquid asset ratio declined continu-
ously, but its fall was particularly pronounced during the first part of
the period. By 1951 the ratio for all sectors together had already de-
clined to 23 per cent from its 1945 peak of 36 per cent. Little change is
indicated for the following two years. Over the 1954-58 cycle, however,
the ratio again moved downward, reaching 19 per cent in 1958. This
level was still higher. than that observed for any benchmark date, and
probably for any individual year, before the mid-I 930's. On the basis of
these rough, over-all annual figures, cyclical movements during the
postwar period are not reflected in the liquid asset ratio, defined as
broadly as it is here.

Similarly sharp declines can be observed in most of the. main sectors.
The liquid asset ratio of nonfarm households declined during the post-
war period from 28 to 18 per cent, most of the drop again occurring be-
fore the Korean War. The reduction in the liquid• asset during
the first postwar years is particularly pronounced for business enter-
prises. Between 1945 and 1948 the ratio declined from 17 to 11 percent
for nonfinancial corporations and from 17 to 12 per cent for nonfarm
unincorporated business enterprises. In -both sectors, however, further
declines occurred in the latter part of the period. As a result, the level
of the liquid asset ratio in 1958 was only slightly above the average of
the first thirty years of the century for. the two business sectors.

PRICE-SENSITIVE ASSETS RATIO

This ratio, shown in Table 19 and Chart 8, is significant because it
indicates the susceptibility of a sector, or subsector, to changes in the
price of assets; and, together with the debt ratio, measures the effect of
asset price changes on net worth.8 It is calculated as the ratio of the
current value of structures, equipment, inventories, land, corporate
stock, and equity in unincorporated business enterprises to the value
of a sector's total assets.

8For a more detailed description, see Part Two.
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CHART 8

Ratio of Price-Sensitive to Total Assets of Main Sectors, 1945-58
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For all sectors taken together, the ratio of price-sensitive to total
assets went up considerably during the postwar period; it rose from
49 to 57 per cent between 1945 and 1950, and then to 60 per cent at the
end of 1958. The rise between the end of World War II and the Korean
War was due chiefly to a sharp upward movement in the price of
tangible assets which in turn reflects the end of war-time price con-
trols and repressed inflation. The further, more moderate rise during
the 1950's is the result of the slow, continuous advance of the price of
tangible assets and the sharp increase in the price of common stock
which started in 1950, but was most pronounced from 1954 on. The
ratio of price-sensitive to total assets, therefore, advanced in years in
which stock prices gained considerably, for instance, 1954 and 1958,
and receded, though only moderately, in 1952-58 and 1957, when
stock prices changed very little or declined.

The average level of the price-sensitive asset ratio during the post-
war period of 50 to 60 per cent is low compared to its level in the forty
years before World War II. During that period, the ratio showed a
slowly declining trend, falling from nearly 70 per cent in 1900 and
1912 to around 60 per cent in 1933 and

The level of the price-sensitive asset ratio differs greatly among
sectors, and even more among subsectors.1° Five of the eight main sec-
tors distinguished here have relatively high ratios: nonf arm households,
agriculture, nonfinancial corporations, unincorporated business, and
state and local governments. The ratios are low only for the federal gov-
ernment, financial intermediaries, and other financial enterprises. These
differences in level reflect basic dissimilarities in the operation and
hence the assets of these sectors. Financial enterprises have hardly any
tangible assets and keep only a relatively small proportion of their
remaining assets in common stock, which is their only markedly price-
sensitive intangible asset. On the other hand, most of the assets of the
commodity and service-producing sectors—nonfinancial corporations,
unincorporated business, and agriculture—consist of land, structures,
equipment, and inventories, all of which are tangible assets sensitive
to price changes. The only unexpected feature may be the relatively
high level of the ratio of nonfarm households, which has averaged two-
thirds during the postwar period. This reflects the heavy weight of
homes and consumer durables in the, balance sheet of nonfarm house-
holds.

The trend of the price-sensitive asset ratio during the postwar period
was in the same direction for virtually all sectors, and year-to-year
changes do not' exhibit many systematic differences. The ratio was

9lncome and Wealth Series IV, p. 381.
Part Two, Chapter 8.
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higher in 1958 than in 1945 for all sectors, except financial enterprises
other than financial intermediaries, and even here no decline was
shown. It is remarkable that even financial intermediaries show a
sharp increase in the ratio of price-sensitive to total assets—from 8 to
8 per cent—although the ratio still moves on a very low level. This
increase reflects not only the rise in stock prices, but also the more
rapid increase in the total assets of some groups of financial inter-
mediaries that habitually invest mostly in stocks, e.g., investment com-
panies, and the shift within other groups toward stocks, which has
been particularly pronounced among trusteed pension funds. In most
sectors, the greater part of the increase in the price-sensitive asset ratio
occurred during the first half of the postwar period, a fact which sug-
gests the influence of tangible asset price changes. This was true for
households, both farm and nonfarm, for nonfinancial corporations and
unincorporated business, and for governments. Financial intermedi-
aries, on the other hand, showed greater increases after 1951, probably
as a result of both stock price changes and stock purchases.

THE DEBT-ASSET RATIO

The debt-asset ratio, shown in Table 20 and Chart 9, is often regarded
as the most important single balance sheet ratio of an individual enter-
prise, since it illustrates the extent to which total assets are repre-
sented by debt and net worth, respectively, the net worth ratio being
simply the arithmetical complement to the debt ratio. The ratio, how-
ever, does not accurately measure the extent to which assets held at
one point in time were financed by debt and equity, respectively, par-
ticularly if the ratio is based, as is the case here, on the market value
rather than the book value of assets. It would do so only if there were
no price fluctuations, revaluations, or other similar adjustments, i.e., if
the balance sheet and the income account were kept in constant prices.

The debt-asset ratio for all sectors combined showed a substantial
decline during the postwar period falling from 51 per cent at the end
of 1945 to 40 per cent in 1958. About two-thirds of this decline, how-
ever, occurred in the first two years of the period. Between 1947 and
1958 the ratio declined by less than 0.5 per cent per year and year-to-
year fluctuations generally amounted to 1 per cent or less.

Historically, the postwar level of the national debt ratio is high but
not particularly so. Just before World War II it stood at about 40 per
cent, but this was the result of an increase .during the preceding forty
years over the level of almost 30 per cent in 1900 and 1912.11 The long-
term upward trend in the debt ratio again shows the tendency for
the financial structure of the country to grow somewhat more rapidly

"Income and Wealth Series IV, p. 383.
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CHART 9

Debt. Ratio of Main Sectors, 1945-58
(total assets = 100)

Per cent
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than its tangible infrastructure, a tendency which is measured more
adequately by the financial interrelations ratio.

The level of the debt-asset ratio for the different main sectors shows
greater variations than all the other described here. The house-
hold sectors, both farm and nonfarm, have very low debt ratios. At the
other extreme, the debt ratio is close to unity for most financial enter-
prises. Nonfinancial business enterprises and state and local govern-
ments occupy an intermediate position, the debt ratios during the
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postwar period moving generally between one-fourth and a little over
one-third. The federal government has been in the unique position of
having a debt ratio far above unity, a reflection of heavy wartime bor-
rowing which did not result in the acquisition of assets.12 The move-
ments of the debt ratios of the different sectors likewise exhibit more
diversity than the other ratios reviewed here. The ratio showed an up-
ward trend for four sectors (nonfarm households, agriculture, unin-
corporated business, and, since 1948, state and local governments) and
a downward trend for two sectors (financial intermediaries and the
federal government). The first group of sectors habitually keep a large
proportion of their assets in the form of tangibles and finance their
acquisition to a substantial extent by borrowing. For financial inter-
mediaries, financial assets predominate; the decline in the debt ratio
indicates a gradual building up of net worth compared to the over-
lying mass of liabilities.

In view of the sharp increase in the volume of debt during the post-
war period, it is interesting to compare the debt ratios of the different
sectors thirteen years after World War II with the ratios of the bench-
mark dates before World War II. It will then be found that in histori-
cal perspective the debt ratios were moderate for all sectors except the
federal government. For nonfarm households, for instance, the 1958
debt ratio was only moderately above the 8-9 per cent of 1900-39. The
debt ratio of farm households of 10 per cent was not only far below
the levels of the 1920's and 1930's, when the ratio moved mostly be-
tween 20 and 25 per cent, but was also substantially lower than the
level of about one-seventh which prevailed between the turn of the
century and World War I. The debt-asset ratio of nonfinancial corpo-
rations, oscillating around one-third. during the postwar period, was
substantially lower than it was in the forty years before World War II
when it usually moved between two-fifths and one-half and occasionally
rose even higher. For unincorporated business, the 30 per cent reached
in 1958 after a steady rise was still considerably smaller than the ratio
of the 1920's and early 1930's and still further below that of 1900 and
1912. In the case of state and local governments, the ratio of 31 per
cent reached in 1958 was well below the level prevailing during the
1920's and 1930's, but only slIghtly less than that for the benchmark
dates of 1900 and 1912. Thus there was no major sector, except the
federal government, for which the ratio of debt to the current value of

12 debt ratio for the federal government would be considerably lower if mili-
tary assets were taken into account, but it would still be well above unity throughout
the postwar period, e.g., 1.46 in 1958 instead of 2.58. The national debt ratio would
also be reduced, but only to a minor extent. On the other hand, the debt ratio would
increase sharply if liabilities included the unfunded future obligations arising out
of the operation of the Old Age and Survivors' Insurance Fund.
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total assets could be regarded as historically high at the end of the
1950's. The only exceptions were for smaller sectors. The share of the
federal government in assets and debt is small enough to prevent its
high, though declining, debt ratio from greatly influencing the na-
tional ratio. It is, however, sufficiently large to raise the national debt
ratio during most of the postwar period above the level of the first
four decades of the century.

Distribution of National Assets and
National Net Worth Among Sectors

The shares of the different sectors in national assets and net worth
can be followed in Table 21 for the postwar period and in Table 1
for earlier benchmark years. They are the joint result of past and
current differences in the rate of accumulation (the ratio of saving to
income), the structure of assets (particularly the division among
claims, equities, and tangible assets), the movement of asset prices, and
the volume of free transfers (such as gifts and inheritances). In the
case of the share of the different sectors in net worth, differences in the
debt ratio are an additional explanatory factor. The national balance
sheet alone does not enable us to separate the effects of these factors.
In interpreting the level and movement in the share of different sectors
in total national assets and net worth, we must, however, keep in mind
these factors which often work in different directions.

In view of the diverse character of the factors which influence the
aggregate assets and net worth of different sectors, it is remarkable that
the position of the main sectors showed only relatively small changes
during the postwar period. This stability, of course, is partly due to two
circumstances. .First, the changes in a sector's assets or net worth over
a short period are small compared to the level at the beginning, except
during pronounced inflation. Therefore the distribution of increments
in assets would have to be very different from that of the initial stocks
in order to produce noticeable changes in the distribution of these
stocks in a short period. Secondly, inflation, which raises the ratio of
changes in assets and net worth over a short period compared to their
starting level, often will affect a large proportion of assets in the same
direction, if not exactly to the same extent. It is only differential price
movements, particularly of tangible assets and corporate stock—which
may occur even when the price level of current output is stable—that
are likely to lead to substantial changes in the share of a sector in
national assets or net worth over a short period.13

For a more detailed discussion of these questions, see Part Two, Chapter 8.
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TABLE 21

SHARE OF MAIN SECFORS IN NATIONAL AssETs AND NATIONAL NET WORTH, 1945-58
(per cent)

Nonfarm
Unincor- Nonfinan- State and

Nonfarm porated Agricul. cial Local Federal
Households Business ture Corps. Finance Govt. Govt. Total

(1) (2) (3) (4) (5) (6) (7) (8)

NATIONAL ASSETS

1945 406 35 6.8 16.4 23.0 4.6 5.2 100.0
1946 41.2 3.9 7.1 17.4 21.4 5.1 3.8 100.0
1947 40.9 4.1 7.2 18.2 20.5 5.4 3.8 100.0
1948 40.7 4.2 7.1 18.7 20.0 5.4 3.9 100.0
1949 40.9 4.2 6.9 18.7 20.3 5.2 3.8 100.0
1950 41.0 4.2 7.0 19.4 19.3 5.2 4.0 100.0
1951 40.7 4.1 7.1 19.8 19.0 5.2 4.1 100.0
1952 40.9 4.0 6.7 19.8 19.4 5.2 4.0 100.0
1953 41.0 4.0 6.3 19.8 19.6 5.3 3.9 100.0
1954 41.9 3.9 6.0 19.8 19.5 5.3 8.6 100.0
1955 42.5 3.8 5.6 20.1 19.3 5.2 3.6 100.0
1956 42.6 3.8 5.5 20.4 19.0 5.3 3.4 100.0
1957 41.9 3.9 5.5 20.9 19.0 53 3.3 100.0
1958 42.9 3.7 5.6 20.5 18.8 5.4 3.1 100.0

NATIONAL NET WORTH

1945 78.5 55 12.8 21.6 2.9 6.4 —27.6 100.0
1946 73.5 5.8 12.5 21.7 2.6 7.2 —23.4 100.0
1947 69.5 5.8 12.0 22.0 2.3 7.4 —19.0 100.0
1948 67.2 5.8 11.6 22.4 2.3 7.2 —16.6 100.0
1949 67.5 5.7 11.2 22.8 2.6 6.7 —16.7 100.0
1950 65.1 5.5 11.1 22.8 23 6.6 —13.5 100.0
1951 63.8 5.5 11.2 22.6 2.5 6.4 —12.0 100.0
1952 64.2 5.3 10.5 22.7 2.6 63 —11.8 100.0
1953 64.4 5.3 9.9 23.0 2.7 6.6 —11.9 100.0
1954 64.9 4.9 9.3 22.8 3.0 6.3 —11.2 100.0
1955. 64.6 4.7 8.6 22.8 5.0 6.2 —9.9 100.0
1956 63.9 4.6 8.3 22.9 3.0 6.3 —9.0 100.0
1957 62.6 4.7 8.4 23.4 8.0 6.5 —8.5 100.0
1958 63.4 4.3 8.3 22.6 3.2 6.2 —8.1 100.0

SOURCE: Vol. II, Table I.

The most pronounced change in the distribution of national assets
during the postwar period is a decline in the share of the federal
government from over 5 per cent at the end of World War II to 3 per
cent in 1958. This decline would be even sharper if military assets
were included: from 10 per cent in 1945 to 5 per cent in 1958.
Contrary to common opinion, the federal government thus has not ex-
panded during the postwar period, but rather has considerably con-
tracted relative to the rest of the economy, if ownership of tangible and
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intangible assets is the test, as it must be from a national balance sheet
viewpoint. This dccl jne is not offset by the small increase in the share
of state and local governments. The combined share of the two gov-
ernmental sectors declined from a little over per cent of national
assets in 1945 to 81/2 per cent in 1958.14

Within the private sectors, the most marked movement was the in-
crease in the share of nonfinancial corporations from 16 per cent in
1945 to 20 per cent in 1958. The share of unincorporated nonfarm
business oscillated around 4 per cent, while that of agriculture de-
clined slightly from over 6½ per cent during the first half of the period
to per cent at the end of it. The share of the three nonfinancial
business sectors together thus increased from 27 per cent at the end of
World War Ii to nearly 30 per cent in 1958. The decline in the share
of financial intermediaries and other financial enterprises is another
significant development. It fell from 23 per cent in 1945 to less than
19 per cent in 1958, most of the decline occurring during the first few
years of the period. The share of all business together, therefore, re-
mained virtually unchanged at approximately 50 per cent of total
national assets throughout the postwar period. The share of nonfarm
households, the largest single sector, rose slightly from a level of ap-
proximately 41 per cent between World War II and the Korean War
to 43 per cent in 1958. This advance was partly due to the sharp rise
in stock prices.

The differences stand out more clearly in columns 4 to 6 of Table 22,
which shows the distribution of changes in the 'national assets and net
worth of the main sectors between cyclical peak sharpest
fluctuation occurs in financial enterprises, whose share in the increase
in national assets rose from only one-tenth in the 1945-48 cycle to over
one-sixth in the 1948-53 and 1953-57 cycles. The share of nonfinancial
business (including agriculture) moved in the opposite direction from
finance, exceeding 40 per cent in the first cycle, but declining to about
30 per cent in the second and third cycles. Both movements appear to
be connected with the existence at the end of World War U, of a sub-
stantial excess of financial assets over the desired level. This was ab-
sorbed primarily between the end of World War II and the start of the
Korean War. Nonfarm households raised their share in the aggregate

14 if the unfunded liability of OASI were regarded as an obligation of the
federal government and a part of its balance sheet and the national balance sheet,
the federal government's share in total debt would have declined from slightly over
two-fifths to not much over one-third, and its negative net worth would have in-
creased. Thus the share of the federal government in the postwar period declines
whether measured in proportion to combined national assets, liabilities, or net worth.

16 explained in footnote 1 of this chapter, 1944 rather than 1945 figures should
have been used for the peak of the first cycle.
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TABLE 22

SHARE OF MAJOR SECTORS IN NET CHANGE IN ASSETS AND NFr WORTH, 1945-58
(per cent)

Sectors
1945-58

(1)

1945-51 1951-58 1945-48
(2) (3) (4)

1948-53

(5)

1953-57

(6)

CHANGES IN TOTAL ASSETS

1. Nonfarm households 44.5 40.9 47.0 40.9 42.1 44.8
2. Nonfarin uflincorp.

business 8.8 5.2 2.9 6.8 3.5 3.3
3. Agriculture 4.7 7.7 2.6 8.0 4.0
4. Nonfinancial corp. 23.4 25.5 21.8 27.1 22.9 24.5
5. State and local

governments 6.0 6.2 5.9 8.2 5.2 6.2
6. Federal government 1.7 2.2 1.3 —0.6 4.0 1.2
7. Finance 16.0 12.3 18.5 9.6 18.4 16.9
8. Total 100.0 100.0 100.0 100.0 100.0 100.0
9. Total net change

($ billion) 2,202.4 906.0 1296.4 432.3 704.0 792.5

CHANGES IN NET WORTH

1. Nonfarm households 55.8 47.4 62.9 483 57.0 57.1
2. Nonfarm unincorp.

business 3.7 5.5 2.3 6.5 4.0 2.8
8. Agriculture 6.0 9.4 3.3 8.9 5.5 4.0
4. Nonfinancial corp. 23.2 23.7 22.7 24.3 24.4 24.7
5. State and local

governments 6.1 6.5 5.8 8.9 5.0 6.3
6. Federal government 1.7 5.5 1.4 6.6 0.4 1.4
7. Finance 3.3 2.1 4.4 1.2 5.6 3.7
8. Total 100.0 100.0 100.0 100.0 100.0 100.0
9. Total net change

($ billion) 1,492.3 676.4 815.9 357.4 426.7 517.1

SOURCE: Vol. II, Table I.

increase in national assets from 41 per cent during the first cycle to
42 and 45 per cent in the two following cycles, reflecting to some
extent the sharp, rise in stock prices.

An appraisal of the level and movement of sectoral shares in national
assets during the postwar period requires examination, even if only a
casual one, of the period before World War II, which can be obtained
from Table 1. If the comparison is made with not much differ-
ence appears in the level of the share of the main sectors in national
assets. It is only when we go back to the period between the turn of
the century and the Great Depression that substantial differences
appear, which' reflect structural changes in the American economy
between the two thirty-year periods of 1900-29 and 1929-58. These dif-
ferences, however, do not concern nonfa.rm households, whose share in
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national assets averaged about two-fifths in both periods, or nonfinan-
cial corporations, which accounted for approximately one-fifth of na-
tional assets in both periods, a little more before 1929 and a little less
afterward. The differences are pronounced for unincorporated business,
both farm and nonfarm, and for finance. The share of unincorporated
business in national assets amounted to about one-fourth from the turn
of the century to World War I, but averaged only about one-tenth
from the late 1920's to 1958. The federal, state, and local governments
owned about 5 per cent of national assets between 1900 and 1929, com-
pared to a share of about 10 per cent after the Great Depression. If
there is a break in the sectoral distribution of national assets, it oc-
curred, as in many other cases, not during World War II, but in con-
nection with the Great Depression and the structural changes of the
1930's.

The level and movements of the share of the main sectors in national
net worth—the difference between national assets and liabilities—differ
from those in national assets because of differences in the debt ratio.
Since the debt ratio of financial intermediaries •and other financial
enterprises is radically higher than for most other factors, their share
in national net worth of about 3 per cent during the postwar period is
drastically lower than their asset share of about one-fifth. The differ-
ence is even more striking for the federal government. Its negative net
worth is, on the average, about one-tenth as large as the positive
aggregate net worth of all other sectors for the postwar period; the
asset share of the federal government is necessarily positive even though
it amounts in 1958 only to about 3 per cent excluding, and 5 per cent
including, military assets.

For most other sectors, their net worth share is naturally considerably
higher than their asset share. Nonfarm households, for instance, ac-
counted for approximately two-thirds of national net worth during the
postwar period while they owned only two-fifths of national assets. The
relation is similar for agriculture, the net worth share of 10 per cent
comparing to an asset share of 6 per cent. For nonfinancial corporations
and for state and local governments, the level of the two shares is about
the same, as the debt ratio of these two sectors is similar to the national
average.

Trends in the shares of the main sectors in national net worth during
the postwar period also differ considerably from the movements of their
national asset shares because of differences in the rate of expansion of
debt. Thus while the share of nonfarm households in national assets
does not show a marked trend—if anything it is slightly upward—
their share in national net worth declined from 78 per cent in 1945 to
68 per cent in 1949 and then more slowly to 63 per cent in 1958. This
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decline is due to the sharp increase in the volume of home mortgage
and consumer debt and to the reduction in the negative share of the
federal government in national net worth. This reduction in turn
reflects two factors. First, the slow increase in assets of the federal
government in the face of virtual stability in its debt reduced the nega-
tive federal government net worth by about $26 billion or 13 per cent.
Secondly, the rapid increase in the net worth of the other sectors
sharply lowered the ratio of the federal government's negative net
worth to national net worth. Unincorporated farm and nonfarm busi-
ness showed a fairly regular decline in their net worth share from 18 to
13 per cent, while their asset share remained stable, thus reflecting an
increase in the debt ratio. The share of nonfinancial corporations and
of state and local governments in national net worth failed to show a
trend, but corporations' share in national assets did increase steadily
from 16½ to 20½ per cent.

Changes in the share of the main sectors in national net worth again
stand out more clearly if the difference in national net worth between
cyclical peak years is divided among the sectors, as in Table 22. Then
a definite contrast appears between the 1945-48 cycle and the two fol-
lowing cycles of 1948-53 and 1953-57. Two sectors—nonfarm households
and finance—account for a considerably higher proportion of the in-
crease in national net worth in the two later cycles than in the first
postwar cycle. For nonfarm households, the share of only slightly more
than two-fifths in the 1945-48 cycle compares with the share of almost
three-fifths in the two following cycles. Unincorporated business, agri-
culture, and state and local governments, on the other hand, had a
higher share in the total increase of national net worth in the first
than in the following two cycles. The share further declined between
the second and third cycles for the two groups of unincorporated busi-
ness, while it recovered part of the loss for state and local governments.
Nonfinancial corporations accounted for almost one-fourth of the total
increase in national net worth in all three cycles. The sharpest change
occurred, however, in the share of the federal government. While the
federal government accounted for over 6 per cent of the increase in
national net worth in the first cycle—chiefly a result of debt reduction
—its share was very small in the two following cycles.

The differences in the distribution of the increase in national net
worth between 1945-48 and 1948-57 seem to reflect the timing of price
increases of tangible assets and common stock. The sectors for which
common stock was a major part of assets accounted for more of the
net worth increase in the later period. Those which held substantial
tangible assets but very little stock were responsible for a greater part
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of the net worth increase in the earlier period •To ascertain the role
of net purchases and sales, sources and uses of funds statements are
required.14

Balance Sheet Structure of Main Sectors

Changes in balance sheet structure have already been reviewed insofar
as they can be summarized in a few basic ratios. The brief comments
given here on changes in the balance sheet structure of the main sectors
during the postwar period are based on the sectoral balance sheets
shown in detail in Volume II and summarized here in Tables 2 and 3.

One warning is necessary. Movements in the absolute figures of indi-
vidual assets (or liabilities), as well as changes in their distribution,
are the joint results of shifts within total assets and of differential price
movements. An increase in the share of a given asset in a given year,
therefore, does not mean that the sector increased its holdings of this
asset by net purchases. It may have done so, but it may instead have
sold the asset, on balance, while price movements increased this asset's
share in total assets.

NONFARM HOUSEHOLDS

The main changes in the balance sheet structure of nonfarm house-
holds during the postwar period may be summarized in about half a
dozen statements which are offeredhere without further elaboration.'5

1. The share of tangible assets in the total value of assets of non-
farm households increased from 32 per cent at the end of 1945 to 39
per cent at the end of 1958, but all of the increase had already been
achieved by 1947. This increase was the result of two slightly different
movements. The share of residential real estate rose from 23 to 25 per
cent after having reached a higher plateau of over 27 per cent between
1947 and 1953. The rapid rise in the early postwar years reflected the
sharp advance in the price of homes, while the decline in the second
half of the 1950's was relative rather than absolute,. and was an indirect
result of the more rapid rise in stock prices.

These can be found in Volume II, in Goldsmith, "The Flow of Capital Funds
in the. Postwar Economy" (in preparation), and for slightly different sectors and
assets in the Federal Reserve Board's flow-of-funds statistics (see, e.g., Federal Re-
serve Bulletin, August 1959).

This summary suffers from the lack of aggregative balance sheets for subsectors
and the failure to segregate nonprofit institutions which are included here in
the nonfarm household In the absence of these balance sheets, similar state-
ments can be used that are derived from sample inquiries or from eétate tax
returns. While the utilization of such material is outside the scope of this report,
an attempt to explore it for an analysis very similar to, the one presented here for
the main sectors has been made in Part Two, Chapter 8.
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2. The share of consumer durables rose sharply from 6½ per centto
more than 10 per cent. Most of the rise took place in the first half of
the period, but there was no subsequent decline .as in the case of resi-
dential real estate. The movement is similar if allowance is made for
consumer debt. It is due to very heavy purchases of consumer durables
after the lean years between 1930 and 1944.

8. Cash (demand deposits and• currency) declined sharply from
more than 8 per cent in 1945 to less than 4 per cent in 1958. On the
other hand, time and saving deposits, which bear interest, maintained
their share in total assets of nonfarm households at a level oi about 8
per cent.

4. The share of common stock in the total assets of ñonfarrn house-
holds showed large and significant fluctuations. It first declined from
16½ per cent at the beginning of the period to around 11-12 per cent
in 1948-49 as stock prices failed to advance while the prices of. tangible
assets increased substantially. As the .stock market boom gathered
momentum, the share of common stock in the total assets of nonfarm
households increased sharply, reaching slightly more than 2O per cent
at the end of 1958. This was the highest level since the late 1920's.
These changes in the share of common stock reflect almost entirely
price changes, in absolute terms Or relative to other asset prices. There
was virtually no net investment by nonfarm households in common
stock throughout. this period'6, in contrast to the substantial net acqui-
sitions by households of most other. types of assets, particularly resi-
dential real estate, consumer durables, saving deposits, and equity in
insurance and pension contracts.

5. Investment in unincorporated business, measured by net worth,
declined from about 7 per cent of the total assets of nonfàrm house-
holds in 1945 to 6 per cent at the end of the period.

6. :Equity in insurance and pension Contracts throughout the period
represented 11 to 12 per cent of total assets. An increasing trend was
shown only in the interest in private pension funds (insured and
trusteed), but these accounted for less than 8 per cent of total assets
even at the end of the period.17

7. U. S. government securities represented a sharply declining pro-
portion of total assets of nonfarm households. Their share fell from
over per cent at the end of World War II to not much over
per cent thirteen years later. Most of the ecline was due to a failure
of the absolute value of holdings to increase rather than to net sales.

16 total change in households' holdings of common stock from 1945 through
1958 was $229 billion, while net acquisitions. by households were only $21 billion
(Volume II, Tables IV-b-17 and VIII.b-17).

17 See Life Insurance Fact Book: 1961 for reserves of insured pension plans.
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8. Holdings of other fixed-interest-bearing securities—state and local
government bonds, corporate bonds, and preferred stock—have always
represented a small proportion of nonfarm households assets. Their
share declined from nearly 5 per cent in. 1945 to only 3 per cent in
1958. Almost all the decline was attributable to a shrinkage in the
share of corporate bonds and preferred stock from 3 to 1½ per cent
of total assets. The share of tax-exempt securities fluctuated around
1½ per cent of the total assets of all nonfarm individuals, but of course
accounted for a considerably higher proportion of the assets of indi-
viduals in the upper income and wealth groups.

9. Nonfarm household debt increased year after year in proportion
to assets until 1957, rising from 5 to 11 per cent of total assets. Home
mortgages and consumer debt participated about equally in this
increase.

UNINCORPORATED BUSINESS

The analysis of changes in the balance sheet structure of unincorpo-
rated business enterprises is more hazardous than in most other sectors
because of the very rough nature of some of the estimates; hence
particular caution must be observed in commenting on short-term
movements. Some changes, however, are so pronounced that even
improvement of the basic data is not likely to affect the interpretation
substantially.

1. Possibly the outstanding structural change in the balance sheet of
nonf arm unincorporated business during the postwar period is a sharp
increase in. the share of producer durables, which rose from less than
one-tenth at the beginning of the period to almost one-fifth at the end.
This reflects the large extent of modernization and expansion that took
place in this section of the economy.

2. The share of real estate decreased from 48 per cent in 1945 to 47
per cent in 1958, mainly as a result of a decline in residential struc-
tures. However, the estimate of the sectoral distribution of residential
structures is a crude one.

3. The share of inventories showed only cyclical fluctuations. That
the breadth of the swings was relatively small may be a reflection of
shortcomings in the basic figures.

4. The sharp decline in the share of cash is the second marked struc-
tural change in the balance sheet of unincorporated business. From
the high level of almost 17 per cent at the end of 1945, the share fell
sharply to 11 per cent in 1949, and then continued to decline more
slowly reaching 9 per cent at the end of 1958.

5. Credit extended by unincorporated business to trade customers
and to consumers rose gradually from 10 to 12 per cent of total assets.
In contrast, trade debt has been very volatile without a clear trend

102



NATiONAL BALANCE SHEET IN POSTWAR PERIOD

during the postwar period. These differences again may partly reflect
shortcomings in the basic figures.

6. Bank borrowing increased considerably from 5 per cent in 1945—
an unusually low level in historical perspective—to 9 per cent in 1958.
Part of the increase reflects the introduction of term loans.

AGRICULTURE

The balance sheet structure of agriculture shows relatively few changes
over the postwar period. The proportion of debt rose slowly from 7 to
10 per cent, historically both very low values. Intangible assets declined
from 17 to 12 per cent of total assets as the excess liquidity existing at
the end of World War II was absorbed. This process is evident in the
halving of the share of cash and government securities from 10 to 51/2
per cent of total assets.

Within tangible assets, land retained its position, with a share of
slightly over two-fifths, after a temporary dip during the middle of the
period. Probably the most important structural change was the increase
in the share of producer durables from to 9 per cent of total assets.
The fairly sharp fluctuations in the share of inventories—for instance,
the reduction from 16 per cent of total assets in 1950-51 to 10 per cent
in 1955-56—reflect primarily price changes, particularly in livestock.

NONFINANCIAL CORPORATIONS

In considering changes in the balance sheet structure of nonfinancial
corporations, it is well to keep in mind the very sharp. increase in total
assets from $251 billion at the end of World War II to $766 billion in
1958. %Vhile part of this increase reflected the rise in prices of tangible
assets and of common stock during the postwar period, most of it is
due to the retention of earnings and to outside borrowing.

Changes in the structure of the right-hand side of the balance sheet
were small. Net worth throughout the period accounted for close to
two-thirds of total assets. There were no. marked changes in the struc-
ture of debt. Throughout the period long-term obligations—bonds and
mortgages—accounted for 35 to 40 per cent of total debt, trade debt
for about one-fourth, and bank borrowings for close to one-tenth.

On the asset side, the share of tangibles was fairly stable, at about
two-thirds, at least after the 1946 rise which reflected the increase in
the price level. A few significant changes occurred within the aggregate
of tangible assets, the most important of which was the rise in the share
of producer durables from about one-fifth to three-tenths of tangible
assets, or from about one-seventh to one-fifth of total assets. The share
of inventories showed a slight decline after 1946 from about one-eighth
to a little over one-tenth.

The share of financial assets declined from the end of World War
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II to a low of about 33 per cent in 1952, but increased slightly during
the second half of the period reaching 36 per cent in 1958. This move-
ment is the result of partly offsetting changes among intangibles. The
share of liquid assets (demand deposits and U.S. government securi-
ties) was cut in half from 16 per cent to less than 7 per cent. Trade
credit stayed fairly stable at about one-tenth of total assets. Common
stock, representing primarily the holdings of stock in affiliated com-
panies and estimated with a substantial range of error, first declined
from 10 to 6 per cent of total assets, but regained its starting level by
the end of 1958, chiefly as a result of the rise in stock prices.

Some effects of the business cycle can be detected in the year-to-year
changes in balance sheet structure, but they are generally not very pro-
nounced. The clearest evidence of cyclical influence is. seen in the
decline in the ratios of total debt, bank borrowing, and inventories to
total assets during recession years (1949, 1954, and 1958) with the
ception only of total debt in 1958, and in the sharp increase in these
ratios and in those for trade credit and debt during the early part of
recovery. These movements, of course, are closely interrelated and pri-
marily reflect inventory cycles. On the average, trade and bank debt
together declined by 0.5 per cent of total assets during the three reces-
sion years 1949, 1954, and 1958, while trade credit and inventories were
reduced by 1.1 per cent of total assets. On the other hand, during the
first years of the business upswings (1950 and 1955), the sum of trade
and bank debt increased on the average by 1.0 per cent of total assets
and trade credit and inventories advanced by 1.4 per cent. The swings
in the share of these two volatile elements of assets or debt thus were
never more than 2 per cent of total assets from one turning point of the
business cycle to the next if, as is the case here, only calendar-year-end
balance sheets are used. The swings may, therefore, look small; but
they still imply an increase (or decrease) of up to 10 per cent in the
level of the asset or liability share of the two combined between cyclical
turning points, although the average swing for the five intervals in the
postwar period amounted to only about 1 per cent of total assets or
liabilities and 6 per cent of the level of the asset or liability share.

FINANCE

Financial enterprises showed much more pronounced changes in their
asset structure than any other major sector. This difference reflects the
much higher share of liquid assets and hence the possibility of rapid
shifts in asset structure.

The outstanding movement, of course, was the reduction of the
share of Treasury securities from slightly over one-half at the end of
World War II to only one-fourth in 1958. The shift is even more pro-
nounced if comparison is more appropriately made with the total
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assets excluding intrasectoral claims and liabilities, which are largely
represented by interbank balances. In that case, the share of Treasury
securities dedined from two-thirds of earning assets (assets other than
currency and demand deposits) at the end of World War II to less
than 30 per cent in 1958. While the share of Treasury securities de-
clined in every year, the reduction was slowest during recessions,
amounting to only 1.1 per cent of total assets in 1949, 1.1 per cent in
1954, and 0.2 per cent in 1958. The decline was most rapid, on the
other hand, in the first few years of the postwar period; and then in the
early phases of the recovery (3.6 per cent of total assets in 1946, 3.5 per
cent in 1950, and 3.1 per cent in 1955). These movements were the re-
suit of somewhat contrasting shifts in the balance sheets of the large
holder groups. The countercyclical movement in the share of Treasury
securities, which is visible in the balance sheet of the financial sector
as a whole, was much more pronounced for commercial banks than for
life insurance companies, private pension funds, or savings banks and,
of course, was virtually absent in government pension and retirement
funds. Thus the share of Treasury securities in the assets of commercial
banks actually increased—though only by 0.8 to 1.6 per cent of total
assets—in the three recession years of 1949, 1954, and 1958, the result
of large absolute and relative increases of holdings of Treasury securi-
ties (averaging $6 billion or 10 per cent of holdings at the beginning
of the recession year) accompanied by a substantial expansion of total
assets. In the following recovery years—1950, 1955, and 1959—the share
of Treasury securities decreased sharply (by 5.7, 4.9, and 3.7 per cent
respectively) as the absolute volume of holdings was reduced (on the
average by nearly $7 billion or 10 per cent of holdings at the end of
the recession year) in the face of an increase in total assets. The
Treasury security holdings of all other financial enterprises, on the
other hand, declined in recession years as in prosperity, and even more
rapidly.

All assets except interbank deposits and U.S. government securities
increased from 26 per cent of total assets in 1945 to 62 per cent in 1958.
Consumer loans advanced from 1 to 5 per cent of total assets, and mort-
gages from 6 to 19 per cent. Other loans, including security and trade
credit and bank and other loans, rose from 7 to 11 per cent and corpo-
rate and tax-exempt bonds from 7 to. 15 per cent. Thus there was a
shift in emphasis by financial institutions toward the granting of credit
to consumers rather than to business. The share of common stock
more than tripled under the influence of both the rise in stock prices
and net acquisitions by investment companies and private trusteed
pension funds. Even at the end of the period, the share of common
stock, however, was not much over 5 per cent.
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Part of the postwar development in the balance sheet of the finance
sector served to return it to something like the prewar situation. The
asset structure of 1958 was not very different from that of 1939.18
Treasury securities were one-quarter of total assets in 1958 compared
with one-fifth in 1939, short-term loans (except consumer .credit) were
11 compared with 10 per cent, and state and local securities were at
about per cent in both years. The largest differences are in con-
sumer credit, almost 5 compared with 2 per cent, and mortgages, 19
and 11½ per cent. Larger differences appear when 1958 is compared
with 1929. Short-term loans other than consumer credit dropped from
29 per cent in 1929 to 11 per cent in 1958, and there was a correspond-
ing increase in U.S. government securities from 6 to 25 per cent.

These shifts, of course, are due only in part to changes in the invest-
ment policies of the various types of financial institutions. To a sub-
stantial extent, they are simply a reflection of differences in the rates of
growth of these institutions, each of which traditionally adheres to a
specific type of asset structure.

STATE AND LOCAL GOVERNMENTS

Few changes occurred in the balance sheet structure of state and local
governments. Debt has recently been close to 30 per cent of assets after
dipping lower during the late 1940's and early 1950's. Throughout the
period, between 60 and 70 per cent of total assets consisted of struc-
tures. A finer breakdown than is now available might disclose signifi-
cant shifts among highways, urban streets, schools, and other buildings.
In contrast to most other sectors, the share of liquid assets declined only
very little, from 17 per cent in 1945 to 14-15 per cent after the late
1940's.

FEDERAL GOVERNMENT

The balance sheet of the federal government is characterized by the
heavy although declining excess of debt over assets. At the beginning
of the period, debt was more than three and a half times civilian assets
and almost twice civilian and military assets. By the end of the period,
the two ratios had declined to about 2 and 1, respectively.

Among assets, the share of civilian tangible assets jumped from one-
third to almost one-half in 1946 and increased very gradually to 50
per cent in 1958.

As a part of intangibles, liquid assets (bank deposits and U.S. govern-
ment securities, the latter mostly holdings for trust funds) declined (ex-
cluding 1945) from about a little under one-quarter to about one-sixth.

18 Volume II, Table Ia.
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PART TWO

The Influence of Price Changes on Net Worth





CHAPTER 4.

Summary and Significance of Findings

PART Two deals with the relations between price changes and the
changes in net worth (or wealth) of various groups in the American
economy since the turn of the century. (Net worth is defined here
as the difference between the current value of assets and of liabilities.)
The findings should be read with three important qualifications in
mind in order that the data and the conclusions drawn from them
should not be misunderstood.

First, this study deals with the influence of price change only on net
worth. The effects on income are probably more important to the
economic welfare of most groups and these income effects may differ
in intensity and sometimes even in direction from net worth effects.

Second, the data used here were not collected for the purpose of
studying this question and therefore are not ideally suited to it. The
sectors distinguished in the national balance sheets are too broad to
permit us to identify the groups whose portfolios are most susceptible
to price changes or best placed to benefit from them. Even the sample
data for households, which are drawn on in Chapter 8, reveal only
some of the characteristics associated with household balance sheet po-
sitions, and leave much of the variability still unaccounted for.

Third, the estimates of net worth and changes therein, and the
decomposition of these changes into saving and price effects, are mostly
by-products of the compilation of national and sectoral balance sheets.
They therefore suffer from all the defects of the balance sheets, par-
ticularly the weakness of the estimates for the early years and for cer-
tain sectors, and the difficulties involved in measuring asset prices,
especially in allowing for quality changes.

Despite the caution used in interpretation, the findings must still be
regarded as preliminary and tentative. This is the first quantitative
treatment of the relation of price changes to net worth that embraces
all sectors of the economy and covers the postwar period as well as the
half century preceding jt.1 Its purpose is mainly exploratory: to use
existing data to suggest hypotheses, to identify problems that need
further investigation, to indicate the information required to investi-
gate them more thoroughly, and to encourage additional study of the
subject.

a briefer treatment, ending in 1949, see R. W. Goldsmith, A Study of Saving
in the United States, Vol. I, Princeton, 1955, Pp. 193-200.
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Summary of Findings

TRENDS IN NET WORTH

1. The total net worth of all economic units in the United States rose
from appràximately $110 billion in 1900 to almost $2,250 billion at the
end of 1958. Real net worth (calculated by using the GNP deflator)
multiplied five times in the same interval and real net worth per capita
more than doubled.

2. There were large differences in rates of growth of net worth
among the main sectors of the economy. Over the period as a whole,
the net worth of state and local governments grew forty times, that of
nonfarm households and corporations about twenty-five times, and
that of agriculture and unincorporated business roughly seven and
fourteen times, respectively. Federal government net worth declined as
borrowing for war and defense first wiped out the small positive
amount existing before World War I and then turned it into a large
negative amount in later years.

8. In the postwar years there was less diversity among the sectors
in the growth of net worth. The most slowly growing sector—still agri-
culture—increased its net worth by 90 per cent, while the net worth of
corporations and finance—the most rapidly growing sectors—rose by
slightly over 200 per cent.

PRICE IRENDS

1. Taken as a whole, the period from 1900 to 1958 or 1962 was one of
rising prices, with the price index underlying deflated gross national
product (our measure of the general price level) approximately quad.
rupling. Of the nine intervals into which we have divided the 1900.58
period, the three covering war and immediate postwar years—1912-22,
1939-45, and 1945-49—showed the most rapid price increases. One
period—1922-29—--was characterized by price stability, one—1929-33—
by severe price decline, and the other four by rises of about 1 to 3 per
cent annually, as was 1958-62 also.

2. Aside from the period during and shortly after World War II,
when the increase in tangible asset prices exceeded the rise in the
general price level, the two indexes moved similarly. Common stock
prices, which rose somewhat more than the other two over the whole
period, seemed completely unrelated to them in the short run. Stock
prices fell to low levels in both wars, when the price level was rising.
They also fell even more sharply during the 1930's, when the general
price level was declining. They rose most rapidly during periods of
stability or moderate rises in the general price level—from 1922 to
1929 and from 1949 to 1958.
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S. Sensitive-asset price indexes for the major sectors of the economy
reflect the differences between stock and other asset prices. Corpora-
tions and households, the main holders of common stock, showed gains
in asset prices in 1922-29 when other sectors suffered price declines, and
larger gains than the other sectors in 1958-58. They also underwent the
largest price declines, outside of agriculture, in 1929-33. The agricul-
tural sector's net worth benefited particularly from a sharp rise in farm
land prices between 1900 and 1912.

4. Data on asset portfolios by type of household, provided by Sur-
veys of Consumer Finances and by federal estate tax data, permit
the construction of price indexes covering various periods between
1944 and 1962 for groups of households. Because these were years
when the stock price index far outdistanced the general price level,
the large variation among the estimated sensitive-asset price indexes
rests mainly on differences in the proportion of the portfolio in-
vested in common stock. Thus, during these years, higher income and
wealth groups experienced much larger asset price increases than less
affluent families. High-income, older, and retired renters, who tended
to have the highest stock ownership proportions, enjoyed the greatest
rise in asset prices.

NET WORTH CHANGES AND PRICE CHANGES

I. The rate of growth of net worth has varied considerably since 1900.
The most rapid increases have taken place since World War II; before
that, the two wartime periods and 1922-29 showed the fastest growth.

2. Real net worth grew most.rapidly during stock price booms: 1922-
29 was the leader among the nine periods, followed by 1953-58 and
1949-53. The first two periods were particularly favorable for nonfarm
households, the main owners of common stock.

3. Changes in net worth reflect net saving and equity financing as
well as a residual due mainly to price changes but also to intersectoral
transfers of assets and shifts in the composition of asset portfolios. This
residual accounted for almost 65 per cent of total net worth changes
between 1900 and 1958, and about the same proportion in the postwar
years. Residual changes formed the largest proportion of changes in
net worth for agriculture and unincorporated business, the smallest for
households. However, the household sector residual was larger in abso-
lute amounts than all the others combined. For the federal govern-
ment, price increases on tangible assets offset about one-sixth of net
dissaving.

4. The deflated residual (the difference between deflated change in
net worth and deflated saving and net equity issues) is the result of the
effect on price-sensitive assets of differences between asset price and
general price movements, and of the effect on monetary assets and ha-
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bilities of the changes in the general price level. These deflated
residuals accounted for roughly a third of the total change in real net
worth for all sectors combined, and they were concentrated in the
periods when stock prices jumped ahead of the general price level—
1922-29 and 1949-58. The federal government enjoyed the largest abso-
lute real capital gains among the sectors, and also the largest in relation
to total net worth changes. Its greatest gains were in 1939-45 and
1945-49. as price level increases cut the real value of the federal debt.'
The household sector made its largest gains in 1922-29 and 1953-58
and suffered its largest real loss in 1929-33; these changes reflect pri-
marily changes in real stock prices.

LEVERAGE RATIOS

1. Residual net worth changes (aside from transfers, about which we
have no information) consist of capital gains and losses on assets held
throughout the period and on assets bought or sold during the period.
For any sector, the former can be resolved into effects of asset price
changes and the influence of the initial structure of assets and liabilities.

A sector's balance sheet structure can be summarized by the leverage
ratio, which is defined as the ratio of the change in value of initial net
worth to the asset price change that caused it and is expressed as the
ratio of the current value of price-sensitive assets to net worth.

For the entire economy, the leverage ratio is necessarily close to
unity because the value of claims equals the value of liabilities (aside
from foreign claims and liabilities, which are not of great importance
for the United States) so that the rate of change in net worth is close
to that of price-sensitive assets. But this is not true for sectors or sub-
sectors of the economy.

2. The combination of leverage ratios with sectoral asset price in-
dexes accounts for a high proportion of observed residual net worth
changes for major sectors in the postwar years and during the two
world wars, but not for earlier periods. Its success in estimating residual
net worth changes rests on the stability of leverage ratio relationships
—the fact that, for example, households persistently have low, leverage
ratios, corporations and state and local governments high ones, and the
federal government negative ratios and negative net worth. This sta-
bility and the correlation of expected with actual net worth changes
encourage the use of leverage ratios for smaller sectors in the search for
the groups most susceptible to the impact of price changes on their
net worth.

3. Although leverage ratios did not differ greatly among the main
sectors (aside from the negative figure for the federal government),
breakdowns of the household sector by type revealed a much wider
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range. The most significant differentiating variable was housing status:
the breakdown into renters, home-owners with mortgages, and home-
owners without mortgages. Data for both 1950 and 1958 indicate that
with very few exceptions home-owners with mortgages had the highest
leverage ratios and renters the lowest at every income level, in every
occupation, and at every age. Ratios for owners of mortgaged homes
were generally above unity, while those for renters were frequently
below .50, particularly among those in the lower income and occupa-
tional groups.

4. The other variable consistently associated with the leverage ratio
was age. Especially among home-owners with mortgages, the younger
families showed the highest ratios and older families considerably
lower ones. These relationships with family characteristics were not
only strong, but were remarkably consistent among the several surveys
despite the differences in method and the eight-year interval which
included very sharp rises in stock prices.

5. Leverage ratios by type of household can be used in conjunction
with corresponding price indexes to yield estimated or expected
changes in net worth for 1949-58. In this period renters with high in-
comes and older or retired renters apparently offset the losses implied
by their low leverage ratios with large capital gains on common stock.
Presumed losses in real net worth were, however, substantial among
younger renters and those with low incomes.

Significance of Findings

There are two important questions on the relation between price
changes and net worth changes which could be studied using national
and sectoral balance sheets. One is how the economy and its sectors ad-
just their asset portfolios and debt ratios to past and expected changes
in asset and other prices. The other, which is the one examined here, is
how the structure of assets and debt transforms price changes into net
worth changes. The importance of the second question depends on the
stability of sectoral balance sheet structure. If it shifted radically over
short periods, the initial balance sheet would have little relevance for
a period's net worth changes; a fairly stable structure, on the other
hand, could provide a reasonably accurate projection of at least that
part of the change in net worth not accounted for by net saving and
equity issues.

The findings of this study suggest considerable, but by no means
complete, stability. Leverage ratios, for example, do change from year
to year. It is the major relationships among groups that have remained
fairly consistent over time: the low leverage ratios of households corn-
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pared to the high ones for corporations and the negative ratios of the
federal government, and the relations of leverage ratios to age and
housing status.

Despite the stability of some of these relationships, the very fact
that balance sheet structure, as measured by leverage ratios, influences
the change in net worth implies that price changes bring about leverage
ratio changes too. A topic for further investigation, not developed
here, is the extent to which groups have accepted passively the changes
in balance sheet structure and leverage ratio caused by price move-
ments or have, on the contrary, taken action to restore or move further
away from the original structure. This could be done by replacing
price-sensitive by monetary assets, for example, or by acquiring new
assets and debt in proportions different from the initial ones. The non-
farm 'household sector as a whole and the federal government seem to
have accepted most of the effects of asset price changes since World
War II. Most of the time in those years households as well as other
sectors have moved toward higher leverage ratios than those which
price changes alone would have brought about. An exception was the
behavior of households in 1953-58 when they increased their leverage
ratios less than projected.

Some of the data in Part Three of this volume on the balance sheet
structure of housing' suggest th'at households do make considerable
shifts in asset-debt ratios on at least this important asset. They have
clearly not permitted the effects of price changes and debt repayment
automatically to alter their balance sheet positions. It would be inter-
esting to perform the same calculation for groups within the household
sector, but no data comparable to 1950 are available for 1958. Even if
we could trace the same families from 1949 to 1958, the comparison
would be made more difficult by' the fact that the characteristics of an
individual family would be likely to have changed in eight years. It is
worth, noting that a projection of leverage ratios by groups of house-
holds from 1949 to 1958 would not alter the main relationships dis-
cussed here, despite the great changes in asset prices.

The leverage ratios, and the structure of balance sheets in general,
appear to be sufficiently consistent to imply several conclusions about
the effects on net worth of the two distinctly different types of price
movement that can be identified. The first of these is a rise in the
general price level, such as occurred in the war and postwar periods,
1912-22 and 1939-49. The second is a shift in the real price of common
stocks—a growth or decline at a more rapid rate than the general price
level or even a movement in the opposite direction.

With the present level of federal debt, a rise in the general price level
transfers real net worth from the household sector, whose leverage
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ratios are the lowest of the main sectors, to the federal government.
Within the household sector, it tends to strike particularly at the net
worth of renters. Among renters, those in the lower-income classes and
the higher-age groups suffer the greatest losses in real net worth.
Owners of mortgage-free homes face smaller losses and owners of mort-
gaged homes, particularly the younger ones, stand to make substantial
gains in their real net worth. Age seems to be an unfavorable factor
among both renters and owners of mortgaged homes and among fam-
ilies in general, regardless of housing status.

A protracted rise in stock prices more rapid than that in the general
price level, such as those that took place in ] 922-29 and 1949-58, has
quite different effects. Low-income renters fare badly, as in a general
price level increase, but upper-income renters are protected by their
high stock ownership ratio which can offset the influence of their lOw
leverage ratios. The age relationship is also reversed; it is the older
renters and owners of mortgage-free homes whose real net worth ad-
vances while the younger ones suffer losses. The greatest gains in real
net worth in 1949-58 presumably were made by retired renters and
renters over 65.

How powerful such a movement in stock prices can be is shown by
the fact that the sharp rise in the 1950's substantially counteracted the
decrease in the inequality in the distribution of personal wealth that
had occurred in the preceding twenty years.2

2 Lampman estimates that the share of the wealthiest 0.5 per cent of the population
in total personal sector equity, which declined from to 19 per cent between 1922
and 1949, had increased to 25 per cent by 1956 (Robert J. Lampman, The Share of
Top Wealth-Holders in National Wealth, 1922-56, Princeton for NBER, 1962, Table
93, p. 202). The last five years are likely to have witnessed another, though smaller,
increase in this share.
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CHAPTER 5

Problems in Measuring Net Worth

THE characteristics of national and sectoral balance sheets have been
described in detail in Part One, Chapters 2 and 3. This chapter will
discuss the effects of aggregation, the decomposition of nominal net
worth changes, the deflation of assets and net worth, and the statistical
difficulties involved in measuring net worth.

Effects of Aggregation

Sector and subsector balance sheets, except that of the federal govern-
ment, usually combine the accounts of large numbers of component
units. The only exceptions are a few subsectors in the nonfinancial
corporate and finance sectors where the number of units is relatively
small. Hence, the structure of and changes in the net worth of a sector
are not necessarily representative of the experience of a majority of
members because they are dominated by the figures for the larger units.

This defect can be mitigated by using smaller subsectors, which are
more homogeneous in balance sheet structure and reaction to price
changes than the broader ones. But continuous data for these subsec-
tors are difficult to obtain and it is therefore necessary to make use of
occasional sample or census-type data that permit finer sectoring. It
has not been possible to proceed very far along these lines for two
reasons. One is the difficulty of converting to market values the book
values which are available in considerable detail in the nonfinancial
corporate and financial sectors. This difficulty is due to the lack of data
for small subsectors on acquisition of assets and the fact that the smaller
the sector, the less applicable are the available asset price indexes. The
second reason is the lack of saving and equity financing data that are
needed for a reasonably complete analysis of changes in net worth.
However, these subsector data are used in calculating asset price in-
dexes (Chapter 7) and leverage ratios (Chapter 8), which give some
indication of the prospective change in net worth over a perio4.

The fact that sectoral balance sheets combine the accounts of a large
number of economic units leads to another difficulty: the changing
composition of a sector at successive balance sheet dates. Over any
period of time some units that belong to a sector at the opening date
disappear from it through death and retirement (in the household
sectors), through dissolution (in business sectors), or through transfer
to other sectors. Other units, newly formed. during the period or trans-
ferred from other sectors, that were not included in the sector's open-
ing balance sheets are covered by the closing balance sheets. The
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change in net worth during any period, if it is derived from aggregate
figures for separate assets and liabilities at the beginning and end of
the period, is therefore the combination of (1) the change in the net
worth of the units that remain in the sector throughout the period,
(2) the difference between the closing net worth of the departing units
and the initial net worth of the entering units, and (3) the changes
during the period in the net worth of units that were members of the
sector only for part of the period. Other things being equal, the longer
the period, the shorter the typical life of a unit belonging to the
sector, and the higher the entry and quit rates, the greater is the differ-
ence between the observed change in the net worth of the sector as a
whole and the change in the net worth of the units belonging to the
sector throughout the period. The difference is, therefore, very impor-
tant for subgroups of individuals classified by net worth or other char-
acteristics if the comparison is made over extended periods.

For an accurate measurement of changes in net worth and the pos-
sible effects of price level changes on them, separate figures would be
needed for changes in the net worth of each of the following five
groups: permanent members of the sector (in the group throughout
the period), newly formed units (in demographic statistics, births),
units transferring from other sectors (in-migrants), units transferring
to other sectors (out-migrants), and units dissolved (deaths).

In the absence of separate figures for these five groups, it is sometimes
difficult to understand the meaning of measured changes in a group's
aggregate net worth. The difficulty is much less important for the na-
tional balance sheet because there the effects of internal migration
among sectors offset each other. External migration, which remains
relevant, is usually much smaller and statistical measurements are
commonly available. Consequently, the measures of change in the
aggregate net worth of individual sectors are subject to qualifications,
which are more important the longer the interval between balance
sheet dates and the higher the ratio of turnover of units within the
sectors.

A further problem is that net worth can be calculated from either
combined or consolidated balance sheets. Not only will the results
differ—aggregate net worth will generally be smaller in the consoli-
dated balance sheet—but the difference will vary according to the
method of valuation used. These relations are illustrated in Table 23,
which shows. the effects of consolidation based on adjusted book values,
as used here, and those based on alternative valuations.1

'In Table 23 the situation is illustrated by intercorporate holdings of equity
securities. Similar problems and differences arise in all cases of claims and liabilities
between two units, or sectors, whose accounts are to be combined rather than
consolidated.
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TABLE 23

EFFECT OF CONSOLIDATION OF INTERCORPORATE HOLDINGS OF EQUITY SECURITIES
(illustrative example)

BEGINNING OF PERIOD

End of
Book Value Period

Unadjusted Adjusted
Market
Value

Book Value,
Adjusted

(1) (2) (3) (4)

ASSETS

1. Claims 100 100 100 100
2. Tangible assets 100 200 150 400
3. Intercorporate equity holdings 10 50 40 117
4. Total, combined

(lines 1 + 2 + 3) 210 350 290 617
5. Total, consolidated

(lines 1 + 2) 200 300 250 500

LIABILITIES AND NET WORTH

6. Liabilities 150 150 150 150
7. Net worth (lines 4 — 6) 60

/
200

Attributable to other corps.
140 467

of line 7) 15 50 35 117
Attributable to other holders 45 150 105 350

8. Total, combined 210 350 290 617
9. Total, consolidated 195 300 255 500

LEVERAGE

10. Combined 1.83 1.25 1.36 1.11
11. Consolidated 2.22 1.33 1.43 1.14

'The ratio of price-sensitive assets (lines 2 and 3) to net worth. For explanation
and discussion, see Chapter 8.

The calculated change in net worth likewise depends on whether it
is derived from a combined or a consolidated balance sheet even if
consistent methods of valuation are used, as can be seen from columns 2
and 4 of Table 2S. The change in the combined net worth, of course,
differs from that in consolidated net worth by the amount of the
change in the value of intragroup holdings.

For the same reason, combined national net worth (i.e., the sum of
the consistently valued net worth of all sectors) exceeds consolidated
national net worth, which is equal to the value of domestic tangible
assets plus net foreign assets. The excess is equal to the value of domes-
tic equities—corporate stock plus owners' equity in unincorporated
business enterprises if they are treated as one or more separate sectors—
held by domestic owners (disregarding valuation differences on
domestically held domestic equities and claims).
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Decomposition of Nominal Net Worth Changes

Changes in the net worth of sectors and subsectors during periods of
marked price fluctuations are of considerable interest in themselves. To
understand the forces responsible, however, it is necessary to decom-
pose the observed changes into at least four components,2 measuring
net worth at each balance sheet date as the difference between the
market or replacement value of assets and the value of liabilities, all
expressed in current dollars. The components are: (1) saving or dis-
saving, defined as the excess of current income (excluding capital gains
and losses) over current expenditures; (2) realized capital gains or
losses; (3) transfers, i.e., transactions withOut economic countervalue
that either increase or decrease assets or liabilities (such as gifts, inheri-
tances, bequests, and debt forgiveness); and (4) changes in the prices
of assets and liabilities still held at the balance sheet date, leaving un-
realized capital gains or losses.

Using the symbols W0 and W1 for net worth at the beginning and the
end of the period, s for saving, g for realized capital gains and losses, t
for net transfers during the period, and U0 and U1 for unrealized capi-
tal gains and losses at balance sheet dates, we have, designating U1 — U0

as AU,
(1)

In this equation s, g, t, and U are taken as the net result of positive
and negative transactions of the types indicated. They are, of course,
the sum of corresponding items referring to different types of assets.
Thus g is the result of subtracting realized capital losses on real estate,
stocks, bonds, and other types of assets from realized capital gains on
the same type of assets. The basic equation yields immediately

W1— (2)
In the case of corporations, an additional term needs to be added, the

net proceeds from the sale of equity securities, defined as the difference
between the proceeds from the sale of new equity securities and the
cost of repurchase or retirement. The basic equation for corporations
then is, if e indicates net proceeds from equity securities:

(3)
In the further discussion s will be assumed to include e wherever
appropriate.

For assets acquired out of saving, price changes after their acquisi-
tion are included in g or U, but not in s. This treatment is appropri-
ate and parallel, to the treatment of external financing, specifically the
sale of equity securities by corporate issuers. Thus all capital gains or

2 a discussion of some of the problems involved, see Raymond W. Goldsmith,
A Study of Saving in the United States, Princeton, 1955, Volume I, Chapter VIII.
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losses, realized or unrealized, are treated equally, whether made on
assets (or liabilities) held at the beginning of the period or on those ac-
quired during the period through internal financing (saving), external
financing (including issuance of equity securities), or transfers. The
fact that some of these transactions (viz., saving, equity financing, and
transfers) affect net worth, while others (debt financing) do not, is not
a reason for differential treatment. Indeed, it is generally impossible in
an accounting or economic sense to break down g and U according
to whether they originate in holding, saving, equity financing, and
debt financing, as it is impracticable to make similar allocations for
every switch in assets and liabilities.

The sum of realized capital gains and losses and of changes in un-
realized capital gains and losses (g + U) can be further separated
into four components: (1) the change in unrealized capital gains and
losses on assets (and liabilities) held both at the beginning and the
end of the period (designated by U'), which is entirely a reflection
of external asset price movements; (2) unrealized capital gains and
losses on assets acquired during the period and still held at the end of
the period (U"); (3) the realized capital gains and losses on assets held
at the beginning of the period and disposed of during the period minus
the beginning-of-period unrealized gains and losses on these same
assets (g' — U"); and (4) capital gains or losses realized on assets
acquired and sold during the period (g").

We then have
= s + t + +U" + (g' — U") + g" (4)

=S+ t +g' + U".— U") (5)
For broad sectors of the economy, both saving and unrealized capital

gains can often be estimated. The latter are implicit in the perpetual
inventory calculations which underlie• tangible asset holdings. These
capital gains are unrealized in a special sense: they may have been
realized by individual units in the sector, but not by the sector as a
whole, because the assets have never been sold outside the sector. For
example, households often realize capital gains on homes by selling
them. These sales are usually to other households, however, and the
household sector as a whole thus does not liquidate its capital gain.
These unrealized capital gains on tangible assets can be calculated as
the difference between original cost and current values.3 Similar, but
more questionable estimates can be derived from some of the calcula-
tions of sectoral holdings of common stock.4

3From data in Raymond W. Goldsmith, The National Wealth of the United States
in the Postwar Period, Princeton for NBER, 1962.

4 more reliable estimate of capital gains and losses and a breakdown into
realized gains, unrealized gains on newly purchased securities, and gains on securi-
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For these major sectors, then, the change in net worth can be thought
of as

(6)

with transfers between sectors considered negligible (except in the
case of some federal government disposal of assets) and realized capital
gains considered to be eliminated by consolidation. In practice, there
will be an unexplained residual due to the imperfections of both
saving and capital gain estimates.

The operation of the various factors which affect net worth is illus-
trated by the hypothetical example of Table 24.

Deflation of Assets and Net Worth

Much economic analysis is conducted in "real" terms or constant
prices, i.e., the prices of a specific base period, in order to eliminate the
effects of the "veil of money." When an aggregate is involved, however,
this procedure has no meaning unless the set of prices used is specified.
This is particularly true when, as in the case of net worth, the object
of measurement cannot be thought of as a physical quantity.

There are two ways of approaching the deflation Of net worth or. a
stock of assets, each of which answers a different question. First, what
has been the change in the physical quantity of assets or in the ability
of the stock of assets to produce goods or yield services? Second, the
question with which we are concerned here, what has been the change
in purchasing power (with respect to goods in general) of a stock of
assets or of net worth?

The first question is answered by specific-asset deflation, which in-
volves expressing the value of each asset in terms of the base-year price
of that same asset. The end-product, an index of the volume of assets,
is designed not to reveal the effects of price change but to eliminate
them. The quantity of assets is, by definition, unaffected by price
changes. It is much easier to attribute a meaning to the specific-asset
deflation of tangible assets than to the same process applied to mone-
tary assets or liabilities. But the price index for assets can be used to
deflate net worth if the object is to measure the purchasing power of
net worth with respect to the particular stock of assets held in the
base year.

ties held throughout the period would require asset-by-asset information on the
original cost and market value of holdings and on proceeds from sates. Virtually
the only sector for which such information is publicly available is the life insurance
company sector. But the material is so voluminous that no attempt has been made
(in published form, at least) to classify and summarizethe data in the way neces-
sary for a decomposition of net worth changes.
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PROBLEMS iN MEASURING NET WORTH

The second question is answered by general deflation, deflation by
some index of the general price level, such as the average price index
underlying the deflated gross national product (the GNP deflator, i.e.,
the ratio of GNP in current prices to GNP in base-period prices) or,
on the principle that consumption by individuals is the ultimate pur-
pose of economic activity, by the Consumer Price Index.

The difference between the two methods may be illustrated by the
example of a dealer in precious metals whose stock in trade, equal to
his net worth, consists solely of gold. If the price of gold doubled while
the prices of all, other commodities remained unchanged, and the
dealer continued to hold the same amount of gold, the absolute value
of his assets would double. Using specific-asset deflation, we would find
that his real assets (the amount of gold in his possession) remained
unchanged. General price deflation, on the other hand, would show
that his real assets, this time in terms of power to buy other goods,
doubled. The dealer is now twice as rich, that is, he can sell his busi-
ness for twice as much in terms of other goods or he can stay in business
and expect to receive twice the real income (in terms of power to buy
goods in general), if we assume that the profitability of his business—
the ratio of income to capital—like that of all other businesses, is not
changed as the result of the change in the price of his stock in trade.
This is a measure of the effects of differential price change, and it is the
answer to the question asked here.

As long as real assets are defined, in terms of power to buy other
goods, the superiority of the general deflation seems incontestable. But
if the measurement of welfare is the' object, the simplicity of the prob-
lem vanishes. If the pattern of asset holdings is fixed—if an increased
power to buy other goods cannot be used freely—there may be no gain
in welfare from relative improvement in a sector's asset price level. An
example of this case is a national government that must hold a fixed
amount of defense assets regardless of price. Nothing is gained from a
rise in ordnance prices by a government which owns military equij-
ment, if the government cannot substitute consumption or other assets
for military assets.

Most deflations, like most discussions of real wealth, income, or
wages, are confined to measuring changes in purchasing power, stop-
ping short of welfare measurement. The same convention of general
deflation is followed here. It may also be interpreted as treating all
government and business as belonging ultimately to households.

'Although general deflation has been used in this paper, the asset
price indexes, discussed' in Chapter 7, provide the data needed for
specific deflation. That part of the change in real net worth which can
be attributed to changes in asset prices (see Chapter 6) is the part
which would be eliminated by specific-asset deflation.
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INFLUENCE OF PRICE CHANGES ON NET WORTH

Statistical Difficulties

In addition to the conceptual problems in measuring net worth and
the influence of price changes on it discussed in the previous sections,
there are substantial statistical difficulties. Most of these are caused by
insufficiency of basic data and by the neglect which the study of na-
tional wealth and national balance sheets has suffered in recent decades.
Although considerable, the statistical shortcomings are not such as to
endanger the broad conclusions that can be drawn with appropriate
care from the available national balance sheets and collateral material.
Special attention needs to be given here only to the difficulties specifi-
cally connected with the estimation of sectoral and national net worth.

ALTERNATIVE ESTIMATES OF NET WORTH

Net worth is obtained for all sectors as the difference between the sum
of the market value of all types of assets, separately estimated, and the
comparable sum.of all types of liabilities. It is thus affected by the net
error involved in the estimates of total assets and total liabilities. For
only one major sector—nonfinancial corporations—is it possible to
derive a second independent estimate of the market value of net worth,
namely, by calculating the market value of stock outstanding.5. These
two estimates cannot be expected to coincide. There is no reason to
assume that the market value of a corporation's stockshould be equal
to the figure obtained by deducting liabilities (essentially at book
value) from the current value of the corporation's assets, specifically
the replacement cost of its tangible assets and the market or book value
of its financial assets.°

While all main tabulations use the net worth of corporations ob-
tamed by the latter method because it is comparable to the calculation
of net worth in other sectors, the estimate derived from stock prices is
shown in Table 25. This table also shows the alternative (and methodo.
logically inconsistent) estimate of national net worth in which the net
worth of corporations is derived from stock market valuations rather
than adjusted book values, as well as a few other figures that are

over-the-counter quotations 'are used, the method cOuld also be applied to
some subsectors of the financial sector—primarily commercial banks and property
insurance companies—but it still could not be applied to other large subsectors,
such as mutual savings banks, savings and loan associations, and life insurance
ëompanies.

a discussion of this valuation difference which is important in balancing the
sectoral balance sheet of corporations as well as the national balance sheet, see R. W.
Goldsmith, "Measuring National Wealth in a System of Social Accounting," Studies
in Income and Wealth .12, New York, NBER, 1950, pp. 40-41.
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PROBLEMS IN MEASURING NET WORTH

affected by this substitution. The difference between these two valu-
ations of corporate ne.t worth has occasionally been substantial, particu-
larly after large stock price movements.

SECTORAL ESTIMATES OF NET WORTH

The estimates of sectoral net worth that can now be derived by the
balance sheet approach suffer from two specific statistical deficiencies:
overaggregation and disregard of net transfers of tangible assets among
sectors.

At the present time, fairly complete balance sheets can be built up
from aggregative data for only seven sectors, namely, nonf arm house-
holds, agriculture, unincorporated business, nonfinancial corporations,
finance, state and local governments, and the federal government. Of
these, at least one—unincorporated business—is extremely weak. With
some additional effort, unfortunately impossible in this study, one
could segregate nonprofit institutions from households, thus making
the latter sector more homogeneous; split nonfarm business into about
half a dozen main sectors, e.g., manufacturing and mining, railroads,
other public utilities, trade and service, real estate, and miscellaneous;
and separate state from local governments. The financial sector has
been more finely subdivided in the Federal Reserve Board's statistics of
flows of funds, in Financial Intermediaries, and in other parts of this
volume. Such a finer sectoring of the financial field, however, was not
required here.

These broad sectors obviously combine heterogeneous units and
groups of units, particularly in the nonfarm household and the non-
financial business sectors. To study the effects of price level changes on
net worth, it would be desirable to have separate sectoral balance sheets
for home-owners and renters, for households with different income and
net worth and with heads of different age, occupation, race, and other
characteristics, for several dozen industrial groups, for business enter-
prises of different sizes, and possibly for enterprises that are primarily
creditors or debtors or have other characteristics that may be relevant
to their experience during inflation and deflation. But only a small
fraction of the desirable balance sheets for smaller sectors are presently
available, mainly from sample surveys, and these are used in the dis-
cussion of leverage ratios in Chapter 8.

One of the characteristics of the national balance sheet approach is
that the national total for a given asset or liability item is often more
reliable than the estimates for most of the sectors. This is the case, of
course, when there is a reasonably reliable estimate available for the
national total that is not derived as the sum of sectoral figures and that
cannot be easily allocated among sectors. This situation will be en-
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INFLUENCE OF PRICE CHANGES ON NET WORTH

countered primarily in those cases where the same type of asset and
liability is found in the balance sheet of several sectors, none of which
provides direct information of its holdings. For example, the national
total, of currency outstanding is fairly accurately known from primary
statistics,7 but the allocation of this total among sectors is haphazard
and subject to a large margin of error because virtually no sector
reports currency holdings separately in its own balance sheets or col-
lateral material. Similarly, an estimate by the perpetual inventory
method of the total stock of automobiles in the United States is subject
to a smaller margin of error than an allocation of the stock among non-
farm households, agriculture, nonfinancial corporations, finance, and
government, all of which may be assumed to own automobiles but none
of which report the holdings separately. Thus the relative margin of
error is probably larger for the sectoral holdings of most types of assets
and liabilities than it is for the national total. Exceptions occur mostly
among financial assets and liabilities, and here again chiefly in the
financial and nonfinancial corporation sectors—the only two sectors
for which fairly comprehensive and reliable totals of intangible assets
and liabilities can be derived from their own balance sheets.

The second statistical deficiency—neglect of net transfers of tangible
assets among sectors—affects the estimates of tangible assets held by
individual sectors, leading to errors which, while sometimes Serious for
short-term analysis, are not likely to have a significant effect. Under
the perpetual inventory method, the estimates of the different types of
reproducible tangible assets are derived, it will be recalled, either by
distributing the national total for a given type of asset among sectors
by an indirectly derived and often arbitrary allocation or, preferably,
by building up the estimates from the sector's expenditures on the
asset in question. In neither case is specific account taken of the transfer
of such assets after their original acquisition. In principle, of course,
allowance should be made for such transfers, but unfortunately
statistical information on their volume and movement is entirely lack-
ing in some cases and incomplete and unreliable in most others. Some
of these transfers, however, are known to be substantial and to tend in
the same direction for protracted periods. Rough estimates of their
orders of magnitude have occasionally been made.8 It might even be
possible to produce estimates for the main transfers involved, which,
despite their shortcomings, would be preferable to the present entire
neglect of these transactions.

7 qualification "fairly" could be omitted if it were not that a reputedly small,
but not exactly known, proportion of total currency issued is held abroad or has
been destroyed.

8See, for instance, Study of Saving, Vol. I, p. 769; Vol. II, p. 452.
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There is, for instance, little doubt that over the postwar period as a
whole and for most individual years, there have been large sales of
farm land to nonagricultural sectors for transformation into suburban
land underlying residential, commercial, or industrial structures, for
use as roads, or for other public purposes. These sales have probably
been taken into account indirectly in the estimates of the value of
agricultural land prepared by the Department of Agriculture, but it
was not possible to make the appropriate explicit adjustment for the
acquisition of such former farm land in the balance sheets of the other
sectors involved. For some sectors these adjustments are probably im-
plicitly, although haphazardly, made in the estimates used. This is the
case for those types of land whose value is estimated as a proportion of
the structure erected on the land. Thus, if former farm land is sub-
divided and homes built on the acreage, the value of this land is now
implicitly included in the estimate of total residential land, since the
latter is obtained as a fixed proportion of the structure value of resi-
dences. However, the value at which the piece of land in question is
added to the total of residential land is not the price which it had when
going out of farm use (presumably the price at which it was included
in the farm land total), nor the price at which it actually was sold by
the last farm owner. The new value, at which it now is carried in the
national balance sheet, is in all likelihood considerably higher, in-
cluding not only the net investment needed to turn raw land into
building lots, but also both realized and unrealized capital gains as well
as actual expenditures by subdividers, builders, and others. Such
changes of land use thus lead to an increase in the estimates of national
wealth, and national net worth, not only in current values, as is entirely
consistent with national accounting theory, but also in constant values.

Another transfer of this type, which might have been taken into
account explicitly, was the sale of war production facilities by the
federal government to private business.

There are, finally, the transfers inherent in the incorporation of
unincorporated business enterprises or their absorption by corpora-
tions, which have been going on for most of the past six decades and
affect intangible as well as tangible assets.

The unavoidable neglect of these transfers introduces inaccuracies in
the estimates of net worth changes of some sectors and in the decompo-
sition of such changes. It is unlikely that including these transfers
would greatly change the picture now presented for any sector, except
possibly agriculture and unincorporated business. The national totals,
of course, are affected very little if at all by the omission of these trans-
fers.
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CHAPTER 6

Net Worth Changes and Price Level Changes

Changes in Net Worth

BETWEEN 1900 and 1958 combined national net worth, i.e., the sum of
the net worth of the seven main sectors in the national balance sheet,
rose from a little over $110 billion to almost $2,250 billion, increasing
by. twenty times or at an average rate of about 51/4 per cent per year.
Net worth in constant prices (calculated using the GNP deflator) multi-
plied five times in the same period, or 2.8 per cent per year,' and
national net worth per head in constant prices rose over 120 per cent,
or 1.4 per cent per year.2 (See Tables 26-29 and 32.)

There were, however, great differences among the main sectors in the
rate of growth of net worth. The net worth of nozifarm households rose
to fully twenty-five times its 1900 level, agriculture to eight and one-half
times, nonfarm unincorporated business to fifteen times, nonfinancial
corporations to twenty-five times, finance to twenty-four times, and
state and local governments to over forty times their net worth at the
turn of the century (Chart 10). It •is only the federal government
which suffered a decrease in net worth, the result primarily of heavy
borrowing for war and defense.

To understand these differences, one must adjust for population and
general price level changes and calculate the effects of saving. For
instance, the fact that the net worth of agriculture increased only
nine times during the past sixty years while that of nonfarm house-

1 From 1900 to 1958 the general price level (represented by the GNP deflator)
increased approximately four times, or at an average rate of 2.4 per cent a year;
the cost of living rose almost three and one-half times, or 2¼ per cent a year; stock
prices about seven times, or per cent a year; and the price of real estate probably
between four and six times (Table 40).

2Throughout this report, military assets are excluded from the net worth of the
federal government and the nation. The values of military assets—structures, equip-
ment, and inventories—including those of the Atomic Energy Commission, are
sufficiently large in the postwar period to affect very considerably net worth, net worth
change, and leverage ratios of the federal government, and to influence visibly
the national aggregates. Table 30 shows the relevant. figures for benchmark years
since 1939—calculated by the perpetual inventory method and hence conceptually
comparable with the estimates of civilian assets—thus enabling readers who so
desire to include military assets in all calculations that involve net worth or net
worth change for the federal government or the nation.

Inclusion of military assets increases the rate of growth of national net worth
for the entire period to 5.5 per cent in current prices (instead of 5.3 per cent). The
increase is limited to 1939-45 and 1949-58 and affects rates of growth for them
substantially.
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holds grew by twenty-five times does not mean that price level changes
or other factors have been less favorable to farm than to nonfarm
households. As the farm population was somewhat smaller in 1958
than it had been in 1900 while the nonfarm population increased
three and a half times, the rise in net worth per head actually was
larger for farm than for nonfarm households.

One approach to the explanation of net worth changes is to divide
the period 1900-58 into subperiods characterized by different types of
price level change. As only annual data are available even since 1945
and only a few benchmark years before then, such a classification is
difficult, even using the movements of the general price level (as re-
flected in the gross national product deflator) as our only guide, and
disregarding minor and short-term fluctuations. The periods 1900-12,
1912-22, 1939-49, and 1949.58 can, without danger of serious error, be
classified as on the whole inflationary (Table 39). The immediate
postwar periods of 1918-22 and 1945-49 are thus included with the
preceding war periods, the first out of necessity because of the location
of the benchmark year and despite the fact that prices were declining
from their wartime peak, and the second on the ground that the price
rise was a result of wartime developments. There is little question
about dating the only deflationary period in the past sixty years,
1929-33. There are then left two periods of relative stability in the
general price level, 1922-29 and 1933-39. To these 1951-55 might be
added if a finer subdivision of the postwar period were desired. In this
case, 1949-51 and 1955-58 would have to be classified as two separate
periods of rising prices—the first more specifically a war inflationary
period.

The two war inflations (1912-22 and 1939-49) have in common a
sharp rise in net worth by all groups except the federal government
which in both cases suffered a considerable decrease in its net worth,
reflecting debt-financed war expenditures. The increase in national net
worth was larger in the decade after 1939 (120 per cent) than in
the ten years starting after 1912' (100 per cent). However, as the
general price level rose by 80 per cent in the second war period, com-
pared to 60 per cent in the first, the increase in real national net worth
was larger in the first period—23 per cent against 20 per cent. The rise
in current net worth was similar in both war inflationary periods for
all sectors except agriculture. The rise in net worth of the agriculture
sector was only 31 per cent between 1912 and 1922 and 194 per cent
between 1939 and 1949. The reason for this discrepancy is the sharp
deflation in agricultural prices, particularly land prices, which fol-
lowed World War I but not World War

3The discrepancy would be less pronounced, though it would not disappear alto-
gether, 'If we had sectoral balance sheets for 1920 instead of 1922.
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INFLUENCE OF PRICE CHANGES ON NET WORTH
TABLE SO

WORTH AND WORTH CHANGES, INCLUDING MILITARY ASSETS, 1933-58
(billion dollars, current prices)

• Military Assets

Net Worth Change in Net Wortht Net Worth Ratiob

Nation Federal Govt. Nation Federal Govt. Nation Federal Govt.
(1) (2) (3) (4) (5) (6) (7)

1983 449.6 —14.0 .

1939 2.6 519.8 —29.9 70.2 —15.8 1.16 2.18
1945A 52.0 814.1 —161.5 294.3 —131.7 137 5.42

1945B 72.7 827.8 —135.5
1949 54.3 1,182.7 —133.7 855.4 1.8 1.43 0.99
1953 71.3 1,610.0 —111.6 427.3 22.1 1.36 0.83
1958 88.9 2,335.8 —98.2 725.8 18.4 1.45 0.84

SOURCE: 1938-45A, col. 1: Study of Saving, Vol. III, p. 6.
cols. 2-7: Col. 1 and Vol. II, Table Ia. Military assets assumed

negligible in 1933.
1945B-58: Vol. II, Tables I, 111-7, and III-7a.
between given year and preceding year shown.

b Ratio of net worth for given year to net worth for preceding benchmark year.

The course of net worth during the two peacetime periods of rising
prices may be of more immediate interest. The general price level,
measured by the gross national product deflator, advanced on the
average by approximately per cent per year and population
grew at between 1.75 and 2 per cent per year. Combined national net
worth increased by almost 100 per cent from 1949 through 1958 against
a rise of over 90 per cent between 1900 and 1912, or 8 against 5.6 per
cent per year (Tables 31 and 32). Deflated net worth per head (whith
allows for price and population changes) grew twi.ce as fast between
1949 and 1958 (3.5 per cent) as between 1900 and 1912 (1.7 per Cent).

There were considerable differences among the main sectors in the
growth of'net worth in the two periods and little consistency between
the periods in the relative position of sectors. In both periods, however,
unincorporated business exhibited a comparatively low rate of growth
(Chart 11). The net worth of agriculture expanded much more rapidly
in the earlier interval, while that of nonfinancial corporations and
finance grew more in the later period. In the 1950's nonfinancial
corporations showed the most rapid rate of growth of net worth of any
of the six nonfinancial sectors while their rate of growth had been
considerably below that of the national total in 1900-12. It is thus evi-
dent that the mere comparison of rates of growth of net worth of
different sectors cannot tell much about the typical effect of a rise in the
general price level on net worth.
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CHART 10

Source: Table 26.
Net worth is negative except in 1900 and 1912 which are not shown. Figures

plotted are —log (—net worth).
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INFLUENCE OF PRICE CHANGES ON NET WORTH
TABLE 31

ANNUAL PERCENTAGE RATES OF GROWTH OF N17r WoRTH, DEFLATED Nzr WORTH,
AND DEFLATED NET WORTH PER CAPITA, 1900-58

. Total
State and Exci.

Total
(1)

Nonfarm
House-
holds

(2)

Agricul-
ture
(3)

Nonfarm
Unincorp.
Business

(4)

Nonfin-
ancial
Corp.

(5)

Finance
(6)

Local
Govern-
ments

(7)

Federal
Govern-

ment
(8)

NET WORTH

1900-12 5.6 5.8 6.0 3.2 4.3 6.0 8.4 5.6
1912-22 7.1 8.3 2.7 8.1 10.3 6.4 7.5 7.6
1922-29 6.4 7.2 —.6 4.2 6.0 9.8 4.4 6.0
1929-33 —9.2 —8.8 —10.5 —9.9 —9.2 —9.5 —.8 —8.8
1938-39 2.4 3.2 3.1 7.6 —.5 5.0 4.3 2.9
1939.45 6.6 10.1 14.4 8.4 9.2 5.0 9.6 10.1

1945-49 10.7 6.6 7.0 11.8 12.1 8.6 12.8 8.2
1949-53 8.0 6.8 4.7 6.2 8.4 8.6 7.4 7.0
1953-58 7.9 7.6 4.2 3.5 7.6 11.5 6.7 7.1

DEFLATED NE!' WORTH

1900-12 3.6 3.8 4.0 1.2 2.3 3.9 6.3 8.6
1912-22 2.1 8.2 —2.1 3.0 5.1 1.3 2.5 2.6
1922-29 6.7 7.5 —.8 4.4 6.8 10.1 4.7 6.3
1929-38 —4.0 —3.7 —5.7 —4.9 —4.0 —4.6 4.7 —3.7
1955-39 1.3 2.2 2.1 6.4 —1.6 3.9 5.2 1.8
1939-45 0 8.2 7.9 1.8 24 —1.4 2.8 8.2

1945-49 4.7 .7 1.2 5.9 6.2 2.9 6.2 2.4
1949-58 5.1 3.8 1.7 8.1 5.3 5.5 4.2 4.0
1953-58 5.4 5.1 1.7 1.2 5.1 8.9 4.4 4.7

DEFLATED NET WORTH PER CAPITA

1900-12 1.7 1.9 2.1 —.7 .4 2.1 4.4 1.7
1912-22 .7 1.8 —3.5 1.6 3.6 —.1 1.0 1.1

1922-29 5.1 6.1 —1.7 2.9 4.8 8.6 3.2 4.7
1929-83 —4.8 —4.6 —6.3 —5.7 —4.8 —5.4 8.8 —4.3
1933-39 .7 1.4 1.3 5.6 —2.3 8.1 2.5 1.1

1939-45 —1.0 2.1 6.1 .5 1.3 —2.7 1.8 2.1

1945-49 2.9 —1.0 —3 4.0 4.2 1.0 4.5 .7
1949-53 3.3 1.9 0 1.2 3.3 3.8 2.4 2.2
1958-58 3.7 8.4 0 —.6 3.4 7.1 2.5 3.0

SouRcE: Tables 26, 27, and 29.

In the only deflationary period among those distinguished here, the
four years from the end of 1929 through 1933, all main sectors showed
a decline in net worth. The rate of decline was very close to the na-
tional aggregate—about one-third—for nonfarm households, agricul-
ture, unincorporated business, nonfinancial corporations, and finance.
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NET WORTH CHANGES AND PRICE LEVEL CHANGES

CHART 11

Annual Percentage Rates of Change in Net Worth, by Sectors,

Source:Toble 31.

1900-58

State and local governments showed the smallest net worth decline (3
per cent) while the federal government increased its negative net worth
by over 40 per cent. Since the price level declined by almost one-fourth
during this period, one sector (state and local governments) increased
its net worth in real terms, while the decline for other sectors (aside
from the federal government) was about 15-20 per cent.
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INFLUENCE OF PRICE CHANGES ON NET WORTH
TABLE 82

ANNUAL RATE OF CHANGE IN PlucEs AND NATIONAL NET WORTH, 190058
(per cent)

General

National Net Worth Nonfederal Net Worth

Price Current Constant Constant Current Constant Constant
Perioda Level

(1)

Prices
(2)

Pricesb

(3)

Per Head
(4)

Prices
(5)

Pricesb

(6)

Per Head
(7)

War Inflations
1912-22 4.9. 7.1 2.1 0.7 7.6 2.6 1.1

1939-49 6.2 8.1 1.8 0.4 9.1 2.7 1.3
Peacetime Inflations

1900-12 1.9 5.6 3.6 1.7 5.6 3.6 1.7
1949-58 2.6 8.0 5.2 8.5 7.0 4.4 2.6

Deflation
1929-33 —5.2 —9.1 —4.1 —4.8 —8.7 —3.7 —4.4

Periods of Price Stability .

1922-29 —0.3 6.3 6.6 5.1 5.9 6.2 4.7
1933-39 1.0 2.4 1.8 0.6 2.9 1.8 1.1

All Periods
1900-58 2.4 5.8 2.8 1.4 5.5 8.0 1.5

SOURCE

Col. 1: Table 39. Col. 5: Vol. II, Tables I and Ia.
2: Vol. II, Tables I and Ia. 6: Table 27.
8: Table 27. 7: Table 29.
4: Table 29.

a These periods run from the end of the first year to the end of the last. Thus the
period 1900-12 includes the years 1901 through 1912.

national product deflator.

While two periods of relative stability can be distinguished on the
basis of behavior of the general price level, these periods otherwise
have little in common so that not much can be learned from their com-
parative analysis. Between 1922 and 1929 prices of equities more than
doubled and those of nonfarm houses increased, although the general
price level remained stable. From the end of 1933 through 1939, on the
other hand, the economy recovered only slowly from the deepest depres-
sion it had experienced and remained continuously well below full
capacity utilization even though the general price level increased at a
rate of slightly more than 1 per cent per year. The observed changes in
net worth are similarly disparate. In the 1920's combined national net
worth rose by more than 50 per cent within seven years, the most rapid
growth experienced as far as our records go, when account is taken of
changes in the general price level.4 Financial enterprises led, roughly

4The rise would, of course, be less pronounced if asset-specific deflation had been
applied.
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doubling their net worth. Most other sectors showed an increase of 33
to 68 per cent, but the net worth of agriculture hardly held its own.
The period from 1933 through 1939. by contrast, exhibited a very low
growth of net worth—for combined national net worth 15 per cent
without, and 8 per cent with, allowance for changes in the general
price level. Differences among sectors were much less pronounced. The
net worth of nonfarm and farm households increased by about 20 per
cent, that of state and local governments and finance by roughly 30-35
per cent. There was a contrast between two of the business sectors, un-
incorporated business growing by over 50 per cent while nonfinancial
corporations declined.

In order to see more clearly whether changes in current or deflated
national net worth show a clear relation to price level changes, Table
32 shows average annual rates of change for the seven periods dis-
tinguished. One feature of the table is the relative regularity in the
rate of change of net worth in current prices. In five of the seven
periods, the rate of change in national net worth was between and
9 per cent per year regardless of whether the federal government is in-
cluded. The exceptions are 1933-39 which had an average increase of
2½ per cent and the Great Depression of 1929-33 which had an average
decrease of 9 per cent.

If all estimates of net worth are reduced to the common price level
of 1929 (using the gross national product deflator), the 1929-83 period
becomes somewhat less different from the others. For the periods out-
side the 1930's, however, the variability is greater in constant than in
current prices—from less than 2 to over 61/2 per cent. As will be seen
later, the reason for this at first sight unexpected behavior is the differ-
ence, particularly in 1922-29 and 1949-58, between the movements of
prices in general and price-sensitive assets.

The range becomes even wider in relative terms if the figures are
adjusted for population growth in addition to price changes. For the
four periods of price rises, it now varies between ½ and per cent.
The rate of growth in 1922-29, when the general price level was stable,
is higher (5 per cent) than in any period of inflation; and the increase
in 1933-39, which shows the lowest rate of increase in the general price
level, is within the range of the four inflationary periods.

Thus while movements in the general price level are clearly reflected
in the rate of change of national net worth in current prices, their
effect on constant price measures is not clear. There is, however, some
evidence of a slight negative relationship between the rate of change
of the general price level and the rate of growth of deflated national
net worth, a relation which is somewhat improved if the federal govern-
ment is excluded or if 1933-39 is omitted. Generally, since the turn of
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the century, the higher the rate of change in the general price level,
the lower is the rate of growth of national net worth in constant prices,
i.e., in dollars of constant purchasing power. This relation is due to
both changes in the rate of real investment and differences between
price movements of current output and price movements of nonmone-
tary assets, primarily real estate and common stock. Generally the more
pronounced the rise in the general price level, the smaller has been the
excess in the rise of price-sensitive assets compared to the advances in
the general price level; or, in other words, the smaller the rise in de-
flated sensitive asset prices. These relationships are discussed at some
length in the next chapter.

Differences in the rates of growth of net worth in the different sec-
tors have led to considerable changes in its distribution among them.
The. main changes which appear in Table 33 and Chart 12 are the
sharp fluctuations in the share of the federal government which mainly
reflect negative net worth due to the war deficits. Thus in 1945 the
negative net worth of the federal government offset about one-fifth of
the positive net worth of the other six sectors. Even in 1949 and 1953
the negative net worth of the federal government was sufficiently large
to nullify over one-tenth of the other sectors' positive net worth.

If the distribution is limited to sectors other than the federal govern-
ment, the changes are considerably smaller, but not negligible. Over
the whole sixty years four sectors increased their share in the total net
worth of the six nonfederal sectors: nonfarm households, nonfinancial
corporations, finance, and state and local governments. Households
accounted for about one-half of nonfederal net worth up to World
War I. As a result of the extraordinary rise in stock prices, their share
then increased until by the end of the 1920's it had reached three-
fifths, which level it has maintained with only minor fluctuations. The
rise of the share of state and local governments occurred mainly during
the first part of the period with an increase from 3 per cent at the turn
of the century to almost 6 per cent in 1939.

The sharpest decline was registered by agriculture; from a level of
20 per cent in 1900 and 1912, the share fell to 8 per cent between 1929
and 1939. A temporary increase during World War II was rapidly lost
thereafter, so that the 1958 share was back to the low level of the
1930's. This decline in the share of agriculture in national net worth
must not be interpreted as primarily a result of adverse asset price
movements. As will be seen later, it reflects the absence of net saving in
agriculture for the period as a whole. This in turn is at least partly
attributable to the shrinkage of the agricultural sector, evidenced in
the declining number of people engaged in it. The price of farm land,
as Chapter 7 indicates, rose virtually as much during the period as a
whole as the price of the other main types of price-sensitive assets.
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TABLE 33

DISTRthUTION OF NET WORTH AND CHANGES IN NET WORTH AMONG SECToRS, 1900-58
(per cent)

State and
Non farm Nonfarm Nonfin- Local Federal
House- Agricul- Iinincorp. ancial Govern- Govern-

Total holds ture Business Corp. Finance ments ment
(1) (2) (3) (4) (5) (6) (7) (8)

NET WORTH (CUUENT DOLLARS)

1900 100.0 50.8 19.7 5.8 17.8 2.7 3.0 .8
1912 100.0 52.2 20.7 4.4 15.4 2.8 4.1 .4
1922 100.0 58.2 15.6 4.8 20.5 2.6 4.3 —4.1
1929 100.0 61.8 8.5 4.2 20.0 3.3 3.8 —1.5
1933 100.0 62.6 8.0 4.0 20.0 3.2 5.4 —3.1
1939 100.0 65.9 8.3 5.4 16.9 3.7 6.0 —6.3
1945A 100.0 79.5 12.7 5.9 19.5 3.4 7.1 —28.0

1945B 100.0 78.5 12.8 5.5 21.6 2.8 6.4 —27.6
1949 100.0 67.5 11.2 5.7 22.8 2.6 6.7 —16.7
1953 100.0 64.4 9.9 5.3 23.0 2.7 6.6 —11.9
1958 100.0 63.4 8.3 4.3 22.6 3.2 6.2 —8.1

CHANGE IN NET WORTH (CURRENT DOLLARS)

1900-12 100.0 53.6 21.8 2.9 12.7 2.9 5.3 .5
1912-22 100.0 64.3 6.5 5.2 25.7 2.4 4.5 —8.6
1922-29 100.0 68.4 —1.1 2.9 19.1 4.5 2.8 5.5
1929-33 100.0 60.0 9.6 4.5 20.1 3.4 .4 2.0

88.0 10.7 14.6 —3.8 7.1 10.5 —27.2
1939-45 100.0 108.1 21.9 7.1 24.9 9.4 73.9

1945-49 100.0 45.4 8.0 6.2 25.2 2.2 7.5 5.4
1949-53 100.0 55.9 6.2 4.2 23.5 2.9 6.1 1.2
1953-58 100.0 61.8 4.9 2.2 21.9 4.2 5.5 .1

1900-58 100.0 64.1 7.7 4.2 22.9 8.2 6.4 —8.5

CHANCE IN NET WORTH (1929 DOLLARS)

1900-12 100.0 54.8 22.6 1.8 10.8 3.0 6.3 .6
1912-22 100.0 84.2 —16.8 6.6 42.6 1.7 5.0 —23.4
1922-29 100.0 68.0 —.6 3.0 19.2 4.4 2.9 3.1
1929-35 100.0 57.3 11.4 5.0 20.1 3.7 —5.0 7.3
1933-39 100.0 107.7 12.7 22.6 —21.8 10.0 14.3 —45.5

1945-49 100.0 12.9 3.3 7.0 28.8 1.6 8.7 37.8
1949-53 100.0 50.1 3.7 3.4 23.9 2.9 5.7 10.2
1953-58 100.0 60.2 3.1 1.1 21.5 4.7 5.1 4.4

1900-58 100.0 66.5 5.5 4.0 23.8 7.0 —10.2

SouRcE: Tables 26 and 27.
a 45.5 is used as the base in computing these percentages. It is the sum of the

changes of the individual sectors (Table 27) rather than the change from 1933 to
1939 for all sectors combined.

b Omitted because the denominator is small.
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The changes in the distribution of national net worth show a two-
fold connection to price level changes. During war inflation the share
of the federal government declined, and indeed became heavily nega-
tive, while that of most other sectors increased. The share of nonfarm
households increased in 1922-29, a period of stability in the general
price level accompanied by large increases in stock prices.

Variations in the sectoral distribution of changes in net worth
(Chart are, of course, much wider than those in the distribution
of the absolute values which were discussed in the preceding pages.
They are more sensitive to changes in trend but also to ephemeral
developments and they are, therefore, of particular interest for short-
term analysis.

Components of Current Value Net Worth Change

As was pointed out in Chapter 5, changes in net worth are the result
not only of price changes but of saving, offering of equity securities,
and transfers. For the six main sectors distinguished here (nonfinancial
corporations are combined with finance in this discussion because the
1900-45 saving figures do not distinguish financial from nonfinancial
corporations), estimates of saving and corporate stock issues for the
years since 1945 appear in Volume By eliminating these two items,
we can estimate more precisely that part of net worth change which is
due to price movements.

Transfers remain in the residual, but the great majority of private
transfers that affect net worth (consisting of gifts, bequests, inheri-
tances, dowries, etc.) occur within the same sector, namely, nonfarm
households.° So long as the analysis is limited to these six sectors, or to
similarly broad sectors, the neglect of intersector transfers is not too seri-
ous, except possibly for the federal government, unincorporated busi-
ness, and farm sectors..7 The smaller the groups become, however, the
more important net transfers are. This is the case particularly for
groups that are likely to receive gifts and bequests or to give on a scale
which is large compared to their other assets. This situation is not likely
to arise for the commonly distinguished subgroups of households such as

5lnformation for the period through 1945 can be found in Raymond W. Gold-
smith, A Study of Saving in the United States, Princeton, 1955, Volume I, and in
Goldsmith, Financial Intermediaries in the American Economy Since 1900, Princeton
for NBER, 1958, Chapter VII.

6 Since private nonprofit organizations are included in the nonfarm household
sector, gifts to and by them are intrasectoral.

7 These reservations are made because no account is taken of two movements that
probably are of substantial size and tend to work in the same direction year after
year, viz., the net sale of farm land to nonfarm buyers and the transformation of
unincorporated business enterprises into corporations.
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NET WORTH CHANGES AND PRiCE LEVEL CHANGES

groups classified by size of income (except possibly for the very highest
and lowest brackets), by occupation, and by age (except possibly for
the highest age groups). On the other hand, when the calculations are
made for the nation as a whole, net transfers are limited to interna-
tional gifts and similar transactions which usually are very small com-
pared to changes in national net worth. For the United States, net
transfers, mostly in the form of foreign aid, have amounted to less than
5 per cent of the change in national net worth during the postwar
period and the ratio was smaller during earlier periods.

NATIONAL NET WORTH

For the entire period from 1900 to 1958, the change in net worth in
current prices was more than $2,140 billion. Saving and equity financ-
ing by corporations accounted for $760 billion (Table 34). The
residual (i.e., the sum of net transfers and net realized and unrealized
capital gains) contributed almost $1,400 billion.8 Thus nearly two-
thirds of the change in national net worth (fully two-thirds if net trans-
fers are allowed for) that has occurred during the past two generations
reflects asset price changes—realized or unrealized capital gains and
losses. Saving accounted for over 30 per cent, while the offerings of
equity securities contributed about 4 per cent.

There are considerable differences among periods in the share of the
components in net worth change, and even greater differences among
sectors, as can be observed in Table 35.

In most periods the share of the "residual" (total net worth change
less saving and equity financing) in total national net worth change
was between one-half and four-fifths without showing an evident trend.
The share stood at 56 per cent for the period 1900-29 as a whole and
66 per cent for the postwar period 1945-58. In two periods (1929-33
and 1939-45) price changes accounted for almost the total calculated
change in national net worth, but for different reasons. During the
Great Depression national saving was very small, positive saving of
some groups in some years about offsetting dissaving by other groups or
in other years. Hence the large decline in national net worth was almost
matched by a large negative residual. During World War II, national
saving was again very small, this time because the dissaving by the
federal government alone almost offset a large volume of saving by
other sectors. As a result, a large increase in national net worth was
almost entirely matched by capital gains. If the federal government is
eliminated from the calculation, the residual accounts for a little over
one-half of the wartime change in net worth.

8 If allowance is made for net transfers abroad, mostly during the postwar period,
the residual rises to approximately $1,500 billion.
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NET WORTH CHANGES AND PRICE LEVEL CHANGES

SOURCE To 34 (concluded)

F-5, p. 977, and F-13, p. 997, cols. 1 and 6 minus Tables F-S. p. 981, and
F.18, p. 1015, cols. 1, 2, 4, and 5, plus Study of Saving, Vol. III, Table W-37
(p. 91), line IV.

Col. 6: Study of Saving, Vol. I, Table T-1 (p. 345), col. 7, minus tax accruals of
state and local governments, Table G-20 (p. 1075), col. 1.

Col. 7: Study of Saving, Vol. I, Table T-1 (p. 345), col. 8, minus personal income,
estate, and gift tax accruals, Table F-26 (p. 1035), cols. 2 and 4, and minus
saving through Treasury Monetary Funds (see note to col. 5).

Col. 9: Col. 1 plus coL 8.
Col. 10: Col. 5 pIus col. 8.

1945-58:
Col. 1-7: Vol. II, Table VIII-d-3e.
Col. 8: Vol. II, Tables VIII-d-1 and VIII-d-2.
Col. 9: Col. 1 plus col. 8.
CoL 10: Col. 5 plus col. 8.

The influence of price changes can be measured in another way
which is less affected by the rate of saving. The• residuals, adjusted for
length of period, can be compared with the initial net worth for each
period, to show the rate of change in net worth due to price movements
(bottom panel of Table 35). The residual rate of change corresponds
well with the GNP deflator, being at its highest in the war and postwar
periods, 1912-22 and 1939-49. It is, of course, the movement of asset
prices that is reflected in the residual rate of change.

SECTOR NET WORTH

The residual reflecting price effects was relatively most important in
agriculture and unincorporated business—approximately four-fifths of
the total change in net worth from 1900 to 1958 (Table 35). In agri-
culture, this was the result of two different situations, before and after
the Great Depression. The residual exceeded the change in net worth
until 1929, as increases in land prices were transformed into debt. As
land changed hands, debt was incurred without any accompanying
saving. Since the 1930's, agriculture has generated substantial saving
and the residual has accounted for about four-fifths of the change in
net worth.

Nonf arm households have shown the smallest fluctuations in the dis-
tribution of total net worth change between saving and price effects. In
eight out of the nine periods, the share of the residual in total net
worth change was between 44 and 68 per cent, saving contributing
between one-third and somewhat more than one-half of total net worth
changes. A very slight upward trend in the share of the residual in net
worth change is hardly significant in view of the roughness of the
estimates.
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INFLUENCE OF PRICE CHANGES ON NET WORTH

Corporate business, on the other hand, shows a definite upward
movement in the share of the residual from about two-fifths in 1900-29
to about two-thirds since World War II. This reflects the smaller con-
tribution of equity financing and the more rapid increase in the price
of plant and equipment in the more recent period.

The movements of the share of the residual in total net worth change
are erratic for both government sectors, particularly for the federal
government. For state and local governments the residual accounted
for about three-fifths of net worth changes for the period as a whole.
In some periods, during which the general price level changed little,
such as 1922-29 and 1933-39, almost the entire net worth change is
accounted for, by saving. In others, characterized by sharply rising
or declining prices, such as 1912-22, 1929-33, and 1945-49, most of the
change in net worth is reflected in the residual.

In the case of the federal government, the share of the residual was
under 3 per cent for the entire period before World War II, since the
government did not have large amounts of price-sensitive assets. It is
only since the war that the price effect has had considerable influence
on the change in the federal government's net worth. This is due to
the increasing importance of the stock of reproducible and price-sensi-
tive assets and to the smallness of changes in debt and net worth during
the postwar period.

Two methods of evaluating corporate net worth are used in the
national and sectoral balance sheets. In the corporate sector, corporate
net worth is calculated as the difference between assets and liabilities,
in the same way as for other sectors. In other sectors, however, particu-
larly the household sector, corporate net worth as an asset is measured
by the market value of corporate stock. The effects of alternative valu-
ations on balance sheets were illustrated in Table 25, and it is of some
interest here to' examine these effects on the decomposition of net
worth changes.

Instead of asking how much of the change in adjusted corporate
book value is accounted for by saving, stock issues, and other factors,
one could ask the same question about changes in market value. The
residual would then contain not only the usual effect of price changes
but also the influence of factors, such as expectations of future stock
prices and earnings, which determine the relationship between ad-
justed book and market valuations. One could also ask how much the
analysis of household net worth would be affected by the substitution
Of adjusted book value for market value of corporate stock in house-
hold portfolios.

For the whole period from 1900 to 1958, the answer to the second
question is that the effect is very small (Table 36). In seven of the nine
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NET WORTH CHANGES AND PRICE LEVEL CHANGES

TABLE 36

RESIDUAL NET WORTH CHANCES UNDER ALTERNATIVE OF NET WORTH:
CoRPoaATIoNs AND NONFARM HousEHous, 1900-58

(current prices)

. Non farm Households
Nonfinancial Corporations

and Finance

Equity, with Equity, with
Corporate Corporate

Corp. Securities Securities Securities
Corp. Securities at Adjusted at Adjusted at Market
at Market Value Book Value Book Value Value

(1) (2) (8) (4)

CHANGE nq NET WoRms (rnwoN DOLLARS)

1900-12 24.4 17.7 0.8 9.8
1912-22 70.6 85.7 32.2 9.1
1922-29 89.7 45.8 17.4 74.6
1929-33 —127.2 —98.3 —36.8 —73.6
1983-89 40.1 39.6 8.0 5.6
1939-45 116.4 128.2 47.9 30.2

1945-49 99.6 173.7 73.8 —29.0
1949-53 128.5 152.5 68.2 32.2
1953-58 270.2 219.7 127.4 192.6

1900-58 712.3 764.6 888.4 251.0

SHARE OF RESIDUAL IN TOTAL NET WoRm CHANCES (PER CENT)

1900-12 44.2 36.5 5.0 87.8
1912-22 51.5 56.3 53.8 24.7
1922-29 57.2 40.5 32.1 67.0
1929-33 101.8 102.4 75.3 85.8
1933-39 67.4 67.1 b a

1939-45 44.0 46.4 71.0 60.6

1945-49 58.7 71.2 71.4 b

1949-53 56.0 60.2 63.0 44.6
1953-58 62.2 57.3 69.1 77.1

1900-58 52.0 58.3 60.8 551

SOURCE: Tables 25, 34, and 35.
Absolute values of alternative net worth measures are shown in Table 25.

b Denominator close to zero.

subperiods, the difference in the share of the residual in net worth
change was less than 10 per cent. The substitution of adjusted book
for market value had the greatest impact in 1922-29, when the stock
price rise far outdistanced the growth of adjusted book equity per
share, and in 1945-49 when market values failed to reflect the growth
of corporate net worth.
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INFLUENCE OF PRICE CHANGES ON NET WORTH

In the corporate sector itself, the method of valuation is more signifi-
cant. Substitution of market for adjusted book values of net worth re-
duces the residual's share in net worth changes by more than 5 per
cent over the whole sixty years but raises it greatly during several
periods of rapid stock price movements—1900-12, 1922-29, and
1953-58.

This decomposition of changes in net worth has proceeded without
regard to the capital gains tax which might have to be paid by the
owner if he sold an asset on which he had made an unrealized capital
gain. This gain would be measured under present U.S. income tax
laws by, broadly speaking, the difference between the sales proceeds
and the original cost to the owner, rather than by the excess over
national original cost which is used in social accounting and in our
calculations. Disregard of the potential capital gains tax seems to be
justified in a study like the present one for two main reasons: the
purpose for which national and sectoral balance sheets are drawn up,
and the uncertainty and indefiniteness of the potential capital gains
tax liability.9

National and sectoral balance sheets, like business balance sheets,
are drawn up on the assumption of continuous operation. They are not
liquidation balance sheets of the type which are prepared when a
business is being wound up.1°

More important as a practical matter is the uncertainty about the
date and amount of capital gains tax liability. No capital gains tax
is payable if an asset is held until the owner's death, and there is no
liability, or a smaller one, if the asset is given away during the owner's
life. There is also no capital gains tax liability if the gain is offset by a
capital loss realized during the same fiscal year. Since the rate at which
the capital gain is taxed depends on the taxable income of the owner
in the year of realization, no estimate can be made of capital gains tax
liability for a group of holders without knowing their income and
other factors relevant to the determination of the owners' tax bracket.
A still more important obstacle to an actual estimation of capital gains

° The capital gains tax liability does not, of course, have any effect on the national
balance sheet. Here any amount that might be entered among the liabilities of the
different groups of owners would be offset by a claim among the assets of the
federal government. It is only assets and liabilities, and hence net worth, of dif-
ferent sectors that would be affected by specific recognition of potential capital
gains tax liability.

1.0 Balance sheets prepared in accordance with business accounting generally make
no allowance for potential capital gains tax liability. This may be explained by the
usual valuation at cost rather than at market. Where assets are valued at market, e.g.,
the balance sheets of investment companies, mention of capital gains liability is
not unusual, although it is commonly made in a note to the balance sheet rather
than in the form of a specific reserve for capital gains tax liability on the right
hand side of the balance sheet.
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NET WORTH CHANGES AND PRICE LEVEL CHANGES

tax liability is the dependence of the tax on the holder's cost of acqui-
sition. Often, particularly during periods of rising prices, the cost to
the owner is higher than the national original cost because of previous
changes of hands. Hence the capital gain taxable under income tax laws
is lower than the gains calculated in our national and sectoral balance
sheets, which are based. on the difference between the market value
and the national original cost of the asset.11

It is thus evident that the "residual" shown in our calculations is in
excess, and probably far in excess, of capital gains potentially liable to
tax. This would be true even if the unrealistic assumption were made
that all assets on which unrealized capital gains exist were to be sold
immediately. Since the maximum tax rate on realized long-term capital
gains is 25 per cent or one half of the rate for cutrent income, which-
ever is less; since the tax basis is higher for most holders than national
original cost; since a substantial fraction of potential capital gains
would accrue to people with relatively low income and low or zero tax
rates, particularly in the case of capital gains on homes; and since a
substantial fraction of assets with unrealized appreciation are never
sold during the owner's lifetime, the average effective tax rate on the
potential capital gains must be quite low. The rate probably is not
above 10 per cent of unrealized appreciation as calculated on the
national and sectoral balance sheets in the case of stock, and even less
for real estate. It therefore does not appear necessary to venture an

of the amount of potential capital gains tax liabilities, an esti-
mate which would have to be very indefinite because of the nature of
the situation. It would clearly be small compared to the calculated
"residual." It is unlikely that allowance for potential capital gains tax
liability would change the picture for large sectors, although it might,
to a minor degree, affect the situation for smaller groups of economic
units.

Net Worth in Constant Prices

Current value data on net worth changes cannot answer several impor-
tant questions. In particular, they do not reveal whether net worth
changes kept pace with price level changes, i.e., whether they repre-

U In the case of a common stock, or a piece of real estate, originally offered (or
constructed) for $100 twenty years ago and now worth $300, which has changed
hands several times and was acquired by the present owner five years ago for $250,
the effective potential taxable capital gain is only $50 compared to $200 of un-
realized capital gain and net worth increase in our calculations, which are based
on the cost to the first unit within the country. This difference between realized
capital gains based on national original cost and capital gains taxable under present
income tax laws is another effect of aggregration. In the absence of changes of hands
and international transactions, the sum of capital gains calculated in accordance
with income tax laws and that estimated in national and sectoral balance sheets
would be identical.
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INFLUENCE OF PRICE CHANGES ON NET WORTH

sented gains or losses in the power to buy goods and services in general.
This is especially important when different time periods are being
compared.

For these questions data on net worth in constant prices are required.
The deflation is carried through here by using a measure of the general
price level rather than specific-asset deflation.12 The GNP deflator is
used to. express all net worth figures in 1929 dollars and changes in
deflated net worth are then derived from these figures.

Saving and net stock issues (Table 37) are deflated annually by the
GNP deflator and then cumulated by periods. The resulting "real
saving" series is not real investment in the sense of a physical quantity
of tangible assets purchased, as it would be if a specific-asset deflation
had been performed.

As in the previous section, the change in net worth is decomposed
into saving and net stock issues and a residual. The interpretation of
this residual, however, is somewhat more complicated than that of the
current value residual which represented the influence of price changes
on price-sensitive assets—specifically, tangible . assets and common
stocks. Asset price changes can be interpreted as being composed of
changes in the general price level (GNP deflator) and the differential
price movement of assets. The deflated residual for the country as a
whole is affected only by the differential price movement. The deflated
residuals for sectors, however, contain, in addition, the effect of price
level changes on the real value of monetary assets and liabilities. This
effect cancels out when all sectors are combined, because monetary
assets are roughly equal to monetary liabilities.

For all sectors together, the change in net worth between 1900 and
1958 was slightly more than $930 billion in 1929 prices (in 1960 prices,
over $1,850 billion). Of this total, the. deflated residual accounted for
only about one-third, against a share of about two-thirds in current
prices. The residual reflects the fact that since the turn of the century
sensitive asset prices have on the average increased more rapidly than
the general price level. The residual was roughly half or more of the
change in net worth in periods of particularly rapid rises or declines in
stock prices, such as .1922-29, 1929-33, and 1953-58 (Table 38).

12 disregards the further question whether the percentage yield on net worth
has changed or is expected to change. The yield ratio will be the same whether yield
and net worth are expressed in current or constant prices, but since the yield may
be influenced by actual or prospective price changes the question is pertinent in a
comprehensive discussion of the effects of inflation and deflation on owners' eco-
nomic welfare. That question, however, would necessitate going well beyond de-
flated values of net worth and of property income, and would have to include the
differential effect of price level changes on real income of different forms and dif-
ferent groups of economic units. These broader questions are beyond the scope
of this study.
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NET WORTH CHANGES AND PRICE LEVEL CHANGES

The deflated residual for the entire period 1900-58, over $300 billion,
was divided in the following proportions among the main sectors, if
the effect of net external transfers is disregarded:

Federal government.: 27%
Nonf arm households 25%
Nonfinancial corporations and finance 24%
Agriculture and unincorporated business 15%
State and local governments 8%

As can be inferred from its timing (World War II and the immediate
postwar period) and as will be shown more explicitly in Chapter 8,
the large share of the federal government reflects the extent to which
inflation reduced the real value of war debts. The household share, on
the other hand, is traceable mainly to residuals in 1922-29 and 1953-58,
a concentration which suggests the influence of stock prices. In fact,
those same two periods account for most of the residual of all sectors
other than the federal government. The World War II inflation ad-
versely affected the net worth of all the sectors except the federal
government and agriculture, the latter aided by large rises in land
prices.

If the residuals are compared with initial net worth,. it is clear that
price changes have been of most importance for the federal govern-
ment. In no other sector did the residuals approach the 9 per cent per
annum at which, price changes increased the real net worth of the
federal government during 19 12-22, or the 10 per cent rate at which
they reduced its negative net worth during World War II.

Households made the greatest relative gains in 1922-29 and 195 3-58.
The earlier rise, however, had a much greater impact on the group's
net worth. Since World War 11 the residual for corporations has been
greater, relative to net worth, than for any other private sector.

Many of the residuals are not as easily accounted for as those for
households and the federal government, and even these two sectors con-
tain fluctuations that cannot be explained by the references to stock
prices and war debts that have been relied on here. Two types of infor-
mation are needed: data on asset prices and their relation to the
general price level, and data on the balance sheet structure of the
various sectors, particularly on the relationship between their holdings
of price-sensitive assets and their monetary assets and liabilities. These
are the subjects of the next two chapters.
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CHAPTER 7

Asset Prices and the General Price Level

information on Asset Prices

ASSET prices are important as one of the two basic determinants of net
worth changes and also, more fundamentally, because they are im-
bedded in national and sectoral balance sheets, since the estimates for
all types of assets other than monetary assets and liabilities and inven-
tories are "constructed" rather, than taken from the accounts of the
owners. For reproducible tangible assets, this is done by the perpetual
inventory method, in which the prices of the different types of assets
play a crucial role in transforming gross capital expenditures in current
prices (the basis of the calculations) into estimates of the stock of the
different types of assets at constant and current prices. Since land is
often estimated in proportion to structure value, asset price data indi-
rectly are also crucial for this component of wealth. In the case of
common stocks, finally, price indexes are used in Volume ii in the cal-
culation of the market value of stock outstanding.

In view of the importance of accurate and comprehensive asset price
data, it is unfortunate that information in this field is scarce and not
systematic, and that the theoretical problems specific to the measure-
ment of asset prices and the derivation of asset price indexes have
been badly neglected.1

The difficulties encountered in the measurement of asset prices are
of three types, aside from the serious problems common to all price
indexes extending over long periods (such as the choice of base, selec-
tion of a weighting system, method of averaging, and treatment of
quality change). First, price information in the strict sense is neces-
sarily restricted to those assets for which a current market can be said
to exist, i.e., assets which are substantially homogeneous or comparable
so that reported prices apply not only to specific transactions but to
entire categories of generally similar assets. Secondly, even for types of
assets for which a market price exists, information is often not system-

'Bond prices and bond price indexes are an exception, but even here the most
intensive work, reflected in F. R. Macauley's Some Theoretical Problems Suggested
by the Movements o Interest Rates, Bond Yields and Stock Prices in the United
States since 1856 (New York, NBER, 1938), was done a quarter of a century ago.
Bonds, moreover, are an asset category for which price information is not crucial
since face value may be used unless more accuracy is needed than is commonly
required. As a matter of fact, in the estimates underLying this report. the face value
of daims has generally not been adjusted for price fluctuations.
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ASSET PRICES AND THE GENERAL PRICE LEVEL

atically collected and processed. Thirdly, the derivation of indexes of
asset prices from these data is often difficult because it is not known
how accurate and representative these asset prices are.2

Price indexes based on actual transactions and applicable to an
entire class of assets are limited to common stocks and bonds (not used
here). The common stock price indexes are probably technically satis-
factory but they are limited to stocks of the larger corporations listed
on stock exchanges. No investigation seems to have been made of the
extent to which these stock price indexes are also representative of the
movements of other stocks, particularly those of smaller and less
actively traded corporations.

Even aside from these questions of representativeness, the concept of
a stock price index is an elusive one. Tangible asset prices are values
per unit of quantity, and in this case quantity has a clear meaning; a
specific deflation of tangible asset values to derive quantities is con-
ceivable. A specific deflation of stock values would yield a measure
difficult to interpret because of the difficulty of envisaging the quanti-
ties underlying stock prices—which are certainly not units of assets
or earning power owned.

For the construction of balance sheets, the stock price indexes are
adequate, however. They do indicate the change in market value of
holdings. They should not be expected, however, to follow other asset
or current prices closely. They contain none of the cost-of-production
element which binds other prices together and they can be affected by
items hardly relevant to other prices, such as the rate of corporate
saving.

Price indexes for single-family homes and farm real estate are
another species of data. They do not originate in transactions but
mainly in estimates, by owners, of the market value of their property.3
This applies to the farm real estate data, the 1890-1934 home price
index published in Grebler, Blank, and Winnick,4 Census of Housing
and National Housing Inventory average values,5 and the Survey of
Consumer Finances data6 The main.exception—the series collected by
the National Housing Agency (later, the Housing and Home Finance

2These problems have been dealt with, though for tangible asset prices only and
in very summary form, in The Price Statistics of the Federal Government, New
York, NBER, 1961, Appendix C.

3 For an appraisal of the accuracy of such estimates, see Leslie Kish and John B.
Lansing, "Response Errors in Estimating the Value of Homes," Journal of the
American Statistical Association, September 1954.

Leo Grebler, David M. Blank, and Louis Winnick, Capital Formation in Resi-
dential Real Estate: Trends and Prospects, Princeton for NBER, 1956, p. 351.

Appendix A.
6 Jbid, Table A-S.
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INFLUENCE OP PRICE CHANGES ON NET WORTH

Agency) —consists of selling prices asked by owners, rather than
market

price index for one- to four-family houses, constructed from these
assorted pieces of information, appears in column 5 of Table 39. How-
ever, the perpetual inventory calculations, on which the balance sheets

• are based, relied on the construction cost index (column 6 of Table
59). It is therefore necessary to use that index to analyze changes in net
worth. It appears possible, from the comparison of the two indexes,
that both the gain in net worth of nonfarm households and the share
of price changes in that gain may have been understated by the use of
the construction cost index.

For most categories of reproducible tangible assets, only cost indexes
are available. This is true, for example, of the very large category of
nonfarm structures other than homes and of producer and consumer
durables. The substitution of cost for price indexes is probably not too
dangerous for long periods, although a study of short-term movements
in asset prices using cost indexes would be hazardous, as variations be-
tween cost and price over shorter periods have been numerous and
pronounced. In the longer run, however, the valuations of the market
are felt to conform reasonably well to those indicated by cost data.
There is evidence that the most important type of reproducible tan-
gible assets for which a reasonably broad and continuous market exists
—single-family homes—actually behaves in this way.8 Since this report
deals mainly with periods of between five to ten years in length, the
use of cost instead of price indexes for many types of assets should not
involve serious error.

Unfortunately, there are serious doubts about how well the available
indexes measure actual changes in the cost of identical structures or
pieces of equipment. In particular, it is almost certain that the avail-
able indexes take inadequate account of changes in quality, mostly
quality improvements—a shortcoming that is probably shared by the
available house price indexes. It is therefore likely that the indexes
overstate the rise in asset prièes that has taken place since the turn of
the century. Since they share this shortcoming with the more commonly
used indexes of wholesale prices and cost of living, it is not certain
whether the relationship between asset prices and prices of currently

notes to Table 39.
8For a comparison of market prices with construction cost indexes (which deter-

mine replacement cost estimates) in the case of houses, see Grebler Blank, and
Winnick, Capital Formation in Residential Real Estate, Appendix C. The conclu-
sion there is "With regard to long-term movements, the construction cost index
conforms closely to the price index corrected for depreciation. . . . For long-term
analysis the margin of error involved in using the cost index as an approximation
of a price index cannot be great." (p. 358). Cf. also, R. W. Goldsmith, A Study of
Saving in the United States, Princeton, 1955, Volume II, pp. 891 if.
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ASSET PRICES AND THE GENERAL PRICE LEVEL

produced goods and services, which is often used in this report, is
affected to a significant extent. However, the indexes used for asset
prices are more heavily weighted than current price indexes with the
complex manufactured products most subject to quality improvements,
and less heavily weighted with those crude materials and semimanufac-
tured products whose prices are measured most accurately by price
indexes. It is probable, therefore, that there is some upward bias in
the ratio of asset to current prices as a result of insufficient allowance
for quality improvement in both types of indexes.9

Prices for Specific Types of Assets

Taken as a whole, the period from 1900 to 1962 was one of rising prices,
with prices underlying deflated GNP quadrupling and the consumer
price index rising to three and a half times its initial level (Table 39) •10
These price changes did not take place at an even rate. When the
whole stretch of sixty years is broken up into the short periods used
throughout this report, one finds (Table 40) that the three periods of
most rapid price rises in the general price level cover war and postwar
years, 1912-22, 1939-45, and 1945-49. There are five periods of. more
moderate price rises—1900-12, 1933-39, 1949-53, 1953-58, as well as
1958-62-—with annual rates of change in the GNP deflator ranging
from slightly over 1 per cent to almost 3 per cent. One period, 1922-29,
was characterized by price stability, and one, 1929-33, by severe price
declines.

Prices of stocks and tangible assets increased, over the sixty years as a
whole, more rapidly than the general price level. However, when this
period is divided into shorter intervals, two quite different patterns of
price behavior emerge.

9 estimate is obtainable on the actual degree of quality improvement, either
in output in general or in reproducible tangible assets, that is not reflected in the
available price or cost indexes. It is therefore only a conjecture that the net dif-
ference can hardly exceed 1 per cent per year and probably is considerably smaller.
Not only is the size of such a differential uncertain, but there is some doubt that
it exists at all. However, the usual argument that technical progress has been par-
ticularly pronounced in the production of equipment, even if not in construction,
cannot be brushed aside until a detailed investigation is available of the relative
degree of quality improvements not reflected in the usual price indexes.

Milton Gilbert and Irving B. Kravis (An International Comparison of National
Products and the Purchasing Power of Currencies, Paris, 1954, pp. 79 if.) want to
admit only those improvements in quality that can be expressed in price differences
when both qualities are produced contemporaneously. Such improvements may be
reflected to some extent in existing price indexes. If. their theoretical reasoning is
accepted. an adjustment for differential speed in unrecorded quality improvements
is therefore less important.

10 Most of this report does not include developments after 1958, the date of the
last national balance sheet, but the price indexes are carried through the end of
1962. None of the price developments after 1958 suggest any substantial changes
from the relationships existing up to that time.
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INFLUENCE OF PRICE CHANGES ON NET WORTH
SOURCE To 39

Col,. 1, 1900-28: Ratio of GNP in current dollars to GNP in 1929 dollars from Simon
Kumets, Capital in the American Economy: Its Formation and Financing
(Princeton for NBER, 1961). End-of-year prices were estimated by averag-
ing adjoining years.
1929-62: U.S. Dept. of Commerce indexes from Survey of Current Business,
July 1962. P. 9, and March 1968, pp. S-I and S-2, and U.S. Income and
Output. Indexes were shifted to a 1929 base and end-of-year indexes were
estimated by averaging adjoining years, 1929-52, and adjoining quarters,
1953.61. For 1962, the fourth-quarter figure was used.

Col. 2, 1900-12: Cost of living index from Albert Rees, Real Wages in Manufactur-
ing, 1890-1914 (Princeton for NBER, 1961).. Adjoining years averaged for
end-of-year estimates.
1918-62: BLS Consumer Price Index, put on 1929 base. End-year figures
are December-January averages.

Col. 3, 1900-62: BLS Wholesale price index from ELS, Bulletin 543, pp. 3-11, arid
later editions, and Survey of Current Business (e.g., March 1963, p. S-8).
Year-end figures represent December-January averages.

Col. 4, 1900-09: Wholesale price index (Warren & Pearson) of farm products from
U.S. Bureau of the Census, Historical Statistics of the U.S., 1789-1945,
Washington, 1949, p. 231, col. 4, linked to later series in 1910. End-of-year
prices are averages of adjoining years.
1910-62: Index of prices received by farmers for all farm products, from
U.S. Department of Agriculture, Crops and Markets, (e.g., 1955, p. 67),
and Survey of Current Business (e.g., March 1963, p. S.7). End-of-year
figures represent December-January averages.

Col. 5, 1900-35: Grebler, Blank, and Winnick, Capital Formation in Residential
Real Estate, p. 851. Adjoining years averaged for end-of-year estimates.
1934-39: 1934 calendar year index from above extrapolated to January-
June 1940 by Washington. D. C. prices of one-family houses compiled by
the National Housing Agency (NHA) and quoted in Ernest M. Fisher,
Urban Real Estate Markets, Characteristics and Financing (New York,

NBER, 1951), p. 53 End-of-year figures are July-June averages.
1940-59: Extrapolated from January-June 1940 (treated as representing
April 1) by Census data on average house values, interpolated and ex-
trapolated by other series. The three Census averages were arrived at as
follows:

April 1, 1940: Median value ($2,996) for owner-occupied urban and
rural nonfarin one-family houses without business (1940 Census of Hous-
ing, Washington, 1943, Vol. III, Part 1, P. 16) multiplied by mean-to-
median ratio (Part Three of this volume, Table A-l).

April 1, 1950: Table A-l.
Dec. 31, 1956: 1950 value ($8,538.3) raised by the average change in

price of dwelling units present in both 1950 Housing Census and 1956
National Housing Inventory (Part Three of this volume, Table A-8).
The interpolator for 1940.49 consisted of the NHA series (through the be-
ginning of 1947) extrapolated to an end-1950 estimate (average of Septem-
ber-April) via unpublished Housing and Home Finance Agency data and
then interpolated for 1947, 1948, 1949, and January-June 1950 using the
Boeckh construction cost index for residences (see notes to col. 6). The
estimates for 1950.56 used the SRC series on house values (Part Three
of this volume, Table A-7) to interpolate between 1949 and 1956 and
extrapolate to 1959.
1960-62: Extrapolated from 1959 by col. 6.

Col. 6, 1900-45: Goldsmith, Study of Saving, Vol. I, p. 609. Adjoining years were
averaged to arrive at end of year estimates.
1946-62: Extrapolated frGm end-1945 by Boeckh index for construction
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ASSET PRICES AND THE GENERAL PRICE LEVEE
SouRcE TO TABLE 39 (concluded)

costs of residences, published in various issues of U.S. Housing, and Home
Finance Agency, Housing Statistics, and in the Survey of Current Business
(e.g., March 1963, p. S-b). December and January averaged to obtain
year-end figures.

Col. 7, 1900-45: Goldsmith, Study of Saving, Vol. I, p. 609. Adjoining years were
averaged to arrive at end-of-year estimates.
1946-62: Extrapolated from end-1945 by Boeckh index for commercial and
factory buildings from U.S. Department of Commerce, Construction Re-
view, July 1957, July 1958, August 1959, and May 1961, Construction
Volume and Costs, 1915 to 1950, 1915 to 1951, 1915 to 1954, and 1915 to
1956, and Survey of Current Business (e.g., March 1963, p. S-b). December
and January averaged to obtain year-end figures.

Cols. 8 and 9, 1900-28: Unpublished data from Simon Kuznets' study of capital for-
mation and financing. End-year figures are averages of adjoining years.
1929-62: Same as col. 1.

Col. 10, 1900-17: Alfred Cowles and Associates, Common-Stock indexes, 1871-1937,
Bloomington, 1938. End-of-year figures represent December-January
averages.
1918-62: Standard and Poor's index of common stock prices. March 1,

1957-end 1962 are from the 500-stock index. This is extrapolated back to
February 1957 by the 90-stock daily index and from there back by the
monthly stock price index (1935.39 = 100) which contained, at the end,
480 stocks. Published in various issues of U.S. Department of Commerce,
Business Statistics, Survey of Current Business (e.g., March 1963, p. S-21),
and Standard and Poor's Corp., Long- Term Security Price Index Record.
End-of-year figures represent December-January averages.

Col. 11, 1900-10: The value for 1910 was assñmed the same as 1911 and then
extrapolated back to 1900 by the land price index in Goldsmith, Study of
Saving, Vol. I, p. 768.
1911-62: Average value per acre of farm real estate (land and buildings)

from U.S. Department of Agriculture, Agricultural Research Service,
Current Developments in the Farm Real Estate Market, October 1959
and May 1961; Farm Real Estate Market Developments, December 1962
and October 1961; and Agricultural Statistics, 1953, 1957, and 1958.
Data for 1942-61 are averages of November 1 and following March 1;
those for 1911 through 1941 are for March 1 of the following year, and
the 1962 figure is for July.

Col. 12: Weighted average of cobs. 3, 4, and 6-il using 1929 weights from Study of
Saving and Supplementary Appendixes to Financial Intermediaries. Col. 3
was given the weight of nonfarm inventories, col. 4 the weight of farm
inventories. Corporate stock assets from Study of Saving were divided be-
tween common and preferred stock by use of the ratio from Financial
Intermediaries.

Prices of tangible assets are closely related to the general price level
(Chart 14), whether annual changes or annual rates of change during
longer periods are examined. They even fall fairly close to the line
representing equal changes in both series, although a slightly higher
slope (representing asset price changes greater on the average than
the corresponding price level changes) would produce a better fit.

Common stock prices, on the other hand, appear completely unre-
lated to the general price level. Their fluctuations covered a much
wider range and the largest increases were in years of little or no rise
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IZiTFLUENCE OF PRICE CHANGES ON NET WORTH

TABLE 40

CURRENT PIUcES AND ASSET PRIcES: CHANGES BETWEEN BENCHMAR1( YEARS, 1900-62
'(per cent)

ASSET PRICES

Current Prices

Index of
IlLS Prices Construction Costs

Cost-of- Wholesale Received Prices of
GNP Living Price by 1-Family 1- to 4- Comm. and

Deflator Index Index Farmers Houses Family Indust.
(1) (2) (3) (4) (5) (6) (7)

1900-12 25.5 16.0 27.3 37.8 49.5 10.9 15.6
1912-22 61.6 71.0 44.4 46.6 56.1 76.3 78.0
1922-29 —1.9 1.9 —7.8 2.1 5.1 6.1' —2.8
1929-33 —19.2 —23.1 —23.1 —47.6 —19.7 —19.4 —12.9
1933-39 6.4 5.9 11.0 30.8 8.6 25.5 24.4
1939-45 47.0 30.5 35.0 113.5 82.7 48.7 43.7

1945-49 24.6 29.6 40.4 10.5 26.9 40.2 41.9
1949-53 12.2 14.1 13.1 8.7 25.1 19.6 21.8
1953-58 12.0 7.6 8.0 —4.8 21.1 11.6 16.9
1958-62 5.7 4.9 —0.6 —0.6 7.1 6.3 7.5

1900-29 99.0 102.2 69.6 105.4 145.3 107.6 100.0
1900-45 151.4 114.8 95.5 200.6 290.8 212.2 211.2
1900-58 293.5 241.9 235.3 243.5 651.0 484.0 529.2
1900-62 315.8 258.5 233.2 241.5 704.5 520.8 576.5

1929-45 26.3 6.2 15.3 46.3 59.3 50.4 55.6
1929-58 97.8 69.1 97.8 67.2 206.2 181.4 214.6
'1929-62 109.0 77.3 96.5 66.2 228.0 199.1 238.2

1945-58 56.5 59.2 71.5 14.3 92.2 87.1 102.1
1945-62 65.4 66.9 70.4 13.6 105.9 98.9 117.3

1953-62 18.4 12.9 7.3 —5.4 29.7 18.6 25.7

SouRcE

Cols. 1-11: Table 39, cols. 1-11.
12-18: Price changes from Table 39, weighted by asset holdings at the begin-

ning of each period. Asset holdings are derived from Vol. Ii, Tables I
and Ia, and from Goldsmith, Study of Saving, Vol. III, Tables W-9
through W-15, and National Wealth. Corporate stock was divided be-
tween, common and preferred stock using ratios derived from Goldsmith,

in the price level. Only the downturn imposed agreement on
all the price series. Aside from that period, even the direction of change
was frequently different; twenty-three of the sixty-two points in the
annual chart fell in the second and fourth quadrants, indicating dis-
agreement in direction between stock price and general price level
changes.
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ASSET PRICES

Prices Underlying

Averages

Shifting Weights 1929 Weights
Deflated

Common
Stock

Farm
Real
Estate

Total,
ExcL

Total,
Exci.Producer Consumer

Durables Durables Prices Prices Total Stock Total Stock
(8) (9) (10) (11) (12) (13) (14) (15)

17.9 39.9 53.8 104.8 35.8 36.1 28.1 26.9

70.3 76.1 —3.6 36.5 53.7 64.2 52.4 66.7

—1.7 —7.6 117.9 —16.1 16.3 —3.6 12.7 —3.0
—13.6 —22.6 —52.9 —35.5 —29.1 —19.7 —28.0 —19.8 •

12.3 6.4 26.0 11.0 21.4 20.2 20.7 .19.8
26.8 63.3 46.3 65.9 47.7 48.1 47.6 47.8

38.9 14.1 —5.9 27.1 28.1 36.2 29.1 36.2
12.9 5.1 44.3 24.7 21.3 17.9 21.8 18.6
21.0 6.8 109.3 29.6 28.2 14.8 28.9 15.2

0.1 —1.1 18.1 12.7 7.9 5.1 8.4 6.1

97.4 127.6 181.0 134.6 142.7 1155 120.1 105.8

142.9 206.2 144.1 178.8 208.5 207.9 182.3 191.6
360.8 292.4 593.4 472.6 514.6 467.7 472.3 442.9
361.2 288.2 718.6 545.1 563.2 496.7 520.3 475.8

23.0 34.5 —13.1 18.8 27.2 42.9 28.2 42.1
133.4 72.4 146.7 144.0 153.3 163.4 160.0 164.5
133.6 70.5 191.3 175.0 173.3 176.8 181.8 180.6

89.7 28.1 184.0 105.4 99.2 84.4. 102.8 86.2

89.9 26.8 235.5 191.4 114.9 99.8 119.8 97.5

21.1 5.7 147.0 46.0 38.3 20.7 39.7 22.2

SOURCE (concluded)
Supplementary Appendixes to Financial Intermediaries, Appendix F.
Weights were assigned to the price indexes as follows:

Col. 3: Nonfarm inventories
4: Farm inventories
6: Nonfarm residential structures and land
7: Nonfarm nonresidential structures and land
8: Producer durables
9: Consumer durables

10: Common stock
11: Farm structures and land

For intervals covering more than one period, shorter-period indexes were
linked.

Cols. 14-15: Table 89, cols. 12-13.
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CHART 14

Annual Rates of Change: Common Stock Prices and Other
Asset Prices Compared with GNP Deflator, 1900-62
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ASSET PRICES AND THE GENERAL PRICE LEVEL

CHART 15

Prices of Stocks and Tangible Assets Compared
with GNP Deflator, 1900-62

(end-of-year data; 1929 annual average = 100)

Source: Table 39, cots. 1, 1 0, and 12, and cots. 10 and 12 divided by cot 1.

The relations between asset prices and the price level are illustrated
in another way by Chart 15. Tangible asset prices hardly deviated from
the GNP deflator until the late 1930's or early 1940's; most of
relative rise in tangible asset prices took place between 1942 and 1948.
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INFLUENCE OF PRICE CHANGES ON NET WORTH

There had been a similarly sharp but much briefer climb around the
time of World War I. Tangible asset prices thus increased relative to
the price level during two periods of rapid inflation. During the 1920's,
when the price level was stable, and during the milder inflations of
1900-12 and the 1950's, asset prices increased very slightly or even
declined relatively. Only during the 1930's did their ratio to the price
level rise substantially while other prices were increasing slowly.

The lack of synchronization between changes in stock prices and
those' in the price level stands out clearly in Chart 15. Relative, or

stock prices were cut almost in half during and after World
War I, as stocks failed to reflect the wartime inflation. Then they rose
sharply through the 1920's while the price level was quite stable. Be-
tween 1928 and 1936 stock prices fell and rose at the same time as the
general price level (but much more violently). Real stock prices were
sharply reduced by the World War H inflation but, as after World War
I, climbed rapidly once the price level gains had tapered off.

It is thus clear that price level increases are not uniformly favorable
to stock owners. Very rapid inflations have cut the real value of stock-
holdings, and stockholders' greatest gains have come in periods of price
stability or mild inflation.1'

Even the long-term increase in relative stock prices since 1900, sub-
stantially greater than the rise in tangible asset prices, is the result of
the experience of the last few years. If this study had ended with 1953,
for example, or almost any earlier year, it would have reported that
stock prices had, at best, barely kept up with the general price level.
The fluctuations in relative stock prices have .been so wide that they
have altered the direction of the trend several times.

As has been mentioned, the stock price index does not measure
price in the usual sense because there is no definable quantity to match
the value outstanding. A crude measure of value per unit of quantity
can be derived from the data in Table 25, which shows the market
value of corporate stock outstanding and the adjusted book value of
corporate equity (adjusted to put tangible assets in current prices).
Dividing equity by the GNP deflator yields a quantity we can call real
corporate equity, and the ratio of the value of stock to this quantity is
a measure of the price of real corporate net worth. This price—the cost

"Another marked difference between stock prices and other prices can be ob-
served during the last quarter of the nineteenth century. From 1875 to 1900, the
Cowles index of common stock prices rose by one-half while the GNP deflator de-
clined by about 25 per cent. This sharp rise in the real price of common stock may
provide some explanation of the decline, in terms of the general price level, during
the first two decades of the twentieth century. If the entire period from 1875 to 1922
is considered, common stock prices doubled while the general price level rose by
nearly 50 per cent.
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to a stock buyer of a unit. of corporate net worth of fixed purchasing
power—rose approximately four times between 1900 and 1958, com-
pared to six times for the conventional stock price index and three
times for the GNP deflator. This difference between the two stock price
measures can be attributed mainly to the inclusion in the conventional
index of the effects of corporate saving. In other words, a stock price
refers to an identical piece of paper at different times, but this paper
represents an increasing amount of physical assets or quantity of net
worth.

The ratio of market value to current value of net worth is also of
some interest; it is the cost to a stock purchaser of a dollar of corporate
equity. Changes in the ratio presumably reflect the influence of changes
in expectations regarding future interest rates, prices, and corporate
earnings. A peak was reached in 1929 at a ratio of 1.28 which has not
been approached at any time since World War II. It was .82 at the end
of the war, fell almost to .50 by 1949, as stock prices failed to reflect the
growth of corporate net worth, and then rose to .83 in 1958. The con-
ventional stock price index, in contrast, more than tripled between
1949 and 1958.

Owners of tangible assets, on the other hand, found their assets
rising in value approximately in step with the price level.'2 Consider-
ing the shortness of the interval within which relative tangible asset
prices rose, it is not advisable to project such an increase into the
future. But it seems safe to expect that tangible asset prices will at least
keep up with other prices.

Asset Prices for Sectors and Subsectors

Since we have data on the composition of each sector's asset holdings
and on the behavior of the various asset prices, it is possible to con-
struct sectoral asset price indexes. This is done, for each period sepa-
rately, using asset holdings at the beginning of the period as weights.
These indexes are then linked to form a set of asset price indexes
which take some, account of changes in the composition of portfolios.

As can be seen in Table 40, there is substantial diversity in asset
price behavior, not only between stocks and tangible assets as a group,
but also among tangible assets. Over the sixty-two years as a whole,

X2 of this agreement between tangible asset prices and other prices depends
on the choice of ingredients for the former. Use of the house price index (Table

coL 5) in place of construction costs (Table cot. 6) would have led to a
more rapid rise of asset prices and several larger discrepancies between the two
sets of prices. On the other hand, use of a farm construction cost index in place of
the farm real estate price index (Table 39, col. 11) would have increased the
agreement, particularly in the first period or two.
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the real estate and construction series rose the most, and producer and
consumer durable prices rose the least. All the tangible asset prices in-
creased more than any of the current prices, with one exception (dur-
able consumer goods rose slightly less than the GNP deflator)

This diversity among asset prices, in combination with the differ-
.ences among sectors in the compositidn of their asset portfolios, pro-
duces considerable variation among sector asset price indexes for short
periods (Table 41). This was less true for the whole sixty-two years,
in which the average annual rates of increase ranged from 2.9 per cent
(agriculture) to 3.1 per cent (state and. local governments).

The agricultural sector's asset prices almost doubled between 1900
and 1912, increasing four times as much as the prices of any other
sector because of the great rise in farm real estate values. Sector price
changes were much less variable in the next period, but in 1922-29 all
sector asset price indexes fell except those for households and corpora-
tions, the only sectors enjoying the benefits of the stock boom. The
same two groups and agriculture were then the most affected by the
subsequent price decline.

During World War II nonfarm households and agriculture both
prospered, but neither sector kept up with the other sectors' price in-
creases in the immediate postwar period. In 1953-58 households were
again paired with corporations as beneficiaries of rising stock prices,
while in two periods, 1949-53 and 1958-62, all sector price indexes were
in a narrow range of about 5 per cent.

Asset price indexes extending back to 1900 can be computed only for
very broad sectors of the economy. Only for such sectors are data avail-
able on the distribution of asset holdings over a long period of time.
For a few recent years, however, estate tax returns and consumer sur-
veys yield asset structure information on subgroups within the house-
hold sector. Asset price indexes can thus be constructed for different
income or wealth groups and possibly for other breakdowns of the
nonfarm households.

It should be pointed out that there is considerable duplication between the
asset price index and current price indexes. The indexes underlying deflated pro-
ducer and consumer durables are represented in both asset price and GNP deflators,
and we have used wholesale and farm price indexes to represent prices applying
to inventories.

Comparisons among the indexes are somewhat ambiguous because the indexes
differ in construction and weighting. The three deflators are Paasche price indexes
for several periods chained together. The three current price series, the two con-
struction cost series, and the stock price index are chained Laspeyres indexes. The
housing and farm real estate series are average value rather than price data and
therefore contain some effects of changing composition. Farm real estate average
values are combined into a set of Laspeyres indexes. House prices are a mixture of
national average values, average values in one city, and some Laspeyres indexes.
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TABLE 41

SECTORAL PRICE INDEXES FOR PRICE-SENSITIVE ASSETS, 1900-62'

State
Nonfarm

House
holds

- Agri-
culture

Unincor-
porated
Business

Nonfinancial
Corporations
and Finance

and
Local
Govt.

Federal'
Govt. Total

Total,
Exci.
Stock

1912/1900 1.214 1.859 1.199 1.192 1.156 1.156 1.358 1.361
1922/1912 1.514 , 1.412 , 1.675 1.622 1.779 1.780 1.537 1.642
1929/1922 1.821 0.873 0.971 1.155 0.972 0.972 1.163 0.964
1933/1929 0.673 0.648 0.840 0.750 0.871 0.871 0.709 0.803
1939/1933 1.211 1.132 1.214 1.215 1.242 1.242 1.214 1.202
1945/1939 1.494 1.704 1.415 1.398 1.435 1.427 1.477 1.481

1949/1945 1.215 1.238 1.407 1.329 1.418 1.381 1.281 '1.362
1953/1949 1.214 1.191 1.179

'

1.207 1.216 1.207 1.213 1.179
1958/1953 1.325 1.219 1.150 1.273 1.168 1.159 1.282 1.148
1962/1958 1.089 1.084 1.042 1.066 1.072 1.063 1.079 1.051

1958/1900b
1962/1900b

5.780
6.294

5.148
5.580

5.368
5.593

5.810
6.193

6.248
6.698

5.965
6.341

5.723
6.203

5.429
5.758

SOURCE

Asset
Nonfarm residential land and

structures
Nonfarm nonresidential land and

structures
Producer durables

Consumer durables

Non farm inventories
Equity in unincorporated business

Common stocks
Farm land and structures
Farm inventories and livestock

Weighted by asset structure in first year
equal to 1.0.

b Chained indexes.

Price Index (Table 39)
Construction costs: 1- to 4-family

homes (col. 6)
Construction costs: commercial and

industrial (col. 7)
Implicit price index underlying deflated

producer durables (col. 8)
Implicit price index underlying deflated

consumer durables (col. 9)
Wholesale price index (col. 3)
Implicit price index underlying deflated

gross national product (col. 1)
Common stock price index (col. 10)
Farm real estate price index (col. 11)
Prices received by farmers (col. 4)

of each period and with first.year price

Assets prices from Table 39.
Weights from Vol. II, Tables Ia (1900-39) and I; Goldsmith, National Wealth; and

Goldsmith, Study of Saving, Vol. III, Tables W-9 through W-14. Corporate stock was
divided between common and preferred stock using ratios derived from Goldsmith,
Supplementary Appendixes to Financial Intermediaries, Appendix F.

Price indexes were assigned to assets as follows:

med for that part of
records for 1944 and
rates by age) to yield

The relation between wealth and asset price changes can be exam-
the population with assets over $60,000. Estate tax

have been adjusted (by the use of mortality
estimates of the asset holdings of living persons in
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estate tax brackets. From these we calculate asset price indexes, by
wealth class (Table 42) for 1944-53, using 1944 estate tax asset weights,
and for 1953-58 and 1953-62, using 1953 weights. There are striking
differences between the two periods. In 1944-53 the whole range of
wealth classes from $60,000 to $10 million and over produced a range

TABLE 42

PRICE iNDEXES FOR PRICE-SENSITIVE ASSETS, 1944-53, 1953-58, AND 1953-62:
HOUSEHOLDS, BY GROSS ESTATE CLASS

Gross Estate Size 1953/1944
(thousand dollars) (1)

1958/1953
(2)

1 962/1953
(3)

60 to 70
70 to 80

1.43
1.42

• 1.59
1.59

SOto9O
90 to 100 1.77

1.44
1.46

1.61
1.64

100 to 120
120 to 150 1.77

150 to 200 1.77
200 to 300 1.77
800 to 500 1.78
500 to 1,000 1.78
1,000 to 2,000 1.80
2,000 to 3,000
3,000 to 5000 ç

1.79

5,000 to 10,000
10,000 and over 1.80

Total 1.78

1.49
1.51
1.55
1.60
1.70
1.79
1.92
1.81
1.95
2.06
2.07
1.67

1.67
1.71
1.75
1.83
1.95
2.08
2.23
2.09
2.27
2.42
2.44
1.91

SOURCE

Data on asset holdings are from:
1944: Study of Saving, Vol. III, Table E-53.
1953: Robert J. Lampman, The Share of Top Wealth-Holders in National

Wealth, 1922-56, Princeton for NBER, 1962. Miscellaneous assets were divided
among interest in unincorporated business, tangible personal property, and other
assets by the 1944 distribution.

Assets and prices (from Table 39) are matched as follows:

Asset Price index
Real estate Average of:

Construction costs, 1- to 4-family
homes (col. 6); and construction
costs, commercial and industrial
(col. 7)

Tangible personal property Implicit price index underlying
deflated consumer durables (col.
9)

Corporate stock Common stock prices (col. 10)
Interest in unincorporated Implicit price index underlying

business deflated gross national product
(col. 1)
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of asset price increases varying only between 77 and 80 per cent. In
1958-58 the increase in asset prices rises steadily as one moves up the
wealth scale, from an increase of 42-44 per cent in the three lowest
classes to more than 100 per cent in the two highest classes. The in-
crease in asset price indexes as wealth increases is even greater for
1953-62. The main reasons for the relation between wealth and asset
prices change in these years are the behavior of stock prices and the
fact that the proportion of assets held in the form of common stock
increases, compared with real estate, as wealth increases. During 1953-58
stock prices more than doubled while nonfarm real estate prices rose
by less than a quarter, whereas in the earlier period the movements of
these two most important asset prices were almost identical.

The relationship between net worth and asset price changes can be
extended to lower wealth classes by using data from the Survey of
Consumer Finances for 1950. We have computed asset price indexes
for 1949-58 and 1949-62 from these data, and very crudely extended
them to upper wealth classes by making use of unadjusted estate tax
returns fór 1949. These estate tax data have not been adjusted to
represent all living persons in the same wealth brackets and they are
therefore not exactly comparable with the data in Table 42. }-Iowever,
Mendershausen's tabulations for 194414 suggest that the adjustment
does not greatly change the composition of the asset portfolio.

The two sets of data do not fit together very well, as can be seen
from a comparison of the two indexes (Table 43) and the two asset
distributions for the $60,000 and over wealth group; the estate tax data
show a much higher proportion of common stock. One reason for this
discrepancy may be that the wealthiest groups are more heavily
weighted in the estate tax data than in the SCF sample. If the SCF
group $60,000 and over is actually comparable to the first few estate
tax classes, the discrepancy is not so serious.'5

The positive relationship between wealth and asset price change in
this period of rapid stock price increases stands out very clearly, ex-
tending almost the length of the wealth scale. The two ends of
the scale do not fit in so well. Those spending units with negative net
worth show a slightly higher price change than the next two classes.
Those at the upper end show a smaller price change than the seven
classes just below because of a sudden jump in real estate holdings at
the top level.

14Goldsmith, Study of Saving, Vol. III, Tables E-15 and E-56.
15 Part of this discrepancy might be explained if the understatement known to

exist in the Survey of Consumer Finances data was particularly pronounced in the
case of upper wealth groups and for common stock holdings. However, no direct
evidence is available on this point.
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TABLE 43

PRICE INDEXES FOR PRICE-SENSITIVE ASSETS, 1949-58, AND 1949-62, BY
WEALTH SURVEY OF CONSUMER FINANCES AND ESTATE TAX DATA

Survey of Cons umer Finances Estate Tax Data

Net Worth Class Price Index Price Index Gross Estate Class Price Index Price Index
(dollars) 1958/1949 1962/1949 (thousand dollars) 1958/1949 1962/1949

Negative 1.24 1.28
100- 499 1.19 1.21
500- 999 1.18 1.20

1,000- 1,999 1.25 1.80
2,000 - 4,999 1.34 1.42
5,000 - 9,999 1.34 1.43

10,000 - 24,999 1.38 1.48
25,000-59,999 1.45 1.57

60,000 and over 1.71 1.90 60 and over 2.39 2.76

.

60 to 70
70 to 80
80 to 90
9Oto 100

100 to 120
120 to 150
150 to 200
200 to 300
800 to 500
500 to 1,000

1,000 to 2,000
2,000 to 3,000
3,000 to 5,000
5,000 to 10,000

10,000 and over

1.98 2.24
1.99 2.26
2.02 2.29
1.99 2.26
2.06 2.34
2.12 2.42
2.21 2.53
2.30 2.65
2.42 2.80
2.55 2.95
2.69 3.14
2.72 3J8
2.79 3.26
2.84 3.34
2.27 2.61

SouRCE

Survey of Consumer Finances: Prices from Table 39 weighted by assets from
Study of Saving, Vol. III, Table W-49, as follows:

Prices (Table 39) Assets (Table W-49)
Col. 9 Automobiles
Col. 6 Owner-occupied homes
Col. 11 Owner-occupied farms
Average of cols. 6 and 7 Other real estate
Col. 1 Business interest
Col. 10 Corporate stock
Col. 4 Livestock and crops

Estate tax data: Prices from Table 39 weighted by assets from Statistics of Income
for 1949, Washington, 1954, Part I, Estate Tax Table 3, pp. 362-365, as follows:

Prices (Table 39) Assets (Estate Tax Table 3)
Average of cols. 6 and 7 Real estate
Col. 9 Tangible personal property
Col. 1 Interest in unincorporated

business
Col. 10 Corporate stock
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A special retabulation of the 1950 Survey of Consumer Finances,
described in Chapter 12, Part Three, permits the computation of asset
price indexes for other classifications of households. Three housing
status groups—home-owners without mortgages, home-owners with
mortgages, and renters—can be subdivided by income, age, or occupa-
tion (Table 44).

Among renters, higher income was associated with greater asset price
inaease between 1949 and 1958. Among home-owners, only the high-
est income class showed an increase significantly greater than in the
other income classes. Home-owners without mortgages enjoyed slightly
larger increases than those with mortgages, and renters, except at the
lowest income levels, showed the largest increases.

TABLE 44

PRICE INDEXES FOR PRICE-SENSITIVE ASSETS, 1949-58, BY INCOME,
AGE, AND OCCUPATIONAL CLASS:

SURVEY OF CONSUMER FINANCES DATA

Home- Owners Home-Owners
Without With
Mortgages Mortgages Renters

(1) (2) (3)

Income of spending unit (dollars)
Under 1,000 1.368 1.361 1.223
1,000-1,999 1.353 1.829 1.224
2,000 -2,999 1.397 1.336 1.464
3,000 - 3,999 1.422 1.317 1.666
4,000 - 4,999 1.371 1.850 1.755
5,000 - 7,499 1.372 1.335 1.543
7,500 and over .1.705 1.599 1.871

Age of head of family
18-24 1.318 1.298 1.253
25-34 1.304 1.316 1.338
35-44 1.357 1.518 1.388
45-54 1.405 1.364 1.916
55-64 1.515 1.370 1.665
65 and over 1.695 1.364 2.427

Occupation of head of family
Professional and semiprofessional 1.538 1.395 1.436
Self-employed 1.466 1.526 1.776
Managerial 1.489 1.399 1.615
Clerical and sales 1.399 1.366 1.611
Skilled and semiskilled 1.359 1.323 1.271
Unskilled and service 1.402 1.352 1.448
Retired . 1.739 1.339 2.777

SOURCE: See Part Three of this volume, Chapter 12.
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Age was positively related to asset price increases for both renters
and owners of mortgage-free homes, but nOt for owners of mortgaged
homes. Only at the three upper age levels were there large differences
by housing status within age groups. These were in the same order as
differences within income classes, and, by and large, within occupa-
tions as well.

Real Asset Prices

For many purposes changes in the real price of price-sensitive assets,
that is, changes in their purchasing power, are of more interest than
the absolute price movements. The real -asset prices show the extent
to which the price-sensitive part of the asset portfolio protected its
owners against price changes. They do not, of course, represent the
whole effect of price changes on real net worth, which also involves the
leverage ratio and the change in the general price level.

Real prices for all of the major types of assets except consumer dur-
ables increased between 1900 and 1962. Consumer durable prices were
at virtually the same level in 1958 as in 1900, and by 1962 they had
fallen to more than 6 per cent below the initial level. Among the other
assets, price increases ranged from 11 per cent for producer durables to
more than 90 per cent for one-family homes (but less than 50 per cent
for one- to four-family home construction costs) and 97 per cent for
common stock (Table 45). For individual periods there were many
instances where prices of particular assets fell behind the general price
level, even disregarding 1929-33. This occurred, for example, in two
out of nine periods (aside from 1929-33) for construction costs on one-
to four-family houses, and farm real estate prices. A real price decline
occurred in three out of nine periods for commercial and industrial
construction costs, prices underlying deflated investment in producer
durables, and common stock prices, and in five out of nine periods for
prices underlying deflated consumer durables purchases.

Real sector asset price indexes increased by 35 to 60 per cent over the
whole period since 1900 (Table 46). In two recent periods of price
rises, 1949-53 and 1953-58, they rose in every sector, as they did in
1933-39, but there was no such unanimity in other periods of rise in
the general price level. Five Out of six sectors suffered real asset price
declines in 1900-12, two out of six in 1912-22 and 194549, and four out
of six in 1939-45. Real asset prices also fell during the decline of 1929-33
in three out of six sectors and during the 1922-29 period in four Out of
six sectors.

The cross-section data from which asset price indexes were con-
structed (Tables 43 and 44) yield little further information when they
are put in real terms since the real asset price indexes are simply a
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TABLE 45

REAL ASSET PRICE INDEXES,' BY TYPE OF 1900-62

Price Index
Construction Costs Underlying Deflated

Common
Farm
RealPrice Index Commercial

1-Family 1. to 4- and Producer Consumer Stock Estate
Houses Family Industrial Durables Durables Prices Prices

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

1912/1900 1.191 0.884 0.921 0.939 1.115 1.066 1.632

1922/1912 0.966 1.091 1.101 1.054 1.090 0.597 0.845

1929/1922 1.071 1.082 0.991 1.002 0.942

1933/1929 0.994 1.078 1.069 0.958
2.221

0.583

0.855

0.798

1939/1933 1.021 1.180 1.169 1.055 1.000 1.184 1.043

1945/1939 1.243 1.012 0.978 0.863 1.111 0.995 1.129

1949/1945 1.018 1.125 1.139 1.115 0.916 0.755 1.020

1953/1949 1.115 1.066 1.086 1.006 0.937 1.286 1.111

1958/1953 1.081 0.996 1.044 1.080 0.954 1.869 1.157
1962/1958 1.013 1.006 1.017 0.947 0.936 1.117 1.066

1958/1900 1.909 1.484 1.599 1.171 0.997 1.762 1.455
1962/1900 1.935 1.493 1.627 1.109 0.934 1.969 1.551

SouRCE: Table 39.
a Asset price indexes divided by GNP deflator.

TABLE 46

REAL PRICE INDEXES, BY SECTOR, 1900-62

State
Nonfarm Unincor- Nonfinancial and Total,
House- Agri- porated Corporations Local Federal Exci.
holds culture Business and Finance Govt. Govt. Total Stock

(1) (2) (8) (4) (5) (6) (7) (8)

1912/1900 0.967 1.481 0.955 0.950 0.921 0.921 1.082 1.084
1922/1912 0.937 0.874 1.037 1.004 1.101 1.101 0.951 1.016
1929/1922 1.347 0.890 0.990 1.177 0.991 0.991 1.186 0.983
1933/1929 0,833 0.802 1.040 0.928 1.078 1.078 0.877 0.994
1939/1933 1.138 1.064 1.141 1.142 1.167 1.167 1.141 1.130
1945/1939 1.016 1.159 0.963 0.951 0.976 0.971 1.005 1.007

1949/1945 0.975 0.994 1.129 1.067 1.138 1.108 1.028 1.093
1953/1949 1.082 1.061 1.051 1.076 1.084 1.076 1.081 1.051
1958/1953 1.183 1.088 1.027 1.137 1.045 1.035 1.145 1.025
1962/1958 1.030 1.026 0.986 1.009 1.014 1.006 1.021 0.994

1.469 1.308 1.364 1.476 1.588 1.516 1.454 1.380
1962/1900b 1.514 1.342 1.345 1.489 1.611 1.525 1.492 1.385

SOURCE: Tables 39 and 41.
'Asset price indexes divided by GNP deflator.
b Chained indexes.
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scaled-down version of the absolute changes. Some interest attaches to
the cross-section data by net worth because they showed such a con-
sistent relationship to asset price changes. Asset prices increased in all
the wealth classes listed (Table 43) but the estimates of the real
change in asset prices include several classes at the lower end of the
wealth scale whose asset prices failed to keep up with the general price
level in 1949-58 and 1949-62 (Table 47). The wealth classes concerned
were those spending units whose net worth was under $2,000, almost
two-fifths of all the spending units in the population. Thus even during
a period when asset prices for the nonf arm household sector as a whole
were gaining on the general price level, there were substantial groups
in this sector, whose asset prices were falling behind.

TABLE 47

REAL PRICE INDEXES FOR PRICE-SENSITIVE ASSETS, 1949-58 AND 1949-62, BY WEALTH
SURVEY OF CONSUMER FINANCES AND ESTATE TAX DATA

Survey of Consumer Finances Estate Tax Data.

' Real Price Real PriceNet Worth Real Price Real Price
Class Index Index Gross Estate Class Index Index

(dollars) 1958/1949 1962/1949 (thousand dollars) 1958/1949 1962/1949

Negative 0.987 .964
100- 499 0.947 .911 .

500 - 999 0.939 .904
1,000- 1,999 0.995 .979
2,000 - 4,999 1.07 1.07
5,000 - 9,999 1.07 1.08

10,000-24,999 1.10 1.11

25,000-59,999 1.15 1.18
60,000 and over 1.36

,

1.43

.

60 and over
6Oto 70
'70 to 80
8Oto 90
9Oto 100

100 to 120
120 to 150
150 to 200
200 to 300
300 to 500
500 to 1,000

1,000 to 2,000
2,000 to 3,000
3,000 to 5,000
5,000 to 10,000

10,000 and over

1.90
1.58
1.58
1.61.
1.58
1.64
1.69
1.76
1.88
1.93
2.01
2.14
2.16
2.22
2.26
1.81

2.08
1.69
1.70
1.72
1.70
1.76
1.82
1.91
2.00
2.11
2.22
2.36
2.40
2.46
2.52
1.97

SOURCE: Tables 39 and 43,
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The differentiation of families by wealth is the only one that reveals
substantial groups with real declines in asset prices between 1949 and
1958. In the breakdowns by housing status, income, age, and occupa-
tion (Table 44), only three cells show asset price changes smaller than
the 25.7 per cent increase in the GNP deflator. These were renters with
incomes under $2,000 (two cells) and renters aged 18-24.
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CHAPTER 8

Leverage Ratios

Uses and Limitations of Leverage Ratios

CHANGES in a sector's net worth, as was pointed out earlier, consist
essentially of saving and capital gains; the changing shares of these two
sources of net worth gains were discussed in Chapter 6. Capital gains
themselves can be resolved into two parts: the gains that would have
resulted from holding the original assets throughout the whole period
and a residual consisting of gains (or losses) on assets acquired or
sold during the period. Included in the second part are such items as
capital gains on newly purchased assets between the time of purchase
and the end of the period and, in the case of assets sold, the difference
between realized capital gains and the unrealized gains that would
have accrued if the assets had been held.

The relative importance of the two types of capital gain depends on
the length of the period. The shorter it is, the greater is the importance
of the initial asset structure. Other factors bearing on the extent to
which capital gains can be explained in terms of the original structure
of the balance sheet are the ratio of saving to initial net worth and the
extent of shifting between monetary and price-sensitive assets and
among price-sensitive assets.

This chapter is concerned with the part Of capital gains that can be
explained in terms of initial asset holdings and hence with the structure
of the balance sheet. That structure is summarized here by the leverage
ratio—the ratio of the proportional rise in net worth to the propor-
tional rise in asset prices which causes it. Since it is derived from the
initial balance sheet, the leverage ratio is a measure of potential, rather
than actual, capital gain. In conjunction with actual or projected price
changes, leverage ratios yield estimates of past and hypothetical future
net worth changes and carry the analysis of these a step further than
was possible in Chapter 6. For the major sectors, over a sixty-year
period, we can examine the stability of leverage ratios and the extent
to which they, combined with the price indexes of Chapter 7, account
for the observed changes in net worth. For various other divisions of
the economy, they provide estimates of the impact of price changes on
net worth even where these cannot be checked against actual net worth
changes. For the future, or for other cases where the change in price is
not known, leverage ratios suggest the effects of possible changes in
price—pointing out which groups might be vulnerable to, or favored
by, price changes of various types.
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The limitations of the leverage ratio must be kept in mind. Since
it is a characteristic of initial balance sheets, it takes no account of shifts
in the structure of a balance sheet within a period, even when these
shifts result from the very price changes being studied. And because
asset prices do differ greatly at times, the net worth of a sector depends
not only on asset prices in general but also on the particular prices of
its own which the leverage ratio by itself does not take
account of.

THE BASIC ARITHMETIC

In this chapter. saving and shifts among assets within periods are
ignored; attention is centered on initial asset holdings and the effect
of price changes on them and on net worth. This section sets out some
of the relationships between price and net worth changes that follow
from this approach.

The following symbols are used:
A — value of total assets.
M value of monetary assets.
S = value of price-sensitive assets.
D = debt.
W = net worth.
0 beginning of period (end of preceding period).
I = end of period.
a change in price of price-sensitive assets (obtained by subtracting

1 from the asset price indexes in Chapter 7).
d = ratio of debt to total assets.
s = ratio of price-sensitive to total assets.

Then:

Ai=Ao+aSo (1)

Wi=Wo+aSo (2)

W1 — W0 = aS0 (3)

(4)

In terms of proportions of total assets, since S0 = s0 A0 and D0 =
d0A0,

T'V1 — = asç, =
(5)

A0 — d0A0 1—

The leverage ratio has been defined as the ratio of the relative change
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INFLUENCE OF PRICE CHANGES ON NET WORTH

in net worth (Wi — W0 to the relative change in price (a), and can
'S /

therefore be expressed, from equations (4) and (5), as:

L = S0 = s0 = — M0 = A0 — M0
(6)

W0 1 — d0 An— W0 W0

The leverage ratio can be seen to depend only on the base-date relation-
ship of debt and price-sensitive assets to total assets or, even more
simply, on the ratio of price-sensitive assets to net worth. The higher
the share of price-sensitive assets and the proportion of debt to assets,
the higher is the leverage ratio, i.e., the larger the proportionate effect
on net worth of a given rate of change in the average price of price-
sensitive assets. A leverage ratio of 2, for example, indicates that an
increase in price-sensitive asset prices of 10 per cent over the period of
measurement will result in an increase in net worth of 20 per cent.1

Calculation of the leverage ratio presupposes a classification of total
assets into at least two classes, price-sensitive and price-insensitive
(monetary) assets. For some purposes, all assets other than currency,
demand and time deposits with financial institutions (including shares
in saving and loan associations and in credit unions), short-term (one
year or less) securities with a fixed maturity value, and cash surrender
value of life insurance policies may be regarded as price sensitive.
For other purposes, the class of price-insensitive assets may be enlarged
to include either all claims with fixed maturity value other than
marketable securities with a maturity of more than one year or all
fixed-maturity-value claims, i.e., all receivables, deposits, loans, and

11n the relatively few published studies of the effect of asset price changes on net
worth, use is often made of the difference between monetary (price-insensitive)
assets and liabilities. This difference (net monetary assets), expressed as a proportion
of total assets, is equal to (1 — s0) — d0, and of course may be positive or negative.
The relationship between net monetary assets as a percentage of total assets (symbol
n) and the leverage ratio then is

n=(1—d0) (1—L).
The formula used by Aichian and Kessel (Science, September 4, 1959, p. 586) to
measure the effect of inflation on the net worth of corporations (net worth, how-
ever, defined as the market value of the corporation's shares rather than adjusted
book value) also is very similar to the leverage ratio as defined here. It is, in the
symbols used here,

d0— se,— (l—d0) = so —1=L—1.
1—d0 1—d0 l—d0

In other words, the Alchian.Kessel ratio (1'the ratio of net monetary debt to equity
as measured by the market price of shares times the number of shares outstanding")
is the same as the leverage ratio less unity, if the difference in the method of
measuring equity is ignored.
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bonds. The purpose of the analysis will determine the scope given to
assets that are price sensitive and insensitive. In. particular, the rougher
the figures needed and the shorter the period covered, the larger may
be the scope of assets treated as price insensitive.

If both the leverage ratio and the change in asset prices are known,
formulas (1) -(6) above can be put in terms of these variables. Thus,

=aL (7)
wo

W1—W0=aLW0 (8)

W1=Wo(l+aL) (9)

W1 =l+aL. (10)
wo

These relationships are illustrated by two simple examples in Table 48.2
The dichotomy of price-sensitive and, price-insensitive assets will not

generally satisfy the analyst's requirements because there is consider-
able variability among price movements. At the least, three classes of
price-sensitive assets have to be distinguished: tangible assets, corporate
stock (possibly including equity in unincorporated business enter-
prises and in cooperative and mutual organizations), and long-term
claims (including preferred stock). A still finer breakdown of price-
sensitive assets, particularly of tangibles, is often necessary and feasible.

If more than one class of price-sensitive assets is distinguished, the
calculation can proceed in two ways, which lead to the same result. The
first is to use a weighted average of changes in asset prices (a). If the
symbol a1 is used for the rate of price change for any given class of price-
sensitive assets and the symbol for the share of this class in total assets,
and if indicates summing for all classes of price-sensitive assets, then

-a_
2The calculation of the leverage ratio and its application in deriving the absolute

change in net worth are not affected by the fact that in some cases, as, for instance,
the federal government after World War II, net worth is negative. In that case the
leverage ratio itself will have a negative value, but the change in net worth will
be positive when asset prices increase since the negative leverage ratio is applied
to a negative initial net worth figure. This is illustrated in the example below.

Beginning of Period End of Period

Cash 25 Debt 800 Cash 25 Debt 800
Real estate 75 Net worth —200 Real estate 150 Net worth —125

Leverage ratio ' — .375 .75 — — 2.00
Increase in asset price 1.00
Change in net worth + 75 = (— .875 X — 200)
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TABLE 48

ILLUSTRATIVE EXAMPLES OF CALCULATION OF LEVERAGE RATIO

Beginning of Period End of Periods

ONE PRICE-SENSITIVE ASSET

1. Cash 25 4. Debt 50 1. Cash 25 4. Debt 50
2. Real estate 75 5. Net worth 50 2. Real estate 150 5. Net worth 125

3. Total assets 100 6. Total" 100 3. Total assets 175 6. Total" 175

Leverage ratio (L) = 1.50

Price change (a) = 1.00
Increase in net worth

Relative
(W1 W0 = aL) = 1.00 X 1.50 = 1.50

Absolute (W1 — W0 — aLW0) = 50 X 1.50 = 15

Net worth ratio = 1 +aL) = 1.50 + 1 = 2.50

TWO PRICE-SENSITIVE ASSETS

1. Cash 25 5. Debt 50 1. Cash 25 5. Debt 50

2. Real estate 25 6. Net worth 50 2. Real estate 50 6. Net worth 175

3. Stocks 50 3. Stocks 150

4. Total assets 100 7. Total assets 225 7. TotaL" 225

.75
Leverage ratio = = 1.50

Increase in net worth
Relative = 1.67 X 1.50 = 2.50
Absolute = 50 X 2.50 = 125

Net worth ratioc = 175 ÷ 50 =

Prices of real estate are assumed to double over the period and those of stock
to triple.

"Liabilities and net worth.
Ratio of net worth at end of period to net worth at beginning of period.

The second approach is to express the leverage ratio as the sum of
similar ratios for the different classes of price-sensitive assets. If S1, S2...
indicate the current value of the different classes of price-sensitive
assets, s1, s2 . . . their share in total assets, and a.1, a2 . . . the changes in
their prices, then

+
S.02

wo wo wo

S01

+ + (11)
l—d0 l—d0 l—d0
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Wj=Wo+aiS0i+a2So2+...+a,,So,, (12)

—
1(1 — d0) + a1 s01 + s02 + + a,,

— l—d0 I
— + a1 s01 + a2 S02 + ... + a,, s0,,

(13)
FV0 — l—d0

Up to this point the discussion has involved current dollar net worth.
Often, however, one wishes to know not whether the dollar value of net
worth has increased but whether it has increased more than the price
level—in other words, whether there has been any gain in the real value
of net worth. This question involves not only the change in asset prices
(a) but a measure of the change in the general price level (p), for
which we use the GNP deflator. Then, taking M0 to represent initial
monetary assets (A0 — S0), the following relationships can be. derived.

Real net worth at the end of the periol (1 W1
)becomes

WI — W0 + aS0 — M0 + S0 — D0 + aS0

l+p_l+p l+p_ l+p
M0—D0 s (1+ä)

— +0 ('+P)
and the change in real net worth, in initial prices, is

—
= + s0

(M0 + So — D0) +
a )

1+P '+P ('+P)
= ( — P ) — D0 — (a — p)

(15)
(l+p) (l+P) ('+P)

This can be described as the decline in the real value of monetary
assets

r (—PJ
LM0(l+p)

minus the decline in the real value of liabilities

L (l+p)
plus the differential gain in the real value of price-sensitive assets.

(a—p)

L ('+P)
The last term disappears if asset price changes are identical to those
in the general price level.
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Relative changes in real net worth can be conveniently expressed in
terms of the leverage ratio.

W1/(1 + p) 1 + S0 •( a ) — aL + I (16)
W0 — l+p Wo(l+,p) 1+P

Wi/(1+p)—W0aL+l1aL._p
(17)

wo _1+p _l+p
which, when a p. becomes

(L—l). (18)
(1+p)

The ratio of real net worth change to the change in the general price
level (L,) and to the asset price change (La) can be described as
follows:

L-f-—1
P (19)
1+p

p

(20)
1+p

L—1
Both of these reduce to when the two price indexes are equal.

1+p
These might be referred to as "real" leverage ratios, since they show

the relation of the change in real net worth to price changes, but they
differ from the leverage ratio (L) in that they include the price
changes—they are functions of the price changes.

The condition for keeping real net worth intact can be described as

that L = 0, or that Wi! (1 + 1. This condition requires that
p wo

aL — p. In other words, if the changes in asset prices and the general
price level are equal, a leverage ratio of 1 will maintain the real value
of net worth. If asset prices fall behind a rise in the price level, a larger
leverage ratio will be required; if they rise more than the price level,
as has more frequently been the case, a leverage ratio below 1 will
suffice. In any case, both the leverage ratio and the movement of asset
prices must be taken into account in estimating the impact of price
changes on real net worth.

The amount of net worth determined from a group or national
balance sheet depends, of course, on the method of valuation adopted,
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and on the choice between combination or consolidation of the balance
sheets of the Units belonging to the group.3

The leverage ratio, like the change in net worth, therefore, is affected
by the choice between consolidated and combined balance sheets. In a
combined balance sheet characterized by intragroup ownership of
stock, total assets, price-sensitive assets, and net worth are all higher
than in a consolidated one by the same absolute amount (provided
consistent valuations are used). The leverage ratio is therefore lower on
a consolidated than on a combined basis, the size of the difference de-
pending on the proportion of intragroup stock holdings to the value
of price-sensitive assets and of debt. The leverage ratio is unaffected if
the intragroup holdings are in monetary (price-insensitive) form.

In a closed national economy, the leverage ratio is always equal to
unity if consistent valuations are used, i.e., if an asset or liability is
carried at the same value in the balance sheets of the creditor and
the debtor and if a stock is entered at the same value in the balance
sheet of the holder and of the issuer. If, as will be the case in actual life
but not necessarily in social accounting, valuations are not consistent,
particularly for equity securities, the national leverage ratio will differ
from unity, and the size of the difference will depend primarily on the
difference between the market value of common stock and its adjusted
book value.4

8These differences have been illustrate4 in the simplified example of Table 23.
Two points may be worth recalling. First, consolidated net worth will always be
smaller than combined net worth if there are intragroup holdings of equities.
Secondly, while assets are always equal to the sum of liabilities and net worth on a
combined basis (provided that the balance sheets being combined were in balance,
as they must have been if taken from each unit's set of books, no matter what
valuation basis may have been used), this is not the case if consolidated group or
national balance sheets are used. There the valuation of the intragroup claims or
equities will, as a rule, differ between the balance sheets of the two members
involved. Hence, total consolidated assets will differ from the sum of total consoli-
dated liabilities and net worth. It is only if all units carry intragroup holdings of
equity securities (or claims) consistently on the basis of the market values of these
securities, their adjusted book value, or some other value adopted by both parties
that such a valuation difference will be absent. This means either issuers of
securities calculate net worth on the basis of the market valuation of their stock,
or that owners of equity securities carry them at a constructive value that can
only be derived from the issuer's adjusted balance sheet valuations. Both assump-
tions are in contrast to the basic rules of business accounting and will never
actually be met. But they can, and must, be used in a consistent system of national
accounts.

4 formulation applies to a national balance sheet in which stockholders con-
sistently value their common stock at market price while corporate net worth is
calculated as the difference between the current (replacement) value of the assets
of corporations and their liabilities. If the national balance sheet is based on the
balance sheets as kept by the component units in accordance with business accounting
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In an open economy, i.e., one owning foreign assets and having lia-
bilities to foreigners and tangible assets and equity securities owned
by foreigners, the national leverage ratio need not be equal to unity
even if consistent valuations are used throughout. In this case the na-
tional leverage ratio will deviate from unity by an amount which will
be larger the greater the foreign assets and liabilities in comparison
to their domestic counterparts, and the greater the disparity in the
shares of price-sensitive items in foreign assets and liabilities. In the
United States the deviation of the national leverage ratio from unity
during the postwar period has been negligible since both foreign
assets and liabilities have accounted for no more than about 1 per cent
of domestic assets and of liabilities plus net worth.

AVAILABILITY OF DATA

Leverage ratios can be calculated wherever balance sheets are available
that permit the segregation of price-sensitive assets (and if possible
the main classes of them) from monetary assets, and the separation of
monetary liabilities from net worth. These balance sheets, however,
must be expressed in current values. Market values rather than book
values or another alternative are needed because the purpose of calcu-
lating leverage ratios is to study the effects of asset price changes on net
worth, and it is frequently in the disparity between market and book
values that these effects can be seen.

Since balance sheets of the seven main sectors distinguished in the
American economy are available in current values for six benchmark
dates between 1900 and 1939 and annually for 1945-58, there is no
difficulty in calculating leverage ratios for these dates and sectors. The
groups of economic units for which sectoral balance sheets are avail-
able are, however, very broad. It is therefore desirable, and almost
necessary, to supplement the leverage ratios derived from these sector
balance sheets with leverage ratios calculated for balance sheets of
smaller groups insofar as they are available on, or can be transformed
to, a current value basis. Such additional group balance sheets can be
derived primarily from three sources.

First, balance sheets for several main groups of corporations can be
obtained by combining estimates of the replacement cost of plant and
equipment and of the current value of inventories with book value
figures for other assets and for liabilities, estimating net worth on a
market value basis as the difference between revalued assets and ha-

methods the difference may be either larger or smaller since equity securities will
be carried in the balance sheet of the owner at book (original cost) rather than
market value, and the net worth of corporations will generally reflect orginal cost
rather than replacement cost of fixed assets.
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bilities. This approach is restricted to the period since balance sheets
for virtually all corporations became available (although on a book
value basis) through the tabulation of corporation income tax returns,
i.e., since the late 1920's. In this study only part of this material has
been used, as recources were lacking for full exploitation.

Secondly, balance sheets are available for samples of households
classified by such variables as income, net worth, Occupation, and age
of head. These are from the Survey of Consumer Finances, for 1950,
1953, and 1962, and from the Survey of Consumers Union members,
for the end of 1958. These data can be used to calculate leverage ratios
for a great variety of household types, and to estimate the relation of
leverage ratios to a number of other variables.

There are, thirdly, the estate tax returns covering estates of over
$60,000. Only for 1944 and 1958 are these data available in sufficient
detail to permit the estimation of values for the whole population of
families with assets of mOre than $60,000, a numerically small group
but one accounting for about one-third of the total net worth of all
individuals. HOwever, a comparison of the asset structure of estate tax
wealth before and after adjustment to cover living families in the
upper wealth group suggests that leverage ratios computed from the
unadjusted estate tax returns would not be very far from the adjusted
ones.

Leverage Ratios for Major Sectors

When the leverage ratio is described in terms of monetary assets and

liabilities, L — M0 it is clear that it must be dose to unity for
D0

the country as a whole. This is a result of the fact that monetary assets
equal monetary liabilities, aside from small foreign debts and claims.

For any sector of the economy, however, this need not be true. The
leverage ratio for a sector is determined by the ratio between monetary
assets and monetary. liabilities. It is above unity if liabilities exceed
monetary assets and below unity if liabilities are smaller. A sector's
leverage ratio is negative if its net worth is negative, i.e., if monetary
liabilities exceed total assets. A negative leverage ratio then indicates
that a rise in prices will bring a positive increment in net worth. The
only example of this situation among the major balance sheet sectors
was the federal government in benchmark years beginning with 1922.

Leverage ratios for the six major balance sheet sectors (Table 49
and Chart 16), aside from those for the federal government, did not
show any extreme departures from unity. The lowest was .60 (nonfarm
households in 1945) and the highest was 1.57 (state and local govern-
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LEVERAGE RATIOS

CHART 16

Leverage Ratios for. Ma jor Sectors, Benchmark Years, 1900-58
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INFLUENCE OF PRICE CHANGES ON NET WORTH

ments in 1933). Household ratios were consistently low, ranging from
.60 to .82, and those for nonfinancial corporations and state and local
governments were usually high. Farm leverage ratios were fairly high
before World War H but have been below unity at every benchmark
year since then. The erratic course of the ratios for unincorporated busi-
ness may represent no more than the weakness of the underlying data.

On the whole, the ranking of the sectors is fairly consistent and the
leverage ratio changes can often be accounted for by a few obvious
events. World War II, for example, noticeably reduced the leverage
ratios of all sectors but the federal government, which showed a large
rise to offset the others.

Since the leverage ratios appear to represent moderately stable char-
acteristics of some of the sectors, the next question is the extent to
which they, by themselves or in combination with price changes and
saving, account for past changes in net worth.

The leverage ratios alone do not provide much of an explanation for
sectoral net worth changes or for residual changes—that is, net worth
changes minus saving. The range of the ratios for major sectors is small
compared to the range of asset price changes, and the influence of the
leverage ratios is therefore swamped.

The two factors can, however, be combined. We can set up a very
simple model of a sector's net worth change other than saving. This
residual net worth change is assumed to depend only on the initial
leverage ratio and actual changes in asset prices, the latter combined
into an index using initial weights for the sector. The estimated ratio
of final to initial real net worth is then (from eq. 16)

aL+1
p+l,

where L is the initial leverage ratio, a is the estimated change in asset
prices with initial weights, and p is the change in the GNP deflator.
Affecting the actual change in net worth, but left out of this formula-
tion, are transfers, capital gains and losses on assets purchased during
the period, and, in general, the effects on actual price changes and
leverage ratios of switching among assets within the period. Another
reason for poor estimates is the possibly wide divergence between the
very rough sectoral price indexes of Chapter 7 and the, implicit price
indexes actually underlying asset values. From this list of omissions it
is clear that estimates of net worth change made by using (16) should
be better for short periods than for long ones and better for groups
with stable asset portfolios and ratios of liabilities to assets than for
groups whose portfolios shift widely and rapidly.

The accuracy with which the combination of the leverage ratio and
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LEVERAGE RATIOS

the asset price index estimate residual net worth changes can be seen
in Table 50. In the two war periods and in all the periods after World
War II, the relationship between expected and actual residual net
worth changes was coefficient of determination (r2) being
over 85 per cent. In the other four periods, the results were not so
favorable; the relation between expected and actual changes was even
negative in two of the periods. For all periods combined, the correla-
tion was very low, mainly because of the very poor estimate for the
federal government in 1900-12. Removal of that one case raises the
coefficient of determination (r2) for the nine periods combined to .59.

The leverage ratios for 1958 can be used, with the asset price indexes
of Chapter 7, to predict the residual net changes between 1958 and the
end of 1962, for which we have no balance sheets. These estimates sug-
gest a narrow range of changes from a 3 per cent increase for state and
local government to a 7 per cent decrease (in negative net worth) for
the federal government.

The accuracy of the later projections of net worth suggests consider-
able stability in sector leverage ratios, but one would not expect them
to remain constant over time. The fact that they contribute to the
effect of price changes on net worth implies that price changes affect
the leverage ratios themselves if no counteraction is taken. Since World
War II, the household sector as a whole and the federal government
seem to have accepted passively most of the effects of price changes on
their leverage ratios. This can be seen by comparing actual changes in
leverage ratios with projections which are made by assuming that only
asset prices affect the balance sheet.

Nonf arm Households Federal Government
Projected Actual Projected Actual

1945-49 + .045 + .060 — .064 — .061
1949-58 + .042 + .051 — .051 — .066
1953-58 + .055 + .044 — .056 — .052

In the first two periods households moved more toward higher leverage
ratios than projected, either by shifting toward price-sensitive assets
or by raising debt ratios. The projected direction of change in agricul-
tural leverage ratios was correct for all three periods, but for other
sectors there were many instances in which it was incorrect. Most of
these involved projected decreases in leverage ratio and actual in-
creases. Taking all periods and all sectors together, we find agreement
in direction in thirty-four out of fifty-four comparisons.

The much higher correlation in later periods between expected and
actual net worth changes suggests that defects in the earlier data may
have contributed to the poor correspondence. The early data for gov-
ernment tangible assets are particularly weak1

203



T
A

B
L

E
 5

0

C
O

M
PA

IU
SO

N
 O

F 
A

cr
uu

.' 
W

IT
H

 E
X

PE
C

T
E

D
b 

R
A

T
IO

 O
F 

E
N

D
-O

F-
PE

R
IO

D
 T

O
 I

N
Z

T
L

4L
 R

E
A

L
(1

92
9

pr
ic

es
)

W
oR

m
 (

E
X

C
L

V
D

IN
G

 S
A

V
IN

G
) 

,
19

00
-6

2

.
N

on
fa

rm
N

on
fi

na
nc

ia
l

St
at

e 
an

d
C

oe
ff

ic
ie

nt
 o

f
N

on
fa

rm
U

ni
nc

or
po

ra
te

d
C

or
po

ra
tio

ns
L

oc
al

Fe
de

ra
l

D
et

er
m

in
at

io
n

Pe
ri

od
H

ou
se

ho
ld

s
(1

)

A
gr

ic
ul

tu
re

(2
)

B
us

in
es

s
(3

)

an
d 

Fi
na

nc
e

(4
)

G
ov

er
nm

en
ts

(5
)

G
ov

er
nm

en
t

(6
)

(7
)

N 0

19
00

-1
2

A
ct

ua
l

E
xp

ec
te

d
1.

09
1

0.
93

6
1.

61
5

13
50

1.
11

4
0.

97
3

0.
76

0
0.

96
2

1.
65

2
0.

96
6

—
0.

33
3

1.
49

3
b

19
12

.2
2

A
ct

ua
l

0.
96

7
0.

86
1

1.
23

5
1.

07
8

1.
30

6
1.

92
3

•

0.
96

9

E
xp

ec
te

d
0.

87
0

0.
90

2
1.

11
1

1.
10

8
1.

24
1

1.
81

1
19

22
-2

9
0.

43
1

A
ct

ua
l

E
xp

ec
te

d
19

29
-3

3
A

ct
ua

l

1.
89

4
1.

25
8

0.
85

2

0.
95

9
0.

86
5

0.
79

3

1.
35

4
0.

98
4

0.
87

1

1.
20

9
1.

20
1

0.
94

4

1.
04

3
0.

98
2

1.
16

2

0.
97

7
1.

02
5

1.
25

7
0.

76
4

E
xp

ec
te

d
19

33
-8

9
A

ct
ua

l
.

0.
91

3

1.
07

3

0.
73

6

1.
07

3

0.
97

4

1.
18

1
.

0.
88

9

1.
01

4
.

•
1.

01
4

0.
96

4

1.
31

8

1.
25

0
0.

54
6

E
xp

ec
te

d
19

39
-4

5
A

ct
ua

l
E

xp
ec

te
d

1.
07

4

0.
89

1
0.

91
6

1.
08

1

1.
25

5
1.

18
8

1.
21

9

0.
91

5
0.

98
5

1.
20

9

0.
97

5
1.

01
9

1.
29

7

0.
86

4
1.

09
7

0.
84

4

0.
40

2
0.

57
6

0.
87

5



19
45

-4
9

0.
99

0
A

ct
ua

l
0.

93
1

0.
99

4
1.

20
4

1.
11

7
1.

25
9

0.
76

6
E

xp
ec

te
d

0.
90

6
0.

97
3

1.
11

0
1.

06
1

1.
20

1
0.

76
2

19
49

-5
3

0.
90

5
A

ct
ua

l
1.

03
8

1.
01

0
1.

05
5

1.
09

8
1.

07
3

0.
85

7
E

xp
ec

te
d

1.
01

7
1.

05
0

1.
05

8
1.

07
9

1.
11

5
0.

85
5

19
53

-5
8

0.
98

7
A

ct
ua

l
1.

12
7

1.
09

9
1.

04
4

1.
17

1
1.

06
0

0.
85

7
E

xp
ec

te
d

1.
09

9
1.

07
9

1.
02

9
1.

15
1

1.
06

9
0.

85
6

19
58

-6
2

E
xp

ec
te

d
1.

00
9

1.
02

4
0.

99
1

1.
01

3
1.

03
0

0.
92

7
N

A
ll 

pe
ri

od
s 

co
m

bi
ne

d
0.

14
6

'R
at

io
 o

f 
re

si
du

al
 n

et
 w

or
th

 c
ha

ng
e 

(T
ab

le
 8

8)
 to

 in
iti

al
 n

et
w

or
th

 (
T

ab
le

 2
7)

.
b

Le
ve

ra
ge

ra
tio

s 
fr

om
 T

ab
le

 4
9 

an
d 

pr
ic

e 
ch

an
ge

s 
fr

om
 T

ab
le

s
4O

an
d4

l.
N

eg
at

iv
e 

re
la

tio
ns

hi
p.

41
O

m
itt

in
g

fe
de

ra
l g

ov
er

nm
en

t, 
19

00
-1

2.
C

-.
,



INFLUENCE OF PRICE CHANGES ON NET WORTH

Also, in several instances in the earlier years the rate of growth was
very large and saving was high relative to initial net worth and, there-
fore, to residual net worth changes. Capital gains or losses on newly
acquired assets or liabilities, not taken account of in the expected
values, will, in such a case, be high relative to gains or losses on initial
net worth. There is the additional danger, when saving is large in
comparison to capital gains, that small errors in the saving estimates
may cause relatively large errors in the residuals.

It is only for these very large economic sectors that we can not only
compute leverage ratios and asset price indexes but also compare the
inferred capital gains with changes in net worth and saving. Data on
tangible assets and saving are not available for smaller groups and the
shifting of units between groups becomes a more serious difficulty.5

However, the good correspondence between actual and expected
net worth changes since 1939 suggests that even the computation of
expected changes would be useful for analyzing the recent past and
future possibilities for other divisions of the business and household
population.

Leverage Ratios for Households of Different Types

SURVEY OF CONSUMER FINANCES DATA: 1950, 1953, AND 1962

Materials for calculating leverage ratios for various types of households
are available from the Survey of Consumer Finances for early 1950,
early 1953 and early 1962. The 1960 survey contained some informa-
tion on asset holdings, but its usefulness for the computation of lever-
age ratios was much reduced by the fact that house values were listed
only net of mortgage debt.°

5 additional breakdowns might be made, particularly in the direction of
breaking finance out of corporations and possibly dividing nonfinancial corpora-
tions into major industries. Adjusting book values to current prices presents the
main obstacle to both of these possibilities, particularly in the case of finance, where
price-sensitive assets and net worth are small compared with total assets and
liabilities. The leverage ratios are therefore very sensitive to errors in the adjust.
ment.

6 The 1950 data are given,, with adjustments for life insurance and pension funds
(not included in the survey), in Goldsmith, Study of Saving, Vol. III, pp. 102 if; for
1958 data, see 1953 Survey of Consumer Finances (reprinted from the Federal Re-
serve Bulletin for March, June, July, August, and September, 1958); 1962 data
appear in 1962 Survey of Consumer Finances (Survey Research Center, University
of Michigan, Ann Arbor, 1963).

Aside from the fact that several surveys are not completely comparable in
assets covered, it should be noted that all the samples understate assets and, to
a lesser degree, liabilities. It is impossible to say whether this understatement, which
is known to vary' among assets, wQuld substantially affect the level of the leverage
ratios for different types of households and, what is more important, whether it
would significantly alter relationships among leverage ratios. It is, however, quite
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LEVERAGE RATIOS

A limitation of the household leverage ratios derived from the
Survey of Consumer Finances data is the combination into single
income and wealth classes of all households with incomes of over
$7,500 and all with net worth of over This aggregation pre-
vents the calculation of leverage ratios by income and wealth classes
within upper income and wealth groups.. Fortunately, this deficiency
of the data can be compensated, for wealthier families, by using the
estate tax data discussed later.

Leverage ratios for all households combined (not adjusted to cover
life insurance and pension funds) were, according to the sample data,
0.95 in early 1950, 0.96 in 1953, and 1.11 in 1962 (Table 51). The ad-
justed ratio of 0.85 in 1950 was much closer to the comparable ratio,
0.80, derived from aggregative statistics.8

The strong inverse relationship between net worth and the leverage
ratio in the unad.justed data is seen to be an illusion when the adjusted
data are examined. The poorest families (net worth under $1,000,
about 30 per cent of all families) actually had the lowest, rather than
the highest, leverage ratios. Above that level there was no clear rela-
tionship between wealth and leverage.

Income and leverage ratio were apparently not related; five of the
seven income classes showed ratios of 0.85 in adjusted data. The unad-
justed ratios, particularly in 1953, showed an increase with income,
followed by a decrease in the two highest brackets. A relationship of
very similar shape can be found in the unadjusted 1962 ratios by in-
come quintiles, which increase from the first to the fourth and then
decline. The decline takes place mainly among the top tenth of income
recipients.

possible that, in the calculation of leverage ratios, understatements of monetary
and of price-sensitive assets may largely offset each other. A comparison of survey
and aggregate data (Study of Saving, Vol. III, p. 107) shows leverage ratios of 0.86
for the former and 0.70 for the latter. Most of the difference was in the estimates
of house values; leverage ratios for common stock, an asset which varies greatly in im-
portance among income and wealth classes, are quite similar in the survey and
aggregate data. It thus appears that at least the adjusted survey data are unlikely
to contain very serious distortions in comparisons among household types. The
Survey of Consumer Finances data are derived from relatively small samples—about
5,000 households—and are subject to sampling errors as well as other errors in-
herent in inquiries of this type. These are discussed, e.g., in an article "Methods of
the Survey of Consumer Finances" in Federal Reserve Bulletin, July 1950, and in
L. Klein (ed.), Contributions of Survey Methods to Economics, New York, 1954.

7 original tabulations distinguished a further group of households with
incomes of $7,500 to $10,000, but its loss in the published tables is not very serious
as the marked differences from the average for the group of households with in-
comes of over $7,500 would appear only at levels substantially above $10,000.

8 Study of Saving, Vol. III, p. 107. Revised aggregate leverage ratios, not recomputed
to cover only those assets included in the Survey of Consumer Finances, are sub.
stantially lower: 0.70 in 1949 and 0.74 in 1952.
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INFLUENCE OF PRICE CHANGES ON NET WORTH

The one clear relationship which did survive the adjustment for in-
surance and retirement fund assets was that with age. Leverage ratios
were at their peak in the 25-34 age group, and declined, with age, to
the extent that spending units with heads 65 and over had total ratios
more than 25 per cent and consumer capital goods ratios 50 per cent
lower than the peak class. This age pattern presumably reflects the
importance of owners of heavily mortgaged homes in the 25-to-34 class
and the shift at later ages to mortgage-free ownership (see Chapter 12,
Part Three of this volume). The relationship between age and leverage
ratio may have been even stronger in 1962 than in earlier years, if one
can judge from the unadjusted data.

The rough uniformity of the adjusted total leverage ratios conceals
considerable variability in those for consumer goods and investment
assets. Ratios for consumer goods were inversely related to net worth
(above $1,000) and age, and those for business and investment assets
therefore positively related. The relation to income was different. Con-
sumer capital goods ratios rose with income through the $4,000-to-
4,999 dass and business asset ratios fell. But between that level and the
income class over $7,500 the relationship was drastically reversed, the
highest income class showing the lowest consumer capital ratio and
the highest business asset ratio.

This U-shape in the business component of the leverage ratio of
households is due to farm assets. If farm real estate, livestock, and
crop inventories are deducted from price-sensitive assets and net worth,
the second component of the leverage ratio is fairly stable at 0.25 for
the income groups of $2,000 to $4,999, but then increases sharply to
somewhat above one-third in the income group of $5,000 to $7,499 and
to over three-fifths in the top income group of $7,500 and over. This
reflects the increasing importance of holdings of common stock and of
equity in unincorporated business enterprises among the middle and
upper income groups.

The unadjusted survey data show very little change in the leverage
ratio between early 1950 and early 1953—even less than appears in the
aggregate data. The 1950 and 1953 surveys produced quite consistent
leverage ratios for all the variables shown. In most cases, not only the
order of the classes but the levels of the leverage ratios were quite close
in the two years. The 1962 ratio for all families, however, was con-
siderably higher than the earlier ones and rose much more than was
indicated by the aggregate data in Volume II and the Federal Reserve
Board's flow-of-funds accounts. The largest increases, by far, were in
consumer goods leverage ratios of households in the two lowest net
worth classes.
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LEVERAGE RATIOS

Although some differences in leverage ratios are revealed in Table
51, the adjusted ratios cluster in a fairly narrow band. Of the thirty-one
age, income, wealth, and occupation classes, twenty-seven have adjusted
ratios between 0.74 and 0.99; the others, aside from the negative net
worth class, are 0.67, 0.71, and 1.07. It was clear from the aggregate
data that households' real net worth suffers from a rise in the price
level and the survey data reveal that households with very low net
worth tend to do somewhat worse than average and that those with
heads in the 25-to-34 age bracket tend to fare somewhat better than
average.

A greater variability in the population would be expected and it is
possible that the variables used have simply not been the ones to
reveal it. This suspicion is confirmed by Table 52, which shows that
considerable numbers of families had no price-sensitive assets at all in
1953 and one-quarter had leverage ratios below 0.50 in 1962. This is
particularly striking in view of the fact that these are unadjusted data
which, as can be seen in Table 51, grossly exaggerate some leverage
ratios, particularly for the low net worth classes. Adjustment for life
insurance and retirement funds would move many families from nega-
tive or zero net worth into low positive net worth classes at low leverage
ratios, and would lower the calculated leverage ratios for families
already in those classes. Even these unadjusted asset data show that of
all households with any net worth at all in 1953, 12 per cent had lever-
age ratios of zero, 18 per cent had ratios under 0.40, and 31 per cent
had ratios under 0.80. On the other side were a significant number (the
40 per cent for 1953 and 55 per cent for 1962 in Table 52 undoubtedly
are overestimates) of spending units with leverage ratios of 1.00 or
more.

The 1953 figures show that low net worth groups contain many
extreme leverage ratios. Of the members of the $ 1-499 net worth class,
96 per cent had leverage ratios of zero or more than 1.0, as did 87 per
cent of those in the $500-999 class. In the two highest net worth classes,
43 and 53 per cent of the households had unadjusted leverage ratios
between 0.80 and 0.99.

It would be of interest to know what characteristics, outside of their
balance sheet, distinguish those households in a position to gain from
price increases from those whose real net worth could be expected to
suffer severely. The retabulation of the 1950 Survey of Consumer
Finances data for Part Three, Chapter 12, of this volume provides
useful information on this question. The division of nonfarm house-
holds into renters, home-owners with mortgages, and home-owners
without mortgages reveals consistent differences in leverage ratios far
greater than those encountered before.
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INFLUENCE OF PRICE CHANGES ON NET WORTH

TABLE 52

FREQUENCY DISTRIBUTION OF HOUSEHOLDS BY LEVERAGE RATIO
AND HousEHoLD CHARACTERISTICS, EARLY 1953

All Households
Net Worth (dollars)
Negative
Zero
1 - 499
500 - 999

2,999
4,999
9,999
- 24,999

49,999

1,000-
3,000 -
5,000 -

10,000
25,000 -
50000 and over

(per cent of all households)
AND 1962

16 10 5 11 18. 40 100

100 — — — — — 100
100 — — — — — 100

46 0 3 1 50 100
27 5 8 5 60 100
17 8 21 11 43 100

7 11 13 8 61 100
3 7 8 23 59 100
1 6 17 35 . 41 100
0 3 24 43 30 100
0 2 21 53 24 100

Money Income 1952 (dollars)
Less than 1,000
1,000- 1,999
2,000 - 2,999
3,000 - 3,999
4,000 - 4,999
5,000 - 7,499
7,500 and over

Age of Head

Occupation of Head
Professional and semi-

10 2 10 12 35 100
13 2 9 16 35 100
18 4 9 14 34 100
12 5 10 19 40 100

7 6 13 19 44 100
4 8 14 19 51 100
2 7 17 32 41 100

28 2 9 7 80 100
8 5 10 10 49 100
7 6 9 17 45 100
6 6 11 25 41 100

10 4 14 25 87 100
10 5 18 27 26 100

10 10 16 18 89 100
3 2 16 36 41 100
6 9 18 24 36 100

9 21 7 16 16.31 100
16 9 5 9 14 47 100

12 2 5 8 37 100
9 1 1 10 80 49 100

15 8 4 16 24 33 100

(continued)
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Negative

Leverage Ratio, 1953

or Zero 0.01 0.40 0.80 1.00
Net to to to and

Worth Zero' 0.39 0.79 0.99 Over Total
(1) (2) (3) (4) (5) (6) (7)

51
25
21
14
11

4
1

24
18

18-24
25-34
35-44 16
45-54 11

55-64 10
65andover . 14

7

2
7

professional
Self-employed
Managerial
Clerical and sales
Skilled and semiskilled
Unskilled and service
Farm operator
Retired



LEVERAGE RATIOS

TABLE 52 (concluded)

Leverage Ratio, 1962

0 0.50 1.00 1.50
. to to to and

0.49 0.99 1.49 Overb Total
(1) (2) (3) (4) (5)

All Households 24 21 25 30 100

Position in Income Distribution, 1961

Lowest quintile 47 18 25 10 100
Lowest tenth 53 12 29 6 100
Second tenth 40 24 21 15 100

Second quintile 29 23 23 25 100
Third quintile 26 18 22 84 100
Fourth quintile 8 20 27 45 100
Highest quintile 11 26 26 87 100

Ninth tenth 13 22 23 42 100
Highest tenth 8 31 80 31 100

Age 0/Head

18-24 40 14 16 30 100

25-34 25 12 15 48 100

35-44 13 14 28 45 100

45-54 17 24 34 25 100

55-64 25 33 31 11 100
65 and over 37 36 22 5 100

SouRcE: 1953: Data for all households and by income and occupation are from
.1953 Survey of Consumer Finances, Part IV, reprinted from Fed-
eral Reserve Bulletin, September 1953, with supplementary tables.
Data by net worth and age of head are from unpublished tabula-
tions in Federal Reserve Board files.

1962: 1962 Survey of Consumer Finances.
a Positive net worth but no price-sensitive assets.
b Includes the 6 per cent of all households who had price-sensitive assets and zero

or negative net worth.

Among all households, home-owners with mortgages showed, on the
average, adjusted leverage ratios of 1.15, home-owners without mort-
gages 0.78, and renters 0.58 (Table 53). Owners of mortgaged homes
had the highest leverage ratios in every one of the twenty-one subdivi-
sions of the household sector, and in nineteen of them renters' ratios
were the lowest. Differences by housing status were far larger and more
consistent than those by age, income, or occupation. Almost half of
the subgroups of home-owners with mortgages had leverage ratios of
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INFLUENCE OF PRICE CHANGES ON NET WORTH
TABLE 55

LEVERAGE RATIOS OF NONFARM HOUSEHOLDS OF DIFFERENT HOUSING STATUS. EARLY 1950

LEVERAGE RATIO
RATIO OF LEVERAGE RATIO TO

BRACKET AVERAGE

All

Home-Owners Home-Owners

Without With Without With
House- Mort- Mort- Mort- Mort-
holds gages gages Renters gages gages Renters
(1) (2) (3) (4) (5) (6) (7)

Total' .84 .78 1.15 .58 .95 1.37 .69

Income (dollars)
Under 1,000 .81 .78 1.17 .31 .96 1.44 .88
1,000 - 1,999 .81 .79 1.25 .35 .98 1.54 .43
2,000 - 2,999 .85 .71 1.62 .44 .84 1.91 .52
3,000 - 5,999 .86 .79 1.25 .50 .92 1.45 .58
4,000- 4,999 .82 .72 1.13 .44 .88 1.38 .54
5,000 - 7,499 .82 .68 1.21 .47 .83 1.48 .57
7,500 and over .86 .86 .97 .71 1.00 1.13 .83

Age of Head
18 -24 1.09 .87 1.60 .88 .80 1.47 .81
25 -34 1.04 .76 1.46 .64 .73 1.40 .62
35-44 .99 .83 1.17 .55 .89 1.26 .57
45 -54 .81 .77 1.09 .59 .95 1.35 .73
55-64 .81 .81 .93 .51 1.00 1.15 .63
65and over .73 .71 1.04 .53 .97 1.42 .73

Occupation
Professional and

semiprofessional .68 .53 1.03 .48 .78 1.51 .71
Self-employed .94 .91 1.11 .80 .97 . 1.18 .85
Managerial .85 .76 1.01 .50 .89 1.19 .59
Clerical and sales .85 .79 1.47 .29 .93 1.73 .34
Skilled and semiskilled .90 .76 1.24 .37 .84 1.88 .41
Unskilled and service .84 .76 1.20 .35 .90 1.43 .42
Retired .73 .71 1.08 .77 .97 1.48 1.05
All other .80 .79 1.20 .38 .99 1.50 .48

SOURCE: Special tabulation of cards originating in 1950 Survey of Consumer
Finances. Data were adjusted to include life insurance and retirement funds among
assets.

a Including households for which income or age of head was not ascertained.

1.20 or more, while almost half of the renters' leverage ratios were
under 0.50 and only two groups of renters showed ratios as high as
0.80.

In the case of classification by income, the average leverage ratio
for all households varies only between a minimum of .88 for house-
holds with an income of less than $1,000 in 1950 to a maximum of 1.04
for those with an income between $4,000 and $4,999. The average
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LEVERAGE RATIOS

leverage ratio for home-owners of all income levels with mortgage
debt, however, is twice as large as that for renters. The range extends
to almost 40 per cent even in the income class for which it is least
pronounced (over $7,500), and is over 200 per cent for the two lowest
income classes. Similarly, if households are arranged by the age of the
head, the leverage ratio for home-owners with mortgage debt is on the
average 80 per cent above that for both owners without mortgage debt
and renters. The range amounts to almost 100 per cent or more for
three of the six age classes (25 to 84; 35 to 44; and 65 and over). The
picture is similar for the classification by occupation of head. In the
most important classes (clerical and sales, skilled and semiskilled
workers, unskilled and service workers) the range between the two
extreme groups—home-owners with mortgage debt and renters—
amounts to more than 200 per cent. It remains below 100 per cent only.
in two groups, retired people and self-employed.

Table 53 suggests two conclusions. First, the leverage ratio of home-
owners with mortgage debt is always considerably above that of owners
without debt; it is considerably higher for both classes of owners than
for renters. Secondly, the difference in leverage ratio is less pronounced
for the higher income and wealth groups, and the corresponding occu-
pations. In these groups the ownership of stock partially offsets the
absence of home-ownership or home mortgage debt.

The classification by housing status thus has finally identified large
groups whose real net worth could be expected to fall or rise substan-
tially as a result of changes in the price level. Groups with an average
leverage ratio of less than .40 are found exclusively among renters,
particularly among renters in the lowest income group and renters
doing clerical or manual work. On the other hand, all groups of house-
holds with an average leverage ratio above unity own their homes, but
have mortgages on them. Among them the leverage ratios are highest
for households whose head is under 35, and for households with an
income of less than $4,000 in 1949.

From these leverage ratios, combined with the asset price data in
Chapter 11, inferences can be made about residual changes in net
worth (changes not due to saving) after 1949. We cannot compare
these inferences with the actual events, as was possible for the larger
sectors, but the projected changes in net worth are of interest in them-
selves.° The expected changes in net worth are shown in Table 54.

9 assumptions underlying these calculations should be emphasized. The pro-
jections relate to those families which were in the specified classes in 1949. Many
of them would have been classified differently in 1958; a family head was very
likely to have moved to the next higher age class in nine years, and his asset port.
folio could be expected to have changed correspondingly. Only initial asset struc-
tures are taken into account and it is assumed that the prices of each groups assets
of any type moved in conformity with the national index for that asset.
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INFLUENCE OF PRICE CHANGES ON NET WORTH
TABLE 54

EXPECTED CHANGES IN WORTH OF HoUSEHOLDS, 1949-58, By INcoME, ACE,
OCCUPATION, AND HOUSING STATUS, CURRENT AND CONSTANT PRICES

(per cent)

CURRENT PRICES CONSTANT PRICES

Home-Owners Home-Owners

Without With Without With
Mortgages Mortgages Renters Mortgages Mortgages Renters

(1) (2) (8) (4) (5) (6)

Income (dollars)
Under 1,000 29 42 7 2 18 —15
1,000-1,999 28 41 8 2 12 —14
2,000 - 2,999 28 54 20 2 23 —4
3,000-3,999 33 40 33 6 11 6
4,000-4,999 27 37 38 1 9 6
5,000-7,499 25 40 26 0 12 0
7,500 and over 61 58 62 28 26 29•

Age of Head
18-24 28 48 22 2 18 —3
25-34 23 46 22 —2 16

5 28
—3

35-44 30 61 21 —4
45-54 31 40 54 4 11 23

55-64 42 34 34 13 7 7
65andover 49 38 76 19 10 40

Occupation
Professional and

semiprofessional 28 41 21 2 12 —4
Self-employed 42 58 62 13 26 29
Managerial 37 40 31 9 12 4
Clerical and sales 32 54 18 5 22 —6
Skilled and semiskilled 27 40 10 1 12 —12
Unskilled and service 31 42 16 4 18 —8
Retired 52 37 187 21 9 88

SouRCE; Tables 39, 44, and 53.

In many respects these projections of net worth change reflect the
leverage ratios, as in the fact that owners of mortgaged homes presum-
ably fared best in fourteen out of twenty classes and renters worst in
eleven classes. However, renters were not consistently ill favored; those
at the highest income level, in older age groups, retired or self-
employed, had their low leverage ratios offset by favorable asset price
experience due to their ownership of common stocks. Because of the
importance of stock among renters' assets, the four largest projected
net worth changes appeared in groups of renters.

Even the influence of the age variable, which was most clearly related
to leverage ratios, is blurred by the introduction of asset price changes,
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LEVERAGE RATIOS

because the youngest households own little stock. Presumably, those
who fared the best during this inflationary period in general,
owners of mortgaged homes, and, in upper income and age groups,
renters. Renters who had low incomes, blue collar, occupations, and
were young presumably suffered the most from price changes.

CONSUMERS UNION DATA: 1958

A new source of information on household leverage ratios has recently
become available: the survey of Consumers Union (CU) members con-
ducted by the National Bureau (under the direction of Thomas Juster)
and the Columbia University Anticipations Workshop (under the
direction of Professor Albert Hart). This survey covers the end of 1958
and is thus much more recent than the SCF data for 1950 and 1953.
The CU survey therefore includes the effects of the greater part of the
postwar rise in stock prices. Furthermore, because the CU sample was
very large, 16,000 instead of the 3,000 used in the SCF, it is possible to
make additional cross tabulations, by income and age, for example, in-
stead of relying solely on gross relationships. The two sets of data are
separated by almost a decade of great changes in the economy, includ-
ing the rise in stock prices, and by considerable differences in methods
and in the population sampled. They therefore provide a test of
whether the relationships we have found are ephemeral or persistent,
mere incidental results of the choice of survey dates or true character-
istics of different types of families.

Some defects of the CU sample should be pointed out before describ-
ing the results. It is far from being a random sample of the population
of the United States such as the SCF attempts to achieve; Consumers
Union members have considerably higher incomes and more educa-
tion than the average and a higher proportion of them are home-
owners. As a result, the leverage ratios for all families combined may be
grossly distorted and we have, therefore, not made much use of them.
A more serious defect is that the question about ownership of assets
and liabilities was put in terms of very wide value ranges such as $5,000
to 10,000, $10,000 to 20,000, and $20,000 to 40,000. The items most
affected by the width of these intervals were houses and mortgage debt.
which were by far the main assets and liabilities for most families. As
a result, the information about owners of mortgaged homes included
here relates almost entirely to those who reported house values greater
than mortgage values, because it was impossible to calculate leverage
ratios for those reporting house and mortgage in the same size class.
Furthermore the excellent negative correlation between net worth and
leverage ratios is probably largely spurious: any error caused by using
the midpoint of one of these large classes for house value, for example,
(and the error can obviously be quite large) involves a corresponding
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error in the opposite direction in the leverage ratio. Because of this
defect we were unable to make much use of the net worth variable in
the CU data.

The relationships between income and leverage ratios and between
age and leverage ratios for all families (1953 and 1962) and by housing
status as well (1950 and 1958) are compared in Charts 17 and 18, with
encouraging results. Despite the lapse of time, despite the differences
between the populations studied and the questionnaires used, most of
the 1958 relationships are quite similar to those with adjusted leverage
ratios in 1950.

The stronger of the two variables, age of head of the household, is
studied in Table 55 and Chart 17. Even the leverage ratios for all
families combined show the same pattern in all four years: they first
rise with age until the early 1930's and then fall steadily. This pattern is
undoubtedly a result of the greater weight of renters in the lower age

TABLE 55

LEVERAGE RATIOS BY HOUSING STATUS AND AGE, 1950, 1953, 1958, AND 1962

UNADJUSTED ADJUSTED

AU Families Home-Owners

All Without With
AGE OF HEAl) 1962 1953 1950 Families Mortgages Mortgages Renters

18-24 1.28 1.15 1.01 .94 .87 1.60 .88
25 - 34 1.47 1.18 1.19 1.07 .76 1.46 .64
35.44 1.35 1.06 1.03 .93 .83 1.17 .53
45 -54 1.09 .94 .92 .81 .77 1.09 .59
55- 64 .97 .90 .90 .82 .81 .93 .51
65 and over .82 .84 .83 .76 .71 1.04 .53

Under 25

1958b

.82 .74 1.31 .64
25 - 29 .92 .79 1.22 .53
30 - 34 .99 .82 1.22 .49
85-39 .96 .84 1.14 .50
40 -44 .88 .76 1.05 .44
45-49. .84 .77 1.00 .50
50 - 54 .77 .71 .94 .57
55 - 59 .75 .75 .89 .40
60-64 .72 .71 .84 .48
65 and over .70 .71 .81 .60

SOURCE: Table 51 and Consumers Union Survcy.
a Adjusted to include life insurance and retirement funds.
b Includes life insurance but not retirement funds.
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groups, of home-owners with mortgages in the middle groups, and, in
the upper age groups, the shift to debt-free home-ownership com-
bined with the fall in the leverage ratio among owners of mortgaged
homes.

In both 1950 and 1958 renters had the lowest leverage ratios and
owners of mortgage-free homes somewhat higher ones at every age. All
of the ratios were below unity. Also, in both years, owners of mortgaged
homes had the highest ratios. These fell steeply with age but remained
above 1 until past age 50. Renters showed falling leverage ratios in the
lower age groups, but little change and possibly some increase after
age 45, while mortgage-free home-owners' leverage ratios fell only
slightly, always remaining between .71 and .87, a much smaller range
than that of the other two groups.

The gross relationships between income and leverage ratios for all
families (Table 56 and Chart 18) were not as definite as those with

TABLE 56

LEVERAGE RATIOS BY HOUSING STATUS AND INCOME, 1950, 1953, AND 1958

UNADJUSTED ADJUSTED

Home-OwnersAll Families

Without With
INCOME All Mort- Mort-
(dollars) 1953 1950 Families gages gages Renters

Under 1,000 .88 .98

1950'

.92 .76 1.17 .51
1,000-1,999 .92 .91 .85 .73 1.25 .55
2,000-2,999 .93 .95 .85 .65 1.62 .44
3,000-3,999 .95 1.01 .88 .79 1.25 .50
4,000-4,999 1.04 1.00 .85 .72 1.13 .44
5000-7,499 1.02 .96 .85 .68 1.21 .47
7,500 and Over .98 .92 .85 .86 .97 .71

Under 3,000

I

.69 .58 1.20 .38
3,000-8,900 .76 .72 1.11 .89
4,000-4,900 .78 .66 1.16 .39
5,000-7,400 .86 .73 1.13 .36
7,500-9,900 .90 .71 1.14 .38
10,000-14,900 .88 .71 1.08 .49
15,000-24,900 .84 .75 .97 .60
25,000 and over .78 .79 1.07 .66

SouRcE: Table 51 and Consumers Union Survey.
'Adjusted to include life insurance and retirement funds.
b Includes life insurance but not retirement funds.
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CHART 17

Leverage Ratios by Housing Status and Age,
1950, 1953, 1958, Ond 1962
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CHART 17 (concluded)

Source: Toble 55.
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CHART 18 (concluded)

Home-Owners and Renters

Source: Table 56 and 1962 Survey of Consumer Finances. The 1962 data were
shown in the source only by. income quintiles. They were plotted here using crude
estimates of average income for each quintile. Other data were plotted at the
center of each income and at $1 2,000 for incomes of $7,500 and over and
at $35,000 for incomes of $25,000 and over.
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age. The adjusted 1950 data suggest no relationship at all, and the in-
adjusted 1950 figures only a faint one. But unadjusted ratios for 1953
and 1962 and adjusted ones for 1958 indicate a rise in leverage ratios
as income increases up to a certain point and a fall thereafter.

Within housing classes, there does seem to be fairly clear association
between income and leverage ratios. Among home-owners with mort-
gages, the relationship was a negative one: the highest ratios appeared
at lower incomes and the ratios fell irregularly as income increased,
but remained with a single exception, above one. For renters and
owners of nonmortgaged homes, leverage ratios increased with income,
mildly in the case of the latter group but quite strongly among the
renters, particularly at higher incomes. At every income level, renters
had the lowest leverage ratios and home-owners without mortgages
somewhat higher ones, but no income classes in these two housing
groups had ratios above .86. Home-owners with mortgages had the
highest ratios at every income level but the spread among the housing
groups diminished with higher income as it did with age.

The 1958 relationships were found to be similar to those of 1950
between: (1) leverage ratios and housing status within income classes;
(2) leverage ratios and housing status within age classes; (3) leverage.
ratios and income within housing status classes; (4) leverage ratios and
age within housing status classes. This suggests that these relationships
are by considerable changes in economic conditions and that
the findings of further exploration of the 1958 Consumers Union
sample would apply beyond that year and that population.

Up to this point we have confirmed the main findings from the 1950
SCF data but we have not gone beyond them. The CU survey, however,
permits us to examine not only the gross associations between leverage
ratios and income or age, but also to test whether each shows a net
association with the leverage ratio when the other has been taken
account of.

Age appears to be of considerable independent importance as a vária-
ble only among owners of mortgaged homes (Chart 19). Groups of
those under 50 years of age (more than two-thirds of the total) had
leverage ratios considerably above unity, while the older ones fell
almost to the level of the owners of mortgage-free homes. Among the
latter group and among the renters, the age variable had no clearly
visible influence. If there was any relationship, it was in a negative
direction.

Income, like age, seems to be related to leverage ratios in much the
same way as in the gross figures (Chart 20). The relation with income
was negative for home-owners with mortgages but positive for the other
two, particularly at the upper incomes.
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CHART 19

Leverage Ratios by Age, Within Income and Housing Status, 1958
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CHART 20

Leverage Ratios by Income, Within Housing Status and Age, 1958
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ambiguous because errors in net worth can be expected to show a
strong negative correlation with errors in leverage ratios.

The data for renters should be comparatively free of distortion on
this account. They do, however, have a different disadvantage: since
the sample is heavily weighted with home-owners, the renter cells are
reduced to small numbers when many variables are used, and the
leverage ratios become erratic.. This is particularly true for the lowest
net worth group and we have therefore excluded it from our discussion
here.

The data, which have not been reproduced here, show some net
relationship between age and leverage ratios, and it appears to be
negative, as in Chart 19. But the positive association between income
and the leverage ratios (Chart 20) largely disappears when wealth (or
net worth) is introduced as a variable. The data behave too erratically
for any firm conclusion but they suggest the possibility that some of the
gross relationships between income and leverage ratios may be explain-
able in terms of net worth.

If we examine the other housing status classes, keeping in mind the
danger of spurious results, we find that among home-owners without
mortgages, as one might guess from Charts 19 and 20, neither age nor
income appeared to be related to leverage ratios, even when net worth
was held constant. And net worth itself (unless a spurious negative
correlation concealed a genuine positive one) seemed to be unrelated
to leverage when the other variables were eliminated.

Among owners of mortgaged homes, on the other hand, there was a
very strong negative association between net worth and leverage. Even
with net worth held constant, leverage ratios appeared to be influenced
by age and income. The decline in leverage ratio with increasing age,
after the effect of wealth had been removed, was in the same direction
as, but weaker than, the one shown in Chart 19. The effect of income,
however, was completely reversed. In Chart 20 higher incomes for
owners of mortgaged homes were associated with substantially smaller
leverage ratios. Once the influence of net worth was removed, higher
income became associated with higher ratios.

One relationship survived the introduction of the net worth variable
without alteration. In 131 out of 133 cells (subdivisions of the total
into age, income, and net worth cross classifications), owners of mort-
gaged homes had higher leverage ratios than owners of mortgage-free
homes and, in all seventy-one possible comparisons, owners of mortgage-
free homes showed higher leverage ratios than renters.

Wealth, although it did not alter the direction of this association,
did apparently affect its slope. The leverage ratio fell much more
steeply from one housing status class to the next within the lower
wealth groups than among the upper ones.
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Some further results could probably be extracted from these data by
a more intensive effort to remove the influence of the wide house and
mortgage value classes. But it would probably not be worth while ex-
pending too much energy in this direction because the next survey of
CU members, covering the end of 1959, eliminated the problem by
asking for specific values instead of wide intervals. Analysis of this sur-
vey, when the basic data are available, would probably add consid
erably to the precision of our knowledge, particularly on the influence
of wealth. But it seems unlikely that• the conclusions drawn here re-
garding the associations between leverage ratios and age, income, and
housing status, disregarding the influence of wealth, will be greatly
altered by the improved data.

LEVERAGE RATIOS OF UPPER. WEALTH GROUPS

Tabulations of estate tax returns, available since the early 1920's, are
of great importance in studying the effects of price level changes on the
distribution of wealth because they provide the only comprehensive
information available on the asset structure and the leverage ratios of
households in the upper wealth groups, and thus, by inference, of
households in the upper income groups. This use of estate tax returns
is possible because individuals of a given age who die in a given year
and leave estates in excess of the taxable minimum (through most of
the period $60,000) may be regarded 'as a sample of all individuals of
the same age and wealth alive during that year. It is therefore possible,
provided estate tax returns are cross-classified by age of decedent and
size of estate, to derive from them, with the help of estate tax multi-
pliers (the reciprocals of age-specific death rates), estimates of the
wealth of all individuals in a given age group with assets above the
exemption. The age groups can be combined to obtain estimates of
total wealth, classified by size of estate, for individuals with estates
above the exemption limit. Estate tax returns by size of estate
but not by age of decedent can be used only with reservations since
asset structure and debt ratios vary with age. Unfortunately estate tax
returns have been tabulated in the needed only for 1944 and
195S. These tabulations were utilized by and Lamp-
man in developing, for these two years, of the wealth of all
persons with estates above $60,000, classified either by age of owner or
by size of estate. These studies estimated not only the aggregate value
of estates but also that of the main assets and liabilities distinguished
in the returns. The leverage ratios calculated from these two estimates
are shown in Tables 57 and 58.

On the basis of estate tax returns, the leverage ratio for the estate
tax population (individuals with estates of more than $60,000) ap-
pears to have risen from 0.70 in 1944 to 0.77 in 1953. The latter ratio
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TABLE 57

LEVERAGE RATIOS FOR ESTATES OF OVER $60,000, BY SIZE OF ESTATE, 1944 AND 1953

• Gross

1953 1944

Estate Tangible Tangible
(thousand Personal Real Business Personal Real Business
dollars) Total

(1)

Property
(2)

Estate
(5)

Equities'
(4)

Total
(5)

Property
(6)

Estate
(7)

Equities'
(8)

60 to 80 .71 .02 .39 .29 .68 .02 .30 .85
80 to 100 .76 .02 .41 .38 .68 .02 .29 .38
100 to 150 .76 .02 .35 .88 .70 .02 .26 .42
150 to 200 .78 .02 .33 .42 .70 .02 .20 .48
200 to 300 .81 .02 .30 .49 .71 .02 .19 .49
300 to 500 .81 .02 .22 .57 .77 .01 .16 .59
500 to 1,000 .79 .02 .15 .61 .75 .01 .12 .61
1,000 to 2,000 .80 .01 .11 .68 .66 .02 .10 .54
2,000 to 5,000 .74 .02 .10 .62 .70 .01 .05 .64
5,000 and over .70 .003 .02 .68 .53 .01 .05 .47

Total .77 .02 .25 .50 .70 .02 .18 .50

SouRcE: 1953: From Robert Lampman The Share of Top Wealth-Holders in Na-
tional Wealth, 1922-56 (Princeton for NBER, 1962), Table 24, p.
52. It was assumed that the sum of tangible personal property and
interest in unincorporated business was two-thirds of the figure for
miscellaneous property, and that tangible personal property was
13.7 per cent of miscellaneous property, as in 1949 Statistics of
Income data.

1944: Mendershausen's data from Goldsmith, Study of Saving, Vol. III,
p. 365.

'Corporate stock and interest in unincorporated business.

is substantially lower than the ratio (0.90) for all households with
assets of over $25,000 calculated from the Survey of Consumer Finances
sample (Table 51). The explanation of this discrepancy does not
appear to be that one ratio applies to families with assets over $25,000
and the other to families over $60,000, because the 1950 data indicate
that these two groups have similar leverage ratios. But the gap can be
partly accounted for by other factors. One is that the 1953 SCF data
are unadjusted for insurance and pension fund assets. Data for 1950
suggest that correction for this Omission would bring the 1953 SCF
ratio down to about 0.85 (Table 51). Another is that the estate tax
data include assets such as state, municipal, corporate bonds,
mortgages, and notes, all of which are omitted from the SCF data.
Removing these from the estate tax data brings that leverage ratio up
to approximately 0.84, almost identical with the adjusted leverage ratio
from the SCF. It therefore does not seem likely that the two sets of
data are seriously incompatible.
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TABLE 58

LEVERAGE RATIOS FOR ESTATES OF OVER $60,000, BY AGE OF OWNER, 1944 AND 1953

1953 1914

Tangible Tangible
Personal Real Business Personal Real Business

Age Total
(1)

Property
(2)

Estate
(3) (4)

Total
(5)

Property
(6)

Estate
(7) (8)

20 to 30 .79 .03 .11 .65 .70 .01 .18 .52
30 to 40 .88 .02 .22 .64 .71 .02 .21 .48
40 to 50 .78 .03 .26 .49 .75 .02 .19 .54
50 to 55 .79 .02 .30 .47 .74 .01 .18 .54
55 to 60 .77 .02 .28 .46 .64 .01 .17 .45
60 to 65 .74 .02 .27 .46 .70 .01 .20 .48
65 to 70 .72 .01 .28 .48 .64 .01 .15 .47
70 to 75 .71 .01 .21 .49 .69 .01 .17 .51
75 to 80 .72 .01 .21 .50 .66 .01 .17 .47
80 to 85 .71 .01 .20 .50 .63 .01 .16 .46
85 and over .71 .01 .20 .50 .58 .01 .14 .43

Total .77 .02 .25 .50 .70 .02 .18 .50

SouRcE: 1958: Lampman, Share of Top Wealth-Holders, Table 23, p. 51. It was
assumed that the sum of tangible personal property and interest in
unincorporated business was two-thirds of the figure for miscel-
laneous property, and that tangible personal property was 13.7
per cent of miscellaneous property, as in 1949 Statistics of Income
data.

1944: Mendershausen's data in Goldsmith, Study of Saving, Vol. III, p. 371.
a Corporate stock and interest in unincorporated business.

The relation between wealth and leverage ratios is, as we have seen
earlier from the SCF data, quite different for the two main types of
price-sensitive assets (Table 57). The consumer capital goods ratio—
based on tangible personal property and homes, which apparently
account for most of real estate—shows a clearly negative correlation
with size of estate. It declines in 1944 from over 0.30 for estates of
$60,000 to $80,000 to 0.06 for the top wealth groups. The business
equity ratio, in contrast, rises fairly regularly from barely for
estates between $60,000 and $80,000 to three-fifths for those between
$300,000 and $1,000,000, but then falls to slightly less than one-half for
the top group of estates of more than $5,000,000. The level and shape
of the curve is quite similar in 1953.10 Hence the course of stock prices,

101n comparing the levels of 1953 with those of 1944, it must be kept in mind
that an estate of the same dollar value had a considerably lower purchasing power or
rank in 1953 than in 1944, since the general price level as well as the prices of
stocks and real estate approximately doubled as did the value of all estates over
$60,000, or the value of the top percentage of estates. Hence, for example, the
estate class of $300,000 to $500,000 in 1944 should be compared with the classes of
$500,000 to $1,000,000 in 1953.
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which dominate the business equity ratio, becomes increasingly the
decisive factor in net worth changes the higher we go in the wealth
scale, except possibly for estates of more than $5,000,000 among which
the proportion of monetary assets increases as a result of accumulation
of tax-exempt securities.

There is even less variation in the leverage ratio among owners of
different ages (Table 58). In 1944, apart from some occasional
variation that may be due to the small number in the sample in some
of the lower, age groups, the leverage ratio was around 0.70; showing no
definite trend up to age 65 or even 75. It is only in the very highest
age groups that the leverage ratio declines sharply to, less than 0.60
among estate owners of over 85 years. This decline may be due to
anticipation of death which leads to liquidation of stockholdings and
acquisition of assets, particularly government bonds, that can be sold
more easily without affecting the market and, what may be more im-
portant, at prices that can be fairly well anticipated.

Estate. tax returns unadjusted for age distribution are available for
many other years. However, they must be used cautiously, for the
reasons mentioned earlier, in judging relationships between wealth and
leverage ratios. Fortunately, data for the two years in which unad-
justed and adjusted ratios can be compared suggest that the differences
do not render the unadjusted data valueless (Table 59). In both years
levels of the leverage ratios are higher in the adjusted data, particularly
in lower wealth brackets. The unadjusted and adjusted relationships
of leverage ratios to wealth are, however, sufficiently alike to permit
the drawing of rough inferences about the two decades before 1944.

TABLE 59

CoMPAinsoN OF LEVERAGE RATIOS DERIvED FROM ESTATE TAX RETURNS,
UNADJUSTED AND ADJUSTED FOR AGE DIsmIBuTI0N, 1944 AND 1953

Gross
Estate
(thousand

1953 1944

Unadjusted Adjusted Unadjusted Adjusted
dollars) (1) (2) (3) (4)

60 to 100 .66 .74 .61 .68
100 to 200 .69 .77 .61 .70
200 to 300 .71 .81 .63 .71
300 to 500 .74 .81 .65 .77
500 to 1,000 .75 .79 .66 .75
1,000 to 2,000 .74 .80 .59 .66
2,000 to 5,000 .76 .74 .70 .70
5,000 and over .67 .70 .53 .53

Total .70 .77 .63 .70

SOURCE; Table 57 and underlying sources.
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One point that stands out clearly about the trends in estate tax
holdings is that the leverage ratio for estates over $60,000 increased
during the 1920's and 1950's and declined sharply between 1929 and
1939 (Table 60 and Chart 21) •11 This is just what would have been
expected as the result of the spectacular increase in absolute and rela-
tive prices of stocks from 1922 to 1929 and 1949 to 1958, and the decline
in stock and real estate prices between 1929 and 1939. The sharp in-
crease in the leverage ratio 1944 and 1953 is corroborated by
the calculations reproduced in Table 57, based on adjusted estate tax
returns, and was to be expected in view Of the sharp rise in price-
sensitive assets.

Since the level of leverage ratios for all estates of over $60,000 is
reasonable and is confirmed by the adjusted figures where checks are
possible, we may have some confidence in the differences in leverage

TABLE 60

LEVERAGE RATIOS FOR SIzE, CALCULATED DrnEcrrY FROM
ESTATE TAX RETURNS, UNADJUSTED FOR AGE RATES,

BENCHMARK YEARS, 1922-58

.Net Estate
(thousand
dollars) 1922 1929 1989 1944 1949 1953 1958

Under 100
100 to 200

.67

.67

.671)

.69°

.60

.59
.61
.61

.63

.65
.66
.69

. .68

.71

200 to 300 .68 .68 .64 .68 .65 .74

300 to 500 .71 .71 .65 .65 .67 .74 .76.:

500 to 1,000 .70 .76 .65 .66 .68 .75 .78

1,000 to 2,000 .72 .77 .64 .59 .70 .74 .78
2,000 to 5,000 .73 .75 .66 .70 .70 .76 .78

5,000 and over .63 .76 .62 .53 .68 .67 .79

All size dasses .71 .74 .65 .63 .66 .70 .74

SouRcE: 1922-44: Mendershausen's data in Goldsmith, Study of Saving, Vol. III,

pp. 324-827.
1949-58: Calculated from Statistics of Income, various issues.

* Value of price-sensitive assets was calculated as follows:
1922, 1929: Real estate, corporate stock, and one-half of "unclassified assets."
1939: Real estate, tangible personal property, corporate stock, and one-half of

"other intangible assets."
1944, 1949: Real estate, tangible personal property, corporate stock, and interest

in unincorporated business.
1953, 1958: Real estate, corporate stock, and two-thirds of "other property."

1)Under $150,000.
$150,000 to $200,000.

11 of the fluctuations in Table 60 may be due to peculiarities in the method
of calculation. Interest in unincorporated business enterprises and tangible personal
property were not separately reported in every year and were estimated very roughly.
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CHART 21

Leverage Ratios of Estates, by Size of Net Estate, 1922-58

1958

ratios among estates of different size, keeping in mind that over time
an equivalent estate has been going up considerably in dollar value.
Iii all years selected in Table 60, there is a modest increase in the lever-
age ratio from estates of under $100,000 to those in the $2,000,000: to
$5,000,000 class and in most cases a rather sharp decline as the top
class of estates of more than $5,000,000 is reached. The main deviations
from this pattern are in 1929 and 1958 and they are not, radicaL Both
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years followed periods of rapid increases in stock prices which may
have pushed estates rapidly from the lower wealth classes, with invest-
ment portfolios customarily more heavily weighted with common
stock, into the top wealth class, whose previous members had leaned
more toward tax-exempt securities.

Leverage Ratios for Groups of Corporations

In view of the abundance of balance sheet data for corporations, the
calculation of leverage ratios for relatively narrow and homogeneous
groups of them would seem to offer a broad field for the analysis of the
effects of price level changes on business net worth. Unfortunately1
virtually all tabulations of corporate balance sheets are based on book
values of assets and net worth.'2

What is required is a set of estimates of replacement costs of plant
and equipment, by industry, which covers a considerable period of
time including the postwar decade and can be substituted for the book
values shown in balance sheets for the same groups of corporations.
This substitution permits the calculation of the current value of total
assets and hence of the current value of net worth and of the leverage
ratio.13

There are about two dozen manufacturing industries for which
Daniel Creamer has prepared such estimates for a number of bench-
mark dates.14 No material was found which would have permitted the
calculation of leverage ratios by size of corporation on the basis of the

12 average balance sheets might still be used to study differences in the
leverage ratios by industry or size of company, provided it could be assumed that
the ratio of market value to book value of net worth, which is essentially determined
by the ratio for plant and equipment, did not vary. This assumption cannot be
made, however, because the age distribution of plant and equipment of different
groups of corporations is not the same. Therefore a uniform adjustment factor can-
not be used to shift plant and equipment from book value to replacement cost.

As has been mentioned, there is an alternative approach to the measurement of
the current value of net worth for corporations, namely, the use of the market
value of the stock•. This method has not been used here because it cannot be ap-
plied to other sectors, and its results are not directly comparable with those for other
sectors. Furthermore, it would be quite difficult to collect the required information
for industries or other groups of corporations rather than for individual companies,
as has been done.

13• approach ignores differences between book value and current value in all
other balance sheet items. These are generally of relatively, small importance for
broad industrial groups, although they are certainly not negligible in the case of
inventories (Since the spread of LIFO accounting) and of intercorporate stockhold-
ings. The leverage ratios shown in Table 61 are therefore slightly too low and their
movements are probably somewhat less pronounced than they would be had it
been possible to make allowance for the difference between book and market value
of inventories and for intercorporate stockholdings.

14 notes to Table 61.
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replacement cost rather than the book value of assets and net worth.
Probably the outstanding feature of Table 61, which shows the

leverage ratio for about twenty individual manufacturing industries for
five benchmark dates between 1929 and 1959, is the relatively small
amount of variation among industries and over time. For all manufac-
turing industries taken together, the leverage ratio for the five bench-
mark dates extending over thirty years—although not including a year
of deep depression—varied only between 0.96 and 1.04. For the entire
period an upward trend in the ratio may be detected, but it is not pro-
nounced or uninterrupted.

The range of leverage ratios for individual industries is naturally
much wider, extending between 0.77 and The lack of wide differ-
ences is evident in the frequency distribution of the ninety-eight lever-
age ratios shown in Table 61. Only eleven are below 0.90 and sixteen in
excess of 1.09. The remaining seventy-one ratios are concentrated in the
range from 0.90 to 1.09 and are divided almost equally between the
0.90 to 0.99 and the 1.00 to 1.09 intervals. This means that in three-
fourths of the cases the difference in either direction between monetary
assets and liabilities ampunts to less than one-tenth of net worth.

Estimates of the current (replacement) value of plant and equip-
ment are also available for half a dozen utility industries,15 but these
industries cannot be matched with sufficient accuracy with data from
Statistics of Income to calculate leverage ratios except for all public
utilities together and for transportation separately.'6 For these groups
the ratios are as follows:

All Public Transpor. Other Public
Utilities tation Utilities

1929 1.61
1939 2.48 8.04 2.05
1951 1.51 1.35 1.69

The leverage ratios for public utilities thus have been considerably
above unity and above those for manufacturing industries. The rise
between 1929 and 1939 and the decline between 1939 and 1951 (the
last year for which Ulmer's estimates are available) reflect the decline
and rise in the level of prices accompanied first by a small increase and
then by a sharp reduction in the debt ratio. The much sharper fall in
the leverage ratio of the transportation industries reflects primarily the
inability of the railroads to use debt financing to a substantial extent.

15 Melville J. Ulmer, Capital in Transportation, Communications, and Public
Utilities: its Formation and Financing, Princeton for NBER, 1960.

16 With additional work, such matching could probably be achieved for several
additional utility industries on the basis of data in the unpublished source book of
Statistics of Income, reports to regulatory commissions, and published balance
sheets.
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TABLE 61

LEVERAGE RATIOS FOR MANUFACTURING INDUSTRIES, 1929-59

S 1929 1937 1948 1953 1959

All Manufacturing .96 1.00 .99 1.03 1.04

Beverages 1.12 1.17 1.11 1.07
Food and kindred products .96 1.02 1.03 1.04 1.06
Tobacco products .83 1.45 1.40 1.40
Textile mill products
Apparel
Lumber and products
Furniture and fixtures
Paper and allied products

ç
1.03

1.09

.99
.87

1.10

1.08

.90

.92
1.01

.98

.96

.99

.97
92

.99

1.00
1.11
1.08

.97
1.11

Printing and publishing .80 .78 .92 .92 .87
Chemicals and allied products
Petroleum and coal products
Rubber and products

ç
1.16

.98

.94
1.10
1.03

.97
1.05
1.07

1.05
1.02
1.01

1.03
1.02
1.09

Leather and products .84 .94 .88 .97 1.01
Stone, glass, and clay products .96 .99 .94 .93 .97
Primary metals 1.00 1.13 1.11
Fabricated metal products .93 .99 1.02
Electrical machinery and appliances
Other machinery

88
.

1.04 1.05
.95

1.11
1.01

1.02
1.02

Other transportation equipment .92 1.26 1.88
Motor vehicles .83 .86 .97 .96
Instruments
Miscellaneous, mci. ordnance ç

.90
.93
.98

1.03
1.00

• 1.02
1.01

SouRcE

1929-48: Structures and equipment from Daniel Creamer, Sergei Dobrovoisky, and
Israel Borenstein, Capital in Manufacturing and Mining: Its Formation
and Financing (Princeton for NBER, 1960). Data in 1929 prices, given in
Table A-S, are converted to current values using a price index for capital
derived by dividing capital in Current prices by capital in 1929 prices.
Capital in current prices was estimated by multiplying the current price
capital-to-output ratio (Table. 11, col. 8) by output in current prices
(Table A-b).

Other assets and liabilities are from Statistics of income, Part 2, various
issues. Data for corporations submitting balance sheets were raised to cover
all corporations by the ratios for compiled receipts; from Statistics of
Income, and the resulting figures were raised again to cover all establish-
ments by Census of Manufactures ratios taken from Creamer's worksheets.

1953, 1959: Daniel Creamer, Capital Expansion and Capacity in Postwar Manu-
facturing and Recent Changes in Manufacturing Capacity (National In-
dustrial Conference Board, Studies in Business Economics, Nos. 72 and 79,
New York, 1961 and 1962). Capital in 1929 and 1954 prices was converted
to current values by using a price index for capital composed of the
Turner Construction Cost Index (from. various issues of Statistical A b-
stract of the United States) and the price index underlying deflated dur-
able producer goods (Suwey of Current Business, July 1962, and U.S.
Income and Output), weighted equally.

Other assets and liabilities from Statistics of income as for earlier years.
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No figures are available to calculate leverage ratios of corporations of
different sizes as we lack data on the current values of their assets and
net worth. Some idea of this relationship can, however, be obtained if
we assume that the relation between current and market value of assets
is the same for all size groups. Although probably not correct, this
assumption may not be so far from the facts that the unadjusted figures
are without any value. Of the voluminous material provided by the
tabulations of corporate income tax returns in Statistics of Income that
could be used for this purpose, data on nine major industry groups (all
excluding financei7) are shown in Table 62 and Chart 22 for 1956,
while additional data on durable and nondurable manufacturing
rations are.shown for 1958 and 1962 in Table 63 because they are more
recent and separate the information on the very largest corporations.

The relationship between size and leverage ratio obviously varies
considerably among industries, as is evident from Chart 22. This varia-
tion would be even more pronounced if the calculations had been made
for smaller and more homogeneous industry groups than the nine broad
sectors covered here. There nevertheless appear to be at least two
common tendencies. First,. in most of the major industry groups there
is a sharp decline in the leverage ratio between the smallest group,
which includes corporations with less than $25,000 of assets, and the
next group, containing corporations with assets of between $25,000
and $50,000. This decline appears not only in the ratio of all price.
sensitive assets to net worth but also in the components, i.e., the ratios
of fixed assets to net worth and of inventories to net worth. This
decline is due to the low net worth-asset ratio for these small corpora-
tions, which in turn reflects the existence of a surplus deficit (or even
negative total net worth) in a substantial proportion of them. Secondly,
the leverage ratio declines for the largest asset size group in all indus-
tries except construction and wholesale trade.

Over the largest part of the range, i.e., between the smallest and the
largest size groups of corporations, the major industry groups, however,
show a substantial variation in pattern. In four of the nine groups
(public utilities, services, wholesale trade, and real estate), the leverage
ratio increases throughout this range. In others, the curve is U-shaped,
the leverage ratio being lowest for corporations with assets between
$1,000,000 and $10,000,000. This is the case in manufacturing, the
largest of the nine groups, and in retail trade. Finally, in three groups,

1TFinandal corporations other than real estate (as well as undassified corpora-
tions) have been excluded because they do not lend themselves well to the cal-
culation of leverage ratios from the balance sheets that accompany their income
tax returns. Most of the price-sensitive assets of financial corporations are common
stocks which cannot be separated in the published balance sheets.
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INFLUENCE OF PRICE CHA'NGES.ON NET WORTH

CHART 22

Corporation Leverage Ratios by Industry and Size of Firm, 1956
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mining, and construction).
The more, recent data in Table 63 confirm the relationship between

size of firm and leverage shown in Table 62 for manufacturing.
There is the decline between the smallest and next sizes, then an in-

240

Construction

o 0
2
o o— —

o 0 0

the general tendency of the leverage ratio is downward (agriculture,.



LEVERAGE RATIOS

TABLE 63

LEVERAGE RATIOSa OF MANUFACTURING CORPORATIONS, BY SIZE, 1958 AND 1962

Assets

(thousand dollars)

All Manufacturing Durables

1958 1962

Nondurables

1958 19621958 1962

All sizes .95 .96 .96 .97 .95 .96
Under 1,000 1.00 1.01

Under 250
250 to 1,000

1.06
.97

91
.

.93 .99

1,000 to 5,000 .86 .94
5,000 to 10,000 .81 .91
10,000 to 50,000 .89 .92
50,000 to 100,000
100,000 to 250,000

.96
1.04

.99
1.02

97 97
a

95 96
'

250,000 to 1,000,000 1.08 1.08 •

1,000,000 and over .88 .88

SouRcE: Quarterly Financial Report for Manufacturing Corporations, Fourth
Quarter 1958, and Fourth Quarter 1962, FrC-SEC, pp. 22ff and 50ff.

a Sum of net property, plant and equipment, and inventories; divided by stock-
holders' equity.

crease culminating in a peak just below the largest firms, and another
decline when the largest size is reached.

Without more detailed investigation, it is not possible to affinn or
deny the existence of a definite correlation between size, and level of
leverage ratio for corporations or all business enterprises. It is very
doubtful, however, whether such a correlation, if it exists, is either of
a simple pattern Or generally applicable to a wide range of industries.

While it is impossible to say to what extent substitution of current
values for book values of plant and equipment in Tables 62 and 63 and
inclusion of intercorporate stockholdings in Table 63 would alter the
relation between size and leverage ratio, it is likely that these adjust-
ments would increase the level of the leverage ratio for large manufac-
turing corporations more than for small- and medium-sized ones.18
This inference is based on two facts: (1) intercorporate stockholdings
are more important for large than for small corporations; and (2) the
excess of current over book value of assets is likely to be proportionately
higher for large than for small' manufacturing corporations since their
tangible assets consist to a larger extent of equipment and plant, on
which the difference between current and book value is likely to be
higher than on inventories which account for a higher proportion of
price-sensitive assets among small- and medium-sized manufacturing
corporations.

181n comparing the levels of the leverage ratios in Table 63 with other data, it
is well to keep in mind that the numerator excludes intercorporate stockholdings.
This tends to decrease the calculated value of the leverage ratio.
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PART THREE

Housing in the National Balance Sheet





CHAPTER 9

introduction and Summary

PART THREE of this volume presents a close-up ofone type of asset—
housing—and one related type of debt—residential mortgages. Using
the detailed national and sectoral balance sheets of Volume II, we
examine the importance of housing and mortgages in the assets and
liabilities of the country as a whole and of various sectors. The picture
of the housing sector is then magnified in order to study its very dis-
parate components separately.

One feature peculiar to this part of the national balance sheet is that
a large majority of the capital is owned by the household sector for its

use. We separate this owner-occupied housing from rental housing
in the tabulations that follow. Within rental housing it seems desirable
to distinguish between multifamily structures and units in one- to four-
family structures. The latter are often adjuncts of the household sector,
as in the case of rental units in owner-occupied two- to four-family
houses or of houses temporarily in the rental market until they can be
sold. It seems desirable, also, to isolate public housing, which is owned
by the government sector and financed by the sale of government bonds
rather than mortgages.

Housing was selected as an asset worthy of separate examination
partly because of its size. For a century and a half, if we can trust some
fragments of evidence for the early 1800's,1 residential housing has ac-
counted for at least a quarter of the reproducible tangible wealth of the
United States and for more than 40 per cent of the value of structures
(Chart 23) . It has been a larger part of the national wealth than almost

any other item displayed in national balance sheet: and wealth state-
ments, greater in the nineteenth century than farm
assets and larger in the twentieth than all business structures
Within the nonfarm household sector, the value of housing has usu-
ally exceeded that of all other durable tangible assets combined.

In other countries the importance of housing in national wealth
varies widely, but it is always one of the major items. Among thirteen
countries for which data were available for., the 1950's (Table 64),
housing was almost 23 per cent or more of reproducible tangible assets
in every case except Japan.2

1Raymond W. Goldsmith, "The Growth of Reproducible Wealth of the United
States of America from 1805 to 1950," Income and

Wealth Series II, Cambridge, Eng., 1952, p. 306.
2France, South Africa, -Argentina. and Colombia are omitted from Table' 64

because the figures for dwellings exclude all or most rural hàusing.
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CHART 23

Share of Residential Structures in Total and
Structures and in Reproducible Tangible Assets,

Private
1805-1958

Source; 1 80.5-1 900: Raymond Goldsmith, "The Growth of Reproducible Wealth
of the United States of America from 1 805 to 1950" in Income and Wealth of the
United States, Income and Weolth Series II, Cambridge, Eng., 1952, p. 306. The
shore of residences in farm structures is assumed to be the some as in 1900 in
the later-segment.

1900-45: Goldsmith, A Study of Saving in the United States, Princeton, 1956,
Vol. III, pp. 42-55.

1945-58:Vol..'ll, Table I.

The housing sector can be defined in many different ways. The nar-
rowest concept might be limited to one-family and multifamily house-
keeping structures. This could be widened to include the land on
which the structures stand or enlarged further to take in trailers used
as dwellings and nonhousekeeping residential structures such as hotels,
motels, and dormitories. A still broader concept of housing might en-
compass equipment directly connected with the structures, such as
heating, air-conditioning, laundry equipment (much of which is in-
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INTRODUCTiON AND SUMMARY

TABLE 64

RESIDENTIAL STIwcruREs AS A PERCENTAGE OF REPRODUCIBLE TANGIBLE WEALTH,
THIRTEEN COUNTRIES

Belgium 45 Canada 23
Luxembourg 27 U.S.A. 35
Netherlands 25 Australia 23
W. Germany 29 Japan 17
U.K. 34 India 26
Norway 25 Mexico 31
Yugoslavia 25

SOURCE: Th. D. Van der Weide, "Statistics of National Wealth for Eighteen Coun-
tries," The Measurement of National Wealth, Income and Wealth Series VIII,
London, 1959.

separable from the house and may be included in the price), and
possibly even furniture and other housefurnishings.

For some purposes a much more comprehensive sector might be con-
structed, covering all those tangible assets that are prerequisites to the
use of the structures themselves. These might include, for example,
streets, sewers, gas and water mains, and electricity and telephone lines.
The outer limit of these increasingly broad concepts of the housing
sector would involve summing the parts of the assets of all other sectors
whose output enters into housing or its use. Their assets would be
allocated to housing in proportion to their sales by using the informa-
tion that would be contained in an interindustry relations (input.
output) table in which residential housing was one of the industries
delimited.

A similar range of possibilities arises with the definition of intangible
assets attributable to the housing sector. Under the narrowest defini-
tion only mortgage debt on residential housekeeping structures would
be included. This could be expanded to include debt on land and non-
housekeeping structures. Other debt incurred specifically for the pur-
pose of financing the purchase of houses or household equipment could
also be added, particularly such items as bonds issued by public hous-
ing authorities. A still broader definition might add debt incurred by
governments and businesses for streets and public utility installations.

In general, we have used the narrower concepts for both tangible and
intangible assets. We have included only structures in some cases, struc-
tures plus land in others, only housekeeping units at times, and all resi-
dential units at others. For the broader concepts of the housing sector,
we have confined ourselves to a few scattered remarks about the pos-
sible size of the additional items.

Housing is unique among the major service elements of the national
product in that it is produced mainly within the household sector. In
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every year since 1929 more than half of nonfarm home rental value has
been accounted for by imputed rent on owner-occupied homes, and
the proportion in recent years has been over two-thirds.3 Even rental
housing services are supplied mainly by the household sector, that is,
by persons not primarily engaged in renting real estate as a business.4
On the whole, it seems likely that the share of housing services provided
by business has declined since World War II.

The fact that housing services are provided mainly by the household
sector is reflected in the composition of housing assets.5 An overwhelm-
ing proportion of America's housing stock—90 per cent of the value
in 1960—is made up of privately owned one- to four-family structures.
More than three-quarters of the total value is in houses that are owner-
occupied or for sale. Even rental housing was concentrated, to the
extent of 69 per cent, in private one- to four-family structures. About
half the value of rental housing was provided by one-family houses
and two- to four-family houses with no owner-occupant. Of the re-
mainder, private multifamily structures accounted for half and owner-
occupiers of two- to four-family houses most of the rest. About 7 per
cent of rental housing was owned by all governmental units in the
United States.

In the postwar period (through 1960), the stock of nonfarm residen-
tial real estate, including land, grew by $342 billion to $508 billion.
Most of this increase consisted of valuation changes: $148 billion in
capital gains on housekeeping structures and another $46 billion in
changes in land values which musthave been mainly, capital gains but
probably included some net purchase of land from other sectors.

The data on capital gains and net investment point up the stagna-
tion of the multifamily housing sector since World War II. Net invest-
ment in one- to four-family structures from 1946 through 1960 added
roughly 94 per cent to the total value in existence in 1945, while it
enlarged the stock of private multifamily structures by less than 10 per
cent. Furthermore, over 50 per cent of the net increase in the value of
one- to four-family houses, as contrasted with only 10 per cent for
multifamily structures, was accounted for by net investment. What
little net investment did take place in private multifamily structures
was concentrated in the three years 1948-50 and, to a lesser extent, in
1959-60; new construction in other years was barely adequate to offset
the depreciation on the aging stock of these buildings. Relative to the
initial postwar stock of each type, construction of public multifamily

National Income, 1954 Edition, Supplement to the Survey of Current Business,
Washington, 1954, pp. 206-207; U.S. Income and Output, Supplement to the Survey
of Current Business, Washington, 1958, p. 150, and Survey of Current Business,
July 1962, p. 14.

4 Incotne, 1954 Ed., pp. 86-90.
5Table 69.
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housing was much larger than private, and the public share in postwar
multifamily construction, roughly one-third, was much greater than its
share in the housing stock. Because it is not offset by depreciation on a
large initial stock, the public share in net investment in multifamily
structures may have reached as high as two-thirds. Nonprofit housing
cooperatives, of negligible importance before the war and as a part of
the housing stock even now, have accounted for roughly 6 per cent of
multifamily construction since the war. Since this sector has no stock
of old buildings to depreciate, it may account for close to a third of net
investment in multifamily property.

Residential mortgages play a much smaller role among liabilities and
intangible assets than housing among tangibles. This follows from 'the
nature of mortgages. Residential mortgages are limited to a fraction of
the value of housing while total intangible assets in the United States
have been greater than tangibles since the 1920's. The identification
of mortgages with specific properties renders impossible the type of
pyramiding that takes place with other intangible assets; it must be
very rare to find mortgages on a single property adding up to more
than 100 per cent of the market value. Furthermore, most residential
properties are not mortgaged at all.

Nonfarm residential mortgages constituted a larger fraction of total
liabilities (9 per cent) and of intangible assets (over 6 per cent) in the
national balance sheet in 1958 than in any previous year. But there
have been large swings in these ratios and there was no clear upward
trend before .the 1950!s. Relative to total private debt, corporate bonds,
and the total assets of all financial institutions, however, these mort-
gages had been rising in importance.

The debt ratio for housing—that is, the ratio of mortgage debt out-
standing to the total value of housing assets—reached its peak level
(over 30 per cent) at the end of our period (the level was also quite

high in 1933). Debt ratios have usually risen in building booms, such
as in the 1920's and 1940's, and they also rose during the one sharp
price decline observable in our data, that of 1929-33. High construction
levels raise the debt ratio by increasing the proportion of new housing,
usually heavily encumbered; a price decline raises it by reducing the
current value of housing, leaving liabilities unchanged.

The postwar rise in the housing debt ratio (which more than
doubled from the low levels reached during World War II) occurred in
the face of very large increases in house prices. The house price in-
creases alone would have been sufficient, even in the absence of
amortization and other mortgage repayments, to lower the debt ratio
on the housing in existence in 1945 from 14 to 7 or 8 per cent. The
growth in debt that took place was not all accounted for by new
houses; it is clear that in the first few years after the war, and prob-
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ably later as well, the effect on• owners' equity of increases in house
prices was partly offset by increases in mortgage debt on old houses.

Home-owners gained from inflation in a number of ways. Even those
without mortgages gained nominally from increases in house prices,
and they may have enjoyed real gains as well, because there is some
evidence that house prices increased more than the general price level.
Owners of mortgaged homes stood to: gain in real terms from the reduc-
tion in the real value of their mortgage indebtedness (see Part Two of
this volume). Some owners of real estate converted their capital gains
on old houses into cash or better housing either by increasing the
mortgage indebtedness on the houses they owned or by using their
increased equities to make down payments on more expensive homes..
Both actions are ways of restoring the debt-asset ratio to the previous
level or bringing the ratio to a level suggested by price expectations.

Among mortgaged properties, debt ratios are highest on rental hous-
ing and lowest on owner-occupied properties of two to four units. But
taking all properties together, mortgaged and nonmortgaged, the ratios
are highest on owner-occupied one-family homes. The explanation is
that almost 50 per cent (by value) of owner-occupied one-family homes
are mortgaged, compared with 35 per cent of rental properties. The
high debt ratios on mortgaged rental properties are entirely accounted
for by properties of fifty units or more; the ratios for smaller properties
are quite similar to those of owner-occupied houses.

The fact that a high proportion of one- to four-unit rental housing
is unencumbered is confirmed by data on numbers of units, which indi-
cate that the proportion mortgaged may be half as great, or even less,
for rental properties as for owner-occupied properties. One reason for
this is that rented units, and particularly mortgage-free rented units,
are considerably older than those occupied by owners.

There were considerable fluctuations in the postwar period around
these long-term trends in housing and its financing. After the upsurge
of construction in 1946 and 1947, nonf arm residential construction and
net asset acquisitions by nonfarm households moved very similarly; the
ratio of the former to the latter fluctuated only between 23 and 27 per
cent. Mortgage flows underwent much larger and different fluctuations,
showing particularly sharp peaks in 1950, 1955, and 1959. Equity
financing of new houses, on the other hand, moved in conformity with
postwar business cycles, reaching peaks in 1948, 1953, 1957, and prob-
ably in 1960, and falling in each of the following contraction years. In
the years after the troughs of 1949, 1954, and 1958, mortgage lending
increased with a rush and then fell back, while equity financing con-
tinued to rise throughout the upswing.

Ratios of construction expenditures to income suggest that con-
sumers were persuaded to purchase more new housing in relation to
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income in 1950, 1955, and 1959 than in any other postwar years. How-
ever, they also seemed to add to other assets as rapidly as to housing
assets in all three years. The changing ratios of mortgage flows to con-
struction expenditures suggest that part of the increase in mortgage
flows from 1949 to 1950, 1953 to 1955, and 1957 to 1958 was absorbed
in a rise in the borrowing ratios. In neither of the first two of those
periods were consumers persuaded to invest substantially more of their
own funds in housing.

Data on gross flows, despite their crudity, permit two conclusions
regarding mortgage repayment rates—the ratio of repayments to out-
standing debt. One is that the rate is much higher for conventional
than for guaranteed mortgages, and, among the guaranteed, higher for
FHA than for VA mortgages. The second is that the repayment rate
has been falling throughout the postwar period for total mortgages,
each type of mortgage, and the mortgage holdings of each sector.

Using sample data, it is possible to go beyond the aggregates of
owner-occupied and rented and of mortgaged and nonmortgaged
property to the individual family units in the different types of hous-
ing. From these, some information can be derived on the factors which
determine the choice among the various types of housing status: rent-
ing, owning a mortgaged home, or owning a home debt-free.

The characteristic most closely related to housing status is wealth,
measured by total assets or net worth. At almost every age and at almost
every income level, renters were the. poorest (in terms of assets) and
owners of debt-free homes the richest of the three housing status groups.
Wealth may be a proxy here for lifetime income. Or, it may be that
housing status itself, chosen for other reasons, such as family size, in-
fluences a family's net worth.

Once wealth has been taken account of, age serves only to differenti-
ate owners of nonmortgaged homes from the other two groups, who
were considerably younger. Older families shifted toward debt-free
homes ownership either as a virtually automatic consequence of mort-
gage amortization or in preparation for future declines in income.

If the age comparison is made without eliminating the influence of
wealth as a variable, an age difference between renters and owners of
mortgaged homes appears, with the renters being the younger of the
two.

Within wealth classes, there were no significant income differences
between renters and owners of mortgaged homes, just as there were no
age differences. Owners of debt-free homes, however, had the lowest
incomes, a fact that can be accounted for by the age distribution.
Within age groups, owners of mortgage-free homes had the highest in-
comes of the three housing groups, and, in particular, had the highest
proportion in the over income class.
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CHAPTER 10

Housing as a Component of National Wealth

Long-Term Trends in Importance of Housing

ALL RESIDENTIAL STRUCTURES

FRAGMENTARY data for 1805 and 1850 combined with more reliable
information for later years suggest that economic development is not
necessarily accompanied by a trend in the importance of housing in
reproducible wealth. The data for different countries in Table 64 con-
firm this impression. Although they do not encompass all levels of eco-
nomic development, within the range included there is no obvious
connection between, say, income and the share of housing.

Trends in the importance of housing are difficult to establish. The
estimates available for early years are based on very slight evidence,
and, moreover, wide swings in the ratio of housing to total structures
and assets make trends sensitive to the choice of beginning and end
years. Further uncertainty is introduced because the data, divided into
three segments, have overlaps which often show considerable discrepan-
cies. This problem, which runs through most of the long-term compari-
sons made here, is illustrated in Chart 23 by the differences between
linked and unlinked ratios of residential structures to reproducible
tangible assets. The linked ratios (Alternative I) imply a fall in the
importance of housing between 1850 and 1958 and only a 5½ per cent
rise between 1880 and 1958. The unlinked ratios, on the other hand,
show a small rise from 1850 to 1958 and a considerable one (over 30
per cent) from 1880 to 1958.

Linking segments by a ratio for overlapping years implies that the
revision improved the estimation the level of the series or changed
its coverage but that each segment represented the best estimate of the
changes within the period. In other words, the discrepancy between the
end of one segment and the beginning of the next is assumed to be
characteristic of the whole segment. The series constructed under this
assumption is referred to as Alternative I in Chart 23.

An alternative assumption is that the beginning of each segment
represents the best estimate of the level for that year and that the error
implied by the difference between the end of one segment and the
beginning of the next accumulated gradually during the period. The
initial year of each segment is thus taken to be correct and the rest of
the segment is used to interpolate between the initial year of one seg-
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ment and the initial year of the next. The resulting series is Alternative
II in Chart 23. A choice between the two assumptions in the charts was
avoided by plotting the series with overlaps. But in the discussion the
second assumption was generally used.

Although the share of housing in reproducible tangible wealth has
not shown a single clear trend during the last 150 years as a whole, it
has exhibited wide swings. It fell from 33 per cent in 1805, one of the
highest shares on record, to 23.6 per cent in 1880, the lowest observed.
This was a period in which our very crude estimates for farm residences
fell from roughly 17 per cent of tangible wealth to only about 4 per
cent, and the gain in importance of nonfarm housing was much too
small to make up for this reduction.

Between 1880 and 1945, housing's share of tangible wealth rose, par-
ticularly after 1912. The two sharpest increases took place between
1880 and 1890 and between 1922 and 1929, both periods which coin-
cided roughly with strong upswings in long building cycles. But the
milder upswing in building in 1900-09 was not reflected in the ratio
of housing to wealth which, on the contrary, declined.'

On the whole, the linked series (Alternative I) suggests no trend
since 1850; the unlinked one and Alternative II indicate an upward
trend. Much of this trend, however, was wiped out by the decline after
World War II. If housing is compared with private, rather than total,
tangible assets, there is a stronger upward trend in its share because
government wealth (almost entirely nonresidential) grew more rapidly
than private wealth after 1900.

As a proportion of total structures, residences showed much milder
fluctuations and even less of a trend, in both linked and unlinked
versions. But in relation to private structures, housing clearly increased
in importance, particularly between 1880 and 1945, and the postwar
decline was very slight.

NONFARM RESIDENTIAL STRUCTURES

Nonf arm housing, the main concern of this part, unquestionably grew
in importance over a long period. Its share in structures increased from
slightly over 25 per cent in 1805 to almost half after World War II, and
its share in reproducible tangible wealth rose from 16 to around 30

1 for turning points in number and value of housekeeping units are given
in Leo Grebler, David M. Blank, and Louis Winnick, Capital Formation in Resi-
dential Real Estate, Princeton for NBER, 1956, p. 42. Dates for building cycles are
listed in Arthur F. Burns and Wesley C. Mitchell, Measuring Business Cycles, New
York, NBER., 1946, p. 422, and a large number of building series are charted in
George F. Warren and Frank A. Pearson, World Prices and the Building Industry,
New York, 1937, Chapter VI.
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per cent (Chart 24). Most of this rise took place before 1890. After that
the shift from farm to nonfarm was not of great importance. Linking
the three segments reduces the trend somewhat but does not begin to
erase it. Since World War II there has been no further increase in non-

85

60

75

70

65

60

55

50

45

40

35

30

25

20

1805

CHART 24

Share of Nonfarm Residential Structures in Total and
Private Structures and in Total, Private, and Nonform
Household Reproducible Tangible Assets, 1805-1958

254

Per cent
90

Source: See source to Chart 23.

'80 '90 1900 '12 '22 '29'33



HOUSING AS A COMPONENT OF NATIONAL WEALTH

farm housing's share of structures, and there has been a substantial
decline in its share of total wealth. As was true of total housing, non-
farm housing's share of private structures and reproducible wealth
grew more rapidly than its share of the total.2

Despite the growth of nonfarm housing in total wealth, it suffered a
steady loss in its position among the assets of nonfarm households.
Consumer durables, the other reproducible tangible asset of house-
holds, more than doubled in importance, their share growing in almost
every period. Three exceptions to this trend were the two building
boom periods of 1880-90 and 1922-29, and the contraction when
the more rapid depreciation of consumer durables tended to decrease
their importance. A purely technical element in this declining trend
was the fact that all housing was treated as owned.by households in the
1805-1900 segment, while in the postwar years more than 10 per cent of
it was allocated to business sectors.

This shift from housing to consumer durables in the assets of the
household sector reflects the decline in expenditures for housing rela-
tive to those for other goods pointed out by Grebler, Blank, and
Winnick.8 They attributed the shift to a weakening of consumer prefer-
ences for housing. Margaret Reid has suggested that the rising price of
housing relative to other consumer goods was responsible.4 The. unreli-
ability of early construction expenditure estimates and the known
understatement of recent expenditures may also help to explain the
apparent decline in the importance of housing.

SECTORAL DISTRIBUTION OF RESIDENTIAL REAL ESTATE

Beginning with 1900, the date of the earliest national balance sheet, we
can examine residential real estate as a whole, including residential
land, and its importance to some of the main sectors.5 Corporate-owned
housing is of minor importance in both the housing total and corporate

21n contrast to the upward trend in the share of nonfarm housing in repro-
ducible tangible assets (in current dollars), Grebler, Blank, and Winnick find a
great decline in the constant dollar ratio of nonfarm residential to total gross
capital formation between 1890 and 1950 and something of a downward trend in
the ratio for net capital formation. .The share of residential in total construction
after 1915 showed wide fluctuations but little or no downward trend. (Grebler,
Blank, and Winnick, Formation, pp. 154-141.)

3lbid., pp. 124-133.
4lournal of Political Economy, April 1958, pp. 147-152.

Some of the increase in information is illusory. The breakdown of real estate
by sector is calculated by applying roughly estimated percentage distributions to
totals for various types of residential real estate. Over considerable periods the
sectoral distribution therefore varies mainly with shifts in the composition of the
stock between one- to four-family and multifamily housing and allows for no
change in the distribution of ownership within these groups. Similar arbitrary
elements enter into the estimates of residential land values.
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assets. The allocation problem is more important for the nonfarm
unincorporated business sector, in which multifamily housing is a fairly
important asset. The problem involves not only a lack of knowledge of
the ownership of real estate but also a difficulty in defining a business
as opposed to a personal asset. The Federal Reserve flow-of-funds ac-
counts, for example, treat rental housing outside of owner-occupied
structures as business-owned, while the national balance sheets used
here allóéate all rental housing in one- to four-unit structures to the
nonfarm household sector.6

Despite the built-in stability implied by these qualifications, some
trends in the importance of residential real estate are visible in Table
65. It rose from 21-25 per cent in the 1900-22 period to a very steady
28-32 per cent in later years. On the other hand, it was over Si per cent
of the assets Of nonfarm h useholds in 1900, only 22-28 per cent after
that. This decline may well be illusory; the early construction data, on
which the 1900 value is based, include some extremely crude estimates,
and the figures after 1900 show no trend. In the .nonfarm unincorpo-
rated business sector balance sheets, the share of housing grew sixfold
between 1900 and 1933 but declined somewhat after the war. These
changes reflect the predepression rise and postwar decline of the
tance of multifamily structures in the total housing stock. Changes in
the role of multifamily housing also influenced the 'rapid growth of
housing's small share in the corporate balance sheet up to 1929 and the
slight decline after Public housing, a negligible factor in total
and in government assets, grew steadily after the war but reached only
2 per cent of government assets.

In all of these national balance sheets, the ownership of nonfarm
residences is overwhelmingly (over 85 'per cent) concentrated in the
nonf arm household sector throughout the period since 1900. This high
concentration has, in effect, been built into the data by the method of
allocation and would vary with changes in the definition of the non-
farm unincorporated business sector. But even the narrowest definition
of the household sector, which included only owner-occupied units and
treated all rental housing as business, would include two-thirds or more
of the housing stock in all the postwar years.

6 Several treatments are possible. The allocation in the balance sheets of all
rental units in one- to four-unit structures to the household sector is one extreme.
It treats these houses as an investment rather than as a business. The opposite treat-
ment would be to allocate to unincorporated business all rental units, including
those in owner-occupied two- to four-family houses. This can be done with the
estimates for the postwar years given later in this chapter. The method of the FRB
flow-of-funds accounts is intermediate, placing in the household sector all rental
units in owner-occupied properties and leaving other rental units in the business
sector.
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TABLE 65

SHARE OF RESIDENTIAL ESTATE IN TomL ASSETS, BY SECTOR, AND
IN TOTAL ASSETS, 1900-59

cent)

Share in Total Assets

Share inNonfarm Non-
IJninoorpo- financial Tangible

Nonfarm rated Corpo. Govern- Assets,
Households Business Agriculture rations ment All Sectors

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

1900 31.6 8.0 6.6 1.1 n.a. 24.7
1912 25.2 6.5 5.6 1.3 na. 21.4
1922 24.8 9.4 8.7 1.7 n.a. 24.4
1929 22.3 15.5 9.0 2.9 na. 28.4
1933 25.0 18.2 10.0 3.1 na. 29.2
1939 26.0 17.5 9.8 4.1 n.a. 30.3
1945A 21.7 16.2 8.6 3.7 n.a. 29.9

1945B 22.8 21.5 8.8 3.9 1.4 31.5
1946 24.6 19.7 9.4 4.0 1.7 30.4
1947 27.1 19.6 9.9 4.1 1.7 30.8
1948 27.6 19.5 9.8 4.1 1.5 30.3
1949 26.5 19.1 10.0 4.0 1.6 29.8
1950 27.5 18.7 9.5 4.0 1.5 29.9
1951 27.3 17.9 9.2 3.8 1.7
1952 27.3 17.7 9.6 3.8 1.8 29.5
1953 27.3 17.8 10.1 3.8 1.9 29.5
1954 25.9 16.7 10.1 3.7 2.0 29.4
1955 25.6 16.1 10.3 3.5 1.9 29.6
1956 25.7 15.6 10.2 3.5 1.9 29.2
1957 26.2 14.9 9.8 3.4 2.0 28.4
1958 24.9 14.7 9.8 5.4 2.2 28.5

SouRcE: 1900-45A: Value of residential real estate from Raymond W. Goldsmith,
National Wealth of the United States in the Postwar Period,
Princeton for NBER. 1962, Tables A-35 and A-40. (All cor-
porate holdings were assumed to be all held by nonfinancial
corporations.) Total assets, by sector, and total tangible assets
from Vol. II, Tables I and Ia.

1945B-58: Residential real estate from Vol. II, Tables IV-a.1 and IV-a-Sa.
Total assets, by sector, and total financial assets from Vol. II,
Tables I and Ia.

Postwar Changes in Relationship of Housing to Wealth and Assets

TWO SOURCES OF HOUSING DATA

For the years after World War II, data on housing are available in
much greater detail than before. In addition to the perpetual inventory
data,7 which underlie all the balance sheet totals, there are census-type

7See Raymond W. Goldsmith, "A Perpetual Inventory of National Wealth's in
Studies in Income and Wealth, Vol. 14, New York, NBER, 1951; and National
Wealth.
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data from which entirely independent estimates of the value and dis-
tribution of the housing stock can be made, as in Appendix A.8

The estimates developed in Appendix A are summarized in Table 66
and compared with the balance sheet estimates derived by the per-
petual inventory method which are given in detail in Table 67.° The
two methods of estimation give results that differ substantially in both
level and trend, the census-type figures rising from 85 per cent in 1946
to 108 per cent of the perpetual inventory estimates in 1956. One ex-
planation might be the gradual disappearance of rent control, which
would tend to raise census-type estimates but would not affect perpetual
inventory data. But the plausibility of this explanation is reduced by
the fact that most of the relative increase came not in multifamily hous-
ing, which is most affected by rent control, but in one- to four-family
houses, which are mostly owner-occupied.

A more likely culprit is the apparent understatement of the value of
construction in the official estimates. Data for 1959 indicate an upward
revision of 11 or 12 per cent.'° Applied to the construction estimates
for the whole postwar period, such a revision would bring about a con-
siderably more rapid rise in the perpetual inventory estimates.

Another explanation for the faster growth of the census-type esti-
mates is the apparently greater increase in house prices than in con-
struction costs between 1950 and 1956. While construction costs rose by
approximately 15 per cent, average house values gained over 50 per
cent between the 1950 census and the 1956 National Housing Inven-
tory, and average values shown in the Survey of Consumer Finances by
the University of Michigan Survey Research Center rose by over 36 per
cent. While the average values do not represent pure price changes,
since they include the effects of improvements in the quality of new
housing added to the stock, it is unlikely that this latter factor could
account for such large differences. It therefore seems likely that the
prices underlying these average house values did rise more than con-
struction costs by a considerable margin.

81n Appendix D of Capital Formation, Grebler, Blank, and Win nick compare
the two types of estimates for 1950 and earlier years. An appraisal of the accuracy
of owners' responses to value questions, which are the basis of census-type estimates,
appears in Leslie Kish and John B. Lansing, "Response Errors in Estimating the
Value of Homes," Journal of the A,nerican Statistical Association, September 1954.

The census-type estimates have been matched with the perpetual inventory data
for privately owned housing only, on the ground that the census estimates are likely
to have badly understated public housing. This understatement arises because rental
housing values are estimated from rent data, using value-to-rent ratios for mort-
gaged private rental housing. These ratios, applied to the subsidized rents of public
housing projects, probably understate the value of such projects by considerably.
more than half.

10 Construction Reports: Construction Activity, U.S. Bureau of the Census, Series
C 30-25 (supplement), Washington, July 1961.
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There is one substantial piece of evidence on house prices during
this interval: the results of price comparisons for identical houses in
the 1950 Housing Census and the 1956 National Housing Inventory.1'
These show price increases ranging from 27 per cent for houses in the
$l0,000-15,000 class in 1950 to 78 per cent for the cheapest houses,
those under $4,000, and averaging 39 per cent (Table 68) •12 If we
allow for the fact that some depreciation occurred during this period,
the range becomes 38 to 95 per cent, with an average of 52 per cent.'3

It is possible that even the data on identical houses are biased. if
the object of measurement is the cost of an equivalent house. The
units present at both dates may be those in the more desirable loca-
tions; those destroyed or altered are more likely to have been in de-
teriorating areas and thus to have been losing in value up to the point
of disappearance. The units present in both periods may have had
improvements which raised their value: additional equipment, re-
wiring, landscaping, or rooms added. Very little information is avail-
able on changes in the characteristics of these "identical" units, but
there was an increase in the proportion having all plumbing facili-
ties, "both flush toilet and bathtub or shower inside the structure for
the exclusive use of the occupants, and hot running water," which
seemed to outweigh the accompanying increase in the proportion listed
as dilapidated.14

Another source of discrepancy between costs of new and existing
houses is that new houses are built further away from the central city as
time passes. This movement should keep the land value component of
price from rising as fast for new houses as it does in existing houses.

111956 National Housing Inventoty, U.S. Bureau of the Census, Washington,
1958-59, Vol. I, Part 1, Table 6, P. 40. This table does not supply the price infor-
mation in the most desirable form, i.e., a tabulation of average per cent changes,
but it shows a cross-classification of the value class in 1950 with the value class in
1956. Average changes were estimated by using the midpoints of classes as class
averages. This is probably incorrect in that data in the appendix suggest that
the averages are near the lower end of each class, but since both 1950 and 1956
were similarly treated we assume that the estimate of percentage change is not
seriously biased. Percentage change was not computed for the open-end class by
this method because it would have been hopelessly biased downward.

'ZIt should be noted that these estimates of the change in house prices are very
different from those of Roy Wenzlick, published in The Real Estate Analyst. His
index of house prices rises only 11 per cent between 1950 and 1956 (ibid., Supple-
mentary Pages, 1960), a little more than half the increase in construction costs
instead of more than twice according to our calculations.

13 calculation assumes an eighty-year life. The perpetual inventory calcula-
tions used an eighty-year life for new construction but a shorter one for additions
and alterations. The percentage increase in price under these assumptions should
therefore be slightly greater than we have calculated.

141956 National Housing Inventory, Vol. I, Part 1, p. 6 and Table 4.
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TABLE 66

VALUE OF NONFARM HOUSING STOCK, BY TENURE AND TYPE OF
CENSUS-TYPE AND PERPETUAL INVENTORY ESTIMATES, 1945-60

(billion dollars)

. 1945 1946 1947 1948

One- to Four-Family Structures
Census-Type Estimates

1. Owner-occupied units, 1-family 80.0 97.5 121.4 188.2
2. Owner-occupied units, 2- to 4-family 8.7 10.5 18.1 14.9
3. Renter-occupied units, in owner-occupied houses 7.5 9.2 11.4 18.0
4. Renter-occupied Units, other 25.0 25.1 81.9 82.1
5. Vacant units, for sale 0.4 0.7 1.1 1.4
6. Vacant units, for rent 0.8 0.5 0.7 0.9
7. Total 122.4 143.5 179.6 200.5

8. Perpetual inventory estimates 144.9 170.2 208.0 225.3

9. RatIo of census-type to perpetual invent. (per cent) 84.5 84.8 86.3 89.0

Multifamily Structures
Census-Type Estimates

10. Owner-occupied Units 0.5 0.5 0.7 0.7
11. Renter-occupied units 18.3 14.0 17.7 18.4
12. Vacant units 0.2 0.1 0.2 0.4
13. Total 14.0 14.6 18.6 19.5

14. Perpetual inventory estimates 14.6 16.5 19.4 21.5

15. Ratio of census-type to perpetual invent. (per cent) 95.9 88.5 95.9 90.7

Total
16. Census-type estimates 136.4 158.1 198.2 220.0

17. Perpetual inventory estimates, private 159.5 186.7 227.4 246.8
18. Perpetual inventory estimates, public 2.1 2.5 2.8 2.8
19. Perpetual inventory estimates, total 161.6 189.2 230.2 249.6

20. Ratio of census-type to perpetual invent!,
private (per cent). 85.5 84.7 87.2 89.1

SOURCE

Line 1: April 1, 1960, Table A-2, lines 6 and 11. April 1, 1950 and December 31.
1956, Table A-6, lines 10 and 12. Other years, interpolated and
via col. 1 of Table A-b.

2: Table A-lO, col. 2, minus line 1 of this table.
8: Table A-b, col. 3.
4: Table A-20, col. 5, minus line 3 of this table.
5: 1945-54, Table A-24, col. 5. 1955-60, Table A-23, line 27.
6: 1945-54, Table A-26, col. 6. 1955-60, Table A-28, line 28.
7: Sum of lines 1.6.
8; Table 67, line 1.
9: Line 7 divided by line .8.
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1949 1950 1951 1952 1953 1954 1955 1956 1957 1958 1959 1960

136.8 156.7 178.1 200.9 211.3 228.0 254.8 291.7 308.0 323.8 358.2 364.3
14.8 16.5 18:1 19.6 20.0 20.8 22.3 24.6 22.3 19.7 17.5 17.1
12.9 14.3 15.8 17.2 17.4 18.1 19.5 21.5 19.5 17.2 15.4 15.0
31.5 35.3 39.0 42.7 43.7 45.9 49.8 55.4 59.4 63.4 10.2 72.2

1.6 2.0 2.6 3.2 3.7 4.3 5.1 5.3 6.6 7.0 7.3 8.1
1.1 1.6 2.2 2.8 3.4 4.0 4.9 4.6 5.0 5.5 5.9 6.1

198.7 226.4 255.8 286.4 299.5 821.1 356.4 403.1 420.8 486.1 469.5 482.8

221.9 258.5 276.7 292.5 304.6 316.7 844.8 870.0 387.8 406.6 489.5 456.7

89.5 87.6 92.4 97.9 98.3 101.4 103.4 108.9 108.6 107.3 106.8 105.7

0.7 0.8 0.8 0.9 0.9 0.9 0.9 1.0 1.0 1.1 1.1 1.2
18.1 19.9 21.4 22.8 22.6 23.1 24.3 26.3 27.0 27.5 29.2 29.8

0.5 0.7 0.9 1.2 1.4 1.6 1.9 1.4 1.5 1.5 1.9 3.2
19.3 21.4 23.1 24.9 24.9 25.6 27.1 28.7 29.5 30.1 32.2 34.2

21.8 24.5 26.4 27.2 27.3 28.6 29.8 30.4 31.1 32.3 32.7

88.5 87.3 90.2 94.3 91.5 93.8 94.8 96.3 97.0 96.8 99.7 104.6

218.0 247.8 278.9 311.3 324.4 346.7 883.5 481.8 450.3 466.2 501.7 517.0

243.7 283.0 302.3 818.9 331.8 344.0 373.4 399.8 417.7 437.7 471.8 489.4
2.8 3.8 4.3 4.8 5.0 5.3 5.6 6.1 7.0 8.1 8.7

246.5 286.1 306.1 323.2 536.6 349.0 378.7 405.4 423.8 444.7 479.9 498.1

89.5 87.6 92.3 97.6 97.8 100.8 102.7 108.0 107.8 106.5 106.3 105.6

10: Table A-20, col. 7.
11: Table A-20, col. 6.
12: 1945-54, Table A-26, col. 7. 1955-60, Table A-23, line 29.
13: Sum of lines 10-12.
14: Table 67, line 8.
15: Line 13 divided line 14.
16: Sum of lines 7 13.
17: Sum of lines 8 and 14.
18: Table 67, line 22.
19: Sum of lines 17 and 18.
20: Line 16 divided by line 17.
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TABLE 67

VALUE OF NONFARM HOUSING STOCK, BY TYPE OF AND SECTOR OF OWNERSHIP,
PERPETUAL INVENTORY ESTIMATES, CURRENT PRICES, 1945-6.

(billion dollars)

1945 1946 1947 1948 1949

Private
1. 1- to 4-family: Total 144.9 170.2 208.0 225.3 221.9
2. Structures 126.1 148.1 181.0 196.1 193.1
3. Land 18.8 22.1 27.0 29.2 28.8

4. Nonfarm households: Structures 123.7 145.3 177.6 192.3 189.4
5. Land 18.5 21.7 26.5 28.7 28.2
6. Corporations: Structures 2.4 2.8 3.4 3.8 3.7
7. Land .3 .4 .5 .5 .6

8. Multifamily: Total 14.6 16.5 19.4 21.5 21.8
9. Structures 11.7 13.2 15.5 17.2 17.5

10. Land 2.9 3.3 3.9 4.3 4.3

11. Corporations: Structures 4.5 5.1 6.0 6.8 7.1
12. Land 1.1 1.3 1.5 1.7 1.8
13. Unincorporated business: Structures 7.2 8.1 9:5 10.4 10.4
14. Land 1.8 2.0 2.4 2.6 2.5

15. Nonhousekeeping: Total 4.2 4.7 5.3 5.7 5.5
16. Structures 3.4 3.7 4.3 4.6 4.4

Land .8 1,0 1.0 1.1 1.1

18. Corporations: Structures 1.4 1.5 1.9 2.0 2.0
19. Land .3 .5 .4 .5 .5

20. Unincorporated business: Structures 2.0 2.2 2.4 2.6 2.4
21. Land .5 .5 .6 .6 .6

Public
22. Total: 2.1 2.5 2.8 2.8 2.8
25. State and local .9 1.4 1.7 1.8 1.9

24. Federal 1.2 1.2 1.1 1.0 .9

SOURCE

All references are to Goldsmith, National Wealth, unless otherwise noted. Figures
were extended to 1960 by using data and methods cited in that source.
Line 1: Table B-12, col. 5, pIus Table B-164, col. 11.

2: Table B-lU, col. 8, plus Table B-164, col. 11.
3: Line 1 minus line 2 of this table.
4: Table B-16, col. 8, plus Table B-164, col. 11.
5: Table A-40, col. 2.
6: Line 2 minus line 4 of this table.
7: Line 3 minus line 5 of this table.
8: Table B-12, col. 6, plus Table B-146, col. 11.
9: Table B-b, col. 9, plus Table B-l46, col. J I.

10: Line 8 minus line 9 of this table.
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1950 1951 1952 1953 1954 1955 1956 1957 1958 1959 1960

258.5 276.7 292.5 .804.6 816.7 344.8 370.0 387.3 406.6 439.5 456.7
224.9 240.7 254.5 265.0 275.6 300.0 321.9 336.9 353.7 382.3 397.1

33.6 36.0 38.0 39.6 41.1 44.8 48.1 50.4 52.9 57.2 59.6

220.6 236.1 249.5 259.9 270.2 294.1 315.5 330.3 346.7 374.7 389.5
32.9 35.2 37.2 38.8 40.4 44.0 47.2 49.4 51.9 56.1 58.3

4.3 4.6 5.0 5.1 5.4 5.9 6.4 6.6 7.0 7.6 7.8
.7 .8 .8 .8 .7 .8 .9 1.0 1.0 1.1 1.9

24.5 25.6 26.4 27.2 27.3 28.6 29.8 80.4 81.1 32.3 32.7
19.7 20.5 21.2 21.8 21.9 22.9 23.9 24.4 24.9 25.9 26.2
4.8 5.1 5.2 5.4 5.4 5.7 5.9 6.0 6.2 6.4 6.5

8.2 8.6 9.1 9.5 9.6 10.2 10.8 11.2 11.5 12.2 12.5
2.0 2.2 2.3 2.4 2.4 2.6 2.7 2.8 2.9 3.0 3.1

11.5 11.9 12.1 12.3 12.3 12.7 13.1 13.2 18.4 13.7 18.7
2.8 2.9 2.9 3.0 3.0 3.1 3.2 3.2 9.3 8.4 3.4

5.9 6.0 6.1 6.2 6.3 6.6 7.0 7.4 7.9 8.6 9.4
4.7 4.8 4.9 5.0 5.0 5.5 5.6 5.9 6.3 6.9 7.5
1.2 1.2 1.2 1.2 1.8 1.5 1.4 1.5 1.6 1.7 1.9

2.1 2.2 2.3 2.4 2.5 2.7 2.9 3.1 9.4 3.8 4.2
.6 .6 .6 .6 .7 .6 .8 .8 .9 .9 1.1

2.6 2.6 2.6 2.6 2.5 2.6 2.7 2.8 2.9 3.1 3.3
.6 .6 .6 .6 .6 .7 .6 .7 .7 .8 .8

3.1 3.8 4.3 4.8 5.0 5.3 5.6 6.1 7.0 8.1 8.7
2.3 3.0 3.6 4.1 4.4 4.8 5.1 5.5 6.0 6.6 6.9

.8 .8 .7 .7 .6 .5 .5 .6 1.0 1.5 1.8

11: Line 9 minus line 13 of this table.
12: 25 per cent of line 11 of this table.
13: Table B-16, col. 9, plus Table B.l46, col. 11.
14: Line 10 minus line 12 of this table.
15-16: Table B-iS, cols. 5 and 3.
17: Line 15 minus line 16 of this table.
18: Line 16 minus line 20 of this table.
19: Line 17 minus line 21 of this table.
20: Table B-54, col. 3.
21: Table B54, difference between cols. 5 and 3.
22: Table ASS, sum of cols. 6 and 7.
23: Table A35, col. 6.
24: Table A-35, col. 7.
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TABLE 68

CHANGE IN VALUE OF IDENTICAL HousEs, 1950 AND 1956a

Average

Percentage Change, 1950 to 1956"

.

Value Without With
Value of House in 1950 of House Allowance for Allowance for

(dollars) in 1956" Depreciation Depreciatione

Under 4,000 5,345 78 95
4,000- 5,999 7,679 54 68
6,000 - 7,999 10,081 44 57
8,000- 9,999 12,133 55 47

10,000 - 14,999 15,821 27 38

Average 39 52
Average cxci. houses under

$4,000 in 1950 35 48

SOURCE: 1956 National Housing Inventory, Vol. I, Part 1, Table 6, p. 40.
Owner-occupied one-dwelling-unit structures without business and with only one

dwelling unit in property.
b Calculated assuming class averages to be at midpoints. Geometric means would

give almost identical results.
Assuming 80-year life and 6.75 years of depreciation.

CHANGES IN THE COMPOSITION OF THE HOUSING STOCK

Although the census-type data may represent the movements of market
value more accurately, we have used the perpetual inventory data as the
basic framework for our estimates because they are consistent with
other parts of the national balance sheet. We have taken the distribu-
tion of housing values by tenure from the census-type data and applied
it to the perpetual inventory aggregates. The resulting estimates, which
are used in the rest of this chapter, are given in Table 69.

Private one- to four- family housing is clearly of overwhelming im-
portance. Starting under 90 per cent in 1945, its share rose slowly, but
consistently, to 91.7 per cent, while that of private multifamily housing
fell from 9 to 7 per cent. The shift appears even more strongly in the
original census-type data of Table 66. There the share of• all one- to
four-family housing rises from 89.7 to 93.4 per cent, pushing down that
of multifamily housing from 10.3 to 6.6 per cent.

The importance of rental units in the total stock of housing also
declined, partly reflecting the fall in the importance of multifamily
structures. But the share of one- to four-family rental housing also
shrank—from over 24 per cent of the, total value of housing to less
than 18 per cent. The only type of rental housing which grew rela-
tively was public housing, but it remained of very minor importance,
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never reaching 2 per cent of the total housing stock. The place of rental
units in owner-occupied two- to four-family structures declined sharply
after 1956 as a result of the apparent shift of owner.occupiers to
family homes discussed below.

Owner-occupied and sales units, over 65 per cent of the total value
at the beginning of the period, increased their share to 79 per cent by
1960. The share of the main component of this group, one-family
houses, rose from less than 59 to more than 69 per cent, while that of
tWo- to four-family houses was cut almost in half, mainly after 1956.

Vacant housing, only 1 per cent of the total in 1945, reached 3.3 per
cent in 1960.

Within the one- to four-family sector, rental housing lost ground to
owner occupancy, particularly between 1945 and 1950. Owner-occupied
two- to four-family structures, 13 per cent of one- to four-family housing
in 1945, accounted for less than 7 per cent in 1960.

The apparent decline in the absolute and relative value of two- to
four-family structures requires further exploration; it seems too sudden
and too extreme. Data on numbers of units for April 1950, December
1956, and April 1960 show this drop, but the recently published volume
on components of inventory change from 1950 to 195915 suggests a
much milder shift toward one-family houses and no absolute decline
iii the nÜmbët of two- to four-family structures. The difference between
the December 1959 and April 1960 figures for the number of units in
two- to four-family structures is particularly large: the former was 10.5
million and the latter 7.6 million.'8

Within rental housing, the share of public housing grew to a peak of
6.8 per cent in 1960. However, one- to four-unit private structures cOn-
tinued to provide most of the stock of rental housing—never less than
68 per cent.

In order to fit residential housing into national balance sheets, it is
necessary to allocate the total stock by sectors. But because of the arbi-
trary nature of this allocation,'7 Table 70, which gives the data, must
be taken more as a working out of the assumptions used than as an
accurate description of reality.

Households, by definition, hold a monopoly on owner-occupied hous-
ing units, but they also Own more than 65 per cent of total rental hous-
ing. Their share of rental housing in one- to four-family structures is,

15 U.S. Census of Housing: 1960, Washington, 1962, Vol. IV, Final Report HC
(4) Part 1A, No. I, p. 28.

'°Ibid.; and U.S. Census of Housing: 1960, Advance Reports, Housing Character-
istics, Series HC (A2) —1, June 1962, p. 6.

17 For example, nonfarm unincorporated business was assumed to hold only multi-
family structures, while corporate business was assumed to hold 2 per cent of one-
to four-family housing, and nonfarm households were credited with the rest.
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TABLE 69

VALUE OF NONFARM HOUSINC STOCK, BY TENURE AND TYPE OF STRUCTURE,
PERPETUAL INVENTORY ESTIMATES ALLOCATED BY DISTRIBUTION OF CENSUS-TYPE ESTIMATES 1945-60

(billion dollars)

1945 1946 1947 1948 1949

One- to Four-Family Structures, Private
169.31. Owner-occupied units: 105.0 128.1 155.8 172.0

2. 1-family houses 94.7 115.6 140.6 155.3 152.8
3. 2- to 4-family houses 10.8 12.5 15.2 16.7 16.5

4. Renter-occupied units: 38.5 40.7 50.1 50.7 49.6
5. Owner-occupied houses 8.9 10.9 13.2 14.6 14.4
6. Other 29.6 29.8 86.9 36.1 35.2

7. Vacant, for sale 0.5 0.8 1.3 1.6 1.8
8. Vacant, for rent 0.9 0.6 0.8 1.0 1.2
9. Total 1- to 4-family 144.9 170.2 208.0 225.3 22L9

Multifamily Structures, Private
10. Owner-occupied 0.5 0.6 0.7 0.8 0.8
11. Renter-occupied 13.9 15.8 18.5 20.5 20.4
12. Vacant, for rent
13. Total multifamily

0.2 0.1 0.2 0.4 0.6
14.6 16.5 19.4 21.5 21.8

Total
14. Owner-occupied or for sale 106.0 129.5 157.8 174.4 171.9
15. Renter-occupied or for rent, private 53.5 57.2 69.6 72.4 71.8 •

16. Total private 159.5 186.7 227.4 246.8 243.7

17. Public 2.1 2.5 2.8 2.8 2.8
18. Renter-occupied, mci. public (15 + 17) 55.6 59.7 72.4 75.2 74.6
19. Total, all housekeeping units 161.6 189.2 230.2 249.6 246.5
20. Nonhousekeeping 4.2 4.7 s.7 5.5
21. Total, all residential units 165.8 193.9 285.5 255.3 252.0

of course, considerably greater, but has been losing ground to corpo-
rate.holdings. The share of owner-occupied one-family homes in house-
hold housing assets increased at the expense of both owner-occupied
two- to four-family structures and other rental structures.

Within the rental housing inventory, the corporate share gained on
those of the other two sectors.

Increments to the value of the housing inventory give a clearer pic-
ture of short-term developments than the stock data because they
represent current experience instead of the cumulation of the past.
These changes in the value of the nonfarm housing stock in the post-
war years ranged from an increase of $42 billion to a decline (the only
one) of $3 billion (Table 71). Movements in the various types of hous-
ing were roughly synchronous, with the largest increases in 1947 and
with other peaks in 1950, 1955, and 1959.
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1950 1951 1952 1953 1954 1955 1956 1957 1958 1959 1960

197.8 212.2 225.2 235.2 245.4 268.1 290.3 304.0 319.8 347.0 360.8

178.9 192.7 205.2 214.9 224.9 246.5 267.7 283.5 301.4 330.6 344.6
18.8 19.6 20.0 20.3 20.5 21.6 22.6 20.5 18.4 16.4 16.2

56.6 59.3 61.2 62.1 63.1 67.0 70.6 72.6 75.1 80.1 82.5
16.3 17.6 17.6 17.7 17.9 18.9 19.7 17.9 16.0 14.4 14.2
40.3 41.6 43.6 44.4 45.3 48.2 50.9 54.7 59.1 65.7

2.3 2.8 3.5 5.8 4.2 4.9 4.9 6.1 6.5 6.8 7.7
1.8 2.4 2.9 3.5 8.9 4.7 4.2 4.6 5.1 5.5 5.8

258.5 276.7 292.5 304.6 316.7 344.8 370.0 387.3 406.6 439.5 456.7

0.9 0.9 1.0 1.0 1.0 0.9 1.0 1.0 1.1 1.1 1.1
22.8 23.7 24.2 24.7 24.6 25.6 27.3 27.8 28.4 29.8 28.5

0.8 1.0 1.3 1.5 1.7 2.0 1.5 1.5 1.5 1.9 3.1
24.5 25.6 26.4 27.2 27.3 28.6 29.8 30.4 31.1 32.3 82.7

201.0 215.9 229.5 240.0 250.6 273.9 296.2 511.1 527.4 854.9 369.6
82.0 86.4 89.6 91.8 93.3 99.3 103.6 106.5 110.1 116.8 119.9

283.0 502.3 818.9 531.8 344.0 373.4 399.8 417.7 437.7 471.8 489.4

8.1 8.8 4.3 4.8 5.0 5.3 5.6 6.1 7.0 8.1 8.7
85.1 90.2 93.9 96.6 98.3 104.6 109.2 112.6 117.1 124.9 128.6

286.1 306.1 323.2 336.6 349.0 378.7 405.4 423.8 444.7 479.9 498.1
5.9 6.0 6.1 6.2 6.3 6.6 7.0 7.4 7.9 8.6 9.4

292.0 312.1 329.3 842.8 355.3 885.3 412.4 431.2 452.6 488.5 507.5

SOURCE: Tables 66 and 67.

The decline of multifamily housing stands out more sharply in the
net changes than in the housing stock data in the previous section.
Multifamily structures and land, which formed 9 per cent of the initial
stock of housekeeping real estate, only twice supplied that fraction of
the change, and in the last seven years never rose above per cent.
Conversely, one- to four-family housing, which began the period at just
under 90 per cent of the housing stock, supplied more than 89 per cent
of the growth in every following year, aside from a decline in 1949.

The decline of renter occupancy is illustrated by the fact that private
rental housing, 83 per cent of the 1945 stock, supplied only 20 per cent
of the postwar growth. Owner-occupied dwellings accounted for 76 per
cent of the total postwar change compared with 65 per cent of the
initial stock.
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TABLE 70

VALUE OF HOUSING, BY SECTOR OF OWNERSHIP, TENURE, AND TYPE OF STItuc'ruP.E, 1945-60
(billion dollars)

1945 1946 1947 1948 1949

•Nonf arm Households
1. Owner-occupied units: 105.0 128.1 155.8 172.0 169.3

2. In 1-family houses 94.7 115.6 140.6 155.3 152.8

3. In 2- to 4-family houses 10.3 12.5 15.2 16.7 16.5

4. Renter-occupied and vacant units: 37.2 58.9 48.3 49.0 48.3

5. In owner-occupied houses 8.9 10.9 13.2 14.6 14.4
6. Other renter-occupied or vacant 28.3 28.0 55.1 34.4. 33.9
7. Total 142.2 167.0 204.1 221.0 217.6

Non farm Unincorporated Business
8. Renter-occupie4 and vaca t, multifamily 9.0 10.1 11.9 13.0 12.9
9. Nonhousekeeping

10. Total
2.5

11.5
2.7

12.8
3.0

14.9
3.2

16.2
3.0

15.9

Corporations .

11. Renter-occupied and vacant:
12. In 1- to 4-family houses

8.3
2.7

96
3.2

11.4
3.9

12.8
4.3

18.2
4.8

13. In multifamily structures 5.6 6.4 7.5 8.5 8.9

14. Nonhousekeeping
.15. Total

1.7
10.0

2.0
11.6

2.3
13.7

2.5
15.3

2.5
15.7

16. State and Local Govt., Renter-Occupied .9 1.4 1.7 1.8 1.9
17. Federal Government, 1.2 1.2 1.1 1.0 .9

SOURCE.

Lines 1, 2, 3, and 5: Table 69, lines 1, 2, 3, and 5.
4: Line 7 minus line 1.
6: Line 4 minus line 5.
7: Table 67, sum of lines 4 and 5.

Data on changes in the value of housing point to a more important
role for public housing in the postwar period than its share in, the stock
of housing would suggest. The whole increase in the value of private
multifamily housing in the years 1951 through 1960 was only $8.2
billion. Increments to the value of public housing were $5.6 billion,
mostly in multifamily housing to judge from data on postwar housing
starts.18 Thus although public housing accounted for less than 11 per

'8Tbe distribution of publicly owned dwelling units started was as follows (in

thousands):

One- and Two-Family Multifamily
Structures Structures

1935-45 225 88
1946-50 13 95

1951-55 21 182

1956-60 126 96

Housing Statistics, Annual Data, U.S. Housing and Home Finance Agency, Wash-
ington, April 1962.
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1950 1951 1952 1953 1954 1955 1956 1957 1958 1959 1960

197.8 225.2 235.2 268.1 290.3 304.0 319.8 347.0 360.8

178.9 192.7 205.2 214.9 246.5 267.7 288.5 301.4 844.6
18.8 19.6 20.0 20.3 20.5 21.6 22.6 20.5 18.4 16.4 16.2

55.7 58;6 61.5 65.2 70.0 72.4 75.7 78.8 . 83.8 86.8
16.3 17.6 17.7 17.9 18.9 19.7 £7.9 144 14.2
39.4 41.0 45.8 47.9 51.1 52.7 57.8 62.8 69.4

253.5 271.3 286.7 298.7 310.6 938.1 362.7 379.7 898.6 430.8 447.6

14.8 15.3 15.3 15.8 16.3 16.4 16.7 17.1 17.1
3.2 3.2 8.2 3.2 3.1 3.3 3.3 3.5 3.6 3.9 4.1

17.5 18.0 18.2 18.5 18.4 19.1 19.6 19.9 2O.3 21.0 21.2

15.2 16.2 17.2 17.8 18.1 19.5 20.8 21.6 22.4 23.9 24.7
50 5.4 5.9 6.1 6.7 7.8 7.6 8.0 8.7 9.1

10.2 10.8 11.4 11.9 12.0 12.8 13.5 14.0 14.4 15.2 15.6

2.8 2.9 3.0 3.2 3.3 3.7 3.9 4.8 4.7 5.3
17.9 19.0 20.1 20.8 21.3 22.8 24.5 25.5 26.7 28;6 30.0

2.8. 3.0 4.1 4.4 4.8 5.1 5.5 6.6 6.9
.8 .8 .7 .7 .6 .5 .5 .6 1.0 1.5 1.8

8: Table 67, sum of lines 13 and 14.
9: Table 67, sum of lines 20 and 21.

10: Sum of lines 8 and 9.
11: Sum of lines 12 and 13.
12: Table 67, sum of lines 11 and 12.
13: Table 67, sum of lines 6 and 7.
14: Table 67, sum of lines 18 and 19.
15: Sum of lines 11 and 14.
16: Table 67, line 23.
17: Table 67, lIne 24.

cent of the value of the multifamily housing stock as late as 1950,19 it
was responsible for at least one-third of the increment to this class of
property after that date.

In number of units, public housing represented about 2.5 per cent

19Even this 11 per cent is an overstatement because it assumed all public housing
to be multifamily. In fact, a substantial part of the stock consisted Of one- to four-
family houses. Cumulation of units started from 1985 through 1950 indicateS that
less than half were in structures of three or more units. However, their aveEage
value was probably considerably higher than that of units in one- and two-family
houses.
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TABLE 71

Nzr CHANGES IN VALUE OP NONPARM Housiric STOCK BY TENURE AND TYPE OF 1946-60
(billion dollars)

1946 1947 1948 1949 1950

One- to Four-Family, Private
1. Owner-occupied units: 23.1 27.7 16.2 —2.7 283
2. In 1-family houses 20.9 25.0 14.7 —23 26.1
3. In 2- to 4-family houses 2.2 2.7 1.5 —0.2 2.3

4. Renter-occupied units: 2.2 9.4 0.6 —1.1 7.0
5. In owner-occupied houses 2.0 2.3 1.4 —0.2 1.9
6. Other 0.2 7.1 0.8 —0.9 5.1

7. Vacant, for sale 0.3 0.5 0.3 0.2 0.5
8. Vacant, for rent —0.3 0.2 0.2 0.2 0.6
9. Total, 1- to 4-family 25.3 87.8 17.8 —8.4 36.6

Mu ttifamily, Prwate
10. Owner-occupied 0.1 0.1 0.1 0 0.1
11. Renter-occupied 1.9 2.7 1.8 0.1 2.4
12. Vacant, for rent —0.1 0.1 0.2 0.2 0.2
13. Total, multifamily 1.9 2.9 2.1 0.3 2.7

Total
14. Owner-occupied or for sale 23.5 28.8 16.6 —2.5 29.1
15. Renter-occupied or for rent, private . 3.7 12.4 2.8 —0.6 10.2
16. Total private 27.2 40.7 19.4 —9.1 89.3

17. Public 0.4 0.3 0 0 0.8
18. Renter-occupied. mci. public (15 + 17) 4.1 12.7 2.8 —0.6 105
19. Total, all housekeeping units 27.6 41.0 19.4 —Li 39.6
20. Nonhousekeeping 0.5 0.6 0.4 —0.2 0.4
21. Total, all residential units . 28.1 41.6 19.8 —3.3 40.0

of the 1950 stock.2° Since World War II, it has accotinted for over 20
per cent of total multifamily housing starts.2'

NET INVESTMENT AND CAPITAL GAINS

These changes in the value of the housing stock are made up of two
very different elements, net new investment in housing, and capital
gains on existing residential real estate. Changes in the value of land
held by a particular sector contain both capital gains and net acquisi-
tions of land from other sectors (even though, for the country as a
whole, all changes in land value can be considered capital gains). The

20There were 7.3 million rental units in structures of three or more units in 1950
(U.S. Census of Housing: 1950, Vol. I, Chapter I, Table 5, p. 3). Public housing
starts cumulated since the beginning of the program added up to 183,000 (Twelfth
Annual Report of U.S. Housing and Home Finance Agency, 1958, Table A-l,
pp. 280-281).

2t these proportions would, of course, be higher if they were taken for struc-
tures of four units or more as in the case of the values. The 1950 ratio of public
to total multifamily housing, for example, would be raised from 2.5 to 4 per cent.
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1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 1946-60

14.4 13.0 10.0 10.2 22.7 22,2 13.7 15.8 27.2 13.8 255.8

13.8 12.5 9.7 10.0 21.6 21.2 15.8 17.9 29.2 14.0 249.9
0.8 0.4 0.3 0.2 1.1 1.0 —2.1 —2.1 —2.0 —0.2 5.9

2.7 1.9 0.9 1.0 3.9 3.6 2.0 2.5 5.0 2.4 44.0
1.3 0 0.1 0.2 1.0 0.8 —1.8 —1.9 —1.6 —0.2 5.3
1.3 2.0 0.8 0.9 2.9 2.7 3.8 4.4 6.6 2.6 38.7

0.5 0.5 0.5 0 1.2 0.4 0.3 0.9 7.2
0.6

•

0.5 0.6 0.4 0.8 —0.5 0.4 0.5 0.4 0.3 4.9
18.2 15.8 12.1 12.1 28.1 25.2 17.3 19.8 32.9 17.2 311.8

0 0.1 0 0 —0.1 0.1 0 0.1 0 0 0.6
0.9 0.5 0.5 —0.1 1.0 1.7 0.5 0.6 0.9 —0.8 14.6
0.2 0.3 0.2 0.2 0.3 —0.5 0 0 0.4 1.2 2.9
1.1 0.8 0.8 0.1 1.3 1.2 0.6 0.7 1.2 0.4 18.1

14.9 13.6 10.5 10.6 23.3 22.3 14.9 16.3 27.5 14.7 263.6
4.4 3.2 2.2 1.5 6.0 4.3 2.9 8.6 6.7 3.1 66.4

19.3 16.6 12.9 12.2 29.4 •26.4 17.9 20.0 34.1 17.6 329.9

0.7 0.5 0.5 0.2 0.3 0.3 0.5 0.9 1.1 0.6 6.6
5.1 3.7 2.7 1.7 6.3 4.6 3.4 4.5 7.8 3.7 73.0

20.0 17.1 13.4 12.4 29.7 26.7 18.4 20.9 35.2 18.2 336.5
0.1 0.1 0.1 0.1 0.3 0.4 0.4 0.5 0.7 0.8 5.2

20.1 17.2 13.5 12.5 30.0 27.1 18.8 21.4 35.9 19.0 341.7

SOURCE: Table 69.

data on land do not permit the separation of these two components,
but those on structures, since they were assembled by combining sepa-
rate estimates of gross investment, depreciation, and price changes, can
be disassembled into their original components.. The difference be-
tween net investment and the net change in assets is a measure of capi-
tal gains or losses and is equal to the product of initial value of
structures and percentage change in price.

Some of the largest total net gains in the value of one- to four-
family structures took place between 1945 and 1950 even though these
were not years of very high gross or net investment (Table 72). They
were, however, the years of the largest capital gains (as well as .the only
capital loss) since World War II.

Both gross and net investment in one- to four—family houses increased
over the thirteen-year period, but there was no such trend in multi-
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TABLE 72

DECOMPOSITION OF CHANGES IN VALUE OF PRIVATE
NONFARM RESIDENTIAL HOUSEKEEPING 1946-60

(million dollars)

1946 1947 1948 1949 1950 1951

One- to Four-Family Structures

!- Net change in value of structures 21,768 32,705 14,844 81,713 15,850
2. Net investment: 1,434 3,230 5,844 4,755 8,133 8,071
3. Expenditures 4,860 7,461 10,718 9,685 13,430 18,955
4. Depreciation —3,426 —4,231 —4,874 —-4,880 —5,297 —5,884

Capital gains (+) or losses (—) 20,334 29,475 9,000 —7,637 23,580 7,779

Multifamily Structures
6. Net change in value of structures 1,508 2,275 1,596 162 2,096 880
7. Net investment: —123 —6 278 452 366 74
8. Expenditure 204 384 724 914 863 619
9. Depreciation —327 —390 446 —462 —497 —545

10. Capital gains (+) or losses (—) 1,631 2,281 1,318 —290 1,730 806

Total Housekeeping Structures
11. Net changes in value of structures 23,276 34,980 16,440 —2,720 33,809 16,730
12. Net investment 1,311 3,224 6,122 5,207 8,499 8,145
13. Expenditure 5,064 7,845 11,442 10,549 14,293 14,574
14. Depreciation —3,753 —4,621 —5,820 —5,342 —5,794 —6,429
15. Capital gains (+) or losses (—) 21,965 31,756 10,318 —7,927 25,310 8,585

SOURCE

Lines 1,6, and 11: Goldsmith, National Wealth, Table 8-10, columns 7, 8, and 9.
2-4: Ibid., Table B-5, columns 8, 1, and 5.
7-9: Ibid., Table B-7, columns 8, 1, and 5.

family housing except possibly in 1959 and 1960. During most of the
period there was no net investment there at all. Almost all of the
billion of postwar net investment in private multifamily housing took
place in 1948-50, under the stimulus of the FHA section 608 mortgage
program, and in 1959-60. In the remaining years taken together, and in
six out of ten of them individually, net investment was negative.

Half of the postwar increase in the value of one- to four-family
homes was from net investment; half from capital gains. There was a
sharp contrast between one- to four-family and multifamily structures:
net investment accounted for only 9.9 per cent of the increase for the
latter group. In the early postwar years, through 1950, capital gains
were the main source of increases in value. After those dates, although
capital gains remained important, most of the growth came from net
investment.

The components of net change in value can be looked at in another
way. Multifamily housing, which was responsible for about 8½ per
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1952 1953 1954 1955 1956 1957 1958 1959 1960 1946-60

13,845 10,527 10,576 24,490 21,928 15,207 16,913 28,774 15;036 271,294

8,003 8,982 9,898 13,168 11,888 10,491 10,388 17,574 14,885 136,194
14,218 15,485 16,047 20,242 19,532 18,519 18,748 26,424 24,284 283,508

—6,215 —6,503 —6,649 —7,074 —7,644 —8,028 —8,860 —8,850 —9,399 —-97,314

5,842 1,595 1,178 11,322 10,040 4,716 6,525 11,200 151 135,100

654 591 156 986 982 513 593 981 315 14,288
—3 67 —12 6 54 —29 —32 218 110 1,420
569 666 599 645 732 679 699 985 908 10,185

—572 —599 —611 —639 —678 —709 —31 —767 —793 —8,765
657 524 168 980 928 542 625 763 205 12,868

14,499 11,118 10,732 25,476 22,910 15,720 17,506 29,755 285,582
8,000 8,999 9,386 13,174 11,942 10,462 10,356 17,792 14,995 137,614

14,787 16,101 16,646 20,887 20,264 19,198 19,447 27,409 25,187 245,693
—6,787 —7,102 —7,260 —7,715 —8,322 —8,737 —9,091 —9,617 —10,192 —106,079

6,499 2,119 1,345 12,302 10,968 5,258 7,150 11,963 356 147,968

12-14: Sum, of lines 2 and 7, 3 and 8, and 4 ahd 9.
5, 10, and 15; Net change in value minus net investment.

cent of the value of housekeeping structures in 1945, accounted for only
5 per cent of net additions after that date. Its share in depreciation
was 8.3 per cent and in construction expenditures only 4.2 per cent; as
a result, the share in net investment was only 1 per cent. But a large
share in capital gains, 8.7 per cent, partly offset the low net investment.
The importance of multifamily housing in these measures was not only
low, but also, in the case of expenditures and net change in value,
declining. Only once, in 1949, was the share of multifamily structures
in expenditures as large as its initial postwar share in assets. And these
small and relatively declining expenditures were overshadowed, most
of the time, by the depreciation on the large and aging stock of multi-
family structures, mostly dating from the 1920's.

Public residential construction expenditures since World War II
have added up to over $7 billion.22 They are not published separately
by type of structure, but using the proportion of public housing starts
that are in multifamily structures (see footnote 18) one can make a
conservative estimate of approximately $5 billion for postwar public

22 Goldsmith, National Wealth, Tables B-144, B-145, and B-162.
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multifamily building.23 This is about one-third of all multifamily con-
struction since the war—quite a large share in view of the fact that all
public housing combined (including a large proportion of single-
family houses) amounted to only one-eighth of private multifamily
and public housing combined in 1945. Net investment in public hous-
ing, about $3 billion, was more than twice private multifamily invest-
ment or, in other words, about two-thirds of the total.24

Nonprofit housing cooperatives, of negligible importance before the
war, accounted for something like 6 per cent of the $10 billion in post-
war multifamily construction expenditure. But since almost all of these
cooperatives date from after 1951, which was the first year of the opera-
tion of the FHA program under section 213, there has been very little
depreciation on them. They must therefore have accounted for a much
larger share of net investment, probably close to one-third.

Additions to the value of the total housing stock have been allocated
here between net investment and capital gains. However, the stock of
owner-occupied or rental housing can also be augmented or diminished
by shifts between the two types of tenure. The size of the present stOck
of one-unit rental structures in itself suggests that such a shift must
have taken place in the past; it seems unlikely that so many one-family
houses were originally built for rental occupancy. Even in 1960 more
than 21 per cent of all occupied one-unit structures and 27 per cent
of those outside metropolitan areas were renter occupied. In 1950 the
ratios were 29 per cent for all occupied units and 33 per cent for rural
nonfarm and farm houses, and the 1940 ratios were 43 per cent of the
total renter-occupied and over 40 per cent even in urban

Some of these changes in the distribution of houses by tenure could
have been brought about by the building of new homes with a tenure
distribution different from that of the existing stock, without any
change in tenure for old buildings. There are, however, some data on
the tenure distribution of old units, those that have been in existence

23 The estimate is conservative because it assumes that value per unit in one-
family structures is equal to that in multifamily structures. It is likely that the
latter are considerably more expensive on the average.

24Depreciation on public housing is difficult to allocate by type of structure. Even
allocating all depreciation to multifamily structures, we would find that more than
a third of postwar net investment in multifamily housing was made by public
agencies. A much more reasonable assumption would be that the depreciation on
wartime housing should be attributed to one- and two-unit structures, since 85 per
cent of the public housing units built during 1941-45 were of this type. This assump-
tion yields an estimate of about $3 billion for postwar public net investment in
multifamily housing. See Goldsmith, National Wealth, Tables B-144, B-147, B-162,
and B-165.

25 U.S. Census of Housing: 1960, Vol. IV, Final Report HC(4), Part IA, No. 1,
pp. 28 and 29; U.S. Census of Housing: 1950, Vol. I, Part 1, p. 3; U.S. Census of
Housing: 1910, Vol. II, Part 1, p. 10.
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since the previous or earlier censuses. A comparison of these with the
distribution at the earlier date gives more direct information on
changes of tenure. In 1950, for example, half of the nonfarm units
which were in structures ten years old or older, and thus had been
covered by the 1940 Census, were renter occupied, while 59 per cent
of all units were reported as renter-occupied in the 1940 Census.2° This
difference suggests a possible shift of over two million units from
renter- to owner-occupancy between 1940 and 1950, if the effects of
conversions, mergers, demolitions, and shifts between residential and
nonresidential uses of property are The text of the 1950
Census report suggests that "at least 3,000,000 owner-occupied units
in 1950 were renter-occupied in 1940."27 Data from the 1940 Housing
Census, on the other hand, suggest that before that date there was a
tendency for older houses to move from owner- to renter-occupancy.
The proportion of nonfarm units in 1940 that were -renter occupied
in structures standing aé the time of the 1930 Census and of each
earlier census back to 1890 was higher than the proportion at the time
of each of those censuses.28 Of course, this comparison too is incon-
clusive because it is possible that demolition and conversion rates
differed between owner- and renter-occupied units.

Only for 1950-60 is there any direct evidence on these changes in
tenure, from the survey of components of inventory change. These
data, summarized in Table 73, show that there was a considerable
amount of shifting in both directions between 1950 and 1960 among
units in existence in 1950, but that on net balance there was a move-
ment of about 300,000 units from owner- to renter-occupancy. Almost
two million units which were renter occupied or vacant for rent in
1959, aside from those in owner-occupied houses, had been built
during the 1950's; some of these may have passed through owner-
occupancy before appearing on the rental market. Conversions and
mergers, not included in Table 73, were of less importance. Their net
effect was to add about 50,000 units to the number of rental UfljtS.29
Another half million rental units were added by other means, such
as alteration of nondwelling units or of nonresidential space. Offsetting
these additions to rental housing other than. in multifamily structures
was the demolition of a million units and the loss of over 900,000
through other means including accidental destruction, deterioration,
and change to nondwelling or nonresidential use.

26 U.S. Census of Housing: 1950, Vol.11, Part 1, p. 6; and U.S. Census of Housing:
1910, Vol. II, Part 1, p. 3.

27 U.S. Census of Housing: 1950, Vol. I, Part 1, p. xxix.
28 U.S. Census of Housing: 1910, Vol. II, Part 1, pp. 3 and 12.
29 U.S. Census of Housing: 1960, Vol. IV, Final Report HC(4), Part IA, No. 1, pp. 36

and 46.
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There is evidence, then, that shifts among tenure types do account
for part of the changes in the rental housing stock.

They were most important jn the period during and after World
War II when they involved a loss of rental units. In other periods
they were one of a number of factors other than new construction,
which tended to add to the supply of rental housing.

TABLE 73

MAIN COMPONENTS OF INVENTORY CHANGE, 1950-59:
RENTAL UNITS IN OF ONE TO Fona UNITS

(thousand units)

4dditions to Rental Housing
1. Owner-occupied in 1950, renter-occupied in 1959 2,634
2. Constructed between 1950 and 1959, renter-occupied in 1959 2,041
5. Less units in owner.occupied structures —320
4. Constructed between 1950 and 1959, vacant, for rent in 1959 206
5. Units adde4 by means other than new construction, conversion,

and merger 512

Subtractions from Housing
6. Renter-occupied in 1950, owner-occupied in 1959 —2,332
7. Renter-occupied in 1950, demolished between 1950 and 1959 —1,036
8. Units removed by means other than demolition, conversion, or merger —.939

9. Identified Net Change . 766

SOURCE

Line 1: U.S. Census of Housing: 1960, Vol. IV, Final Report HC (4), Part 1A, No. 1,
Table 4, p. 56.

2: Ibid., Table 1, p.. 28.
3: Total newly constructed units in owner-occupied two, to four-unit struc-

tures (ibid) were divided between two-family and three- to four-family
structures by the ratio in Goldsmith, National Wealth, Table B-189. The
number of rental units in two-family houses was assumed equal to the
number of owner-occupied units and the number in three- to four-family
houses was calculated using the ratio given in Table A-7, line 4, of this
volume.

4: Vacant units in newly constructed one- to four-unit structures (all units
minus owner-occupied units) taken from U.S. Census of Housing: 1960,
Vol. IV, Part IA, No. 1, Table I. From these, the number available for sale
only and the number not available for sale or rent (ibid., Table 2, P. 36)
were subtracted.

5: Ibid., Table 2, total in one- to four-unit structures minus owner-occupied.
6: Ibid., Table 4.

7-8: Ibid., Table 3, total in one- to four-unit structures minus owner-occupied.
9: Lines 1, 2, 4, and 5 minus lines 3, 6, 7, and 8.

'Except owner-occupied.
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CHAPTER 11

Residential Mortgages as Financial Assets and
Liabilities

Mortgage Debt Outstanding

POSITION OF MORTGAGES AMONG ASSETS AND LIABILITIES

RESIDENTIAL mortgages play a much smaller role among intangible
assets and liabilities than housing among tangible assets. In 1958, at
their highest level in sixty years, nonfarm residential mortgages were
only 6½ per cent of all financial assets and 9 per cent of liabilities
(Table 74). Adding mortgage debt on agricultural residences would
increase these figures only very little, because the debt-to-value ratio on
agricultural real estate is low, and most of the value of agricultural
real estate is land, which we assume to be nonresidential.'

In 1929-83 and the late 1950's residential mortgages formed a larger
part of intangible assets and liabilities than in earlier years back to 1900
(Table 74). This impression of an upward trend is reinforced by the
suggestion of Grebler, Blank, and Winnick that early mortgage levels
were overstated.2 But the swings in the ratio are so wide that it is diffi-
cult to speak confidently of a trend, particularly since the 1933 ratios
were quite similar to all but the highest of those of the 1950's.

If residential mortgages are compared with liabilities other than
those of the federal government, there is more indication of a long-term
rise in importance. The recent levels, in particular, are clearly higher
than those of the 1930's. The trend is still stronger if comparison is
made with corporate debt. The share of residential mortgages in the
total of mortgage and long-term corporate debt rose from 16 per cent
in 1900 to over 40 per cent in the early 1950's.3

At the time of the earliest national balance sheet, in 1900, nonfarm
residential mortgage debt accounted for less than half of all mortgages;
but by 1958 their share had risen to more than three-quarters. Most of
this gain was at the expense of farm mortgages, which were mainly on
nonresidential property, but residential mortgages also grew faster than
nonfarm nonresidential mortgage debt.

'There are no published figures on farm residential mortgage debt because farm
mortgages typically cover the farm as a whole. But a rough estimate can be made
by assuming tha•t the ratio of farm residential to total farm. mortgage debt is equal
to the ratio of the value of farm residential structures to the value of total farm
structures and land.

Grebler, David M. Blank, and Louis Winnick, Capital Formation in Resi-
dential Real Estate, Princeton for NBER, 1956, pp. 168-169.

3lbid., pp. 166-167, 450.
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TABLE 74

SHARE OF NONFARM RESIDENTIAL MORTGAGES IN NATIONAL
ASSETS AND LIABILITIES, 1900-58

(per cent)

Total Total Liabilities Total
Intangible Total cxc. Federal Mortgage

Assets Liabilities Government Debt
(1) (2) (3) (4)

1900 4.3 6.6 6.8 43.6
1912 3.5 5.5 5.6 41.6
1922 3.4 5.1 5.8 40.4
1929 4.5 '7.9 8.4 53.6
1933 5.2 7.7 8.6 55.2
1939 4.3 6.0 7.2 58.7
1945A 2.4 3.1 5.0 65.7

1945B 2.4 3.0 4.7 65.5
1946 2.9 3.6 5.5 67.3
1947 3.3 4.1 6.1 69.0
1948 3.7 4.6 6.7 70.5
1949 4.0 5.1 7.3 71.6
1950 4.4 5.7 7.9 73.6
1951 4.7 6.1 8.3 74.6
1952 4.9 6.4 8.7 75.3
1953 5.3 6.8 9.1 76.1
1954 5.5 7.3 9.7 76.7
1955 5.7 7.9 10.2 77.4
1956 6.1 8.3 10.6 77.5
1957 6.4 8.6 10.9 77.4
1958 6.4 8.9 11.2 77.4

SouRcE: 1900-45A: Vol. II, Table Ia.
1945B58: Vol. II, Table I.

The wide fluctuations in the importance of residential mortgage
debt seem to have been related to the rate of building. The share of
residential mortgages increased in both the postwar building booms, to
a much greater extent than the ratio of housing to total tangible assets.
As will be seen later, the share of residential mortgages moved similarly
to the debt-to-value ratio for housing, increasing rapidly in the 1920's,
reaching a peak in 1933 and a very low point after World War II, and
then rising rapidly and uninterruptedly to the highest recorded level in
1958.

Although mortgages are held by most sectors, they are of major im-
portance only to the portfolios of the finance sector where they have
moved from 8 per cent in 1900 to a low of 4.6 per cent in 1945 and to
over 16 per cent in 1958 (Table 75). Even within the finance sector,
only a few groups hold a large part of their assets in mortgages. Savings
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TABLE 75

SHARE OF NONFARM RESIDENTIAL MORTGAGES IN TOTAL ASSETS, BY SECTOR, 1900-58
(per cent)

Financial Institutions Non/inancial Sectors

Savings
Corn- Mutual and Loan Life Nonfarm Federal

mercial Savings Associ- Insurance House- Govern-
Total Banks Banksa ations Companies Other Total holds ment

(1) (2) (3) (4) (5) (6) (7) (8) (9)

1900 8.0 1.9 21.8 75.7 10.5 3.2 1.1 2.6 —
1912 8.7 2.7 26.4 89.0 10.6 8.3 .7 1.6 —
1922 8.2 2.7 27.5 88.1 9.1 2.1 .8 1.6 —
1929 12.4 5.1 35.6 83.4 15.5 2.0 1.0 1.9 —
1933 12.7 6.6 38.4 71.8 12.6 1.3 1.2 2.8 1.0
1939 7.4 4.3 26.9 69.7 8.7 .6 1.2 1.6 8.5
1945A 4.5 2.2 16.5 60.0 8.1 .2 .7 1.1 1.1

1945B 4.6 2.1 19.9 60.2 8.2 .3 .6 1.0 1.1
1946 5.7 3.4 19.1 68.3 8.3 .4 .6 1.0 1.1
1947 6.7 4.4 19.9 74.0 9.7 .5 .6 1.0 .9
1948 7.7 5.1 23.0 77.3 12.1 .5 .6 1.0 .9
1949 8.6 5.4 25.5 77.3 13.9 .6 .6 1.0 1.6
1950 10.0 6.1 31.0 78.7 17.1 .9 .6 .9 1.7
1951 10.8 6.2 36.3 79.0 19.8 .8 .6 .9 2.1
1952 11.4 6.3 38.8 79.1 20.3 .9 .6 .9 2.5
1953 12.3 6.6 41.4 80.1 20.9 1.0 .6 .9 2.8
1954 13.2 6.9 44.7 .80.5 21.7 1.1 .6 .8 2.8
1955 14.4 7.4 49.3 81.3 23.1 1.3 .6 .8 2.9
1956 15.3 7.7 52.6 81.2 24.4 1.3 .6 .8 3.3
1957 15.7 7.5 53.6 80.9 24.3 1.2 .6 .8 4.4
1959 16.1 7.6 55.0 80.7 23.8 1.4 .6 .8 4.4

SOURCE: 1900.45A, cols. 1, 7-9: Vol. II, Table Ia; cols. 2-6: Mortgages from Vol. II,
Table IV-b-llc-1. Total assets from R. W. Goldsmith, A Study
of Saving in the United States, Princeton, 1955, Vol. I, Tables
L-24, L-29, J-2, j-6, and I-S.

1945B-58: Vol. II, Tables I and II.
Grebler, Blank, and Winnick (Capital Formation) give higher estimates: 1900—.

26.0, 1912—31.5, 1922—32.8, 1929—41.9, 1933—39.9, 1939—32.7, and 1945—19.9.

and loan associations are the most specialized in this direction (aside
from mortgage companies which are primarily dealers in mortgages
rather than holders), followed by mutual savings banks, life insurance
companies, and commercial banks.

The pattern of changes in the ratio of nonfarm residential mortgages
to total assets for the finance group as a whole was repeated in several
components. There was an increase in importance from 1900 to 1929,
particularly in the 1920's, except for savings and loan associations,
and a further rise until 1933 in one case. This was followed by a col-
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lapse to exceptionally low levels by the end of World War II, and then
renewed growth until the earlier peaks had been far surpassed.

Savings and loan associations were an exception to this pattern. They
exist primarily for the financing of homes, and have always been highly
specialized, but their concentration on nonfarm residential mortgages
in 1912-29, approximately 88 per cent, has never been reached again
since the war. However, commercial banks, mutual savings banks, and
life insurance companies have all sharply increased the role of mort-
gages among their assets since World War

The share of residential mortgages in the assets of nonfinancial sec-
tors, always small, was sharply reduced during World War II and never
recovered. A similar pattern of changes applies to the holdings of non-
farm households. The federal government, however, had a large pro-
portion of its 'assets in mortgages in the 1930's, mainly owned by the
Home Owners' Loan Corporation. A large part of these was liquidated
during and after the war, and the proportion was also cut by the great
rise in total federal government assets. Since 1948 the proportion has
been growing again, mainly as a result of purchases by the Federal
National Mortgage Association. It reached 4.4 per cent in 1958 and
has probably gone above 6 per cent since then.

Since 1935 the mortgage market has been made up of two distinct
types of claims; government-insured or government-guaranteed mort-
gages, and conventional mortgages. The former have some of the safety
of government securities and wider geographical markets than conven-
tional mortgages.5

After the war, the finance sector raised the share of its assets held in
both conventional and government-insured mortgages, the latter more
rapidly (Table 76). The different types of lending institutions did not
all react in the same way. Commercial banks distributed their net addi-
tions and holdings about equally between the two types, whereas mutual
savings banks, which were overwhelmingly in conventional mortgages
before the war, held these at about 18 per cent of their assets while
bringing FHA and VA mortgages up from 2 to almost 37 per cent.
Savings and loan associations were the only group whose portfolio re-

'For data on and a fuller discussion of long-term trends in the importance of
mortgages in the portfolios of financial institutions see, Grebler, Blank, and Win-
nick, Capital Formation, pp. 195-204, arid J. E. Mortori, Urban Mortgage Lending:
Comparative Markets and Experience, Princeton for NBER, 1956, pp. 54-60.

The relations among the growth of federal mortgage guarantee programs, the
development of mortgage companies, and the postwar shift in investments by mutual
savings banks and life insurance companies are discussed in Saul B. lUaman, The
Postwar Rise of Mortgage Companies, NBER Occasional Paper 60, New York, 1959.

5Grebler, Blank, and Winnick (Capital Formation, pp. 242-245 and 249-250)
describe the place of government-insured loans in total mortgage, debt since the
inception of the program.
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TABLE 76

SHARES OF GUARANTEED AND MORTGAGES IN TOTAL AssErs OF
FouR MAIN FINANCIAL INSTITUTIONS, 1945-58

(per cent)

Vol. II. Total assets from Tables III-5c, III5d, III-5e, and III-5h. Mort-
gages from Tables IV-blla-3 through IV-b-lla-6.

mained heavily weighted with conventional mortgages—54 per cent of
total assets in 1945 and 64 per cent in 1958. The share of FHA and VA
mortgages did, however, more than double over this period. Life in-
surance companies took an intermediate position. They increased the
share of their assets held in conventional mortgages from 5 to 10 per
cent, but never brought it up to prewar levels, and they raised their
holdings of FHA and VA mortgages from to 14 per cent of assets.

Guaranteed and conventional mortgages grew in importance at
different times. Commercial banks and life insurance companies in-
creased the share of government-guaranteed mortgages in their port-
folios very rapidly until 1950 or 1951—more rapidly than that of con-
ventional mortgages. But after that, the importance of guaranteed
mortgages hardly grew at all, while that of conventional mortgages con-
tinued to rise. In the case of mutual savings banks, virtually all of the
growth in mortgages was in guaranteed ones; it was most rapid before
1951 but continued at a brisk pace even after that. Savings and loan
associations, after more than tripling the share of FHA and VA mort-
gages (mairdy the latter) in their total assets in the late 194Q's while
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Guaranteed -Insured and
VA -Guaranteed) Mortgages Conventional Mortgages

Four Savings Life Four Savings Life
Main Corn- Mutual and Loan Insur- Main Corn- Mutual and Loan Insur-
Insti- mercial Savings Assod- ance Insti- merdal Savings Assod. ance

tutions Banks Banks ations Cos. tutions Banks Banks ations Cos.

1945 1.7 1.0 2.1 6.3 3.1 5.2 1.1 17.8 53.8 5.2
1946 2.5 1.5 2.7 13.6 3.1 6.2 1.9 16.4 54.6 5.2
1947 3.7 2.2 4.1 21.0 4.3 6.6 2.3 15.8 53.0 5.4
1948 4.9 2.7 6.6 22.6 6.2 7.2 2.5 16.3 54.6 5.9
1949 5.7 3.0 9.1 22.4 7.7 7.5 2.5 16.4 54.9 6.1
1950 7.0 3.8 13.5 22.5 10.2 8.3 2.7 17.5 56.2 6.9
1951 7.8 3.5 18.1 20.7 12.2 8.8 2.7 18.2 58.3 7.6
1952 8.1 3.5 21.2 18.9 12.2 9.5 2.9 17.6 60.3 8.1
1953 8.5 33 23.9 18.7 12.1 10.4 3.0 17.5 61.4 8.8
1954 9.1 8.6 27.3 18.5 12,6 11.2 3.3 17.4 62.0 9.1
1955 10.1 3.8 31.4 19.2 13.6 12.1 8.5 17.9 62.0 93
1956 10.7 3.9 34.3 18.8 14.3 13.0 8.7 18.3 62.3 10.1
1957 10.7 3.7 35.1 17.9 14.1 13.7 3.8 18.5 63.1 10.2
1958 10.5 3.6 36.4 16.7 18.7 14.3 4.0 18.6 65.9 10.2
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keeping the share of conventional mortgages constant, shifted back to
the latter in the 1950's.

On the whole it can be said that the increase in importance of guar-
anteed mortgages had almost stopped by 1951. Only mutual savings
banks, which had previously been prevented from satisfying their
appetite for them, continued to raise the share of guaranteed mort-
gages in their total assets.0

The sectoral breakdown of mortgage liabilities, like that of housing
described in Chapter 10, is based on slight evidence and must therefore
be used with caution. The levels of the postwar data are based on the
single benchmark of the 1950 Housing Census and upon the fact that
one- to four-family housing is very largely owned by households.

Residential mortgage debt has always occupied a larger place in the
liabilities of nonfarm households than of any other major sector
(Table 77). At every benchmark since 1900 except one, its share was
at least 46 per cent of total liabilities. The exception was 1929, when
loans on securities were particularly high. In every year since the war,
residential mortgage debt has been more than 60 per cent of household
liabilities. Most of the data, with the exception of the high figure for
1900, point to a long-term rise in the importance of mortgages among
household liabilities. It is probably not as great as suggested by the
ratios—--the 1945 overlap indicates some understatement in the earlier
data relative to the later estimates.

For both corporate and nonfarm unincorporated business, the im-
portance of residential mortgage debt in liabilities rose greatly between
1900 and the 19S0's, reflecting the growth of multifamily housing. It
appears, from the two 1945 estimates, that the growth before the war
may have been exaggerated by the estimation procedure. After World
War II there was a decline in the unincorporated business ratios, while
those for corporations held quite steady, partly because some one- to
four-family mortgage debt was allocated to corporations and partly
because there was a shift of multifamily debt from unincorporated to
corporate business.

THE COMPOSITION OF MORTGAGE PORTFOLIOS

If attention is concentrated on the composition of the mortgage port-
folio itself, two trends stand out (Table 78). One, starting at the be-
ginning of the century, is the threefold rise in the importance of multi-
family mortgages from 10 to 24 and 27 per cent in 1929 and 1933 and
the subsequent decline almost to the initial level. The other, a postwar
phenomenon, is the growth of guaranteed mortgages from 19 to over
40 per cent, mainly between 1945 and 1950 or 1951.

°Saul B Kiaman, The Postwar Residential Mortgage Market, Princeton for NBER,
1961, pp. 150-155.
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TABLE 77

SHARE OF NONFARM RESIDENTIAL MORTGAGE DEBT
IN TOTAL LIABILITIES, BY SECTOR, 1900-58

(per cent)

Nonfarm
Households

(1)

Nonfarm Unincor-
porated Business

(2)

Nonfinancial
Corporations

(3)

1900 57.5 5.8 0.6
1912 47.8 10.0 0.8
1922 46.0 14.3 1.8
1929 43.0 20.1 8.7
1933 49.7 24.8 4.4
1989 51.8 21.1 5.0
1945A 55.5 18.1 4.4

1945B 59.8 13.8 8.8
1946 63.0 12.2 4.1
1947 62.7 10.8 4.2
1948 62.7 10.9 4.4
1949 61.6 11.6 5.1
1950 60.9 10.7 5.2
1951 63.1 12.0 5.1
1952 62.2 11.7 5.2
1953 62.2 113 5.3
1954 63.7 10.5 5.4
1955 63.2 9.8 5.2
1956 64.1 9.4 4.9
1957 64.7 9.3. 4.8
1958 65.9 9.3 5.1

SOURCE: 1900-45A: Total liabilities from Vol. II, Table Ia. Mortgage debt from
Vol. II, Table IV-c.lle-1, lines 11, 12, 15, and 16.

1945B-58: Total liabilities from Vol. II, Table I. Mortgage debt from
Vol. II, Tables IV-c-lla and IV-c-lIb.

The importance of multifamily debt in the mortgage holdings of
life insurance companies, mutual savings banks, commercial banks, and
other investors, reached peaks in the 1920's or 1930's.7 In each case the
share of multifamily mortgages at least doubled between 1900 and
1920 and at some point before 1939 was a third of total holdings of
nonf arm residential mortgages. Then there was a shift back toward
home mortgages; the next thirteen years saw the institutions continuing
to reduce the proportion of multifamily debt in their mortgage port-
folios until by 1958 it was almost down to the level of the beginning
of the century.8

The postwar switch from conventional to guaranteed mortgages took
place within multifamilyand one- to four-family debt and was not just

Goldsmith, A Study of Saving, Vol. I, Tables M-5, M-6, M-9, and M-10.
8Vol. II, Tables IV-blla and IV-b-lla-l. See also J. E. Morton, Urban Mortgage

Lending, pp. 16-18.
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TABLE 78

PERCENTAGE DisriurniTloN RESIDENTIAL MORTGAGES OUTSTANDING, BY TYPE, 1900-60

Multifamily Mortgages
.

1- to 4-Family Mortgages
All Nonf arm

Residential Mortgages

Total Total
Conven- Conven- FHA Conven- FHA

Total tional FHA Total tional and VA tional and VA

1900 10.0 10.0 90.0 90.0 100.0
1912 16.0 16.0 84.0 84.0 100.0
1922 21.8 21.8 78.2 78.2 ioo.o
1929 24.1 24.1 75.9 75.9 100.0
1933 271 27.1 72.9 72.9 100.0
1939 21.6 21.1 0.5 78.4 70.0 8.4 91.1 8.9
1945A 20.2 19.1 1.1 79.8 61.4 18.4 80.5 19.5

1945B 20.1 19.1 1.0 79.9 61.5 18.4 80.6 19.4
1946 18.0 17.3 0.8 82.0 60.3 21.7 77.5 22.5
1947 16.5 14.8 1.6 83.5 56.0 273 70.8 29.1
1948 16.0 13.1 2.9 84.0 52.5 31.5 65.6 34.4
1949 16.2 11.4 4.8 83.8 50.4 33.4 61.8 38.2
1950 15.7 9.7 6.0 84.3 49.1 35.2 58.8 41.2
1951 15.8 9.7 6.0 84.2 47.0 37.3 56.7 43.3
1952 15.1 9.4 5.7 84.9 48.1 36.8 57.5 42.5
1953 14.3 9.1 5.2 85.7 49.8 36.4 58.4 41.6
1954 13.2 83 4.7 86.8 50.0 36.8 58.5 41.5
1955 12.3 8.3 4.0 87.7 49.0 38.7 57.8 42.7
1956 11.7 8.2 8.5 88.3 49.2 39.2 57.4 42.7
1957 11.3 7.7 8.6 88.7 49.8 38.9 57.5 42.5
1958 113 7.8 3.8 88.5 50.8 37.7 58.6 41.5
1959 11.6 7.9 3.7 88.4 52.0 36.4 60.0 40.1
1960 11.8 8.2 3.7 88.2 52.9 35.2 61.1 38.9

SOURCE: 1900-45A: FHA mortgages, Grebler, Blank, and Winnick, Capital Forma-
tion, p. 243. VA mortgages, Housing Statistics, April 1962, p. 60.
Total mortgages, Vol. II, Tables IV-b-llc-1 through IV-b-llc-5.

1945B-60: Vol. II, Tables IVb-lIa through IV-b.lla-6. These were based
mainly on estimates by Kiaman (Volume of Mortgage Debt)
and have been carried through 1960 using the methods de-
scribed there.

a reflection of the decline in the former. Even while total multifamily
mortgages were falling from 20 to 16 per cent of all mortgages between
1945 and 1951, FHA-insured multifamily mortgages rose from 1 to 6
per cent. After that they declined even faster than conventional mort-
gages but were still almost a third of all multifamily mortgages in 1960.

The rise from 80 to 84 per cent between 1945 and 1951 in the share
of one- to four-family mortgages in the total nonf arm residential mort-
gage debt was made up of a fall in the conventional share from 61.5 to
47 per cent and a doubling of the guaranteed share which began at
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18.4 per cent. Thereafter the conventional mortgages regained some
of the lost ground and again reached more than half of outstanding
home mortgages.

Switching into guaranteed mortgages took place mainly before 1951
for every institution except the mutual savings banks. With the same
exception, there was then some shifting back into conventional mort-
gages.9 All three of the institutions holding substantial portions of
their mortgage portfolios in multifamily debt reduced that share.
Only during the first few years, and only partially even then, were re-
ductions in the share of conventional mortgages offset by increases in
guaranteed multifamily mortgages.

Savings and loan associations owned virtually no multifamily mort-
gages. The most marked feature of their distribution, aside from the
fact that they have remained heavily concentrated in conventional
mortgages, was the sharp shift from conventional to guaranteed mort-
gages in 1945-47 and the drift back to conventional since 1948.

Commercial banks increased the share of one- to four-family guaran-
teed mortgages rapidly between 1945 and 1949, mainly by reducing
the importance of multifamily holdings. After 1951, however, they
began shifting back to conventional home mortgages, first by reducing
the share of FHA multifamily and then, after 1956, by sharply cutting
down the share of guaranteed home mortgages.

Life insurance companies raised their guaranteed one- to four-
family mortgages from 34 to more than 50 per cent between 1945 and
1951, decreasing the share of conventional home mortgages slightly,
but reducing that of conventional multifamily debt from 34 to about
15 per cent. Since 1951 they have substituted conventional home mort-
gages for multifamily debt.

Mutual savings banks were the only group that increased its empha-
sis on guaranteed mortgages constantly throughout the period. They
did this through parallel reductions in conventional home and multi-
family mortgages from a total of 90 per cent of their mortgage port-
folio in 1945 to only a third in 1960. Until 1952 both home and
multifamily guaranteed mortgages increased their share in total hold-
ings; after that, multifamily guaranteed and conventional mortgages
receded. The rate of change in the composition of mortgage holdings
has slowed greatly since 1956.

For one date, August 1950, some further information is available
from the Housing Census on the composition of mortgage portfolios
(Table 79). The division between one- to four-family and multifamily

° Mortgage investment policies of the various financial institutions during the
postwar years are discussed more thoroughly in Chapter 6 of Kiaman's Postwar
Residential Mortgage Market.
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RESIDENTIAL MORTGAGES

mortgages in this source agrees fairly well, although not perfectly, with
that shown in Table 78.

Of the 83 per cent of nonfarm residential mortgages which were on
one- to four-family properties (84 per cent in Table 78), 76 per cent
were on owner-occupied and 7.5 per cent were on rental properties.
Slightly less than 70 per cent of total nonfarm residential mortgage
debt is on owner-occupied housing (or dwelling units), if account is
taken of the fact that owner-occupied two- to four-unit properties are
partly rented. Despite the fact that one- to four-family structures ac-
counted for more than two-thirds of the value of rental units (Table
69), multifamily properties carried more than two-thirds of the rental
housing mortgage debt.

Since most of rental housing debt is on multifamily properties, the
institutions which invested heavily in the latter, such as mutual savings
banks and life insurance companies, were the ones with a high pro-
portion of their mortgage investments in rental properties. But there
was considerable variation within the structure and tenure types.
Within one- to four-family mortgages, for example, mutual savings
banks, savings and loan associations, and individuals put between a
fifth and a quarter of their investment into mortgages on two- to four-
unit properties while life insurance companies and the FNMA con-
fined themselves almost entirely to single-family structures. Individuals
also had a much larger part of their one- to four-family mortgage hold-
ings in rental property mortgages than any of the other investors except
the "other" dass.

The distribution of rental property mortgages differed very widely
among institutions. Mutual savings banks, life insurance companies,
and mortgage companies concentrated more than three-quarters of
their holdings on multifamily properties while savings and loan associ-
ations and especially the FNMA held mortgages mainly on small rental
properties. Individuals had almost half their rental housing mortgages
in five- to forty-nine-unit properties but virtually none in the larger
structures.10

DISTRIBUTION OF RESIDENTIAL MORTGAGES AMONG INVESTORS

The outstanding trend in the ownership of mortgage debt over the
past sixty years has been its institutionalization. In 1900 more than
half of the outstanding one- to four-family residential mortgage debt
was held outside of the main lending institutions, almost entirely by
individuals (Table 80). By 1958 the holdings of the nonfarm house-

on other aspects of the composition of mortgage holdings by type, from the
NBER survey of urban mortgage lending, appear in Morton, Urban Mortgage
Lending. pp. 73-75.
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TABLE 80

PERCENTAGE DISTRIBUTION OF OWNERSHIP OF ONE- TO FOUR-FAMILY AND
MULTIFAMILY NONFARM RESIDENTIAL MORTGAGE DEBT, BY TYPE OF INVESTOR, 1900-60

Corn- Mutual Savings and Life Federal
mercial Savings Loan Asso- Insurance Government
Banks Banks ciations Companies Agencies Other

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

ONE- TO FOUR-FAMILY MORTGAGES

1900 5.9 16.7 14.0 5.8 57.7
1912 9.8 18.9 20.2 8.3 42.8
1922 8.6 13.7 28.5 5.8 48.5
1929 11.7 12.1 32.7 84.9
1933 12.4 15.3 29.1 10.4 0.9 31.9
1989 13.0 13.0 22.9 9.1 13.4 28.5
1945A 15.5 10.2 27.8 12.4 4.6 29.6

1945B 15.4 10.2 27.7 12.4 4.8 29.4
1950 2O.8 9.5 29.0 18.8 8.2 18.6
1955 16.9 12.6 34.0 0.0 3.4 13.1
1958 14.8 18.3 36.4 19.0 3.9 12.4
1960 13.6 13.6 39.2 17.6 5.0 11.5

MULTIFAMILY MORTGAGES

1900 12.9 28.5 10.2 48.5
1912 23.4 83.0 15.1 28.4
1922 23.1 25.7 11.6 89.5
1929 18.4 20.5' 18.0 43.1'
1933 13.5 21.8' 18.0 46.8'
1939 15.2 23.5' 23.7 37.5'
1945A 13.4 19.4' 29.2 88.0'

1945B 11.0 31.9 2.4 29.9 0.2 24.6
1950 11.2 32.5 8.2 81.0 0.8 21.8
1955 6.5 36.1 6.3 28.7 2.4 19.9
1958 6.2 34.5 11.9 23.1 3.4 20.9
1960 5.9 31.8 18.4 20.4 4.7 19.4

SOURCE: Vol. II, Tables IV-b-lla-1, IV-b-Ila-2, IV-b-llc-2, and IV-b-lIc-8, Esti-
mates for postwar years are based mainly on Kiaman, Volume of Mortgage Debt,
Tables 5 and 6, and have been continued by the methods described there.

'Substitution of estimates from Grebler, Blank, and Winnick, Capital Formation,
Table N-6, pp. 478 and 479, would yield the following figures for cols. 2 and 6:

Col 2 Cot. 6
1929 30.8 32.8
1933 34.0 34.6
1939 38.8 22.2
1945A 31.8 25.6

288



RESIDENTIAL MORTGAGES

hold sector had dwindled to less than 10 per cent.'1 The four major
mortgage lenders—commercial and mutual savings banks, savings and
loan associations, and life insurance companies—increased their share
from 42 per cent in 1900 to 84 per cent in 1960.12

Within the growing institutional share of home mortgage holdings,
there were substantial shifts among the four main lenders. All except
mutual savings banks increased their shares between 1900 and 1960.
Commercial banis went into one- to four-family mortgages vigorously
before the war and for a few years after, their share growing through
the late 1940's and then falling. The share of life insurance companies
rose steadily to a peak of 20 per cent in the early 1950's and has de-
dined since then. The mutual savings banks' proportion, highest of all
the lenders' in 1900, fell to less than 10 per cent for several years after
the war and then started to rise just when the commercial banks' share
began declining. Savings and loan associations have been the leading

frequently owning twice the share of any other type of institu-
tion. By 1960 they held almost 40 per cent of the home mortgage debt.

The history of the financing of multifamily mortgage debt is not as
dear because there are considerable differences among estimates of in-
stitutions' holdings. But both the sources mentioned in Table 80
agree that noninstitutional holdings dwindled in importance between
1988 and 1960.18 The role of commercial banks was at .its peak very
early, just before and after World War I, when they held almost a
quarter of the multifamily debt; now their share is below 6 per cent.
Life insurance companies increased their share until 1950 and then
cut it back. The postwar years have seen the growth of two new
sources of financing: savings and loan associations, whose share jumped
from 2 to 18 per cent,'4 and the federal government, which rose to 5
per cent.

For both types of mortgages, the early 1950's were a turning point,
marking the beginning of a decline in participation by commercial
banks and insurance companies and a rise in the importance of the
two main savings

11Vo1. II, Table IV-b-lla-2.
12 See Grebler, Blank, and Winnick, Capital Formation, pp. 192 if., for a discu8-

sion of some of the reasons for this shift in ownership. One of these, the ineligi-
bility of noninstitutional lenders under the FHA program, has since been removed.

13Grebler,. Blank, and Winnick suggest, furthermore, that the estimating pro-
cedure understates the shift to institutional ownership of mortgages (Capital
Formation, p. 192).

14 rise in the value of savings and loan association holdings of multifamily
mortgages appears suspiciously rapid. Since the method of estimation is indirect, it
is possible that part of the rise may result from an understatement of the growth
of nonresidential mortgages, which have been assumed to form a constant part of
the mortgage portfolio. See Kiaman, Volume of Mortgage Debt, Table 16.

The history of participation in the nonfarm residential mortgage market by
several types of financial institutions is reviewed in Grebler, Blank, and Winnick,
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When the postwar mortgage market is subdivided by type of mort-
gage and of structure, new differences in sources of financing appear
(Table 81). Among conventional one- to four-family mortgages, sav-
ings and loan associations established a predominant position, raising
their share to over 50 per cent and replacing "other investors" whose

TABLE 81

PERCENTAGE DISTRIBUTION OF OWNERSHIP OF FOUR TYPES OF NONFARM
RESIDENTIAL MORTGAGE DEBT, BY TYPE OP INVESTOR, 1949-60

1945 1950 1955 1958 1960

ONE- TO FOUR-FAMILY
Conventional
1. Commercial banks 9.5 16.3 14.2 13.9 132
2. Mutual savings banks 10.9 7.0 5.6 5.1 4.7
3. Savings and loan assoc. 32.2 35.5 46.1 49.8 52.7
4. Life insurance cos. 7.3 10.5 13.1 12.8 11.8
5. Federal government 6.0 0.2 1.1 1.5 1.9
6. Other 34.1 30.5 19.9 16.8 15.8

FHA and VA
1. Commercial banks 35.2 27.0 20.3 16.0 14.3
2. Mutualsavingsbanks 7.6 13.1 21.4 24.3 25.5
3. Savings and loan assoc. 12.8 20.1 18.7 18.4 18.9
4. Life insurance cos. 29.6 30.8 28.7 27.4 26.4
5. Federal government 0.7 7.5 6.3 7.1 9.8
6. Other 14.1 2.0 4.5 6.7 5.1

MULTIFAMILY

Conventional
1. Commercial banks 11.0 6.7 6.4 2.5 3.7
2. Mutual savings banks 33.1 40.9 84.6 35.2 82.7
3. Savings and loan assoc. 2.4 4.4 9.1 17.2 .26.2
4. Life insurance cos. 28.6 33.0 27.0 23.1 213
5. Federal government 0.2 0.2 1.6 1.9 2.0
6. Other 24.8 14.6 21.4 20.1 13.9

FHA
1. Commercial banks 12.7 18.3 6.8 13.8 10.8
2. Mutualsavingsbanks 9.3 18.8 39.4 38.2 28.2
S. Savings and loan assoc. 2.5 1.1 0.4 1.0 0.9
4. Life insurance cos. 54.4 27.6 32.3 23.1 17.9
5. Federal government — 0.4 4.3 6.4 10.6
6. Other 21.1 83.7 16.8 22.5 31.6

SOURcE: Vol. II, Tables IV-b-lIa-3 through IV-b-lla-6. Based mainly on estimates
by Klaman (Volume of Mortgage Debt) and extended to 1960 by using his methods.
The 1960 figures for commercial banks include small amounts for banks in possessions.

Capital Formation, pp. 194-205, and Morton, Urban Mortgage Lending, pp. 35.39.
See also Raymond J. Saulnier, Urban Mortgage Lending by Life Insurance Com-
panies, New York, NBER, 1950, and Carl F. Behrens, Commercial Bank ActivitIes
in Urban Mortgage Financing, New York, NBER, 1952.
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share was cut by half. Less important declines in mutual savings banks'
and the federal government's shares were taken up by commercial
banks and life insurance companies. Among guaranteed home mort-
gages, it was mainly the commercial banks whose share was cut sharply
while mutual savings banks tripled theirs. Increases were registered
also by savings and loan associations and the federal government,
while "other investors," as in the case of conventional mortgages, lost
ground.

Both commercial banks and other investors declined as holders of
multifamily conventional loans and their places were taken by savings
and loan associations and the federal government. The less important
category of insured multifamily mortgages, of which more than half
was held by life insurance companies in 1945 and less than a quarter in
1958, shifted to a considerable extent to mutual savings banks and the
federal government.

Table 79 again supplies additional information on the structure of
financing. Life insurance companies (45.4 per cent) and mutual sav-
ings banks per cent) almost monopolized mortgages on proper-
ties of fifty or more units. Individuals and savings and loan associations
held 29.5 per cent of loans on properties of five to forty-nine units but
only 4.4 per cent of those on the larger ones.

Debt-to-Asset Ratios for Housing

AGGREGATE DEBT-TO-VALUE RATIOS

Mortgages, unlike most forms of debt, are tied not only to the sectors
whose liabilities they are but also to specific tangible assets. It is true
that funds raised through mortgage debt can be used for purposes
other than housing and that forms of borrowing other than mortgages
can be used for the purchase of houses. But a residential mortgage can-
not be secured without the existence of housing assets and the majority
of real estate transfers involve a flow of mortgage funds. Thus the
matching of housing assets with mortgage liabilities is a more meaning-
ful procedure than most comparisons of assets with specific liabilities.

The proportion of the value of housing covered by mortgage debt
has been higher in the last few years than at any previous time in our
records (Table 82). Similar calculations by Grebler, Blank, and
Winnick1° indicate that they are the highest in a seventy-year period
extending back to 1890, and that even the low point in the ratio after
World War II was considerably higher than some of those before
World War I. Despite the very wide fluctuations, then, there are mdi.
cations of a rising trend in the extent to which housing is mortgaged.

'° Capital Formation, pp. 167-169 and Appendix Table L-6.
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TABLE 82

RESIDENTIAL MORTGAGE AS A PERCENTAGE OF VALUE OF
PRIVATE NONFARM RESIDENTIAL HOUSING. 1900-60

(per cent)

Sector Type of Structure

Nonfarm Non-
All Nonfarm Unincor- financial

Sectors House- porated Corpo- 1- to 4- Multi-
holds Businessa Familyb familyb

(1) (2) (5) (4) (5)

1900 14.7 13.4
1912 15.4 13.3
1922 15.4 12.5
1929 21.9 18.0
1933 23.8 18.8
1939 19.1 161
1945A 15.0 12.8

1945B 14.6 12.8 18.3 40.6 12.8 32.1
1946 15.0 13.4 17.0 40.9 13.5 30.7
1947 14.8 13.4 15.3 40.4 13.6 28.6
1948 16.1 14.7 15.3 40.6 14.8 29.5
1949 18.4 16.9 16.8 45.8 17.0 33.3
1950 18.9 17.3 16.8 48.0 17.5 34.5
1951 20.3 18.7 17.9 49.9 18.7 37.8
1952 21.6 20.0 18.6 50.8 20.0 39.5
1953 23.2 21.7 19.1 52.0 21.7 40.5
1954 25.3 23.9 19.8 54.9 23.9 42.2
1955 26.9 25.6 20.2. 55.0 25.6 43.2
1956 28.0 26.9 20.5 53.7 26.8 43.9
1957 . 29.0 28,0 21.1 53.6 27.8 45.0
1958 80.4 29.1 22.7 58.4 28.9 49.3
1959 31.4 29.8 53.4
1960 32.7 30.9 58.0

SOURcE

Mortgage Debt:
1940-45A: Col. 1: Vol II, Table IV-c-lle-1, sum of lines 10 and 14.

Col. 2: Ibid., line 11.
1945B-60: Estimates are based mainly on Kiaman, Volume of Mortgage Debt, and

are extended by using his methods.
Col. 1: Vol. II, Sum of Tables IV-c-Ila and line 8.
Col. 2: Table IV-c-lIa, line 1.
Col. 3: Table IV-c-llb, line 2.
Col. 4: Sum of Tables IV-c-lla and IV-c-llb, line 4.
Col. 5: Table LV-c-lla, line 8.
Col. 6: Table IV-c-llb, line 8.

Value:
1900-45A: Col. 1: Goldsmith, National Wealth, sum of Tables A-35, cols. 2. 3, and 5,

and A-40, Col. 1.
Col. 2: Ibid., sum of Tables A-35, col. 2, and A-40, col. 2.
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SOURCE TO 82 (concluded)
1945B-58: Table 67.

Cal. 1: Lines 1 and 8.
Col. 2: Lines 4 and 5.
Col. 3: Lines 13 and 14.
Col. 4: Lines 6, 7, 11, and 12.
Col. 5: Line 1.
Col. 6: Line 8.

These ratios were not computed for 1900-45A because the estimated distribution
of mortgage debt between corporate and unincorporated business, based on Gold-
smith, A Study of Saving, Vol. 1, Table does not appear to be compatible with
the distribution of residential structures from Goldsmith, The National Wealth of
the United States in the Postwar Period, Princeton for NBER, 1962, Table A-39.

b Not available for 1900-45A.

Swings in the debt-to-value ratio have appeared to follow the mover.
ments of long building cycles, rising rapidly in the 1920's and the
postwar period and falling during the 1930's and early 1940's. The
movements of the series are quite similar to those of the share. of mort-
gages in total liabilities (Table 74).

It is apparent that high rates of building tend to raise the aggregate
debt-to-value ratio. This is presumably because they add to the housing
stock a large number of new units, of which a high proportion are
mortgaged and on which the debt-to-value ratios are much higher
than on old houses. But it is also clear that the building rate is not the
only influence, for the debt ratio rose sharply from 1929 to 1933 when
there was little new construction. In that period the rise was a result of
a decline in house prices—the only substantial decline in our record.

Grebler, Blank, and Winnick note that a puzzling feature of the
trend is the failure of the debt ratio to rise in the long period before
World War I. There was a considerable increase in the proportion of
owner-occupied houses mortgaged and, at least between 1890 and
1920, a small rise in the debt ratio for mortgaged houses. It is con-
ceivable that there were offsetting changes in rental housing. Or, as the
authors suggest,'7 this may be a statistical The 1890 mortgage
level, and thus the 1890 debt-to-value ratio, may have been overstated.
And an overestimate of the 1920 housing stock may have caused an
understatement of the 1920 debt ratio. If their suggestions are correct,
there has been an even greater long-term upward trend in the debt
ratios than the data show.

The postwar rise in the ratio of mortgage debt to value took place
in the face of roughly a doubling of construction costs. The previous
large increases in the debt ratio had been in 1922-29, when prices rose
oriiy moderately while the building rate was high, and in 1929-33 when
prices fell.

pp. 168-169.
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Part of the explanation for the postwar increase is that the effect of
price changes and repayments, which tend to reduce the debt ratio on
existing houses, was swamped by the effect of the high rate of new con-
struction, which tends to raise it. The other factor was that owners of
old houses, as a group, realized some of the capital gains arising from
price increase by raising their mortgage indebtedness.

The evidence on this point is fragmentary because little is known
about the proportion of gross mortgage flows which are for new
houses. Using any of the estimates quoted later in this paper, it is
clear that in two of the years of large capital gains, 1946 and the
net increase in nonfarm residential debt on one- to four-family struc-
turés was greater than gross lending on new construction. Thus, in
these two years at least, owners of existing houses were increasing their
mortgage In later years the picture is obscured by differences
among the estimates of mortgage lending on new construction. But
there were always large gross additions to debt on existing houses and
these always exceeded partial—presumably voluntary—prepayments.
However, they were rarely greater than the sum of prepayments and
amortization.

Other evidence also points to a tendency for owners of existing
houses to raise their mortgage indebtedness or at least not to permit it
to fall. For example, there were 4,805,000 owner-occupied nonfarm
houses reported as mortgaged in the 1940 Census (Table 83). Over a
period of ten years, it would be expected that many of these' mortgages
would be paid off, particularly since the great majority of them re-
quired regular payments on principal.'8 Yet, in the 1950 Census, there

TABLE 85

NONFARM OWNZR-OCCUPIED HousEs BUILT 1940 AND 1930 AND
MOKTGAGED IN 1940, 1950, AND 1956

(thousands)

Mortgaged in 1- to

Built Before 1910

iFamily
Built Before 1930

1-Family

1940 4,805 4,026 2,837
1950 5.060 S,996 2,894
1956 4,034 3,231 '

1940: U.S. Census of Housing: 1940, Vol. IV, Part 1, pp. 4 and 9.
1950: U.S. Census of Housing: 1950, Vol. IV, Part 1, pp. 60 and 162.
1956: 1956 National Housing Inventory, Vol. II, p. 23.

Number of properties. In a few cases there was more than one structure on a
property.

18 U.S. Census of Housing: 1910, Vol. IV, Part 1, p. 5.
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were 5,060,000 such mortgaged houses which had been built before
1940. To some extent the increase might be explained by a shift of
existing houses from farm to nonfarm and from rented to owner-
occupied.'9 But this shift does not seem sufficient to explain the
steadiness of the number of mortgaged houses, considering, how many
mortgages might normally be expected to run out in ten years. For
example, from 1950 to 1959, when the mortgage and housing stock
was newer, the increase in the number of debt-free houses was 20 per
cent of the initial number.2°

A similar pattern can be seen for one-family houses. Among these
there was a very slight decline in number between 1940 and 1950 and
then an increase to '1956. For one-family houses built before 1930, the
number mortgaged increased slightly between 1940 and 1950 and then
jumped by more than 10 per cent in the next six years.

The aggregate debt-to-value ratios discussed so far can be analyzed
as the product of mortgage flows and price changes. The flows include
new home mortgage lending (which depends on the rate of building
and the loan-to-value ratio on new construction), mortgage repay-
ments, scheduled and unscheduled, which operate to reduce the debt
ratio, and lending on existing homes. These mortgage flows, and the
corresponding equity flows, are discussed in later parts of this chapter.

The effect of price changes is two-edged. An increase in prices, given
the level of mortgage debt, lowers the debt ratios But if it leads home-
owners to expect further price increases it may, by tempting them to
raise or to retain their mortgages, lead to a rise in the debt ratio. The
influence of prices on home-owners' equity is taken up briefly below
and has been discussed in more general form in Part Two.

SECTORAL DEBT-TO-VALUE RATIOS

It would be logical to expect households, corporations, and unincor-
porated enterprises to own different kinds of residential real estate
and to finance their holdings in different ways. Sectoral debt-to-value
ratios are of interest for the light they can shed on methods of financ-
ing. Unfortunately, the sectoral allocations of housing assets and mort-
gage liabilities are so arbitrary that the ratios must be viewed more as
a working out of the allocation assumptions than as independent
information.

Unincorporated business, to which only multifamily housing has
been allocated, showed the lowest debt ratios, with much less growth

was an increase in the number of owner-occupied nonfarm units built
before 1940 from 11,413 (U.S. Census of Housing: 1910, Vol. II, Part 1, p. 12) to
13,739 (U.S. Census of Housing: 1950, Vol. H, Ch. 1, p. 6).

20Mortgaged Homes in The United States—Growth in the 1950's, Washington,
Federal Home Loan Bank Board, 1960.
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in the ratio than households, and, in fact, a decline for several years.
Corporate-owned real estate, including both homes and multifamily
structures, carried the heaviest debt, .but the increase was fairly slow
except during the 1948-50 spurt in multifamily construction. These
years were characterized by very high debt ratios on some new apart-
ment buildings including, according to later charges, cases where the
debt was greater than the cost. The low rate of increase in the debt
ratio for noncorporate housing compared to corporate may be due to
the fact that the additions to multifamily housing tended to be in the
corporate sector, increasing the proportion of new housing there.

On the whole, the sectoral debt-to-value ratios seem to bear a sensible
relationship to those by type of housing in the same table. Nonfärm
households follow the ratios for one- to four-family housing very closely
and corporations' ratios are similar to, but somewhat higher than,
those for multifamily housing. Only the noncorporate ratio appears
suspiciously low, considering that this sector holds only multifamily
properties. The age of the houses in this sector and the fact that non-
corporate holdings tend to be in the five- to forty-nine-unit dass and
corporation properties in the class •of fifty units and over can be
cited as possible reasons for the low ratios.: As will be seen later, it is the
structures of fifty units and over which pull up the debt ratios for
multifamily housing. Structures of five to forty-nine units have debt
ratios much like those of one to four units.

Debt-to-value ratios for various types of owner-occupied and rental
housing can be derived only for 1950 (Table 84). The debt burden
(the ratio of debt to the total value of properties) is heaviest on owner-
occupied one-family houses and lightest on owner-occupied two- to
four-family structures, with rental property in between.21

These ratios are the outcome of two opposing factors. On mortgaged
properties alone, the debt burden is higher on rental than on owner-
occupied properties, mainly because mortgaged properties of fifty units
or more carry such a high rate of indebtedness. What lifts the debt
ratio for owner-occupied properties in the aggregate is the large propor-
tion of them which are mOrtgaged—almost 50 per cent in value terms
compared to per cent Of rental properties. Since one would expect
a greater proportion mortgaged among multifamily properties than
among smaller rental properties, these findings suggest that only a

21 debt-to-value ratios in Table 84 are not strictly comparable with those in
Table 82 because the census values of tangible assets used here differ from the
perpetual inventory values used elsewhere in thiS volume (see Table 66). The
perpetual inventory estimates are relatively higher for multifamily structures, im-
plying even lower debt-to-value ratios for rental housing than those shown in
Table 84.

296



T
A

B
L

E
 8

4

R
E

L
A

T
IO

N
 O

F 
M

O
R

T
G

A
G

E
 D

E
B

T
 T

O
 T

O
T

A
L

 V
A

L
U

E
, B

Y
O

F 
PR

O
PE

R
T

Y
, 1

95
0

C
oL

 1
, l

in
e 

1:
 T

ab
le

 A
-2

, l
in

e 
2,

 m
ul

tip
lie

d 
by

 th
e 

su
m

 o
f 

lin
es

 1
an

d 
4.

2:
 S

um
 o

f 
T

ab
le

 A
-5

, l
in

es
 1

4 
an

d 
16

, a
nd

 T
ab

le
 A

-2
,

lin
e 

2 
m

ul
tip

lie
d 

by
 li

ne
 3

.
(c

on
tin

ue
d)

3:
 S

um
 o

f 
lin

es
 I

 a
nd

 2
.

8:
 T

ab
le

 A
-1

6,
 a

ol
. 9

.
9:

S
um

 o
f l

in
es

3 
an

d 
8.

of
 N

on
fa

rm
 R

es
id

en
tia

l

R
A

T
IO

 (
pe

a 
C

E
N

T
) 

O
F

V
al

ue
V

al
ue

 o
f

(m
ill

io
n 

do
lla

rs
)

M
or

tg
ag

ed
Pr

op
er

tie
s

to
 V

al
ue

 o
f

M
or

tg
ag

e 
D

eb
t t

o 
V

al
ue

M
or

tg
ag

e 
D

eb
t

to
 V

al
ue

 o
f

M
or

tg
ag

ed
 a

nd
N

on
m

or
ig

ag
ed

M
or

tg
ag

ed
M

or
tg

ag
e

A
ll

of
 M

or
tg

ag
ed

 P
ro

pe
rt

ie
s

A
ll

Pr
op

er
tie

s
Pr

op
er

tie
s

D
eb

t
Pr

op
er

tie
s

A
ve

ra
ge

M
ed

ia
n

Pr
op

er
tie

s
(1

)
(2

)
(8

)
(4

)
(5

)
(6

)
(7

)

O
w

ne
r-

oc
cu

pi
ed

1.
1 

un
it

2.
 2

-4
 u

ni
ts

3.
T

ot
al

R
en

te
r-

oc
cu

pi
ed

4.
1 

un
it

5.
 2

-4
 u

ni
ts

6.
 5

-4
9 

un
its

7.
 5

0 
un

its
 o

r 
m

or
e

8.
T

ot
al

9.
 A

l p
ro

pe
rt

ie
s.

13
7,

28
7

32
,6

78
16

9,
96

5

63
,9

90

23
3,

95
5

68
,3

24
14

,2
27

82
,5

51

3,
62

2
3,

83
1

10
,8

02
4,

64
7

22
,4

02

10
4,

95
3

28
,5

66
5,

18
8

33
,7

54

1,
85

8
1,

47
4

4,
22

2
3,

17
7

10
,7

31

44
,4

85

49
.8

43
.5

48
.6

85
.0

44
.9

20
.8

15
.9

N
19

.9

0 0 C
,

16
.8

41
.8

86
.5

40
.9

51
.3

38
3

41
.0

68
.4

47
.9

42
.4

48 88 43 40 40 61

S
O

U
R

C
E

19
.0



HOUSING IN THE NATIONAL BALANCE SHEET
SOURCE TO TABLE 84 (concluded)

Col. 2, line 1: Table B-i, line 1.
2: Table A-5, line 4.
3: Sum of lines 1 and 2.

4-8: These values are estimated in several steps: (a) Number of dwelling
units, by size of property, from various tables in U.S. Census of Hous-
ing: 1950, Vol. IV, Part 1. (Total, p. XVI, Table A; 1 unit, p.. 467; 2-4
units, p. 554; 5 units and over, total above minus units in 1- to 4.unit
properties.) The distribution by property size (number of units in prop-
erty) of the units in properties of 5 units and over was estimated by
multiplying the number of properties in each size class by the midpoint
of the class and then adjusting these figures to add to the Census total
for properties of 5 units and over (above). (b) &ent per unit,: median
rents, from U.S. Census of Housing: 1950 (Vol. IV, Part 1, pp. 474, 557,
596, and 607) multiplied by the mean-to-median ratio (1.10335) from
Table A-Il. (c) Total value: the total rent in each size class (number
of units multiplied by rent per unit) is multiplied by the ratio of value
to rent for that class (Table A-16, notes to cots. S and 7).

9: Sum of lines 3 and 8.
Col. 3: US. Census of Housing: 1950, Vol. IV, Part 1, from Table 1 of each section.
Col. 4: Col. 2 divided by col. 1.
Col. 5.: Col. 3 divided by col. 2.
Col. 6: U.S. Census of Housing: 1950, Vol. IV, Part I, from Table 3 of each section.
Col. 7: Col. 3 divided by col. 1.

small proportion of one- to four-unit rental properties are mortgaged.
Some data on number of units by mortgage status confirm the im-

pression that a high proportion of one- to four-unit rental properties
are debt free (Table 85). Less than a quarter of such units had mort-
gage debts in 1950, compared with almost 44 per cent of owner-occupied
units. In 1956 the difference was even greater: 15 per cent on rental
properties against 55 per cent on owner-occupied units.

An annual . series for mortgage debt on owner-occupied nonfarm
homes is estimated in Appendix Table B-3, col. 2. Compared with the
corresponding home values,22 it shows a gradual rise in the debt ratio
from 13 per cent in 1945 to 33 per cent in 1960. The ratio for one- to
four-family rental properties plus vacant units23 is lower in every
year and rises more slowly, from 12 per cent in 1945 to 21 per cent in
1960.

Net Flows of Housing Funds in the Postwar Period

Many aspects of postwar residential housing finance, such as the effects
of government policy on the flow of mortgage funds, the distribution
of financing among fund supplying institutions, and changes in the
investment policies of banks and other financing agencies, have been

Table 69, lines 1 and 5.
Debt from Table B-S. col. 1 minus col. 2; value from Table 69, lines 6, 7, and 8.
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TABLE 85

MORTGAGE STATUS OF ONE- TO FOUR-FAMILY NONFARM DWELLING UNITS, BY 1950 AND 1956

Number of Dwelling Units (thousands) Mortgaged
Umtsas

Percentage ofNot
Total Mortgaged Mortgaged Total

1950
1.. 1- to 4-family nonfarin houses 35,300 12,498 22,802 35.4
2. Owner-occupied 19,802 8,707 11,095 440
3. Renter-occupied 15,498 3,79j* 11,707 24.5

1956
4. 1- to 4-family nonfarm houses 42,896 16,825 26,071 39.2
5. Owner-occupied
6. Renter-occupied

25,637
17,259

14,203
2,622

11,434
14,637

55.4
15.2

SouRcE: Lines 1,4: Mortgaged Homes in the United States—Growth in the 1950's.
2: U.S. Census of Housing: 1950, Vol. 1, Chapter 1, p. xxxvi. It was

assumed that units not reporting mortgage status were distrib-
uted in the same proportion as those which did report.

3: Line 1 minus line 2.
5: 1956 National Housing Inventory, Vol. II, p. 17.
6: Line 4 minus line 5.

1 This estimate is much larger than the number of rental dwelling units on owner-
and renter-occupied nonfarm properties of 1-4 units from Vol. IV of the 1950 Hous-
ing Census (2,999,000, see pp. 322, 472, and 554). Aside from reporting errors, the
main difference should be rental Units in structures of 1-4 units on properties of 5
or more units.

examined by Saul Kiaman in The Postwar Residential Mortgage
Market and by a number of other studies.24

We therefore have bypassed these questions, for the most part, and
concentrate on the relationship of housing finance to the household
sector andon the distribution between mortgage and equity financing
of housing.

The value of both nonfarm residential construction, and total net
acquisition of assets25 by nonfarm households increased until 1955 or
1956 and then declined somewhat (Table 86 and Chart 25). So sim-
ilar were the movements of the two series that the share of construc-

24 For example, Grebler, Blank, and Winnick, Capital Formation; Jack M. Gutten-
tag, "The Short Cycle in Residential Construction," American Economic Review,
June 1961, and "Some Studies of the Post-World War II Residential Construction
and Mortgage Markets" (unpublished Ph.D. dissertation, Columbia University,
May 1958); Leo Grebler, Housing Issues in Economic Stabilization Policy (NBER
Occasional Paper 72, New York, 1960); and papers by Saul B. Kiaman, James J.O'Leary, and Warren L. Smith in Study of Mortgage Credit (85th Congress, 2nd
Session, U.S. Senate Committee on Banking and Currency, Subcommittee on Hous-
ing, Washington, 1958).

25 Purchases minus sales.
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TABLE 86

FLOW OF FUNDS INTO NÔNPARM RESIDENTIAL 1946-60
(billion dollars)

Net Mortgage

Net EquiEy Flows

Excluding Including
Total Flows Land Land

(1) (2) (8) (4)

1946 5.06 4.82 .24 1.00
1947 7.84 5.66 2.18 8.36
1948 11.44 5.86 5.58 7.30
1949 10.55 5.27 5.28 6.86
1950 14.29 8.73 5.56 7,71
1951 14.57 7.77 6.80 8.99
1952 14.79 7.48 7.81 9.52
1953 16.10 8.24 7.86 10.28
1954 16.65 10.09 6.56 9.06
1955 20.89 13.42 7.47 10.60
1956 20.26 11.50 8.76 11.80
1957 19.20 9.17 10.03 12.91
1958 19.45 11.74 7.71 10.63
1959 27.41 15.08 12.33 16.44
1960 25.19 12.16 13.03 16.80

1946-60 243.69 136.99 106.70 148.26

SouRcE

Col. 1: Table 72, line 13.
2: Klaman, Volume of Mortgage Del't. Table 4, col. 1, corrected and extended to

1960 using his methods and sources.
3: Col. 1 minus col. 2. This is a rough estimate, assuming that all, financing of

new construction other than mortgages is equity, and omitting investment in
residential land.

4: Col. S plus 15 per cent of col. I. See Goldsmith, National Wealth, Table A-b,
note to col. 2.

'Excluding government.

tion varied only between 23 and 27 per cent of asset acquisitions in
all the years from 1948 through 1958 (Chart 26).

Mortgage flows contrasted with construction and asset acquisition
by undergoing large fluctuations, particularly sharp peaks in 1950,
1955, and 1959. Equity financing of new houses2° also fluctuated con-
siderably, but with quite different timing. Unlike the three series men-
tioned previously and unlike even the annual series on personal in-
come, it moved up and down in complete conformity with postwar

Measured here by the difference between construction value and net mortgage
flows. This is a crude measure, including any miscellaneous financing such as non-
mortgage borrowing.
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CHART 26

Mortgage and Equity Flows into Nonfarm Residential
Construction in Relation to Personal Income and Nonfarm

Household Net Acquisition of Assets, 1946-60

302

1946

Source: See source to Chart 25; Survey of Current Business, July 1962; and
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RESIDENTIAL MORTGAGES

business cycles. It reached peaks in 1948, 1953, and 1957, and fell in
each of the following recessions.27

In most of the years after 1949 mortgage and equity flows moved in
opposite directions, the main exceptions being the years following
troughs—1950, 1955, and 1959. In all three cycles mortgage lending in-
creased wth a rush at or soon after the trough and receded a year later,
while equity financing continued to rise throughout the upswing.

Most studies of the postwar housing market have found that the
availability of mortgage credit has been an important variable deter-
mining the rate of construction. The synchronization between the ratio
of mortgage flows to personal income and the ratio of residential con-
struction to personal income (Chart 26) seems consistent with this
finding. Consumers do appear to have been persuaded to purchase
more new housing in relation to their incomes in 1950, 1955, and 1959,
for example, than in any other years. However, the proportion of net
acquisition of assets which went into housing was apparently not
affected; it does not reflect the flow of mortgage funds at all. In other
words, consumers added to other assets as rapidly as to housing assets
during the postwar housing splurges.28

There were very wide fluctuations in the ratio of mortgage lending
to personal income. However, the relation of equity funds to income
was almost inverse to that of mortgages. Although, relative to personal
income, more housing was built and more mortgage funds were lent in
1950 and 1955 than in most of the other postwar years, home-owners in-
vested comparatively little of their own funds in new construction. Part
of the increase in mortgage flows, for example, between 1949 and 1950
and between 1953 and 1955, was absorbed by a rise in the ratio of net
mortgage flows to construction expenditures. Presumably, although not
necessarily, this rise could have reflected a rise in debt ratios on new
construction, but this question involves gross flows which will be dis-
cussed later in this chapter.29

27 Some rough calculations with preliminary data for 1961 suggest that the record
of perfect conformity continued with a peak in equity financing in 1960.

28 The stability of the ratio of housing to total asset acquisitions is not due to
the overwhelming importance of housing investment. Residential construction was
rarely as much as a quarter of total acquisitions of assets.

The measure of equity flow used here, which is the difference between a gross
flow (nonfarm residential construction expenditures) and a net flow (increase in
nonfarm residential mortgage debt), has several peculiarities. It describes the house-
hold sector in the aggregate, not home buyers, because the mortgage repayments
are not made by the same households as the Construction or house purchase expend-
itures. Furthermore, this measure of equity covers all sources of funds other than
mortgages, and may thus include other types of loans which may be used to finance
house purchases.

The treatment of land value also causes difficulties. Construction expenditures do
not include land purchases, and equity flows estimated from construction are there.
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Gross Flows of Housing Funds in the Postwar Period

SOURCES AND TYPES OF GROSS FLOW DATA

Net flows of. funds are only a step away from the national and sectoral
balance sheets. from which they are derived. From this closeness they
gain . reliability, but at the price of hiding many important features of
the movement of funds through the housing market. Funds are used
not only for the purchase of newly built houses but also for the pur-
chase of used houses, for repairs and alterations on existing houses, for
mortgage amortization and prepayments, and, to some extent, for pur-
poses entirely unconnected with the financing of residential real estate.
Funds enter the market not only via new house mortgages and equity
flows but also through mortgages on existing houses, both for refinanc-
ing and as additions to mortgages, and through equity• flows on and
sales of existing houses. To examine these relationships, one must look
behind the net flows to the gross flows which give rise to them.

The data on gross flows, which are described in Appendix C, are
less reliable than the balance sheets and net flows, but they were con-
structed in such a way as to fit together with them and to reconcile the
net flOws with, in most cases, the regularly published series on mort-
gage recordings of $20,000 or less. The recordings are assumed to
represent gross extensions of nonfarm residential one- to four-family
mortgage debt. These mortgage recordings are based on reports by
mortgage lenders and to that extent are fairly reliable, but they include
some nonresidential real estate and exclude some higher-priced
residences.3°

Gross mortgage repayments can be calculated from gross lending and

fore understated by the cost of land purchased by households from other sectors.
The other equity estimate, including land costs, probably is an overstatement, be-
cause the figure of 15 per cent represents all land purchases rather than only those
from other sectors.

80 The Savings and Home Financing Source Book, Federal Home Loan Bank
Board. (Washington,, 1960, p. 46) gives a more detailed discussion of the series. A
more thorough. examination of gross flow data and the problems involved in meas-
unng them can be found in Saul B. Klaman. Flow Data for. current
Market Analysis," 1959 Proceedings of the Business and Economic Statistics Section
of the American Statistical Association. Appendix C of this paper describes some of
the gross flow data for types of mortgages and institutions on which these aggre-
gates are based.

Another. series on mortgage loans made on one- to four-family nonfarm homes,
covering 1925-50, was published by the Federal Home Loan Bank Board in Esti-
mated Home Mortgage Debt and Financing Activity, 1950 (Washington,. 1951). The
series was discontinued after that date.

Grebler, Blank, and Winnick (Capital Formation, Table M.1) estimated the
gross flow of mortgage and equity funds into all residential real estate for 1911-52.
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net changes in mortgage debt outstanding. The breakdown of repay-
ments by the FHLBB into amortization, partial prepayments, and pre-
payments in full is less reliable than the total

Figures for tangible uses of funds are NBER estimates based mainly
on official data for new construction, repairs, and alterations.31 If, as
now seems likely, these are substantially understated, we have probably
correspondingly underestimated net equity flows into housing and
overstated the relative role of mortgages in housing finance.

Transactions, in existing houses are taken from a roughly estimated
series formerly published by the Federal Reserve Board as part of its
flOw-of-funds accounts but since discontinued. We have extrapolated
them to 1958 on the basis of FRB estimates of the number of purchases
of existing houses and average values of one-family houses insured by
the FHA under Section 203, and to '1960 by a FHLBB series for mort-
gage lending on existing houses and FHA data on loan-to-value ratios
for existing house loans under Section 203.

Both the Federal Reserve Board and the Federal Home Loan Bank
Board have made estimates of 'the division between lending on new
houses and lending on existing houses. The FRB figures have. not been
published officially but most of them appear in Kiaman's monograph.32
There is some foundation for the breakdown in data published for
savings and loan association lending38 and for FHA and VA mortgage
extensions. The FHLBB gives consistently lower figures for extension
of mortgages' on new homes and therefore implies greater equity
financing of them. The two series differ more in level than in movement
which is close to being parallel except in a couple of years.

Mortgage loans, other than oh new houses, among sources of funds,
are broken down by the FHLBB into refinancing, which is estimated
as being equal to the item on the uses side called "prepayments in
full," and "additional financing." The FRB estimates are divided into
mortgage credit for "existing house purchases" and for "other pur-
poses." This classification is based on, and estimated from, the data
for savings and loan associations 'mentioned above. The "other" category
presumably includes, therefore, loans for repairs, additions and altera-
tions, and refinancing.84. The FRB totals for "other purposes," however,

81 Goldsmith, National Wealth, Appendix..B.
82 Klaman, Postwar Residential Mortgage Market, Chart 22 and Table A-b.
83 discussion by Kiaman (ibid., pp. 159-168) suggests that the savings and

loan data contain many defects. "Loans classified as for construction of homes
include temporary loans to builders as well as permanent loans to individuals.
Loans classified as for purchase of homes include, loans for purchase of both new
and existing houses. Moreover, the figures. given are confused by a significant
degree of duplication; loans reported once• under the construction category are
reported again under the purchase category."

See, for example, note in Federal Reserve Bulletin, August 1960, p. 908.
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are much lower than the FHLBB figures for refinancing alone and it
therefore seems likely that the FRB excludes refinancing in connection
with house sales.

Tables 87 and 88 summarize the available data on total gross flows
of funds through the one- to four-family housing market. The tangible
uses represent, for the purchasers, real investment in housing. This
includes a small amount of dealers' margins on sales of existing houses
and land costs on new homes. All of the tangible uses, excluding the
purchase of existing houses but including the cost of the transactions
in them, are the real components of the changes in the stock of housing
in the national balance sheets. The intangible uses involve the repay-
ment of housing debt out of equity funds or out of the item "additional
financing of existing homes."

CHANGES IN THE LEVEL OF GROSS MORTGAGE FLOWS

One feature common to almost all the absolute series on tangible
housing expenditures and gross flows of mortgage credit is their lack
of synchronization with the cyclical fluctuations of the economy as a
whole. They did undergo cycles, but the peaks and troughs did not, in
general, coincide with those marked out by National Bureau reference
dates. There is, in fact, some evidence that mortgage flows moved
countercyclically.36 Among the uses of funds, prepayments and pur-
chases of new houses were at their peak in 1955 (Chart 27) and pur-
chases of existing houses in 1956. All three of the series showed
troughs in 1957—a reference peak. Prepayments and existing home
purchases hit their troughs in 1948, and only new construction coin-
cided with the reference trough in 1949. None of the three, at least in
these annual data, was marked by the 1953-54 business cycle. The only
area of gross uses which followed the reference dates was repairs and
alterations which increased in every year except 1949, 1954, and 1958,
declining in the first and third recessions and remaining steady in the
other. Amortization payments rose in every year without regard to
cyclical phase.

Among the sources of funds, refinancing and sales of existing houses
are entirely or mainly the obverse of prepayments and existing house
purchases and therefore need no additional description. The extension
of mortgages on new homes exhibited the familiar sharp peaks in 1950,
1955, and 1959, and troughs in 1952 and 1957. "Additional financing"
on existing homes, after falling for several years, rose rapidly from
1949 to 1958. It reached peaks in two trough years, 1954 and 1958.

It is, of course, not correct to say that the housing and mortgage
series are unaffected by the business cycle; the apparent dependence of

See, for example, Gutten tag, 'Some Studies of the Post-World War II Residential
Construction and Mortgage Market."
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HO USING IN THE NATIONAL BALANCE SHEET

CHART 27

Gross Sources and Uses of Funds, One- to Four-Family

Sources

Source: Tables 87 and 88.

Nonfarm Houses, 1946-60
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RESIDENTIAL MORTGAGES

the flow of funds into new housing mortgages on interest rates in other
sectors is evidence enough of a connection. But the timing of postwar
reference cycles is not clearly imprinted on these flows, with the possi-
ble exception of the repair and alteration series.

Many of the gross flow series for housing show signs of a slackening
or an interruption of growth after 1955. This appeared in several
components of the total, not only in the extension of mortgages on
new homes, which had undergone a considerable decline after 1950,
but also in refinancing and sales of existing houses, both of which had
risen uninterruptedly since 1948.

The one important source of funds not shown in Chart 27 is the
flow of equity funds into housing: the flow of owners' funds, excluding
capital gains. This is one element, not always the most important, in
the change in owners' equity, a breakdown of which is given in Table
89 and Chart 28. The flow of owners' equity funds (gross saving) for

TABLE 89

COMPOSITION OF CHANCE IN OwNElts' EQUITY, ONE- TO FOUR-FAMILY NONFARM HousEs, 1946-60

Depre-
Change Change ciation

in in Owners' (replace- Owners'
Owners' Gross Mortgage Gross ment Net Capital
Equity Investment Debt Saving cost) Saving Gains

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

1946 20.9 5.3 4.4 .9 3.4 —2.5 23.4
1947 32.6 8.1 5.2 2.9 4.2 —1.8 339
1948 12.2 11.8 5.1 6.7 4.8 1.9 10.3
1949 —7.7 105 4.3 6.2 4.9 1.3 —9.0
1950 29.0 14.8 7.6 7.2 5.3 1.9 27.1
1951 11.7 15.8 6.5 8.8 5.9 2.9 8.8
1952 9.0 15.8 6.8 9.0 6.2 2.8 6.2
1953 4.5 17.0 7.6 9.4 6.5 2.9 1.6
1954 2.5 17.8 9.6 8.2 6.6 1.6 .9
1955 15.5 22.5 12.6 9.9 7.1 2.8 12.7
1956 14.4 21.8 10.8 11.0 7.6 3.4 11.0
1957 8.7 20.7 8.6 12.1 8.0 4.1 4.6
1958 9.2 21.2 10.1 11.1 8.4 2.7 6.5
1959 19.7 80.2 13.2 17.0 8.8 8.2 11.5
1960 6.8 27.8 10.4 17.4 9.4 8.0 —1.2

SOURCE

Col. 1: Change in total value (Table 67) minus change in mortgage debt (col. 3).
2: Table 88, sum of lines 3, 5, and 7.
3: Estimated Home Mortgage Debt and Financing Activity, 1961, FHLBB, 1962.
4: Col. 2 minus col. 3.
5: Goldsmith, National Wealth, Table B-5.
6: Col. 4 minus col. 5.
7: Col. 1 minus col. 6.
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HOUSING IN THE NATIONAL BALANCE SHEET

CHART 28

Composition of Change in Owners' Equity, One- to
Four-Family Nonfarm Houses, 1946-60

Capital gains

Flow of equity funds (owners' gross Saving)

Depreciation

Total change
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Source. Table 89.

such requirements as amortization payments and down payments on
new houses is seen to follow all of the postwar reference cycles. It
reached peaks in 1948, 1953, 1957, and probably, judging from pre-
liminary data mentioned earlier, in 1960 also; and fell in 1949, 1954,
and

During the first two.. years after the war the flow of equity funds was
not even sufficient to offset depreciation. After 1948 the equity flow

36 This is a somewhat broader concept of equity flow than that shown in Table
86 since this one includes net saving in existing houses.
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RESiDENTiAL MORTGAGES

exceeded depreciation by about $2 billion at first and then $8 to $4
billion. At the end of the period the difference jumped. to $8 billion.
But the three postwar recessions cut into this excess sharply.

Amortization payments never equaled depreciation, and even amor-
tization plus partial prepayments on mortgages (total prepayments are
assumed to be all for refinancing) only caught up with depreciation in
1960 (Chart 29). The main reason for the gap was the large element
in depreciation which represents price change. Depreciation, when
measured at replacement cost, varies with the price level, while amor-

CHART 29

Depreciation, Amortization, Equity Funds, One- to
Four-Family Nonfarm Housing, 1946-60

313

Billion dollars

'48 '49 ,5O 51 '52 '53 '55 '56 '57 '58 '59 '60

Source: Tables 88 and 89 and Goldsmith, National Wealth, Table B-5.



HOUSING IN THE NATIONAL BALANCE SHEET

tization is related to the. original cost of building and is not affected
by subsequent price changes. If the comparison is made with original
cost depreciation, amortization was higher except in the first two
years, and rose more rapidly.

The low level of gross saving compared to depreciation in the first
five years after the war did not mean that home-owners' equity was fail-
ing to grow. Except in the recession year 1949, there were very large
gains in equity, three of them (1946, 1947, 1950) being greater than
any later ones. These were due to large capital gains from increases in
house prices, represented in these computations by construction costs.
Capital gains far outweighed saving as a source of increases in equity
in the early postwar years and were still of considerable importance
in the 1950's. In a number of ways fluctuations in the level of capital
gains follow those in such series as the ratio of house purchases to the
stock of houses (see below).. Both were at a high level just after the
war, fell to troughs in 1949; both bit peaks in 1950, 1955, and 1959,
and troughs in 1957, and declined sharply in 1960. The three peaks in
capital gains were all in periods of considerable residential construc-
tion

RELATIONSHIP OF NEW HOUSE PURCHASES TO TOTAL HOUSE

PURCHASES AND STOCK OF HOUSING

The period of rapid growth (from 2 to 5 per cent) in new house pur-
chases relative to the existing stock of housing ends with the 1950 peak
(Chart After that no upward. trend is in evidence, although each
of the following peaks was slightly above its predecessor. The distinc-
tive cyclical swings observed in insured mortgages and related series
stand out clearly. Sales of existing houses, on the other hand, were large
relative to the total housing stock just after the war. They sagged
quickly, then rose again 1955, more than matching their initial
ratio to the housing stock, and have declined almost every year since
then.

The distribution of house purchases reflects these differences in rate
of growth. The share of new houses in total purchases was less than
one-quarter in 1946; it rose rapidly to almost a half in 1948, and then
began a gradual fluctuating decline which brought it to about 40
per cent by 1958. In the last two years, however, it suddenly reached
close to 50 per cent again. At first, after the war, there were very few
new houses to buy, and there was probably considerable purchasing
of former rental housing of prewar vintage, which accounted for the

87 Grebler, Blank, and Winnick (Capital Formation, pp. 18 1.189) discuss the
flow of mortgage and equity funds into new residential construction from 1911
to 1952.
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importance of the purchases of existing houses. Then, after the first
postwar housing boom had built up a considerable reservoir of post-
war houses, these began to be sold by their first owners, slowly in-
creasing the existing house share of the market until the recent
reversal.38

GROSS MORTGAGE FINANCING RATIOS

One of the advantages of gross flow data is that they give a much clearer
picture than net flows of the financing needs and practices of home
buyers. The net financing ratio (the ratio of net mortgage extensions
to purchases of houses) describes the financing of the nonfarm sector
as a whole, but the gross financing ratio describes the financing of the
part of the household sector that is doing the buying. It does not cancel
out mortgage repayments by home-owners against mortgage borrowing
by home buyers.

There are two sources of gross mortgage flow data, the Federal
serve Board and the Federal Home Loan Bank Board. The FRB data,
some of which were published by Klaman, diverge substantially fr9m
those of the FHLBB, mainly by showing a lower level of lending on
new homes, despite the fact that the two agencies start from the same
estimates of total gross lending. However, they generally agree well in
movement except for the sharp fluctuations in the FHLBB series in
1950 and 1951 (Chart 31).

Gross financing ratios were very high just after the war, declined
to a low point in 1952, and crept up after that but not to anything
near the 1946 and 1947 levels. At times the two components moved
quite differently. The new house financing ratio reached high levels in
1946, 1950, and 1955 and has undergone wide swings without any
decided trend, despite the efforts of government guarantee programs.
The financing ratio for existing houses reached very high levels—80 to
84 per cent—just after the war. Then they fell to approximately 60
per cent in the early 1950's and rose to 70 per cent and above in 1958-
60, higher, surprisingly, than ratios for new houses.

It seems unlikely that all of the financing on existing houses was
connected with transactions in them. Even the loan-to-value ratios for
FHA-guaranteed mortgages, usually higher than on conventional loans,
did not reach the level of the gross financing ratio in 1946 and 1947.

88Estimates of numbers or proportions of new and existing houses purchased in
1947-58 were made in Survey of Consumer Finances reports published in the
Federal Reserve Bulletin. The share of new houses in numbers was generally below
the value shares (Chart 30) , an appropriate relationship since average values of
new houses are considerably higher than those of old ones. But a puzzling feature
of the series is that in most years after 1948 it leads the value ratios consistently by
a year. The aggregate values of house purchases estimated in these reports were far
below those in Table 88.
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CHART 30

Purchases of New and Existing Housing in Relation to
Stock of Housing, 1946-60

Per cent

Furthermore, only in 1946-48 did the ratios of mortgage extension to
value of transactions •n existing houses exceed that on new houses
until. 1958-60. The burst of mortgage financing just after the war seems
to have reflected not only the high level of housing market activity but
also the raising of debt on houses which were not transferred.
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Source: New and existing house purchases are from Table 88. Stock of one- to
four-family housing is from Table 69. Number of new and existing house purchases
is as follows (in millions)

New as Percentage
New Existing of Total

1 947ft 0.6 1 .6 27
0.8 1.6 33

1949b 0.6 1.0 38
1950b 0.8 1.4 36
195P 0.7 1.7 29
1952° 0.6 Li 35
1953° 0.7 1.5 32
1954° 1.0 1.5 40
1955° 0.9 1.7 35
1956d 33
1957° 30
1958° 30

36
These data are from Federal Reserve Bulletin as follows: S July 1951; b August
1955; August 1 956; p. 820; June 1957, pp. 628-629; ° September 1959,
p. 1099; and 1960 Survey of Consumer Finances, p. 53.

It is possible that the postwar surge of existing house transfers, al-
though it was not as great in comparison to the housing stock as that
oE 1954-56 (Chart 30), required a higher proportion of mortgage
financing. A larger part of the sales during the 1940's than in the 1950's
may have been to former renters who were entering the market without
equity from sales of other houses. Such purchasers would be forced to
rely more heavily on mortgage credit than former home-owners.

Several features of the data on gross financing ratios are reflected. in
the information for FHA-insured loans under Section 203, the main
FHA home mortgage program. The peaks in 1950 and 1955, the trough
in 1952, and the rapid fall from 1955 to 1957 all show up in both sets
of data for new houses (Chart 32).

The existing house ratios under Section 203 confirm the 1955 peak,
but they were fairly steady before 1954 and add to the evidence that
the high ratios of 1946-48 were not a product of transactions in houses.

The FHA ratios do contain one distinctive feature hardly visible at
all in the totals. That is a very rapid rise from 1957 to 1959 in the
financing ratios for both new and existing house transactions to the
highest levels in the postwar years. The only reflection of such a rise in
Chart 31 is in lending on existing houses, and even that ratio does not
reach a level higher than in the 1940's.

DISTRIBUTION OF GROSS FLOWS AMONG TYPES OF MORTGAGE

AND FINANCING INSTITUTION

Eata on net mortgage flows show how much credit is being supplied to
the mortgage market by each institution or through each type Of mort-
gage, after deducting the funds received from mortgage sales and re-
payments. But since the mortgagors receiving new credit are typically
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CHART 31

Financing of New and Existing House Purchases,
Gross Extension of Mortgages as Percentage of Cost of Houses,

Source: Tables 87 and 88.
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CHART 32

Mortgage Financing Ratios, Transactions Under FHA Section 203,
1946-60

not those who are making mortgage repayments, the gross flows of
mortgage credit may be more useful for tracing the influence of credit
conditions on the mortgage market.

The most striking difference between the picture presented by gross
flows and that shown by net flows is in the distribution by type, among
conventional, FHA, and VA mortgages (Chart 33). Conventional mort-
gages supplied less than half of the net flow from 1947 through 1951
and never above 65 per cent until 1958. Their share increased after
that, reaching 70-75 per cent in 1958-60. Gross flows show the share of
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CHART 33

Percentage Distribution of Gross and Net Flows, One- to
Four-Family Nonfarm Residential Mortgages,

by Type of Mortgage, 1946-60

Gross Flows Net Flows

Source: Net flows are from Kiamon, Volume of Mortgage Debt, Tables 26, 31,
33, and 35, corrected and extended to
from AppericHx. Table C-2.

Per cent
80

Per cent
80

-In
1946 '48 '50 '52 '56 '58 '60 1946 '48 '50 '52 '54 '56 '58 '60

1960. using his methods. flows are
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conventional mortgages always above 64 per cent of the total, and ris-
ing considerably higher in recent. years.

The net flows exhibit violent shifts. from year to year in, the propor-
tions supplied in the three forms. The width of the fluctuations is
illustrated by their range: from 37 per cent of the net mortgage flow
to 75 per cent for conventional mortgages, 60 to —3 per cent for
VA mortgages, and from 38 to —9 per cent for FHA mortgages. Not
only were the shifts in net sources large over the period as a whole, but
most of the range was covered in periods of a year or two.

No such radical shifts in the type of mortgage funds.supplied appear
in the gross flow data. Here conventional mortgages are of much greater
importance than in the net flows, supplying 64 to 78 per cent of the
gross funds in every year. There was an upward trend in this ratio,
imparted mainly by the data for 1957-60. Gross flows of VA loans
varied between 7. and 28 per cent of the total (mostly between 15 and
22 per cent) and FHA loans between 4 and 19 per cent.39

In both gross and net flows, conventional loans moved inversely to
VA lending very regularly. The net flows of the two types moved in
the same direction only three times in the fourteen years, and the gross
flows only twice. FHA and VA loans changed in opposite directions
at times, particularly in 1948-51 and in 1958, but conventional and
FHA loans seem much less closely related. These facts suggest the
existence of competitive relationships, perhaps in response to changes
in interest rate differentials, between VA and conventional mortgages
more than between FHA and VA or between conventional and FHA
mortgages.

Use of gross instead of net, flows modifies the picture of the institu-
tional distribution of mortgage financing also (Chart 34). In every
case, both the extent of year-to-year fluctuations and the total range of
fluctuation are greatly reduced.

Of more interest is the fact that shifting' to gross flows reduces the
shares of several major sectors in mortgage financing. The share of life
insurance companies is reduced from 18 to 14 per cent for the postwar
period as a whole, that of savings and loan associations from 42 to 38
per cent, that of mutual savings banks from 14 to 10 per cent for
1949-60. Commercial banks and others, mainly individuals, are con-
siderably more important in the gross flows, supplying 37 per cent in
1949-60 compared to 25 per cent of the net..The whole group of com-
mercial and mutual savings banks and others were responsible, for 48
per cent of the gross flow of funds in the. postwar years against 41 per
cent of net flows. The Federal National Mortgage Association played

39 presence of construction loans among conventional mortgiges tends to
exaggerate their importance but should not influence the stability of their share.
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CHART 34

Percentage Distribution of Gross and Net Flows, One- to
Four-Family Nonfarm Residential Mortgages,

by Type of Institution, 1946-60

Savings and loan associations
- banks

Mutual savings banks
Life insurance companies
FNMA

Gross Flows Net Flows

1946 '48 '50 '52 '54 '56 48'58 '60 1946 '50 '52 54 '56 '5$ '60
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Source: Net flows ore from Kiamon, Volume of Mortgage Debt, Tables 20 and
26, corrected and extended td 1960 using his methods. Gross flows ore from
Appendix Tables C-i, C-1O, C-14, and C-17, and, for FNMA, from Annual Re-
ports of Housing and Home Finance Agency, purchases minus sales of VA and FHA
home mortgages (Sections 8, 203, 221, 222, 603, 809, and 903) in secondary
market operations and special assistance activities.

about the same part in both measures of financing, the main difference
being the smoothing of fluctuations.

The greater instability of the net flows is not a surprising finding; for
they are the result of subtracting from the fluctuating series on gross
acquisitions two much steadier series: a very mildly fluctuating but
rising series for repayments in full, and a series for amortization which
showed a steady upward trend with no fluctuations at all. Therefore,
when the gross flow remains constant the net flow falls. The size of
the difference between the two measures is a function of the size of, and
the trend in, mortgage repayments.

REPAYMENTS RATIOS

Data on repayments appear to be less reliable than those on gross ex-
tensions or on holdings of mortgages. All or almost all of the repay-
ments estimates are derived by subtracting net changes in holdings
from gross or net purchases of mortgages, and they therefore suffer from
the defects of both series, magnified by the fact that the
series is smaller than that on gross extensions. Among the items that
may end up in a supposed series on repayments are the effects of timing
differences in the recording of gross flow and net' flow data and the
effects of differences of concept and coverage between the recordings
data and those from balance sheets.4°

Despite the ambiguities in the repayments data, two conclusions
stand out clearly. The first is that the ratio of repayments to outstand-
ing debt is much higher for conventional mortgages than for guaran-
teed mortgages, and among the latter, higher for FHA than for VA
mortgages. The second conclusion is that the repayment ratio has been
falling during the last fifteen years for total mortgages, for each type
of mortgage (except VA mortgages after 1958), and for mortgages
held by each type of financial institution.

This decline in the repayment rate is apparently not a long-term
phenomenon. Grebler, Blank, and found that the rates were
quite low before the war. They ranged between 14 and 17 per cent in

40These differences, as well as some other infonnation on gross flows, are discussed
by Kiaman in the 1959 Proceedings of the Business and Economic Statistics Section
of the American Statistical Association, pp. 211-212, and are summarized in Appen-
dix C below.

41 Capital Formation, pp. 175-179.
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every year but one from 1930 through 194:1. But in the late 1920's they
were above 20 per cent, as in the building boom after World War 11.42

Repayments estimates, for all mortgages or for all of a given type,
FHA, VA, or 'conventiOnal, are likely to be more reliable than those for
particular sectors, because the former do not require information on
purchases and of mortgages among sectors. These intersector trans-
actions, about which very little information is available, cancel out
when the' economy as a whole is

The declines in repayment ratios for the majOr types of mortgages
stand, out clearly in Chart 35. Part of the, fall 'in the ratio for all mort-
gages arose out of the shift from conventional to guaranteed mortgages,
especially in the. firs.t few postwar. years, but the trend was down
within the FHA and conventional mortgage categories, as well.

Repayment. ratios for VA mortgages have been lower than those for
FHA mortgages in all but four years. Conventional mortgage repay-
ment rates have been as much as three times as high as FHA rates. At
least part of the explanation for: this high level rests on the inclusion
of construction loans, which have high turnover 'rates, in conventional
mortgages. Many of these are made by savings and loan associations.43
In their short-term fluctuations, ratios for guaranteed mortgages partly
reflect cycles in construction, particularly the peaks in 1950, 1955,.
and 1959.

Repayment rates can be separated into amortization rates, which
show a smooth and mild downward trend, and prepayrnents, which
show an even sharper decline after 1955 than total repayments. Pre-
payments' are divided by the source into partial and total. It is the
latter, representing transactions associated with refinancing, which ac-
count for this sudden drop from over 14 per cent in 1955 to slightly
over 8 per cent in

There' are some opportunities for testing these findings on what are
at least partly independent data for individual types of financial insti-
tutions. These' estimates, together with some notes on their construc-
tion and their 'many limitations, can be found in' Appendix c.

For 'the most part the dat'a for individual institutions,, crude as they
are, support' the findings for total mortgage debt. Repayment rates on
conventional mortgages were higher In every case than those on guaran-
teed ruoTtgages and, with the sole ccnventibnal debt held
by 'mutual savings banks, trends in repayment ratios' were downward
(Chart 36).

data on the relationship between actual and contract lengths of mortgages,
see Morton, 'Urban Mortgage Lending, pp.

See 'I(lãman, Postwar Residential Mortgage Market, pp. 159-163. for a study of
savings and loan association loans. The higher level of repayment ratios for con-
ventional mortgages is confirmed, however, by data for mutual savings banks for
whom temporary construction loans are not important (ibid., p. 155).
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CHART 35

Estimated Repayments as Percentage of Mortgage Debt
Outstanding, by Type of Mortgage,

Source: Mortgage debt outstanding is from Kiaman, Vofume .of Mortgage Debt,
Tables 5, 10, 12, and 14. All mortgages, and total
repayments are from Table 88. FHA, VA, and conventional mortgages, total re-
payments, are from Table C-2 minus net change in mortgage debt outstanding.

3.25

All mortgages,
amortization
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RESIDENTIAL MORTGAGES

Savings and loan association repayment rates for total home mort-
gages, shown here, do not take account of purchases on the open mar-
ket. But data for insured associations, in which repayments are given
directly, confirm both the trend and the fluctuations in this series.

The mortgage investments of life insurance companies are much
more heavily concentrated in guaranteed debt than those of savings and
loan associations. This fact alone is a partial explanation of the lower
repayment rate for total mortgages held by the insurance sector. But it
is not a sufficient explanation because the rate for insurance sector con-
ventional mortgages alone is lower than the total repayment rate for
savings and loan associations. It seems likely that temporary construc-
tion mortgages in the savings and loan sector must partly account for
the high repayment rates there.

Conventional loan repayment rates fluctuated much. more in the
insurance sector than in the. others and in closer conformity with the
rates for other types of mortgages. All three types reached peaks in
repayment rates in 1955 and troughs in 1957. The earlier peak was
scattered, VA loans hitting it in 1950 (VA loan rates before 1950 are
not shown because they fluctuated violently and were probably not
reliable), FHA loans in 1951, and conventional loans in 1952.

The only other major financial sector for which these gross flows are
available is mutual savings banks, and the data are fragmentary. The
decline in repayment ratios is again visible in the total and in VA mort-
gages and, for a few years in FHA mortgages. But it is not at all evident in
conventional mortgages, and it may be that the fall in total repayment
ratios is due more to the shift from conventional to government-insured
mortgages than to the decline within these types. The high repayment
rates for conventional mortgages appear here as in other sectors.

To a considerable extent, the much higher repayment ratio on con-
ventional mortgages must be related to their shorter terms. In 1950, for
example, the median term of both FHA and VA mortgages was twenty
years, while that of conventional first mortgages was only eleven years
and of conventional junior mortgages seven years.44 This fact, however,
affects only amortization, which was never as much as half of total re-
payments and was usually close to one-third. It does not explain at all
the fluctuations in repayment ratios or the sharp decline which took
place in the more recent part of the period.

Some part of the decline in repayment ratios can be ascribed to the
lengthening of mortgage terms. In 1946, for example, FHA mortgages
on new houses insured under Section 203 averaged 21.0 years and those
on existing houses 18.9 years. By 1960 they had reached 29.2 and 25.8
years, respectively.45

"U.S. Census of Housing: 1950, Vol. IV, Part I, p. 42.
45 Report of Housing and Home Finance Agency, 1961, p. 104.
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CHAPTER 12

Home Ownership and Mortgage Debt in Relation to
Family Characteristics

CHAPTERS 10 and 11 showed that homes account for more than half the
tangible assets and roughly a quarter of the total assets of nonfarm
households and that mortgages are larger than all other household
liabilities combined. The acquisition and financing of housing are
therefore the most important decisions most families make about the
composition of their balance sheets. Despite the importance of housing
in the balance sheet of the household sector as a whole, its importance
to individual households varies considerably. Even in 1960, after fifteen
years of increasing home ownership, almost 40 per cent of nonfarm
households had no housing assets (Table A-9). The other 60 per cent
included some families who owned houses but offset most of their
value by mortgage debt and some who owned them outright.

The purpose of this chapter is to determine which characteristics of
families are associated with different types of housing and mortgage
arrangements. Several earlier studies have found that home-owners
differ from renters in many respects other than the fact of home owner-
ship.' Home-owners are older than renters and have higher incomes
and assets, and larger families. Or, to turn the statdment around, the
extent of home ownership rises with increasing age, income, wealth,
and family size. However, the published data show very few cross
classifications of these variables. It has, therefore, been difficult to say
how much of the influence of each variable was due to its correlation
with other explanatory variables, especially since income, wealth, age,
and family size are all correlated with each other.

New data on nonfarm families, compiled for this report from the
answers to the 1950 Survey of Consumer Finances, permit a closer
examination of some of these relationships.2 They include further cross
classification of explanatory variables, with a more detailed breakdown
of each than is available in the published data. In addition, they pro-

'For example, 1950 Survey of Consumer Finances, Part V (Federal Reserve
Bulletin, December 1950), Table 15; 1959 Survey of Consumer Finances, Part III
(Federal Reserve Bulletin, September 1959), Supplementary Tables 1, 2, and 13-15;
U.S. Census of Housing: 1950, Washington, 1953, Vol. II, Ch. I, Table A-1O; Sherman
Maisel and Louis Winnick, "Family Housing Expenditures: Elusive Laws and
Intrusive Variances" in Consumption and Saving, ed. by Irwin Friend and Robert
Jones, Vol. I, Philadelphia, 1960.

2 The data on which this chapter is based come from a retabulation of answers
to the 1950 Survey of Consumer Finances by the Survey Research Center of the
University of Michigan. We are deeply indebted to the Survey Research Center,
and particularly to Mr. Charles Liniñger, for their cooperation.
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vide a breakdown of home-owners between those whose homes are
mortgaged and those whose homes are debt-free. As will be seen later,
this is a very important distinction, more significant for some purposes
than the distinction between home-owners and renters. We refer to
the breakdown of spending units into home-owners without mortgages,
home-owners with mortgages, and renters as the classification by "hous-
ing status."

Gross Relationships Between Housing Status and Other Variables

1: Income. Owners of mortgaged homes had median incomes more
than 25 per cent higher than those of renters or of home-owners with-
out mortgages. More of them were in the highest income classes and
fewer in the lowest classes. Home-owners without mortgages and renters
had very similar average incomes but different distributions, the renters
being more heavily concentrated in the middle of the income range
while the home-owners without mortgages had a greater proportion in
both the lowest and the highest income brackets.

2. Occupation. The most conspicuous feature of the occupational
distribution is the high proportion of retired heads of households
among owners of nonmortgaged homes: almost 15 per cent compared
with less than 4 per cent in the other two groups. Owners of mortgaged
homes were disproportionately concentrated in managerial and skilled
and semiskilled occupations; and renters, in professional and semi-
professional, clerical and sales, and unskilled and service occupations.

3. Age. As is suggested by the occupational distribution, home-
owners without mortgages were older than the other groups. More than
half of them were 55 or over, compared with less than 20 per cent
among other home-owners and renters. Only 6.5 per cent of them were
under 35, compared with 27 per cent for other home-owners and 39 per
cent among renters, the youngest group. Over 54 per cent of home-
owners with mortgages were in the 35-54 age bracket, compared with
39-41 per cent of the other two groups.

4. Wealth. While owners of mortgaged homes were high in the in-
come distribution and other home-owners and renters were considerably
below them, the wealth criterion produces a very different order.
Judged by either net worth or total assets, home-owners without mort-
gages were far in the lead. Their average net worth was $22,000 com-
pared with $12,000 for owners of mortgaged homes and $4,800 for
renters (Table 91). Debt was important only for home-owners with
mortgages, for whom it averaged slightly over $4,000 per spending
unit. The ranking of the three groups by total assets is therefore the
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TABLE 90

DISTRIBUTION OF NONFARM HOME-OWNERS AND RENTERS BY FAMILY CHARACTERISTICS, 1950
(percent)

Nonf arm Home-Owners

Nonfarin
Without With Primary

Mortgages Mortgages Renters

Income
Under 1,000 16.5 4.0 8.6
1,000 - 1,999 17.4 6.1 17.3
2,000-2,999 18.3 19.2 21.6
3,000 - 3,999 17.4 23.2 24.1
4,000 - 4,999 9.2 19.2 13.0
5,000-7,499 11.9 19.2 9.9
7,500 and over 6.4 7.1 3.7
Not ascertained 0.9 1.0 1.2

Median income (thousand dollars) 2.9 3.9 3.1

Occupation
Professional and semiprofessional 5.5 6.1 8.6
Self-employed 12.8 13.1 7.4
Managerial 3.7 8.1 3.7
Clerical and sales 8.3 1S.1 14.2
Skilled and semiskilled 24.8 40.4 30.9
Unskilled and service 10.1 8.1 14.2
Retired 14.7 2.0 3.7
All other (including occupation not ascertained) 20.2 8.1 17.9

Age of Head of Household
18.24 0.9 3.0 6.2
25 -34 53 24.2 32.7
35 -44 16.5 30.3 24.7
45 54 22.9 24.2 16.7
55 - 64 26.6 10.1 9.3
65 and over 25.7 7.1 8.6
Not ascertained 0.9 1.0 1.2

Median age 56.6 42.5 39.5

Assets (dollars)
0 12
100-400 1 16
500-900 1 13
1,000-1,900 2 2 17

2,000 4,900 10 8 23
5,000-9,900 26 30 10
10,000 - 24,900 38 47 7
25,000-59,900 16 10 2
60,000 and over 6 2 1

Median assets (thousand dollars) 13.9 13.2 1.5
Average assets (thousand dollars) 22.3 16.1 5.1
Average net worth (thousand dollars) 22.0 11.9 4.8

'1949 money income before taxes.
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TABLE 91

AVERAGE ASSETS, DEBT, AND NEF WORTH, BY HOUSING STATUS, 1950
(thousand dollars)

Home-Owners

Without With
Mortgages Mortgages Renters

Value of house 7.9 8.9
Total assets 22.3 16.1 5.1
Debt 0.3 4.2 0.3
Net worth 22.0 11.9 4.8
Total assets, cxci. house 14.4 7.2 5.1

same as that by net worth. But the average for home-owners with
mortgages is closer to that of other home-owners in total assets than in
net worth.

The greater average wealth of the owners of unencumbered homes
is not explained by their larger home equity. On the basis of assets
other than homes, the home-owners without mortgages are still the
wealthiest group, with average assets other than homes of over $14,000.
Other home-owners were far behind at $7,200 and renters lower still
with $5,100.

5. Summary. Home-owners without mortgages appear to be older
and wealthier than the other groups but with a substantial number
receiving low incomes, probably because they were retired. Home-
owners with mortgages had the highest incomes and tended to be in
the middle of the age ranks and the wealth distribution, with much of
their wealth in the form of homes. Renters were mostly young and at
the bottom of the income and wealth distributions.

Some of these gross relationships among variables may turn out on
further examination to represent stages in the life cycle, or they may
reflect mainly the interrelationships among the explanatory variables.
It will be the task of the rest of this chapter to see which of these rela-
tionships survive further cross classification of the variables.

Age and Wealth

One possible explanation of the differences in age, income, and wealth
among the three housing status groups is that age is the fundamental
variable and the others are only reflections of it. This implies that the
recorded data reflect not lifetime income and wealth but only the fact
that families were observed at different stages of their working lives:
that the poor, young renters were destined to become the middle-aged
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owners of mortgaged homes with some assets and peak incomes and
eventually to change into the older home-owners without mortgages,
with diminished incomes but relatively large assets.

If this hypothesis were correct, we would expect to find that housing
status was not related to wealth within age groups but was related to
age within wealth groups. Table 92 eliminates this possibility. Within
age classes, the relation of housing status to wealth seems at least as
strong as in the aggregate, whether wealth is measured by total assets,
assets other than homes, or net worth. The relationship is not only
strong but very consistent as well. Owners of nonmortgaged homes are
wealthier than owners of mortgaged homes and the latter are wealthier
than tenants in every total asset and net worth comparison within age
groups. Only in the comparison using assets other than houses is there
a single case where the renter class is wealthier than the home-owners
with mortgages. The same conclusion can be drawn from Table 93
which shows the asset-size distribution by age and housing status. At
almost every age more than 50 per cent of the renters had assets of less
than $2,000, while these asset classes did not hold more than 8 per cent
of the home-owners. And at every age but the youngest, 20 per cent or
more of the home-owners without mortgages and 13 per cent or more
of those with mortgages owned at least $25,000 of assets, compared with
7 per cent or less among the renters.

Differences between the two home-owner groups do not stand out as
clearly as those between owners and renters but home-owners without
mortgages consistently had a higher proportion in the two top asset
classes. One reason the relationship is not as clear as in Table 92 is that
Table 93 uses total assets instead of net worth and thus overstates the
wealth of home-owners with mortgages.

Is it possible, then, that age, instead of being the primary variable,
is of no importance at all, and that the apparent relationship to hous-
ing status is due only to its relationship to the wealth variable? If this
were so, we would expect to find no relationship between age and
housing status within wealth groups. This possibility is tested in
Table 948

In every asset-size class home-owners without mortgages have higher
proportions of their number in the over 65 and 55-64 age groups than
either of the other housing status classes, and the lowest proportion in
the 25-34 group. Between home-owners with mortgages and renters, no
clear age pattern emerges. It would appear that wealth is a much more
important factor than. age in the choice between home rental and
ownership of a mortgaged house.

8 lowest asset classes lack data for home-owners because there are very few
home-owners whose gross assets were less than $500 or even $2,000.
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TABLE 94

AGE SPENDING UNITS BY ASSET SIZE AND HOUSING STATUS, 1950

(per cent)

Asset-Size Class

Age of Head o/ Family

. 65 and Age Not
(dollars) 18-24 25-34 85-44 45-54 55-64 Over Ascertained Total

Primary renters 9.9 41.8 27.7 8.4 4.4 6.8 1.1 100.0

Primary renters 7.3 30.3 253 20.6 9.3 6.6 0.4 100.0

2,000-1,900
Home-owners without mortgages 1.0 6.5 21.1 23.4 18.8 26.2 3.0 100.0
Home-owners with mortgages 7.9 26.0 28.9 18.2 8.8 10.2 100.0
Primary renters 1.8 81.2 27.7 21.0 10.5 6.6 1.2 100.0

5,000-9,900
Home-owners without mortgages 2.8 5.0 14.7 25.5 23.5 27.0 1.5 100.0
Home-owners with mortgages 1.9 33.9 30.2 17.2 8.9 6.4 1.4 100.0
Primary renters 30.5 24.9 25.7 11.5 4.7 2.8 100.0

10,000-21,900
Home-owners without mortgages 7.1 14.1 23.2 80.5 24.3 0.8 100.0
Home-owners with mortgages 1.0 23.4 28.6 29.6 11.7 4.6 1.1 100.0
Primary renters 2.0 27.9' 27.0 19.8 13.2 9.6 1.0 100.0

25,000-59,900
Home-owners without mortgages 1.2 2.4 20.8 25.3 27.8 21.7 0.7 100.0
Home-ownerswithmortgages 1.2 9.7 34.6 31.0 10.8 10.3 2.4 100.0
Primary renters 7.0 41.3 84.2 4.5 13.0 100.0

60,000 and Over
Home-owners without mortgages 1.5 135 14.6 33.2 35.3 1.9 100.0
Home-owners with mortgages 12.9 34.7 25.0 12.6 14.9 100.0
Primary renters 9.9 55.3 8.9 25.8 100.0

'Number of home-owners in sample too small to give distribution for them.

This section can be summarized, then, by two statements: First, hous-
ing status is related to wealth (as measured by gross assets or net worth)
within every age group, renters being the poorest and home-owners
without mortgages the wealthiest. Secondly, housing status is related to
age only to the extent that home-owners without mortgages tend to be
older than members of the other two classes. There is little difference in
age distribution between renters and home-owners with mortgages once
wealth has been taken into account.

income and Wealth

It was seen in Table 90 that owners of mortgaged homes had con-
siderably higher incomes than members of the other two groups.
Renters and owners of nonmortgaged homes earned about equal aver-
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age incomes—the former group concentrated at the middle of the
income distribution and the latter spread out more toward the ex-
tremes. Two questions immediately arise regarding the income-wealth
relationships: One is whether income has any effect on housing status
once wealth has been taken into account. The other is whether wealth,
which successfully survived the test of the age variable, has any inde-
pendent influence on housing status after income has been taken into
account.

It is convenient to divide the first of these questions into two parts,
one comparing home-owners with and without mortgages and the other
comparing renters with owners of mortgaged homes. It is clear that
the greater income of owners of mortgaged homes compared to owners
of unencumbered homes cannot be ascribed to greater wealth. In fact,
it is just the opposite—it is the home-owners without mortgages who
are wealthier. But in comparison with renters, home-owners with mort-
gages have greater wealth and greater income. Therefore Table 95
investigates whether the income variable is related to housing status
within wealth groups.

As might be expected, the elimination of the effect of wealth accentu-
ates the difference in income level between owners of nonmortgaged
homes and the other groups, showing them to be, within each wealth
group, at lower income levels than not only owners of mortgaged
homes but also renters. On the other hand, income differences between
renters and mortgage debtors virtually disappear within asset size
classes; renters even have higher incomes in a number of cases.

The test performed in Table 95 is reversed in Table 96, where the
relation of wealth (gross assets) to housing status is examined within
income classes. As in the earlier test with the age variable, wealth proves
again to be very strongly associated with housing status. Within every
income class except the one under $1,000, renters have the least assets,
owners of mortgaged homes more, and owners of mortgage.free homes
the most.4 Only in the lowest income class did the two home-owner
groups exchange places.

The relationship between housing status and asset holdings within
Income groups can be measured not only by wealth distributions, as in
Table 96, but also by average total asset holdings or net wor,th within
income classes (Table 97). The figures for total assets confirm the con-
clusions drawn from Table 96. At every income level except the lowest,
home-owners without mortgages possess the most assets. Home-owners
with mortgages hold less, and renters the least. The ranking was the
same for net worth and in this case the under-$l,000 class is no longer
an exception.

4 influence of age may be hidden in the wealth variable here.
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TABLE 95

INCOME DISTRIBUTION OF SPENDING UNITS BY ASSET SIZE AND HOUSING STATUS, 1950
(per cent)

Money Income (1949) Before Taxes

I

Asset-Size
(dollars)

Class C
ICC

a

ICC C I
CC CCq

Z

.

0
E

All Asset Classes
Home-owners without mortgages 16 18 19 17 10 12 7 1 100
Home-owners with mortgages 4 6 19 23 20 19 8 1 100
Renters 9 18 21 24 13 10 4 1 100

Under 2,000
Home-owners without mortgages 60 26 9 5 100
Home-owners with mortgages 7 15 51 27 100
Renters 14 26 26 21 9 4 1 100

2,000-4,900
Home-owners without mortgages 37 22 28 10 2 2 100
Home-owners with mortgages 3 16 43 27 7 1 4 100
Primaryrenters 1 8 19 36 21 13 2 1 100

5,000-9,900
Home-owners without mortgages 23 22 28 19 4 4 1 100
Home-owners with mortgages 5 10 25 30 20 11 100
Primary renters 2 5 11 26 17 32 6 1 100

10,000-24,900
Home-owners without mortgages 10 18 16 24 16 15 2 1 100
Home-owners with mortgages 3 3 12 23 24 29 4 1 100
Primary renters 4 4 18 20 12 22 20 1 100

25,000 and Over
Home-owners without mortgages 2 7 11 11 11 24 29 4 100
Home-owners with mortgages 2 5 6 14 21 49 3 100
Primary renters 2 10 15 15 50 8 100

25,000-59,900
Home-owners without mortgages 3 9 13 14 12 27 16 5 100
Home-owners with mortgages 3 6 8 17 22 40 4 100
Primary rentersa 2 9 19 21 40 11 100

60,000 and Over
Home-owners without mortgages 2 7 8 16 66 1 100
Home-owners with mortgages 13 87 100
Primary rentersa 3 13 7 3 71 3 100

Number of cases very small.
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TABLE 96

ASSET-SIZE DISTRIBUTION OF SPENDING UNITS BY INCOME AND HOUSING STATUS, 1950
(per cent)

'

Assets (/zundreds of dollars)

1

to
5

to
10
to •

20
to

50
to

100
to

250
to

600
and

Income (dollars) 0 4 9 19 49 99 249 599 Over Total

Under 1,000
Home-owners

without mortgages 1 2 6 7 23 36 22 3 100
Home-owners

with mortgages 6 6 38 42 8 100
Primary renters 47 24 11 10 2 2 3 100

1,000-1,999
Home-owners

without mortgages 3 2 1 13 83 39 8 1 100
Home-owners

with mortgages 7 22 48 23 100
Primary renters 28 27 15 16 10 3 2 100

2,000-2,999
Home-owners

without mortgages 2 15 98 5,1 11 2 100
Home-owners

with mortgages 1 7 19 40 30 3 100
Primary renters 7 23 16 23 20 5 6 100

3,000-3,999
Home-owners

without mortgages 1 6 28 52 13 100
Home-owners

with mortgages 1 2 10 38 46 3 100
Primary renters 2 11 16 20 34 10 .6 1 1 100

4,000-4,999
Home-owners

without mortgages 2 10 62 20 5 100
Home-owners

with mortgages 3 30 59 8 100
Primary renters 3 7 10 19 38 13 7 3 1 100

5,000-7,499
Home-owners

without mortgages 2 8 47 35 7 100
Flome-owners

with mortgages 1 16 71 11 1 100
Primaryrenters 4 6 10 29 31 15 4 100

7,500 and Over
Home-owners

without mortgages 9 38 53 100
Home-owners

with mortgages 25 51 25 100
Primary renters 2 1 10 16 55 19 17 100

(continued).
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TABLE 96 (concluded)

Assets (hundreds of dollars)

1 5 10 20 50 100 250 600
to to to to to to to and

Income (dollars) 0 4 9 19 49 99 249 599 Over Total

AU Classes
Home-owners

withoutmortgages 1 1 2 10 26 38 16 6 100
Home-owners

with mortgages 2 8 30 47 10 2 100
Primaryrenters 12 16 13 17 23 10 7 2 1 100

Two other comparisons in Table 97 are of interest.• The higher
average house values for mortgaged houses appear to be a result of the
distribution of home-owners by income—the fact that owners of mqrt-
gaged homes are concentrated in the upper income brackets. Within
income classes there was no consistent relationship; mortgaged houses
were of lower average value than nonmortgaged ones at four out of
seven income levels.

The high wealth rank of home-owners without mortgages carries
over into assets other than housing. Their average holdings are more
than twice as high as those of the other groups, except at the highest
and lowest incomes. But renters and home-owners with mortgages do
not differ greatly in this respect. In the three lowest income classes the
home-owners have larger assets, and in the two highest income groups
the renters are wealthier.

To summarize our findings up to this point, the combination of
wealth with either age or income differentiates owners of nonmort-
gaged homes from renters and owners of mortgaged homes. But the
two latter groups are distinguished only by differences in wealth. They
are quite similar in age and in income within levels of wealth. And,
within levels of income, they are alike in holdings of assets other than
homes.

income and Age

The relationship between income and housing status observed so far is
that low income is associated with ownership of mortgage-free homes.
This is not a very satisfactory one, particularly in view of the fact that
large assets are also associated with mortgage-free home ownership. It
is obvious that income is acting as a proxy for other variables—age, in
particular. It would be desirable, therefore, to investigate income as a
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HOME OWNERSHIP AND FAMILY CHARACTERISTICS

variable within age groups. Unfortunately the Survey Research Center
data on which this chapter is based do not permit such an analysis.
However, data from the Consumers Union panel, collected for Part
Two of this volume, can be made use of here, even though they apply
to 1958 instead of 1950 and are not a random sample of the population.
They do have the advantage of extending into much higher income
levels than the SRC data.5

One suspicion mentioned earlier—that the low income of owners of
nonmortgaged homes was a reflection of age and retirement—is con-
firmed by these data (Table 98). Low-income home-owners without
mortgages are heavily concentrated in the age group of 65 and over,
much more so than upper-income home-owners or other groups.
Renters within all but the highest-income classes are heavily concen-
trated in the age group of below 35, home-owners with mortgages in
the 30-49 age group, and mortgage-free families in the 45 and over
group. Thus age, which did not differentiate renters from owners of
mortgaged homes within wealth classes, does appear to be significant
within income classes.

Within age groups the association of unencumbered home ownership
with low income largely disappears (Table 99). Owners of mortgage-
free homes appear in the $25,000 and over income class far more fre-
quently than any other group, at most ages. They also, however, appear
in the low-income classes more frequently than do the owners of mort-
gaged homes who show the smallest proportion at the bottom of the
income scale.

The most consistent feature of this table is the almost complete
absence of owners of mortgaged homes with incomes over $25,000.
There are only eighteen of them, all under 35 years old, out of 471
families in the sample in this income class. In the sample as a whole
more than half of the families owned mortgaged homes.

We can summarize the CU survey data by saying that the age vari-
able was responsible for most of the association of debt-free ownership
with low income. Taking age into account, debt-free home ownership
was typical of the highest-income classes. However, families with low
incomes were more frequent among home-owners without mortgages
than among those with mortgages even within age classes, although the
former group had higher assets. This suggests the presence of a group
whose current income was below their customary income—perhaps a
group with highly fluctuating incomes—who shunned debt on that
account. This possibility is reinforced by the occupation data in Table
90 which show that the self-employed have a higher proportion of
mortgage-free homes than most of the other occupational groups.

5 of the characteristics of the Consumers Union sample are discussed in
Part Two.
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HOUSING IN THE NATiONAL BALANCE SHEET

TABLE 99

INCOME DISTRIBUTION OF FAMILIES BY ACE AND HOUSING STATUS,
1958 CONSUMERS UNION SURVEY DATA

(per cent)

Income of Family (dollars)

Under 3,000- 4,000- 5,000- 7,500- 10,000- 15,000- 25,000
Age 3,000 8,999 4,999 '7,499 9,999 14,999 24,999 and Over Total

Under 25
Home-owners

without mortgage 10.0' 10.0' 20.0' 50.0' 20.0' 10.0' 100.0
Home-owners

with mortgages 3.9 5.9 23.5 52.9 5.9 5.9 2.0 100.0
Renters 9.3 13.4 16.5 87.1 14.4 9.3 100.0

25-29
Home-owners

without mortgages 5.4 8.1 13.5 31.1 18.9 15.5 6.8 2.7 100.0
Home-owners

with mortgages 0.4 1.0 6.7 59.4 53.5 15.7 2.7 0.7 100.0
Renters 3.3 6.1 13.8 41.7 24.2 9.5 1.1 0.2 100.0

30-34
Home-owners

without mortgages 1.5 2.5 6.6 26.3 19.2 22.2 9.1 12.6 100.0
Home-owners

with mortgages 0.3 1.0 2.7 29.1 38.0 27.4 5.8 0.7 100.0
Renters 1.3 3.2 9.2 38.7 25.2 19.0 2.9 0.5 100.0

35-39
Home-owners

without mortgages 3.8 2.1 29.6 19.0 17.5 6.0 22.4 100.0
Home-owners

with mortgages 0.3 0.7 1.9 24.9 30.4 31.8 10.6 100.0
Renters 1.1 3.6 5.9 31.6 31.2 20.3 3.9 2.3 100.0

40-Il
Home-owners

without mortgages 0.5 1.3 8.8 22.8 21.8 19.5 10.2 21.1 100.0
Home-owners

with mortgages 0.5 0.8 2.6 19.4 28.5 36.3 11.8 100.0
Renters 0.9 3.2 7.4 27.4 23.8 28.5 7.1 1.8 1000

(continued)

Occupation and Wealth

It is not surprising that the relationship between wealth and housing
status survives the breakdown of spending units by occupation as it did
the differentiation by age and income. We have not, therefore, repro-
duced the occupational breakdown in detail, although it would be of
considerable interest if there were further cross classification by income
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Under
Age 8,000

Income of Family (dollars)

3,000-
3,999

4,000-
4,999

5,000-
7,499

7,500-
9,999

10,000-
14,999

15,000- 25,000
24,999 and Over Total

45-49
Home.owners

without mortgages 0.7 2.0 5.2 19.4 23.1 23.1 10.0 16.4 100.0
Home-owners

with mortgages 0.5 0.9 2.8 18.8 27.2 36.3 14.0 100.0
Renters 2.9 2.1 8.3 29.5 19.5 25.7 8.3 3.7 100.0

50-54
Home-owners

without mortgages 1.6 1.2 4.4 22.7 18.7 22.0 15.9 13.6 100.0
Home-owners

with mortgages 0.4 1.0 2.1 19.7 27.7 35.5 13.7 100.0
Renters 1.8 4.2 3.0 32.1 17.9 25.0 13.7 2.4 100.0

55-59
Home-owners

without mortgages 0.9 2.9 6.2 19.8 20.1 23.3 13.6 13.3 100.0
Home-owners

with mortgages 1.1 8.6 23.0 21.2 32.1 19.0 100.0
Renters 0.8 3.1 6.9 20.8 83.8 20.8 10.0 3.8 100.0

60-64
Home-owners

without mortgages 0.8 1.3 5.8 24.9 22.8 22.8 14.8 8.9 100.0
Home-owners

with mortgages 2.5 3.3 7.4 18.9 18.0 36.1 18.9 100.0
Renters 2.8 5.6 2.8 22.5 18.8 26.8 9.9 11.3 100.0

65 and Over
Home-owners

without mortgages 6.7 6.4 10.4 27.5 18.4 17.1 11.1 7.4 100.0
Home-owners

with mortgages 1.4 9.7 11.1 19.4 23.6 19.4 15.8
Renters 12.9 3.2 9.7 22.6 19.4 14.5 9.7 8.1 100.0

Based on a very small number of observations.

or age. We do show in Table 100, however, one aspect of the occupa-
tional distribution—the distinction between the retired and the
employed.

The retired group does not, as might be supposed, coincide with the
65-and-over age class. Most of its members are probably in that age
group but the total number retired, surely including some under 65, is
less than half as large as the over-65 age group. The retired have greater
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HOME OWNERSHIP AND FAMILY CHARACTERISTICS

assets and net worth in every housing status group, except that retired
and working owners of mortgaged homes hold equal total assets.

In the retired class the outstanding feature of the wealth distribution
is the fact that almost half of the renters reported no assets at all, com-
pared to perhaps 10 per cent among the employed and 25 per cent of
all those 65 and over (Table 93) •6 Despite this fact, retired renters as a
class held larger assets and net worth, on the average, than either the
employed or the whole 65-and-over age group.

Retired home-owners without mortgages also had higher assets than
either of the other two groups. There were too few retired owners of
mortgaged houses to compute a wealth distribution, but in this case
there was little difference in average assets or net worth compared with
the other two groups.

Savings and Wealth

Home ownership without mortgage debt showed, in the SRC data, a
positive relationship to wealth and age and a negative one to income.
These relationships suggested the influence of the life cycle. This was
particularly plausible since the repayment of mortgage debt in the
progression from mortgaged to debt-free status increases net worth.

The importance of the life cycle was attested to by the CU survey
data, but since these covered a different year, were not a random sample
of the population, and may not be comparable to the SRC data, there
is some advantage in searching for confirmation within the original
data. For this purpose the information on saving, by asset-size class, can
be used, although the conclusions may be affected by the fact that
total assets are a biased representation of wealth. Owners of mortgaged
homes are ranked higher, relative to the other two groups, in an asset-
size classification than in a net worth classification.

Wealth levels, except possibly for younger-age groups, probably
represent lifetime income more accurately than current incomes do.
We can therefore consider the home-owners without mortgages as a
group whose current incomes are low compared with lifetime incomes,
and we might expect to find that thçy contain a higher proportion of
dissavers and a lower proportion of savers than those with mortgages.

This supposition is confirmed by the savings data in Table 101. At
every asset level except the highest, home-owners without mortgages
had a lower proportion of positive savers and a higher proportion of
negative savers than home-owners with mortgages. In most cases they

0 depressing picture of the asset holdings of retired renters might be con-
siderably improved if rights to Old Age and Survivors Insurance payments were
included as assets.
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HOUSING IN THE NATiONAL BALANCE SHEET

had a higher proportion of zero savers as well. It does not seem pos-
sible that the bias stemming from the use of assets rather than wealth
could have accounted for this relationship. It would hold even if each
group of owners of mortgaged homes were moved down to the next
asset-size class to offset the bias.

Renters did not differ substantially from owners of mortgaged homes
in age, income, or asset holdings other than homes, but the latter
group did possess considerably greater total assets and net worth. One
could set up two contradictory hypotheses about the differences be-
tween these two groups whose implications could be refuted by the
savings data.

One hypothesis would assume that the two groups were substantially
similar in lifetime as well as current income. It would further assume
that home-owners were thriftier than renters, saved more, and thereby
accumulated greater wealth or that they had been induced by some
other factor, such as size of family, to buy a house and thus commit
themselves to save more.

The other hypothesis would assume that the home-owner's greater
wealth was a sign of greater lifetime income, despite the similarity of
current incomes and should, therefore, be associated not with higher
but with lower savings than renters. The second hypothesis is quite
clearly rejected by the savings data. Owners of mortgaged homes were
more often positive savers and renters more frequently dissavers.7 In
this case also, the differences appear too large to be accounted for by
the use of assets in place of net worth.

For choosing between the two possibilities included in the first
hypothesis, it seems significant that the houses themselves accounted for
the greater wealth of the home-owners. This suggests that it was home
ownership or some factor closely related to it that led to higher saving.
If a greater preference for saving, or thriftiness, had been responsible
for the higher assets, one would expect that it would have spread out
over various types of assets instead of being confined to the home itself.

Asset Portfolios and Housing Status

The distribution of asset portfolios could have two possible uses in this
study. It might reveal the response of families to investment in homes:
the rearrangement of their holdings of other assets, if any, that accom-
panies the decision to own rather than to rent. Or it might reveal more
than we have yet learned about the determinants of this choice among
methods of financing housing consumption.

It is conceivable that the forced saving involved in mortgage amortization ac-
counted for the difference. Another factor is the overestimate of màrtgagors' saving
due to the inclusion of mortgage repayment in saving without any deduction for
depreciation.
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HOME OWNERSHIP AND FAMILY CHARACTERISTICS

Unfortunately, these asset distributions are available by only one
variable at a time—income, age, or occupation—but no combinations
of them. Taken this way, they show little consistent pattern and a great
deal of variation.

The only fairly regular pattern is that descrjbed by Table 102.
Owners of mortgaged homes held a smaller proportion of their non-
housing assets in liquid form than either of the other two groups. There
are several possible explanations for this behavior. One is ihat families
carrying mortgage debt do so deliberately as a hedge against inflation,
since the same fear would argue against holding liquid assets. However,
this possibility is not confirmed by the rest of the asset distribution
which was very erratic. Another explanation is that families with
steady incomes and assured future earning power are more likely to
undertake mortgage debt and at the same time have less need for liquid
assets than those whose future is more uncertain.

TABLE 102

LIQuiD A PERCENTAGE OF ASSETS OTHER HOME, BY
INCOME, AGE, AND OCCUPATION, 1950

. Home-Owners

Renters
Without

Mortgages
With

Mortgages

Income (dollars)
Under 1,000 39.7 16.7 46.7
1,000 - 1,999 36.2 14.3 43.3
2,000 -2,999 40.7 21.3 32.9'
3,000 - 3,999 27.3 18.3 25.4
4,000 - 4,999 37.2 18.9 26.0
5000 - 7,499 29.4 14.6 36.4
7,500 and over 14.8 11.5 21.2

Age of Head of Household .

18 -24 66.7 16.7 80.0
25 - 34 40.5 11.7 296

-44 26.1 13.5 27.8
45-54 31.3 15.0 24.3
55 -64 15.4 18.9 26.0 •

65 and over 35.2 11.1 27.6•

Oicupation .

Professional and semiprofessional 25.0 15.5 31.5
Self-employed 11.9 7.7 16.4
Managerial • 28.9 14.3 34.0
Clerical and sales 32.6 23.0 89.6
Skilled and semiskilled 40.7 23.7 34.0.
Unskilled and service 45.2 15.8 34.4
Retired . 34.6 28.6 16.7
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Summary

The family characteristic most closely related to housing status appears
to be wealth, by total assets or net worth. At almost every age
and at almost every income level, renters were the poorest (in terms of
assets) and owners of mortgage-free homes the richest of the three
housing-status groups.

Once wealth had been taken account of, age served only to differenti-
ate owners of nonmortgaged homes from the other two groups, who
were considerably younger. However, in comparisons within income
classes, when the influence of wealth was not eliminated, renters were
youngest and owners of debt-free homes the oldest. The relation to age
was particularly prominent in the lowest-income groups.

The income variable is more complex. Within wealth classes there
were no significant income differences between renters and owners of
mortgaged homes. But owners of nonmortgaged homes, the wealthiest
group in terms of assets, had the lowest incomes. Hiding behind the
income variable, of course, is the age distribution. The relationships
are reversed when we examine income within age groups; mortgage-
free home-owners had the highest incomes of all. In particular, they
showed the largest proportion of families in the over$25,000 income
class.

Wealth, then, perhaps as a proxy for lifetime income, was the main
variable associated with housing status. Age was significant only in
accounting for some of the difference between owners of mortgaged and
nonmortgaged homes. Older families shifted toward debt-free home
ownership, perhaps as an automatic consequence of mortgage amortiza-
tion, perhaps in preparation for future declines in income.

The data gave some slight support to the suggestion that variability
of income may be a factor favoring debt-free home ownership. And the
association of mortgage indebtedness with low liquid asset levels sug-
gests that steadiness of income or fear of inflation may have encouraged
the assumption of mortgage debt.

One defect of our analysis is that it is limited to two variables at a
time. It would be desirable to examine at least age, income, and wealth
simultaneously, and' perhaps to add occupation, size of family, and
other variables. A possible source of such data is the survey of
Consumers Union members which was conducted by Albert Hart of
Columbia University. We have made some use of the 1958 survey here
and extensive use of it in Part Two of this' volume, but the 1959 survey
contains far more information on household assets and liabilities which
permits more adequate net worth estimates. With such data,. some of
the questions raised here could be answered more conclusively.
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APPENDIX A

Estimates of the Value of Housing from Census and
Survey Data

Owner-Occupied Housing

ESTIMATE FROM MEAN VALUE PUBLISHED BY CENSUS BUREAU FOR 1950

MOST of the value data for owner.occupied housing published in the
1950 Housing Census were in the form of medians or of frequency
distributions containing a substantial open-end class of houses valued
at over $20,000. The only mean values published were in a preliminary
release' in 1951. These were taken from a sample of approximately
46,000 dwelling units, of which about 15,000 reported urban and rural
nonfarm owner-occupied home values. It was the average value of
$10,800 from this sample that was used by Grebler, Blank, and Win-
nick in estimating the total value of owner-occupied housing in 1950.2
In making their estimate, they noted two disturbing features of this
average house value. One was that it led to an estimate of total value
for residential real estate far above that derived by cumulating con-
struction expenditures, and the other was that it was considerably
above the average given in the Survey of Consumer Finances. They
compared it to the SCF figure for 1949 but a more relevant comparison,
probably not available when they wrote, might be to the 1950 Survey
which was taken just before the Census and which showed an average
value of The census average was even above the estimated
average price of new nonfarm houses purchased in 1950, which was

There are several other objections to the Census average. One, as was
pointed out by Margaret Reid,5 is that it implies a suspiciously high
average value for houses over $20,000. If the midpoint of each class is
assumed to be the class mean, the published Census average implies an
average value for houses over $20,000 of $72,800, including a value of
$74,400for urban houses over $20,000. One might suspect that the use
of midpoints was the cause of these high estimates, but even if we took
the upper limit of each class as the mean the estimated averages for the
top class would be very high, $50,000 for urban houses and $46,300 for
urban and rural nonfarm.

11950 Census of Housing, Preliminary Reports, U.S. Bureau of the Census, Series
HC-5, No. 1.

2 Leo Grebler, David M. Blank, and Louis Winnick, Capital Formation in Resi-
dential Real Estate, Princeton for NBER, 1956, p. 371.

Reserve Bulletin, June 1954, p. 574.
p. 584.

5Journal of Political Economy, December 1959, p. 624.
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Actually, we have some evidence that the class midpoints are too high
as estimates of class means rather than too low. Average house values
for cities over 50,000 population are given in publications on block
statistics6 and these can be compared with the distributions by value
class, as above, to give an estimate for houses over $20,000. This experi-
ment was performed for the two largest cities, New York and Chicago,
where house values were considerably above the national level. In both
cases, estimated average values for the $20,000 and over class came out
below $20,000, a result which indicates that the class midpoints were
above the true class averages.

The Block Statistics data also give us another check on the reason-
ableness of the average value for houses over $20,000 implied by the
published national average. Among the cities with populations of over
100,000 for which house value distributions are given in the U.S. sum-
mary chapter of the Census,7 the cities with the highest average values
are Yonkers, N.Y. ($16,741), and Washington, D.C. ($15,978). One
would expect, although it is not necessarily true, that the average
values for houses over $20,000 in these cities would be higher than the
national average. Using class midpoints as averages, we estimate average
house values in the over $20,000 class to be $26,000 for Washington
and $24,800 for Yonkers. Maximum estimates, derived by assuming
each class to be centered on its lowest value, are only $34,100 and
$30,000, considerably below the minimum national estimates.

Further grounds for suspicion regarding the published national
averages are provided by the mean-to-median ratio, which was 1.47.
This is considerably higher than the Survey of Consumer Finances
ratios, which were 1.14 and 1.18 in early 1949 and 1951, the closest
years available, and which were never higher than 1.20 between 1949
and 1959. It is also higher than the 1940 ratio which can be derived
from the 1940 Housing Census (1.21) even though we have reason to
believe, as shall be seen later, that there was some fall in the ratio
between 1940 and 1950. And it is much higher than the 1950 ratio for
cities over 100,000 (1.09) which can be derived from block statistics,
and much higher than any of the ratios for individual cities over 50,000
which can be derived from the same source.

In view of this evidence, we decided to discard the published figure
and estimate the mean value indirectly.

NBER ESTIMATE OF VALUE OF OWNER-OCCUPIED ONE-FAMILY HOUSES

Since the mean-to-median ratio fluctuates within a fairly narrow range,
it was decided to estimate it as an approach to average value. The ratio
for 1940 was available in the housing census for that year, but an

8 U.S. Census of Housing: 1950, Vol. V, Block Statistics.
7 U.S. Census of Housing: 1950, Vol. I, Part 1, Table 31.
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examination of the data for a number of cities (for which 1950 average
values were available in the Block Statistics series) suggested that there
had been some fall in the ratio .between 1940 and 1950. This decline
was estimated from the fall in the ratio of mean to weighted median
value (a weighted average of medians) for cities over 50,000. These
cities were the only ones, aside from very small urban places, for which
average values were shown in 1950. Weighted medians (weighted by
number of owner-occupied one..family units) were used because the
true median was not shown in 1950 for cities over 50,000. Several ex-
periments indicated that these weighted medians were within 1 or 2
per cent of the true ones, a result which suggests that the change in the
mean-to-median ratio computed from them should represent the figure
for the true medians well.

The estimate of the mean-to-median ratio for 1950 that emerges from
these' calculations (1.14) is equal to the 1949 ratio from the Survey of
Consumer Finances, mentioned earlier (the 1951 SCF ratio is 1.18),
and the estimate for the mean value of owner-occupied one-family
houses is therefore close to that of Margaret Reid8 who used the SCF
data. Our calculations are summarized in Table A-l and the estimated
mean value is applied in Table A-2 to the number of one-family owner-
occupied houses to estimate total value. This total ($141 billion) is
almost identical with the Reid estimate but much smaller, of course,
than the Grebler-Blank-Winnick figure of $168 billion.9

The 1950 mean-to-median ratio was used with the 1960 median house
value to produce a similar estimate of the 1960 value of one-family
owner-occupied houses (Tables A-l and A-2).

NBER ESTIMATE OF VALUE OF OWNER-OCCUPIED

TWO- TO FOUR-FAMILY HOUSES, 1950

The only value data for owner-occupied two- to four-family houses in
1950 are from Vol. IV of the 1950 Housing Census. They apply only to
mortgaged houses, which are less than half of the total, and they have
the further disadvantage of pertaining to properties rather than struc-
tures, with the result that they must contain some one-dwelling-unit
structures on two- to four-unit properties.

The published median value for mortgaged two- to four-unit proper-
ties (Table A-5) was taken to represent the median for all properties
of that size. This could not be done for one-dwelling-unit properties
because mortgaged properties tended to be newer than nonmortgaged
ones, but this does not seem to be the case in two- to four-unit proper-
ties where even the mortgaged ones were old—almost all dating from

8Journal of Political Economy, April 1958, p. 147.
Capital Formation, P. 371.
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before 1940 and the majority from before Furthermore, a rough
comparison of the age distributions of mortgaged two- to four-unit
properties and of all two- to four-unit properties does not suggest any
large differences in age structure.10

An average value per was, calculated by using the same
mean-to-median ratio as for one-family houses (Table A-i). Total
value was derived by multiplying the average by the number of proper-
ties and the number of units was divided between owners and renters
by assuming one owner-occupant for each property.

The next problem was to split the value of owner-occupied two- to
four-family houses between owner-occupied units and rented units. The
solution required a roundabout calculation using 1940 data on the
ratio of the average value of owner-occupied units to the average value
of rented• units in owner-occupied two- to four-family structures
(Tables A-3 and A-4). This ratio, applied to the 1950 total values and

numbers of units produced the estimates in the lower half of Table
A-5.

ESTIMATE OF VALUE OF OWNER-OCCUPIED HOUSFS, 1956

Another benchmark for the measurement of the housing stock is the
Census 1956 National Housing Inventory (NH!). Like the
Current Population Survey (CPS) and Survey of Consumer Finances
(SCF) data mentioned later, the NH! was a sample survey, but since

the sample was large and housing information was the main objective,
it is probably more reliable than either of the other two."

Because the NH! did not give as much detailed information as. the
Housing Census, some relationships from earlier Censuses were needed
to complete the value estimates in Table A-6. Specifically, these were
the mean-to-median ratio estimated for 1950 (confirmed by SCF data),
and, for owner-occupied two- to four-family houses, the ratio of number
and value of rental to owner-occupied units. With these ratios and the
1956 median values and numbers of each type of property, total values
could be estimated.

VALUE OF OWNER-OCCUPIED TWO- TO FOUR-FAMILY HOUSES, 1960

The 1960 value of two- to four-family houses (Table A-7) is based on
preliminary data from the 1960 Census of Housing. A more reliable
estimate, depending less on 1950 and 1956 relationships, will be pos-
sible when the final volumes are published. Only the numbers of two-
to four-unit properties are now available (December 1962). Numbers

10 U.S. Census of Housing: 1950, Vol. [I, Part 1, p. 8.
11 For a comparison of the NHI and CPS, see 1956 National Housing Inventory,

U.S. Bureau of the Census, Vol. I, Part 1, pp. 11-12.
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of units are estimated from 1950 data, and average values from the
1960 figure for one-family houses and 1956 relationships between two-
to four-family and one-family structure average values.

ANNUAL INTERPOLATING SERIES FOR VALUE OF

OWNER-OCCUPIED HOUSES, 1945-60

Since 1950, 1956, and 1960 are the only years for which extensive sur-
veys of housing were made, it is necessary to construct an annual series
from less reliable data, to interpolate between and extrapolate from
those years.

If construction and other flow data are not to be used, the best re-
maining sources of data, and the most comparable in nature to the
Housing Census figures, are the University of Michigan Survey Research
Center's Survey of Consumer Finances (SCF), the Census Bureau's
Current Population Survey (CPS), and, for later years, the Census
Bureau Current Housing Reports. The method of constructing the
interpolating series, given in detail in Table A-8 for 1945-56 and in
Table A-9 for 1956-60, is to start with the number of households from
the CPS and, using ratios from the SCF and the Current Housing Sur-
vey and straight-line interpolations, to estimate the number of nonfarm
owner-occupied houses. These figures, multiplied by average house
values from the SCF, give estimates of 'the total value of nonfarm
owner-occupied houses, which we then use to interpolate and extrapo-
late the estimates constructed earlier.

This interpolating series is several percentage points lower than the
estimates constructed from similar data by Theodore G. Flechsig at the
Federal Reserve Board.'2 The difference is due mainly to the fact that
the FRB used the SCF breakdown of households between farm and
nonfarm while the CPS figures were used here. The SCF concept
matches the population from which the house values were taken, but
the CPS concept is comparable to the benchmark data to be
interpolated.

The actual interpolation is shown in Table A-l0 for the total value
of owner-occupied nonfarm houses and for the value of the owner-
occupied units within them. It is the former concept that seems to be
closest to the one used in the SCF data, although the reports are not
explicit on this point.

The increase in the ratio of Census-NHI to CPS-SCF estimates
reflects the more rapid increase in house prices and in the number
of households disclosed by the former source.13

12 Federal Reserve Bulletin, September 1959, p. 1104.
181956 National Housing Inventory, Vol. I, Part 1, pp. 10.12.
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Renter-Occupied Housing

VALUE OF RENTAL HOUSING IN THE 1950 CENSUS

Census and other survey estimates of the value of rental housing rest
on much less secure foundations than those of owner-occupied housing,
mainly because value data have rarely been collected. The estimate by
Reid'4 differs from that of Blank, and (GBW) by
an even wider margin than that for owner-occupied houses. In this
case, it is the Reid estimate, based on the relationship between rental
unit values and those for one-family homes, that is higher. The esti-
mate here, which is a somewhat more elaborate version of that made
by GBW, is built up from data on rents, available for several dates, and
from value-rent ratios from partial and less reliable data.

Data on rents, like those on house values, were given in the Census
almost exclusively in the form of medians and frequency distributions.
But Block Statistics data from the 1950 Census did include averagç and
total values of contract rents paid in each city of over 50,000 popula-
tiön, and it was possible to compile a total and average for cities over
100,000 which could be compared with the median for such cities. The
mean-to-median ratio for contract rents in these cities (Table A-il)
underlies almost all the other rent and value calculations made here.
Fortunately, for this purpose, cities over 100,000 contain approximately
half of all rental units, a much greater share than for owner-occupied

The estimation process for 1950 is described fully in Tables A-12
through A-16, It appears (Tables A-12, A-iL A-14) that the average
rent calculated from the frequency distribution coincides very closely
with that calculated from the mean-to-median ratio. This is particu-
larly true, as it should be, for urban units.

It was necessary to scale down the average contract rents obtained
from the census in this way to something like a space rent basis be-
cause this was the concept of rent in the numerators of the rent-to-
value ratios in Vol. IV of the 1950 Census. The ratio of rent excluding
landlords' expenditures for utilities, fuel, etc., to contract rent (Table
A-15) was taken from the National Income Division (which in turn
estimated it from 1950 Census data). This ratio and the 1950 mean-
to-median ratio were used in our rental housing estimates for all years.

The total value of renter-occupied nonfarm housing calculated in
Table A-16 is very close to the GBW estimate but far below that made
by Margaret Reid, mainly because she used the very high estimated

'4Journal of Political Economy, April 1958, p. 147.
Capital Formation, p. 371.
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average value per unit of $5,782.10 Part of the difference between the
two average values may stem from the fact that the Reid estimate
attempted to eliminate the depressing influence of rent control on the
value Of rented property. But it does not seem likely that that could be
the sole explanation for a difference between average values of $3,700
and $5,800, particularly since some decontrol had already taken place
by 1950. Even by 1956, when the effect of rent control must have been
considerably weakened, the average level estimated here was no higher
than that used for 1950 in the Reid article.

VALUE OF RENTAL HOUSiNG iN 1956

The calculation for 1956 in Tables A-17 and A-18 is similar in princi-
ple to that for 1950 but cruder in execution because less deta!l was
available in the source. Rent by type of structure was given only for
gross rent in 1956, and the average had to be lowered to the contract
monthly rent level before the National Income Division ratios could
be used to eliminate landlords' expenditures for utilities, fuel, etc. As
in 1950, the estimate of average rent from the frequency distribution
($65.64) confirmed the estimate from the mean-to-median ratio, which

was $66, when the mean was estimated using class midpoints as class
means.

VALUE OF RENTAL HOUSING, NOVEMBER 1945,

APRIL 1947, AND APRIL 1960

Cruder estimates of the stock of rental housing can be made from
sample surveys taken in 1945 and 1947 and preliminary data from the
1960 Census of Housing1 The sample surveys did not distinguish vari-
ous types of structure and the available Census data did not show rent
by type of structure, and it was therefore necessary to use average
value-torent ratios for urban, rural-nonfarm, and total housing from
the 1950 Census. This method assumes, in effect, that the average value-
to-rent ratio did not change between 1945 and 1960, aside from shifts
between the urban and rural-nonfarm sectors. Some evidence from the
1950 and 1960 Censuses suggests that there was some increase in the
proportion of both one-family structures and structures of fifty units
or more.'7 If this had been taken into account, it might have raised the
1960 value-to-rent ratio to about 114 and thus increased estimated total
value and value per unit by about 1½ per cent.

Estimates for the three years are shown in Table A-19.

'6Journal of Political Economy, April 1958, p. 147.
'7 U.S. Census of Housing: 1950, Vol. I, Part 1, Table 5, and, for 1960, same

source as in Table A-19.

361



HOUSING IN THE NATIONAL BALANCE SHEET

INTERPOLATION AND EXTRAPOLATION OF VALUE OF

RENTAL HOUSING, 1945-58

Aside from the five somewhat shaky benchmarks already described,
there are no census- or survey-type data on rental housing except on
the number of renter-occupied units. In Table A-20 an attempt is
made to estimate the value of these for 1945-58 by interpolating and
extrapolating the average values per rental unit by average values for
owner-occupied houses. The breakdown of renter-occupied housing be-
tween one- to four-family and larger structures can be made only for
1950 and 1956, and the one- to four-family series in Table A-20 is inter-
polated between those dates and extrapolated by the total value of
rented houses.

Information on the small group of owner-occupants in structures of
five units or more, sometimes included with renters, is available fOr
1950 and 1956. We use the value of rented units in structures of five
units or more to interpolate and extrapolate these estimates.

This class of owner-occupants in multifamily dwellings apparently
fails to include many of the growing number of owners of cooperative
apartments. The 1956 National Housing Inventory (NH!) listed
98,000 units other than renter-occupied in structures of twenty units or
more. Of these, 45,000 were "available", vacant units, leaving only 53,-
000 owner-occupied plus not available vacant units, which seems to
be a small number in view of the New York City Planning Commission
estimate of 39,000 cooperative units in New York City at the beginning
of 1957.18 Furthermore, the NHI showed, for standard metropolitan.
areas in the northeast, only 42,000 units other than rented in struc-
tures of twenty units or more. Even a very low estimate of the vacancy
rate, for example, 1 per cent, would subtract 1 S,000 from this figure.
This would leave only 29,000 for vacant units not available for rent
or sale, landlords living in owned apartment houses, and cooperative
owners who, as we have seen, numbered 39,000 in New York City alone.

VACANT HOUSING

Estimates of the number of units of vacant housing and their value, by
type of structure and divided between housing for sale and housing for
rent, are described in Tables A-21 through A-26. These are only a small
part of the total housing stock but a part which, as might be expected,
has grown much more rapidly than the total. Our estimates relate only
to that part of vacant housing which is described as "available," ex-
cluding seasonal and dilapidated housing and several other minor
groups.

'8Newstetter, New York City, Department of City Planning, March 1958.
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Data are from the 1950 Census of Housing, the 1956 National Hous-
ing Inventory, the 1960 Census of Housing, special Census Bureau sur-
veys in 1945 and 1947, and, since 1955, the Census Bureau's quarterly
survey of housing vacancies. As was the case with occupied housing,
the value estimates are more reliable for sale units than for rental units.
Values for the latter must still be estimatedfrom rent data, using value-
to-rent ratios from the 1950 Census.

The estimate for 1950 for all vacant units is quite close to that of
Margaret Reid.'°

TABLE A-i

ESTIMATION OF AVERAGE VALUE OF NONFARM OWNER-OCCUPIED ONE-FAMILY
HousEs, 1950 AND 1960

1940
(1)

1950
(2)

1960
(3)

Cities over 50,000
1. Mean value (dollars) 4,421 9,677.0
2. Weighted median value (dollars) 3,879 9,039.0
3. Ratio of mean to weighted median 1.1397 1.07058

Urban and Rural Nonf arm .

4. Median value (dollars) . 7,354 11,900
5. Ratio of mean to median 1.2134 1.18981
6. Est. mean value (dollars) 8,382.2 13,564

SOURCE

Col. 1, lInes 1-2: U.S. Census of Housing: 1940, Vol. II, Part 1, Table 85, pp. 145-147.
3: Line 1 divided by line 2.
5: Ibid., Table 14, p. 45.

CoL 2, line 1: U.S. Census of Housing: 1950, Vol. V. Block Statistics, Parts 1 through
209.

2: Ibid., Vol. I, General Characteristics, Parts 1 through 49.
3: Line 1 divided by line 2.
4: Ibid., Vol. I, General Characteristic, Part 1, Table 16, p. 11.
5: Col. 1, line 5, multiplied by the ratio of cot. 2, line 3, to col. 1, line 3.
6: Line 4 times line 5.

Col. 3, line 4: U.S. Census of Housing: 1960, Advance Reports, Housing Charac-
teristics, Series HC(A2), No. 1 (June 1962), p. 12.

6: Line 4 multiplied by col. 2, line 5.

19Journal of Political Economy, April 1958, p. 147.

363



HOUSING IN THE NATIONAL BALANCE SHEET

TABLE A-2

ESTIMATION OF TOTAL VALUE OF NONFARM
ONE-FAMILY HousEs, 1950 AND 1960

1950
Nonf arm Owner-Occupied Units in 1-Dwelling-Unit $tructures

Without business, on 1-dwelling-unit properties
1. Number 15,878,421
2. Mean value (dollars) 8,382.2
Without business, on properties of 2 or more dwelling units

3. Number 493,000
With business

4. Number 500,000

Total
5. Number 16,871,421
6. Estimated total value (million dollars) 141,420

1960
Non farm Owner-Occupied Units in 1-Dwelling-Unit Structures

Without business
7. Number 26,171,774
8. Mean value (dollars) 19,564
9. Estimated total value (million dollars) 854,994

10. With business, estimated total value (million dollars) 2,718
11. Total value (million dollars) 357,707

SouRcE

lines 1, 3-4: U.s. Census of Housing: .1950, Vol. II, Part 1, Table A.
2: Table A-i, col. 2, line 6.
5: Sum of lines 1, 3, and 4.
6: Line 5 multiplied by line 2.
7: U.S. Census of Housing, 1960, Advance Reports, Housing Character-

istics, Series HC (A2) ,No. 1 (June 1962) , p. 12.
8: Table A-l, col. 3, line 6.
9: Line 7 multiplied by line 8.

10: Line 8 multiplied by 200,000. The latest figure on the number of
one-family owner-occupied houses with business is for 1956, 216,000
(See Table A-6, line 8).

11: Sum of lines 9 and 10.
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TABLE A-S

DATA ON OwNER-OCcuPIED Two. TO FOUR-FAMILY STRUCTURES
AND Two- TO FOUR-UNrr PROPERTIES, 1940

Average Monthly Rental Value, Owner-Occupied Units in
Other Than 1-Family Structures

1. All units (dollars) 32.478
2. Mortgaged units (dollars) 36.062
3. Ratio of all units to mortgaged units .90062

Average Value of Owner-Occupied Two- to Four-Unit Properties
4. Mortgaged (dollars) 6,247

Mortgaged and nonmortgaged (dollars) 5,626

Number of Units in Owner-Occupied Two- to Four-Family Structures
6. Owner-occupied units 1,771,177
7. Rented units 1.939.558

Owner-Occupied Units in Two- to Four-Family Structures
8. Median value (dollars) 2,671
9. Est. mean value (dollars) 3,241

10. Total value (million dollars) 5,740.4

Owner-Occupied Two- to Four-Unit Properties
11. Total value (million dollars) 9,964.6
12. Value of rented units (million dollars) 4,224.2
13. Mean value of rented units (dollars) 2,177.9

Lines 1 and 2: Table A-4.
3: Line 1 divided byline 2.
4: U.S. Census of Housing: 1940, Vol. IV, Part 1, Table VII, p. 4.
5: Line 3 times line 4.
6 and 7: U.S. Census of Housing: 1940, Vol. III, Part 1, Table A-2, p. 11.

The number of owner-occupied units is assumed equal to the number of
structures. All other units are assumed rented, including 50,000 in one-
to four-family houses with business, estimated roughly from the distribu-
tion for all owner-occupied one- to four-family houses between one-
family and two- to four-family.

8: Ibid., Table A-4a, p. 18.
9: Median multiplied by mean-to-median ratio (Table A-i).

10: Line 6 times line 9.
11: Line 5 times line 6.
12: Line 11 minus line 10.
18: Line 12 divided by line 7.
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TABLE A-4

COMPARISON OF MORTGACED AND NONMORTCACED UNITS IN
OTHER THAN ONE FAMILY STRUCTURES, BY ESTIMATED RENTAL VALUE, 1940

Estimated Monthly
Rental Value (dollars) Number of Units

Total Estimat
(thousa

ed Monthly Rent
rid dollars)

Free of Free of
Estimated Mortgage or Mortgage or

Range Midpoint Mortgaged Not Reporting Mortgaged Not Reporting

Under 5 2.25 6,330 53,639 14.2 120.7
5 - 9 7.00 19,562 69,001 136.9 483.0

10 - 14 12.00 46,057 97,503 552.7 1,170.0
15 - 19 17.00 73,832 110,972 1,255.1 1,886.5
20-24 22.00 109,051 131,770 2,399.1 2,898.9
25-29 27.00 117,403 123,774 3,169.9 3,341.9
80-89 84.50 191,940 170,881 6,621.9 5,895.4
40-49 •44.50 114,616 88,259 5,100.4 3,927.5
50-59 54.50 58,751 47,697 3,201.9 2,599.5
60 - 74 67.00 40,226 29,447 2,695.1 1,972.9
75 - 99 87.00 22,501 17,094 1,957.6 1,487.2
l00andover 137.50 17,295 17,294 2,378.1 2,377.9
Total 817,564 957,331 29,482.9 28,161.4

Average estimated monthly rent (dollars)
Mortgaged units 36.06
Other Units 29.42
All units 32.48

SouRcE: U.S. Census of Housing: 1940. VoL. III, Part 1, Table A-4a, p. iS.
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TABLE A-S

ESTIMATION OF OF OWNER-OCCUPIED AND RENTAL IN

OWNER-OCCUPIED Two- TO FOUR-FAMILY HousEs, 1950

Owner-Occupied, Mortgaged Properties with 2 to 4 Units
1. Median market value (dollars) 10,100
2. Est. mean market value (dollars) 11,512
5. Number of properties 1,235,829
4. Est. total value of properties (thousand dollars) 14,226,863
5. No. of units 2,837,544
6. No. of rental units
7. Ratio of average value of owner-occupied units to

average value of rental units, 1940 1.488 13
8. Est. average value of owner-occupied units (dollars) 6,155.1
9. Est. average value of rental units (dollars) 4,154.8

Owner-Occupied Units in 2- to 4-Unit Structures
10. No. of 2-dwelling-unit structures, semidetached 186,247
11. No. of 2-dwelling-unit structures, other 1,772,224
12. No. of 3- and 4-dwelling-unit structures 521,165
13. Total number of dwelling units 2,479,656
14. Est. total value (million dollars) 15,257.4

Rental Units in Owner-Occupied 2- to 4-Unit Structures
15. Est. number of rental units 3,213,769
16. Est. total value (million dollars) 13,288.3

SOURCE

Line 1, 3, and 5: U.S. Census of Housing: 1950, Vol. IV, Part 1, p. 322.
2: Line 1 multiplied by the mean-to-median ratio (Table A-i, col. 2, line 5).
4: Line 2 times line 3.
6: Line 5 minus line 3.
7: Table ratio of line 9 to line 13.
8-9: Calculated from lines 3, 4, and 6, using the ratio of line 7.

10-13: U.S. Census of Housing: 1950, Vol. I, Part 1, Table 5, p. 3, less number
of one-dwelling-unit, semidetached structures from Vol. II, Part 1, Table
A, p. XVII.

14: Line 8 times line 13.
IS: Line 13 times the ratio of line 6 to line 3.
16: Line 9 times line 15.
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APPENDIX A

TABLE A-7

ESTIMATION OF VALUE OF OWNER-OCCUPIED AND RENTAL UNrrs IN'
OWNER-OCCUPIED Two- TO FOUR-FAMILY HousEs, 1960

1. Number of rental units in owner-occupied 2- to 4-unit properties 2,485,444
2. Number of rental units in 2-unit properties 1,443,248
3. Number of owner-occupied 3- to 4-unit properties 456,227
4. Average number of rental units per owner-occupied

3- to 4-unit property, 1950 2.284380
5. Estimated number of rental units in owner-occupied

3- to 4-unit properties 1,042,196
6. 1956 ratio of average value of rental units in owner-occupied

2- to 4-unit properties to average value of owner-
occupied 1-unit properties .437198

7. 1956 ratio of average value of owner-occupied units in
owner-occupied 2- to 4-unit properties to average value
of owner-occupied 1-unit properties .650604

Owner-Occupied 2- to 4-Unit Properties, 1960
8. Estimated average value of rental units (dollarS) 5,930.2
9. Estimated average value of owner-occupied units (dollars) 8,824.8

10. Estimated total value of rental units (million dollars) 14,739.2
11. Estimated total value of owner-occupied units (million dollars) 16,762.5

SOURCE

Line 1: Line 2 plus line 5.
2-3: 1960 Census of Housing, Housing Characteristics, Series HC(A2)-1, Table 3,

p.6.
4: 1950 Census of Housing, Volume IV, Part 1, Table 3. p. 322.
5: Line 3 multiplied by line 4.

6-7: Table A-6, ratio of line 14 to line 4, and ratio of line 15 to line 4.
8-9: Lines 6 and 7 multiplied by Table A-i, col. 3, line 6.
10: Line 1 multiplied by line 8.
11: Sum of lines 2 and 3, multiplied by line 9.
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HOUSING IN THE NATIONAL BALANCE SHEET

TABLE A-8

CONSTRUCFION OF INTERPOLATING SERIES FOR VALVE OF OWNER-OCCUPIED
HousEs, 1945-56

,

Mean Value
Estimated

. Value of
of Nonfarm Nonfarm

Estimated Owner- Owner-
Number of Home-Owners Number of Occupied Occupied
Nonfarm as Per Cent of Non farm Houses Houses

Households Nonfarin Home-Owners (thousand (billion
(thousands) Households (thousands) dollars) dollars)

(1) (2) (3) (4) (5)

Dec.31,

1956 44,077 59.4786 26,216 12.7 332.9

1955 42,938 58.5731 25,147 11.7 294.2

1954 41,997 57.6675 24,219 11.0 266.4
1958 41,138 56.7620 23,351 10.7 249.9
1952 40,226 55.8564 22,469 10.7 240.4
1951 39,272 54.9508 21,580 10.0 215.8
1950 38,235 54.0453 20,664 9.3 192.2

Apr.1,
1950 57,105 533661 19,801

Dec.31, .

1949 36,917 53.37 19,703 8.6 169.4
1948 55,229 53.37 18,802 9.1 171.1
1947 .33,695 51.28 17,279 8.7 150.3
1946 52,385 16,761 7.2 120.7

1945 51,404 15,976 6.2 99.1

SOURCE

Col. 1 (except April 1950): Interpolated between figures for November 1945 (from
Characteristics of Occupied Dwelling Units, for the United States: Novem-
ber, 1945 Housing-Special Reports, Series H-46, No. 1) and April 1947 and
later dates (from Households and Families, by Type. 1950 to 1959, Current
Population Reports, Series P-20, No. 94, p. 2). December 31 figures were
estimated by straight-line interpolation, assuming the surveys were taken
at midmonth.
April 1950: 1950 Census of Housing, Vol. I, Part 1, p. 3, Table 5.

2, 1947-49: Extrapolated from 1950 using Survey of Consumer Finances data
from various issues of the Federal Reserve Bulletin.
April 1950 and 1956: Owner.occupied nonfarm divided by total occupied
nonfarm households, 1956 National Housing Inventory, Vol. III, Part 1,

p. 20. Table 3;
Other years: Estimated by straight-line interpolation.

3, 1947-56: Col. 1 times col. 2.
1945-46; Interpolated between April 1947 and November 1945. For April
1947, the number of nonfarm households, from Households and Families,
by Type, 1950 to 1959, Series P-20, No. 94, p. 2, is multiplied by the ratio
of owner-occupied to total occupied, from Housing Characteristics of the
United States: April, 1947, Current Population Reports: Housing, Series
P-70, No. 1, p. 9. For November 1945, data are from Characteristics of
Occupied Dwelling Units, for the United States, November, 1945, Series
H-46, No.1.
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APPENDIX A.

SOURCE TO A-S (concluded)
4,, 1948-49 and 1951-58: Survey of Consumer Finances data.

1950: Interpolated on a straight line.
1945-47: Extrapolated from 1948 via Boeckh index for construction cost of
residences, published in Howcing Statistics, December 1958 Supplement,
p. 52. December and January were averaged to obtain year-end figures.

5: Col. B times col. 4.
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APPENDIX A

TABLE A-b

ESTIMATION OF VALUE OF NONFARM HousFs FROM CEI'Jsus AND
SURVEY DATA, 1945-60

(billion dollars)

Interpolating

Census and National Housing Inventory Data

Total Value of
Series, Value of Nonfann

Value of Value of Rental Units Owner-Occupied
Nonfarm Nonfarm in Nonfarm Houses,

Owner-Occupied Owner-Occupied Owner-Occupied Interpolated and
Houses Units Houses Extrapolated

(1) (2) (3) (4)

Dec. 31,
1960 393.1 381.4 15.0 896.4

April 1,
1960 386.0 374.5 14.7 389.2

Dec. 31,
1959 382.7 370.7 15.4 386.1
1958 356.4 343.0 17.2 860.2
1957 345.4 330.3 19.5 349.8
1956 332.9 816.3 21.5 837.8
1955 294.2 277.1 19.5 296.6
1954 266.4 248.8 18.1 266.9
1953 249.9 231.3 17.4 248.7
1952 240.4 2203 17.2 237.7
1951 215.8 196.2 15.8 212.0
1950 192.2 173.2 14.8 187.5

April!,
1950

.

175.1 156.7 13.3 170.0
Dec. 31,

1949 169.4 151.6 12.9 164.5
1948 171.1 153.1 18.0 166.1
1947 150.3 134.5 11.4 145.9
1946 120.7 108.0 9.2 117.2
1945 99.1 88.7 7.5 96.2

SOURcE

Col. 1, Dec. 31, 1945-60, and April 1, 1960: Table A-8, col. 5 and Table A-9, cot. 7.
April 1, 1950: Interpolated between Dec. 3!, 1949, and Dec. 31, 1950.

2, April 1, 1950: Table A-2, line 6, plus Table line 14.
Dec. 81, 1956: Table A-6, line 18.
April 1, 1960: Table A-2, line 11, plus Table A-7, line 11.
Other years: Interpolated and extrapolated via col. 1.

3, April 1, 1950: Table A-5, line 16.
Dec. 31, 1956: Table A-6, line 16.
April 1, 1960: Table A-7, line 10.
Other years: Interpolated and extrapolated via col. 1.

4, April 1, 1950 and 1960, and Dcc. 81, 1956: Col. 2 pitis col. 3.
Other years: Interpolated and extrapolated via col. 1.
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TABLE A-il

MEDIAN AND CONTRACT RENTS, 100,000, 1950

Mean contract monthly rent' $43.45
Median Contract monthly rentb $39.38
Mean-to-median ratio 1.10335

'U.S. Census of Housing: 1950, Vol. V, Block statistics, various numbers.
b Census of Housing: 1950, Vol. I, Chapter 1, Table 31, p. 118.

TABLE A-12

ESTIMATION OF AVERAGE CONTRACT AND ADJUSTED GRoss MONTHLY RENT,
BY TYPE OF STRUCTURE, RURAL NONFARM, 1950

.

,

S

Average Rent (dollars)

Adjusted to
Total Estimated Estimated Gross Rent

Number of Rent from from Mean- Excluding
Rental (thousand Frequency to-Median Utilities,

Type of Units dollars) Distribution Ratio Fuel
Sfructure (1) (2) (3) (4) (5)

.1-dwelling-unit,
detached 1,157,045 26,002 22.47 22.04 21.44

Other 1- and 2-
dwelling-unit 350,240 9,170 26.18 25.68 24.98

3- to 4-dwelling-unit 114,415 3,708 32.40 31.78 30.92
5- to 9-dwelling-unit 50,755 1,733 34.14 33.48 32.57
10- to 19-dwelling-unit 9,615 • 329 34.25 3359 32.68
20. and more

dwelling-unit 2,985 133 44.51 43.65 4246
Total 1,685,055 41,074 24.38 23.91 23.26

SOURCE

Col. 1: Number reporting rent paid, from U.S. Census of Housing: 1950, Vol. II,
Part 1, Table D-2, p. 34.

2: Estimated by multiplying number of units in each contract monthly rent
class by midpoint of class (same source as col. 1), using $5.00 for lowest
class and $150.00 for highest.

8: Col. 2 divided by col. 1.
4: For total of all types of structures, median of $21.67 (U.S. Census of Hous-

ing: 1950, Vol. I, Part 1, Table 14, p. 10) multiplied by mean-to-median
ratio (Table A-il). Ratio of average for all structures from mean-to-median
ratio to average from frequency distribution used to step down frequency
distribution averages (col. 8) for types of structure.

5: Col. 4 multiplied by ratio (Table A-l5) of gross rent, excluding line 5, to
contract rent.
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APPENDIX A

TABLE A-iS

ESrIMATI0N OF AVERAGE CONTRACT MONTHLY RENT, BY TYPE OF STRUCTURE,
TOTAL UBJIANa AND RURAL NONFARM, 1950

Number of Total

Average Rent (dollars)

Estimated Est. from
Rental Rent from Mean-to-

Type of Units (thousand Frequency Median
Structure (thousands)

(1)
dollars)

(2)
Distribution

(8)
Ratio

(4)

1-dwelling-unit, detached 4,116.1 137,170 83.33 32.67
Other 1- and 2-dwelling-unit 4,161.4 158,904 38.19 37.43
3- and 4-dwelling-unit . 2,538.2 100,995 39.87 39.08
5- to 9-dwelling-unit 1,735.3 70,916 40.87 40.06
10- to 19-dwelling-unit 957.4 43,240 45.16 44.27
20- and more dwelling-unit 1,659.9 94,649 57.02 55.89

Total 15,163.9 605,892 39.96 39.17

SOURCE

Col. 1: U.S. Census of Housing: 1950, Vol. II, Part 1, Table A-2, p. 4.
2-3: See notes to Table A-12.

4: For total ofall types of structures, median of $35.50 (U.S. Census of Hous-
ing: 1950, Vol. 1, Part 1, Table 14, p. 10) multiplied by mean-to-median
ratio (Table A-il). For all other figures, see notes to Table A-12.

Including rural nonfarm in metropolitan areas.
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TABLE A-14

ESTIMATION OF AVERAGE C0N'rRAcr AND AI)JusitD GROSS MONTHLY RENT,
BY TYPE OF UI&BAN, 1950

Average Rent (dollars)

. Adjusted to
Number of Total Estimated Estimated Gross Rent,

Rental • Rent • from from Mean- Excluding
Units (thousand Frequency to-median Utilities,

Type of Structure (thousands)
(1)

dollars)
(2)

Distribution
(3)

Ratio
(4)

Fuel
(5)

1-dwelling-unit,

detáthed 2,959J 111,168 37.57 37.14 31.56

Otherl-and2-
dwelling-unit 3,811.4 149,734 89.29 38.84 38.00

3- and 4-dwelling-unit 2,418.8 97,287 40.22 39.76 38.79
5- to 9-dwelling-unit 1,684.6 69,183 41.07 40.60 34.50
10- to 19-dwelling-unit 947.8 42,911 45.27 44.75 38.03
20- and more

dwelling-unit
Total

1,656.9
13,478.8

94,516
564,818

57.04
41.90

56.39

41.42

47.92

35.20

SOURCE

Cols. 1-2: Table A-iS minus Table A-12.
9: See notes to Table A-12.
4: For total of all types of structures, median of $87.54 (U.S. Census of Hous-

ing: 1950, Vol. I, Part 1, Table 14, p. 10) multiplied by mean-to-median
ratio (Table A-Il) - For all other figures, see notes to Table A-12.

5: See notes to Table A-12.

TABLE A-15

CALCULATION OF SPACE RENT AND NET RENT FOR NONFARM RENTED DWELLINGS, 1950

Rural
Urban Nonf arm Total

1. No. of rented nonfarm dwellings (thousands) 14,310 3,649 17,959
2. Times average annual rent (dollars) 504 843

Equals total contract rent (million dollars) 7,207 1,251 8,458
8. Less landlords' expenses for facility and

utility service md. in rent (million dollars) — — 1,680
4. Use of cookstoves, refrigerators, furnishings 464 49 513
5. Electricity, fuel, water, gas, and misc. 1,083 34 1,117
6. Equals personal consumption expenditures

for space rent (million dollars) 5,660 1,168 6,828

SOURCE: National Income, 1954 Edition, Supplement to Survey of Current Busi-
ness, Exhibit 3, p. 87.

376



1-
dw

el
lin

g-
un

it.
de

ta
ch

ed
1-

dw
el

lin
g-

un
it.

at
ta

ch
ed

1-
 a

nd
 2

-d
w

el
lin

g-
un

it,
se

m
id

et
ac

he
d

2-
dw

el
lin

g-
un

it,
 o

th
er

8-
 a

nd
 4

-d
w

el
lin

g-
un

it
5-

to
 9

-d
w

el
lin

g-
un

it
10

- 
to

 1
9-

dw
el

lin
g-

un
it

20
- 

to
 4

9-
dw

el
lin

g-
un

it
50

-d
w

el
lin

g-
un

it
or

 m
or

e
T

ot
al

1-
to

 4
-d

w
el

lin
g-

un
it

5-
an

d 
ov

er
dw

el
lin

g-
un

it

O
w

ne
r-

O
cc

up
ie

d 
D

w
el

lin
g

U
ni

ts
 in

S
tr

uc
tu

re
s 

of
5 

or
 M

or
e 

U
ni

ts
5-

to
 9

-d
w

el
lin

g-
un

it
10

- 
to

 1
9-

dw
el

lin
g-

un
it

20
- 

to
 4

9-
dw

el
lin

g-
un

it
50

-d
w

el
lin

g-
un

it

T
A

B
L

E
 A

-1
6

E
ST

IM
A

T
X

O
N

 O
F 

V
A

I.
uE

 O
F 

R
E

N
T

A
L

 H
ou

sn
'ic

, B
Y

O
F 

ST
au

cr
ua

E
, 1

95
0

77
8,

07
0

2,
81

5,
61

6
2,

50
4,

28
4

1,
80

4,
11

5
96

4,
46

3
1,

11
7,

32
4

9,
55

2,
48

5

4,
52

3,
67

5

N
um

be
r

of
D

w
el

lin
g

T
yp

e 
of

 S
tr

uc
tu

re
U

ni
ts

(1
)

U
rb

an
R

ur
al

N
on

fa
rm

T
ot

al

T
ot

al
M

on
th

'y
R

en
t

(t
ho

us
an

d
do

lla
rs

)
(2

)

E
st

im
at

ed
T

ot
al

 V
al

ue
(m

ill
io

n
do

lla
rs

)
(3

)

A
ve

ra
ge

V
al

ue
 P

er
D

w
el

lin
g

U
ni

t
(d

ol
la

rs
)

(4
)

N
um

be
r

of
D

w
el

lin
g

U
ni

ts
(5

)

T
ot

al
M

on
th

ly
R

en
t

(t
ho

us
an

d
do

lla
rs

)
(6

)

E
st

im
at

ed
T

ot
al

 V
al

ue
(m

ill
io

n
do

lla
rs

)
(7

)

A
ve

ra
ge

V
al

ue
 P

er
 E

st
im

at
ed

D
w

el
lin

g 
T

ot
al

 V
al

ue
U

ni
t

(m
ill

io
n

(d
ol

la
rs

)
do

lla
rs

)
(8

)
(9

)

40
9,

32
2

13
,5

07
.6

1,
80

L
0

4,
40

0.
0

3,
04

5,
19

3
96

,1
06

.8
12

,8
13

.9
2,

30
4,

77
2

49
,4

14
.3

6,
58

8.
4

2,
85

8.
6

19
,4

02
.3

25
,6

76
.3

2,
80

L
0

3,
59

9.
9

92
,9

15
.3

10
,1

86
.1

3,
60

0.
0

84
,6

19
.8

9,
23

1.
2

3,
68

6.
2

62
,2

42
.0

6,
22

4.
2

3,
45

0.
0

36
,6

78
.5

3,
80

2.
9

53
,5

42
.2

5,
85

4.
2

4,
79

2.
0

52
,0

33
1,

29
9.

8
17

3.
3

8,
88

0.
6

1,
97

4.
8

14
1,

93
5

3,
54

5.
5

38
6.

8
2,

72
5.

2
3,

18
7.

8
38

9,
92

9
9,

74
04

2;
72

5.
1

11
,1

98
.7

17
8,

69
8

5,
52

5.
5

60
2.

8
3,

37
3.

3
9,

83
4.

0
76

,6
31

2,
49

5.
9

24
9.

6
32

57
2

6,
47

3.
8

17
,2

16
56

2.
6

56
.5

8,
27

0.
2

3,
72

4.
1

4,
15

4
17

6.
4

17
.6

4,
23

6.
9

5,
37

1.
8

h.

63
7,

77
3

30
,5

62
.1

2;
82

1.
2

52
3

22
.2

2.
0

3,
82

4.
1

2,
82

3.
2

14
,0

76
,1

60
49

5,
85

0.
1

54
,8

50
.6

3,
89

6.
7

8,
16

5,
89

1
72

,7
82

.4
9,

13
9.

4
2,

88
6.

8
63

,9
90

.0

36
,7

83
.2

3,
85

0.
6

3,
06

7,
36

7

18
,0

67
.4

8,
99

4.
0

98
,5

24

18
8,

94
3

69
3.

8
9,

26
5

13
1,

46
8

45
3.

6
3,

45
0.

0
6,

08
3

32
,5

97
12

4.
0

3,
80

2.
9

2,
70

0
16

,9
82

81
.1

4,
79

2.
0

47
4

8,
81

3.
9

2,
87

3.
4

45
,5

97
.1

82
5.

5
3,

30
3.

8
18

,3
92

.9

30
.9

72
4.

7
19

.8
3,

25
7.

2
8.

8
3,

27
0.

2
2.

0
4,

23
6.

9

an
d 

ov
er

7,
94

6
85

1
4,

42
3.

5
8

.0
3

3,
82

4.
1



C
ot

s.
1 

an
d 

5:
 U

.S
. C

en
su

s 
of

 H
ou

si
ng

: 1
95

0,
 V

ol
. I

, P
ar

t 1
,

T
ab

le
 5

, p
. 5

.
2 

an
d 

6:
 C

ol
s.

1 
an

d 
5 

m
ul

tip
lie

d 
by

 m
on

th
ly

 r
en

t p
er

un
it,

 a
dj

us
te

d 
to

 e
xc

lu
de

 u
til

iti
es

, f
ue

l, 
et

c.
, f

ro
m

 T
ab

le
s

A
-l

2 
an

d 
A

-1
4.

S 
an

d 
7:

 C
ol

s.
 2

 a
nd

 6
 m

ul
tip

lie
d 

by
 e

st
im

at
ed

 v
al

ue
-t

o-
m

on
th

ly
-r

en
t r

at
io

s 
as

 f
ol

lo
w

s:
 1

-d
w

el
lin

g 
un

it,
 a

tta
ch

ed
an

d 
de

ta
ch

ed
,

I-
 a

nd
 2

-u
ni

t, 
se

m
id

et
ac

he
d 

an
d

ot
he

r 
2-

 to
 4

-d
w

el
lin

g 
un

it,
 1

09
.0

9;
5.

 to
 4

9-
dw

el
lin

g
un

it,
 1

00
.0

0;
 5

0-
dw

el
lin

g 
U

ni
t a

nd
 m

or
e.

 9
2.

51
. T

he
se

va
lu

e-
to

-m
on

th
ly

-r
en

t r
at

io
s 

ar
e 

12
 ti

m
es

 th
e 

re
ci

pr
o.

ca
ls

 o
f 

m
ed

ia
n 

re
nt

-t
o-

va
lu

e 
ra

tio
s,

 a
nd

 th
ey

 c
ov

er
 m

or
t-

ga
ge

d 
re

nt
al

 p
ro

pe
rt

ie
s 

on
ly

. F
ur

th
er

m
or

e,
 th

ey
 a

pp
ly

to
 p

ro
pe

rt
ie

s 
of

 e
ac

h 
ty

pe
 r

at
he

r 
th

an
 s

tr
uc

tu
re

s,
 b

ut
 it

w
as

 n
ot

 f
el

t t
ha

t t
hi

s 
w

ou
ld

 a
ff

ec
t t

he
 r

at
io

s 
se

ri
ou

sl
y.

D
at

a 
ar

e 
fr

om
 U

.S
. C

en
su

s 
of

 H
ou

si
ng

: 1
95

0,
 V

ol
. I

V
,

C
h.

 1
.

4 
an

d 
8:

 C
ol

s.
 5

 a
nd

 7
 d

iv
id

ed
 b

y 
co

ls
. 1

 a
nd

 5
.

9:
 C

ol
. S

 p
lu

s 
co

l. 
7.

So
ua

cx
 T

O
 T

A
B

L
E

 A
-1

6

0 C
,, S 5 0 N N t'i C

,, S



APPENDIX A

TABLE A-17

ESnMATION OF AVERAGE GROSS, AVERAGE AND ADJUSTED GROSS MONTHLY RENT,
BY TYPE OF STRuCrURE, 1956

Average Rent (dollars)

Con tract
Total Gross Estimated Adjusted

Number of Monthly Estimated from Gross
Rental Rent from Mean- to or
Units (thousand Frequency Median- Space

Type of Structure (thousands)
(1)

dollars)
(2)

Distribution
(3)

Ratio
(4)

Rent
(5)

1-dwelling-unit 4,828.4 all,749 64.57 57.53 49.93
2-dwelling-unit 3,467.4 227,847 65.71 58.54 50.81
3- and 4-dwelling-unit 2,573.4 159,882 62.13 55.35 48.04
5-to 9-dwelling-unit 1,841.2 112,627 61.17 54.50 47.30
10-dwelling-unit or more 2,752.6 202,844 73.69 65.65 56.98

Total 15,463.1 1,014,949 65.64 58.48 50.76

SOURCE

Col. 1: 1956 National Housing Inventory, Vol. HI, Part 1, Table 12, p. 47.
2: Estimated by multiplying number of units in each gross monthly rent class

by midpoint of class (same source as col. 1), using $15.00 for the lowest
class, $150.00 for the highest, and $34.50, $44.50, $54.50, $69.50, and $89.50
for the others.
Col. 2 divided by col. 1.

4: Estimated using mean-to-median ratio (Table A-li) and the median horn
1956 National Housing Inventory, Vol. III, Part 1, Table 3, pp. 20-21, by
the same method as in coL 4 of Table A-12.

5: Col. 4 multiplied by the ratio (Table A-IS) of gross rent, excluding line 5,
to contract rent.



HOUSING IN THE NATIONAL BALANCE SHEET

TABLE A-18

KSnMATION OF VALUE OF RENTAL HousiNG, TYPE OF STRUCTURE, 1956

Estimated
Total Estimated Average.

Monthly Total Value Per
Number of
Dwelling

Rent
(thousand

Value
(million

Dwelling
Unit

Type of Structure Units
(1)

dollars)
(2)

dollars)
(8)

(dollars)
(4)

1-dwelling-unit 6,119,155 305,529.4 40,736.2 6,657.2
2-dwelling-unit
3- and 4-dwelling-unit

3,898,995
2,778,934

198,107.9
133,500.0

21,611.6
14,558.8

5,542.9
5,239.0

5- to 9-dwelling-unit 1,977,481 93,534.9 9,359.5 4,730.0
10-dwelling-unit or more 3,019,401 172,045.5 16,516.4 5,470.1

Total 17,793,966 902,717.7 102,776.5 5775.9

1- to 4-dwelling-unit 12,797,084 687,137.5 76,906.6 6,009.7
5-dwelling-unit and over 4,996,882 265,580.4 25,869.9 5,177.2
Owner-occupied

5-dwelling-unit or over 195,955 1,014.5 5,177.2

SouRcz
Col. 1: 1956 National Housing Inventory, Vol. III, Part 1, Table 12, P. 47. Includes

those not reporting rent. Owner-occupied 5-dwelling-units and over, Table
1, p. 15.

2: Col. 1 multiplied by Table A-l7, col. 5.
3: Col. 2 multiplied by value-to-rent ratios as follows: 1-dwelling-unit, 133.83;

2- to 4-units, 109.09; 5- to 9-units, 100.00; 10-dwelling-unit Or more, 96.00.
See Table A-14, notes to cols. 3 and 7.

4: Col. 8 divided by col. 1.
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HOUSING IN THE NATIONAL BALANCE SHEET

TABLE A-21

ESTIMATION OF VALUE OF VACANT HousiNG, 1950

Available for Sale
1. Median value, 1-dwelling unit structures (dollars) 8,450
2. Est. mean value, 1-dwell.-unit structures (dollars) 9,631
3. No. of 1-dwelling-unit structures 165,882
4. Est. value of 1-dwell.-unit structures (mill. dollars) 1,592.8
5. Total number of units 178,821
6. No. of units in 2- to 4-unit structures 13,439
7. Est. mean value of units in 2- to 4-unit structures (dollars) 5,761
8. Est. total value of 2- to 4-unit structures (mill. dollars) 77.4
9. Est. total value of vacant nonfarm housing (mill. dollars) 1,670.2

Rural
Urban Nonfarm

Available for Rent
10. Median contract rent (dollars) 47.01 30.07
11. Est. mean contract rent (dollars) 51.87 83.18
12. Est. mean space rent (dollars) 44.08 82.28
13. Average value-to-rent ratio 110.62 125.57
14. Est. average value (dollars) 4,876.1 4,055.4
15. Number of units 854,266 105,865
16. Est. total value (million dollars) 1,727.4 429.1

-J

17. Number of units, 1- to 4-unit structures 823,287
18. Number of units, structures of 5 units and over 136,844
19. Est. average value, 1- to 4-unit structures (dollars) 4,549.5
20. Est. average value, struct. of 5 units and Over (dollars) 5,010.5
21. Est. total value, 1- to 4-unit structures (million dollars) 1,470.8
22. Est. total value, struct. of 5 units and over (million dollars) 685.7

384



APPENDIX A

SOURCE TO TABlE A-21

Line 1: U.S. Census of Housing: 1950, Vol. I, Part 1, Table 16, p. 11.
2: Line 1 multiplied by the 1950 mean-to-median ratio (Table 4.1).
8: Same as line 1.
4: Line 2 times line 3.
5: U.S. Census of Housing: 1950, VoL I, Part 1, Table 2, p.. 2.
6; Line 5 minus line 3.
7; Line 2 multiplied by the ratio for owner-ocqipie4 houses of average value

of units in 2- to 4-unit structures (Table A5, lifle 4 divided by line 5)
to average value of 1-unit structures (Table A-2, line.),

8: Line 6 times line 7.
9: Line 4 plus line 8.

10: U.S. Census of Housing: 1950, Vol. I, Part 1, Table 14, p. 10.
11: Line 10 multiplied by the 1950 mean-to-mediap rent ratio (Table A-li).
12: Line 11 multiplied by 1950 ratio of space rent to contract rent (Table A-iS).
18: Table A-16, all structures, cot. 8 divided by col. 2 and col. I divided by

col. 6.
14; line tim s line 13;
15: U.S. Census of Housing: 1950, Vol. I, Part 1, Table 2, p. 2.
16: Line 14 times line 15.

17-18: Total vacant units in nonfarm structures (U.S. Census of Housing: 1950,
Vol. I, Part 1, Table 5, p. 3) less, for 1- to 4-unit structures, the sum Of
lines S and 6.

19-20: Estimated from lines 16, 17, and 18, using the ratio for occupied rental units
of the average value of units in 1- to 4-unit structures to average value of
units in structures 5 units and over (Table A-16).

21: Line 17 times line 19.
22: Line 18 times line 20.
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HOUSING iN THE NATIONAL BALANCE SHEET

TABLE A-22

ESTIMATION OF VALUE OF VACANT NONFARM DWELLING UNITS AVAILABLE
FOR RENT OR SALE, DECEMBER 81, 1956, AND APRIL 1, 1960

1956 1960

4 vailable for Sale
1. Median value, 1-dwelL-unit struct. without business (dollars) 13,419 13,500
2. Est. mean value 1-dwell.-unit struct. without business (dollars) 15,295 15,887
3. No. of nonfarm 1-dwell.-unit struct. without business 332,544 487,791
4. Est. value, nonfarm 1-dwell.-struct. without business (million dollars) 5,086.8 7,505.6
5. No. of units in 2- to 4-unit structures for sale 26,336 33,989
6. Est. mean value of units in struct. of 2 to 4 units and of

1 Unit with business (dollars) 8,329 8,879
7. Est. total value of units in struct. of 2 to 4 units

and of I unit with business (million dollars) 219.4 284.8
8. Est. total value of structures for sale (million dollars) 5,305.7 7,790.4

Available for Rent
9. Median contract monthly rent, nonfarm (dollars) 46.00 57.00

10. Est. mean monthly contract rent (dollars) 50.75 62.89
11. Est..mean monthly space rent (dollars) 44.05 54.58

Est. average value per unit (dollars) 5,015.2 6,214.0
19. No. of units, 1- to 4-unit structures 879,530 915,332
14. No. of units, structures of S units and over 308,888 444,922
15. Est. total value (million dollars) 5,957.6 8,452.6
16. A'i'. value, 1- to 4-unit struct. (dollars) 5,202.2 6,509.0
17. Av. value, struct. of 5 Units and over (dollars) 4,481.6 5,607.3
18. Total value, 1- to 4-unit struct. (million dollars) 4,575.5 5,957.9
19. Total value, struct. of 5 units and over (million dollars) 1,382.1 2,494.8
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SOURCE TO A-22
Line 1,. 1956: 1956 National Housing Inventory, Vol. III, Part 1, Table 19, P. 60.

1960: 1960 Census of Housing, Advance Reports, Housing Characteristics, Se-
ries HC (A2) - 1, June, 1962, p. 12.

2: Line 1 multiplied by 1950 mean-to-median ratio (Table A-i).
3: Same as line 1.
4: Line 2 times line 3.
5, 1956: 1956 National Housing Inventory, Vol. III, Part 1, Tables 18 and

19. Number of dwelling units in structures of more than 1 dwelling unit
for sale (29,543 in Table 18) multiplied by ratio of nonfarm 1-unit struc-
tures for sale (332,544 in Table 19) to total 1-unit structures for sale
(373,042 in Table 18). The resulting figure is slightly underestimated be-
cause of the absence from the numerator of I-unit structures with business
or on properties of 2 or more units, and is slightly overestimated because
of the treatment of all Units for sale as being in 1- to 4-unit structures.
1960: Total for sale (same source as line 1, 1960, p. 2) minus line 8.

6: Line 2 multiplied by 1956 ratio of average value of units in owner-occupied
2- to 4-unit properties and 1-unit properties with business to average value
of 1-unit properties (Table A-6).

7: Line 5 times line 6.
8: Line 4 plus line 7.
9: Same as line 1.

10: Line 9 multiplied by 1950 mean.to.median ratio for rents (Table A-il).
11: Line 10 multiplied by 1950 ratio of space to contract rent (Table A-15.

line 2 minus line 5, divided by line 2).
12: Line ii multiplied by ratio of average value to rent for occupied dwell-

ings, 1956 (Table A-l8).
13, 1956: Total nonfarm vacant for rent (1956 National Housing Inventory,

Vol. III, Part 1, Table 19) less line 14.
1960: Total (assuming median to be all nonfarm) from same source as
line 1, 1960, minus line 14.

14, 1956: Total available for rent in structures of 5 units or more (1956
National Housing Inventory, Vol. III, Part 1, Table 18).
1960: Same source as line 1, 1960, p. 6. These are assumed to be all nonfarin.

15: Sum of lines 15 and 14, multiplied by line 12.
16-17: Estimated from lines 13, 14, and 15, using the 1956 ratio for occupied rental

Units of average value of units in 1- to 4-unit structures to average value of
units in structures of 5 or more units (Table A-18).

18: Line 18 times line 16.
19: Line 14 times line 17.
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hOUSING IN THE NATIONAL BALANCE SHEET

SOURCE TO A-23
Lines 1-7: Housing Vacancies, Housing and Construction Reports, Series H-ill.

End-of-year figures shown are averages of fourth and first quarters.
8: Line 5 divided by line 3, times the number of nonfarm households (from

Tables A-8 and A-9).
9: Line 2 times line 8.

10: Line 8 minus line 9.
11: Line 7 times 1.13981 (1950 mean-to-median ratio, Table A-I).
12: Line 11 times the 1956 ratio of the average value of units in 2- to 4-unit

structures to the average value of 1-unit structures (Table A-22).
13: Line 9 times line 11.
14: Line 10 times line 12.
15: Line 4 divided by line 3, times the number of nonfarm households

(Tables A-S and A-9).
16: Line 6 times 1.10335 (1950 mean-to-median rent ratio, Table A-li).

Line 16 times 7341 ÷ 8458 (1950 space-to-contract rent ratio, Table A-15).
18, 1956 average value-to-rent ratio (Table A-18).

1955: InterpOlated on straight line between 1950 and 1956 ratios (Tables
A-16 and A-18).

19: Line 17 times line 18.
20: Line 15 times line 19.
21: Line 1 times line 15.
22: Line 15 minus line 21.

23-24: Estimated from lines 20, 21, and 22, and 1956 ratio of average value of
rental units in structures of 5 units or more to the average value of rental
units in 1- to 4-unit structures (Table A-is).

25-26: Lines 21 and 22 multiplied by lines 23 and 24.
27-29; December 1956 and April 1960, from Table A-22. Other years, interpolated

and extrapolated via lines 13, 14, 25, and 26.

390



APPENDIX A

TABLE A-24

INTERPOLATION AND OF ESTIMATES OF VACANT HousiNG FOR SALE, 1945-55

Ratio of

. Mean Values Estimated
Mean Value of of Sale Value of

Dec. 31 Units in Mean Value of Units to Vacant Units
(unless

otherwise
Structures

for Sale
Owner-Occupied

Nonfarm Units
Owner-
Occupied

Number of
Vacant Units

for Sale
(million

indicated) (dollars)
(1)

(dollars)
(2)

Units
(3)

for Sale
(4)

dollars)
(5)

Nov. 15, 1945 54,000

1945 6,552 5,552 57,530 376.9

1946 7,605 6,444 85,766 652.8

Apr. 15, 1947 94,000

1947 9,187 7,784 114,310 1,050.2
1948 9,610 8,143 142,983 1,874.1
1949 9,080 7,694 171,656 1,558.6

Apr. 1, 1950 9,340 7,914 1.1802 178,821
1950 9,905 8,882 1.1817 206,190 2,042.3
1951 10,762 9,092 1.1837 242,682 2,611.7
1952 11,635 9,814 1.1856 279,174 3,248.2

1953 11,763 9,905 1.1876 315,665 3,713.2

1954 12,220 10,273 1.1895 352,157 4,303.4
1955 18,129 11,019 1.1915' 388,649 5,102.6

SOURCE

Col. 1, April 1, 1950: Table A-21.
1955: Table A-23, average value, raised by 1956 ratio (Table A-22) to NHI

level.
Other years: Interpolated and extrapolated via col. 2.

2: Table A-iD, col. 2, divided by Table A-S. col. 8.
3: Ratio of col. 1 to col. 2.
4, November 1945 and April 1947: Housing Characteristics of the United States,

April 1947, Current Population Reports, Housing Series P-70, No. 1, Tables
1 and 28, pp. 9 and 25.
April 1950: Table A-21.
1955: Table A-23, raised by 1956 ratio (Table A-22) to NHI level.
Other years: interpolated on a straight line.

5: Col. I times col. 4.
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HOUSING IN THE NATIONAL BALANCE SHEET

TABLE A-25

ESTIMATION OF VALUE OF VACANT RENTAL UNITS, NOVEMBER 1945

Urban and
Rural Rural

Urban Nonfarm Nonfarm
(1) (2) (3)

1. Median contract monthly rent (dollars) 26.91 17.21
2. Estimated mean contract monthly rent (dollars) 29.69 18.99
3. Estimated mean monthly space rent (dollars) 25.28 18.47
4. Estimated average value per unit (dollars) 2,790.9 2,319.3
5. Number of units 223,000 193,000
6. Estimated total value (million dollars) 622.4 447.6
7. Percentage of vacancies which were in

structure of 5 or more units, 1950 25.44 7.883
8. Estimated no. of vacancies, I to 4-unit structures 166,269 177,786 344,055
9. Estimated no. of vacancies,

structures of 5 units or more 56,731 15,214 71,945
10. Estimated average value, Units in

1- to 4-unit structures (dollars) 2,527.8
11. Estimated average value, units in

structures of 5 units or more (dollars) 2,783.9
12. Estimated total value, units in

1- to 4-unit structures (million dollars) 869.7
13. Estimated total value, units in structures

of 5 units or more (million dollars) 200.3

SOURCE

Line 1, col. 1: Vacancy in Dwelling Units in the United States: 1945, Housing-Spe-
cial Reports, Series H-46, No. 2, p. 2.
col. 2: assumed to bear same relation to urban as in 1950. The published
1945 figure could not be used because the concept of rural nonfarm was
much more inclusive than in later years.

2-4: See lines 11-14 of Table A-21.
5: Housing Characteristics of the U.S.: April 1917, Current Population Re-

ports, Housing, Series P-70, No. 1, Table 23, p. 25.
6: Line 4 times line 5.
7: U.S. Census of Housing: 1950, Vol. 1, Part I, Table 5, p. 8.
8: Line 5 minus line 9.
9: Line 5 times line 7.

10-11: See notes to lines 19 and 20 of Table A-21.
12: Line 8 times line 10.
13: Line 9 times line 11.
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HOUSING IN THE NATIONAL BALANCE SHEET

SOURCE TO TABLE A-26

Cols. 1-2, Nov. 15, 1945: Table A-25.
Dec. SI, 1945: Interpolated on straight line between Nov. 15, 1945, and
April 1, 1950.
April 1, 1950: Table A-21.
1955: Table A-23, adjusted to NH! level using ratio of Table A-22 to
Table A-23.
1946-54: Interpolated via col. 7.

3-4, Nov. 15, 1945: Table A-25.
April 15, 1947: Housing Characteristics of the United States: April, 1947,
Current Population Reports; Housing, Series P-70, No. 1, Table 1, p. 9,

the ratio of 1- to 4-unit structures and structures of 5 units or
more to the total number to be the same in 1947 and 1945.
April 1, 1950: Table A-21.
1955: Table A-23, adjusted to NH! level using ratio of Table A-22 to
Table A-23.
1945-54: Interpolated on a straight line.

5-6: Col. 1 times col. 3 and col. -2 times col. 4.
7: Table A-b, col. 2, divided by Table A..18, wl. 3.
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APPENDIX B

Distribution of Nonfarm Residential Mortgage Debt
Between Owner-Occupied and Rental Housing

THE distributions of residential mortgage debt between one- to four-
family and multifamily housing and of mortgage holdings among
types of holder are published in some detail for all the postwar period.
But the breakdown by type of debtor or between owner-occupied and
rental housing, like the sector distribution of tangible housing assets,
is a difficult problem. It is not reported on by mortgagees, who are the
main sources of mortgage information, and the distinction does not
appear in most of the official mortgage data.

One official estimate of this distribution is made: the flow-of-funds
unit of the Federal Reserve Board, aiming at consumer and other
sector balance sheets, distinguishes owner-occupied housing debt,
which it treats as a consumer sector liability, from rental housing debt,
which it treats as a business sector liability. It is these estimates, with
the allocation to sectors somewhat changed, that appear in the balance
sheets of Volume II.

The Federal Reserve Board makes these estimates in a somewhat
arbitrary way. Starting with an allocation based on the 1950 Housing
Census, it assigns all net change in one- to four-family mortgage debt
outstanding, as derived from the Federal Home Loan Bank Board
(FHLBB) series, to the consumer sector. An estimate of mortgage debt
on owner-occupied houses, independent of the FRB series except for
the 1950 starting point, can be built up from Housing Census and
FHLBB data. These estimates serve as a check on the FRB series, and
can supply us with some further breakdowns of the total.

The main anchor of our estimates is the 1950 census. From it we can
derive estimates for the value of mortgaged owner-occupied one-unit
and two- to four-unit properties as well as data on the amount of mort-
gage debt itself (Table B-i). For 1956 we were able to estimate, from
the National Housing Inventory, the value of and the debt on mort-
gaged one-unit properties (Table B-2) . For two- to four-unit mortgaged
properties only value data were given. Therefore, the debt-to-value
ratio for these properties had to be estimated in order to calculate the
mortgage debt on them.

Both the debt-to-value ratio for mortgaged properties and the pro-
portion of properties that are mortgaged depend partly on the rate of
new building, since the highest debt-to-value ratios are those on new
houses. The increase in the debt-to-value ratio for one-family proper-
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HOUSING IN THE NATIONAL BALANCE SHEET

ties between 1950 and 1956 was roughly 5 per cent, but we did not
consider the same increase likely for two- to four-family housing where
the ratio of new building to existing stock and the increase in the per-
centage of property mortgaged (by value) were much smaller. To take
account of this lower building rate for two- to four-family houses, we
assumed that the increase in their debt-to-value ratio bore the same
relationship to that for one-family houses as the increase in their ratio
of mortgaged to total property. This assumption produced a debt-to-
value ratio for' 1956 only about ½ per cent higher than in 1950 for
two- to four-family houses. Because the difference was so small, the
1950 ratio was finally used for both years. For 1960, preliminary data
from the 1960 Census of Housing provide a third benchmark observa-
tion on the mortgage debt of owner-occupiers.

These three estimates cover a large share of one- to four-family debt
outstanding, ranging from over 85 per cent in 1950 to almost 89 per
cent in 1956, to judge from the FHLBB data which we have used for
interpolation between the Census benchmarks (Table B-3) despite
some differences in coverage, discussed below. Before 1950 a gradual
increase in the home-owners' share of total debt was assumed, to match
the growth in their share of tangible housing assets.

The resulting annual series follows that of the Federal Reserve
Board fairly well until 1950, after which the FRB estimates rise more
rapidly, reaching a level in 1960 about $10 billion higher than the
Census figure for that year. This 'discrepancy produces two widely
divergent figures for other mortgage debt on one- to four-family hous-
ing: about $6 billion by the FRB method compared to roughly $17
billion implied by the NBER 'calculations. The full results of the
1960 Census of Housing will settle the question more definitely.

As was mentioned earlier, there are a number of differences in con-
cept and coverage between the Census data, used here to estimate debt
on owner-occupied one- to four-unit properties, and the Federal Home
Loan Bank Board series for debt on all one- to four-unit structures.

Among the differences are the inclusion in the FHLBB series of con-
struction loans and other temporary financing (although most of these
are not to owner-occupiers), some loans on joint home and business
properties and on some properties classified by the Census as farm, and
certain other loans excluded by the Census, and the exclusion from the
FHLBB series of contracts to purchase, which are part of the Census
total.'

There are also some differences in size classification of properties.
Some of the sources used by the Federal Home Loan Bank Board

U.S. Census of Housing: 1950, Vol. IV, pp. XXX-XXXIII.
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classify by the 'number of units in a structure, regardless of the number
on the property. The Census, in its mortgage tabulations, classifies as
one- to four-family only those properties on which the total number of
units is four or less. Thus commercial bank call reports, used in the
FHLBB series, would classify a row of six one-family houses under one
mortgage as one- to four-family housing while the Census would con-
sider it multifamily.

Some indication of the possible importance of this difference be-
tween property and structure size classifications is given in Table B-4
which shows all nonfarm rental units by size of structure and mort-
gaged nonfarm rental units by size of property. The proportion of
houses mortgaged among the one- to four-family class appears surpris-
iñgly low, while even the minimum estimate of the number of units
on mortgaged properties of fifty units and over is 160,00O (about 25 per
cent) greater than the number of units in structures of fifty units and
over. There is evidence, furthermore, that the minimum estimates
are too low; they give a total number of mortgaged rental units of 4.3
million while the Census figure is over 5.2 million,2 much closer to the
estimate made by using class midpoints. The implication of this calcu-
lation is that there are at least 160,000 units, and probably. a consider-
ably larger number, which appear in a higher size classification by the
property size criterion than by the structure size criterion. Conse-
quently, the estimates of owner-occupied housing debt in Tables B-I
through B-8 are probably somewhat low, and some of the difference
between them and total debt may represent not rental housing debt
but mortgages on one- to four-unit structures on properties of five units
or more.

There is another element in the difference between, owner-occupied.
and total one— to four-family housing debt. All vacant properties, even
if they are for sale, are excluded from owner-occupied housing in the
Census mortgage data, and therefore appear together with rental!
housing.

U.S. Census of Housing: 1950, Vol. IV, p. XVI.
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TABLE B-I

DATA ON VALUE AND MORTCACE DEBT FOR
NONPARM PROPERTIES, 1950

Non-
All

Properties
Mortgaged
Properties

mortgaged
Properties

1-Dwelling- Unit Properties Without Business
1. Number of properties 15,878,421 7,052,170 8,826,251
2. Mean value (dollars) 8,882.2 9,688.4 7,338.6
3. Total value (million dollars) 133,096.1 68,324.2 64,771.9
4. Mortgage debt (million dollars) 28,566.3 28,566.3
5. Ratio of mortgage debt to value .214629 .418099
6. Ratio of value of mortgaged properties

to value of all properties .518845

2- to 4-Unit Properties
7. Total value (million dollars) 28,545.7 14,227.0 14,818.7
8. Value of owner-occupied

units (million dollars) 15,257.4 7,604.2 7,653.2
9. Value of rental units (million dollars) 13,288.3 6,622.8 6,665.5

10. Total mortgage debt (million dollars) 5,188.1 5,188.1
11. Mortgage debt on owner-occupied .

units (million dollars) 2,173.0 2,778.0
12. Mortgage debt on rental units

(million dollars) 2,415.1 2,415.1
18. Ratio of mortgage debt to value .181747 .364666
14. Ratio of value of mortgaged properties

to value of all properties .498394

SouRcE

Line 1, All properties: Table A-2, line 1.
Mortgaged properties: U.S. Census of Housing: 1950, Vol. IV, Part 1, p. 157.
Nonmortgaged properties: all properties minus mortgaged properties.

2, All properties: Table A-2, line 2.
Mortgaged properties: median value ($8,500) from U.S. Census of Hous-
ing: 1950, Vol. IV, Part I, p. 162, multiplied by mean-to-median ratio
(Table A-l, col. 2, line 5).
Nonmortgaged properties: line 3 divided by line 1.

3, All properties and mortgaged properties: line 2 times line 1.
Nonmortgaged properties: all properties less mortgaged properties.

4: U.S. Census of Housing: 1950, Vol. IV,.Part 1, p. 157.
5: Line 4 divided by line 3.
6: Line 8, mortgaged properties divided by all properties.
7: Line 8 plus line 9.
8, All properties: Table A-5, line 14.

Mortgaged properties: Table A-5. line S times line 8.
Nonmortgaged properties: all properties less mortgaged properties.

9, All properties: Table A-5, line 16.
Mortgaged properties: Table A-5, line 6 times line 9.
Nonmortgaged properties: all properties less mortgaged properties.

10: U.S. Census of Housing: 1950, Vol. IV, Part 1, p. 317.
11: Line 10 multiplied by ratio of line 8 to line 7.
12: Line 10 minus line 11.
13: Line 10 divided by line 7.
14: Line 7, mortgaged properties divided by all properties.

398



APPENDiX B

TABLE B-2

DATA ON Vu.UE AND MORTGAGE FOR OWNER-OCCUPIED PROPERTIES, 1956

Non-
All

Properties
Mortgaged
Properties

. mortgaged
Properties

Properties Without Business
I. Total value (million dollars) 288,920 179,914 109,006
2. Total mortgage debt

(million dollars) 79,401 79,401
3. Ratio of mortgage debt to value .274820 .441328
4. Ratio of value of mortgaged properties

to value of all properties .622712 .

2- to 1-Unit Pro perties
5. Total value (million dollars) 46,144 23,604 22,540
6. Value of owner-occupied units

(million dollars) 24,664
7. Value of rental units

(million dollars) 21,480
8. Ratio of value of mortgaged properties

to value of all properties .511529
9. Est. total mortgage debt

(million dollars) 8,608 8608

SOURCE

Line 1: Table A-6, line 10.
2: 1956 National Housing Inventory, Vol. II, p. 21.
3: Line2divided byline 1.
4: Line 1, value of mortgaged properties divided by value of all properties.
5-7: Table A-6, lines 11, 17, and 16.
8: Line 5, value of mortgaged properties divided by value of all properties.
9: Line 5, value of mortgaged properties, multiplied by Table B-I, line 13

(mortgaged properties).
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TABLE

MORTGAGE DEBT ON ONE- TO FOURFAMILY
NONFARM HousEs, ANNUAL ESTIMATES, 1945-60

(million dollars)

Dec. 31 Total
(unless (Federal Home Owner-Occupied Owner-Occupied

otherwise Loan Bank (Census and (Federal Reserve
indicated) Board>

(1)
Interpolated)

(2)
Board)

(8)

1960 141,288 124,373 135,300
April 1, 1960 133,097 117,163 127,000

1959 130,854 115,273 124,000
1958 117,686 103,976 110,900
1957 107,617 95,357 101,300
1956 99,037 88,009 92,600
1955 88,250 77,977 81,500
1954 75,677 66,485 69,200
1953 66,094 57,732 60,200
1952 58,500 50,808 52,600
1951 51,711 44,646 46000
1950 45,170 88,770 39,000

April 1, 1950 39,500 33,754
1949 37,619 82,106 32,100
1948 33,279 28,360 28,000
1947 28,199 28,530 22,900
1946 23,034 19,291 18,400
1945 18,591 15,005 14,400

SOURcE

Col. 1: Estimated Home Mortgage Debt and Financing Activity, 1961, FHLBB,
except for April 1, 1950, from Housing Statistics, Historical Supplement,
FHLBB, October 1961, p. 145.

2, April 1, 1950: Table B-i, sum of lines 4 and 10.
Dec. 31, 1956: Table B-2, sum of lines 2 and 9.
April 1, 1960: U.S. Census of Housing: 1960, Release of July 20, 1962 en-
titled "Census Reports $117 billion in Homeowner Mortgage Debt."
1950-60: interpolated and extrapolated from three benchmarks via col. 1.
1945-49: April 1, 1950 ratio extrapolated back by the ratio of the value of
owner-occupied structures to the value of all I- to 4-unit structures (Table
A-b, coL 4, divided by the sum of Table A-b, col. 2, and Table A-20, col. 5).

8: Flow of Funds/Savings Accounts, 1946-1960 (Supplement 5), FRB, Decem-
ber 1961, Table 27L, p. 93, and Table 27Q, p. 94.
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TABLE B-4

OF NONFARM RENTAL HOUSING UNrrs BY SIZE OF
AND SIZE OF PROPERTY, 1950

(number of units)

Size of Structure

Mortgaged Properties

Est. Using Est. Using
or Property All Structures

(1)
Class Midpoints

(2)
Class Minima

(3)

1-4 units 12,619,852 1,397,186 1,397,186
5-49 units 3,983,903 3,271,025 2,127,311
50 units and over 638,296 1,043,984 797,800

Total 17,242,051 5,712,195 4,322,297

SOURCE

Col. 1: U.S. Census of Housing: 1950) Vol. I, Ch. 1, p. 3.
2: U.S. Census of Housing: 1950, Vol. 1V, Part 1, pp. 467, 554, 594, and 605.

The number of properties in each size class listed in the Census is multi-
plied by the midpoint of the class.

3: Ibid. The number of properties is multiplied by the lower limit of each
class.
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APPENDJX C

Data on Gross Flows of Mortgage Funds and Value of
Mortgages Outstanding

Tins appendix contains the available data on gross flows of home
mortgage funds: data on home mortgage lending as opposed to net
flows, i.e., lending minus repayments. It also includes some of the basic
tables on mortgage debt outstanding from Kianian's paper,1 corrected,
where necessary, for revisions in the original sources, and extended to
1961 by following Kiaman's procedures.

The present state of information on gross flows of mortgage funds
has been described in an article by Klaman2 and need not be discussed
at great length here. Some of the available data for 1- to 4-family non-
farm residential mortgages are set forth in the following tables; data
for multifamily mortgages are even scarcer than those for home mort-
gages and have not been included. The main data that could have
been used were on multifamily mortgages insured by the FHA, pur-
chases and sales by the Federal National Mortgage Association (from
the annual reports of the Housing and Home Finance Agency), and
acquisitions by life insurance companies (from Federal Home Loan
Bank Board reports). For savings and loan associations, the Federal
Home Loan Bank Board publishes figures on total mortgage lending
including multifamily and commercial which have grown rapidly in
the past few years.3 Data on acquisitions by mutual savings banks of
all types of mortgages combined are available in the recent annual
reports of the National Association of Mutual Savings Banks.

Data on commercial banks were not available until the publication
of acquisition and repayment data for 1960 in The Mortgage Bulletin
for Banks of Deposit (Number 4, April 1961) by the American
Bankers Association.

For one- to four-family mortgages, the only aggregate covering all
types of home loans is the series on mortgage recordings of $20,000 and
less published by the Federal Home Loan Bank Board (FHLBB)
and summarized in Table C-i. The increasing shortcomings of this
series were discussed by Klaman in the ASA Proceedings mentioned
above.

1 The Volume of Mortgage Debt in the Postwar Decade, New York, NBER Tech-
nical Paper 13, 1958.

2 B. Kiaman, "Mortgage Flow Data for Current Market Analysis," 1959 Pro-
ceedings of the Business, and Economic Statistics Section of the American Statistical
Association.

3See Kiaman, Volume of Mortgage Debt, p. 77.
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The series on gross extension of FHA and VA mortgages (Table C-2)
should be more reliable, and the probable underestimate in the total
recordings series therefore affects only the estimate for conventional
mortgages. Fortunately for the usefulness of the conventional mortgage
series, since it is derived by subtraction from the recordings total, FHA
home mortgages were limited to amounts of $20,000 or less until the
Housing Act of 1959, in September 1959, and therefore are all pre-
sumably included in the recordings data until the very end of the series.

For life insurance companies, information can be found on total
acquisitions of home mortgages, including purchases. These data are
used in Table C-14. Since all VA loans are home loans, mutual savings
banks' acquisitions of these can be used, as in Table C-17.. For all types
of institutions, both originations and purchases of FRA loans are given
in Housing and Home Finance Agency annual reports (see Tables
C-4 and C-5). A defect of these figures is that they are listed at face
value instead of unpaid balance. This should not affect the origination
data greatly, but is likely to exaggerate the value of purchases.

Data on sales of mortgages are much harder to find. They do exist
for FHA mortgages sold by various types of institutions (Table C-6),
but the difference between face value and unpaid balance is likely to
be greater for sales than for purchases because mortgages sold are apt
to be older on the average than mortgages purchased. Since acquisitions
of mortgages by insured savings and loan associations were estimated
using what appear to be actual repayment data, along with originations
and net changes in holdings, they can be assumed to be net of sales of
mortgages. But this is not true of the other institutions, and any sales,
except those of FHA mortgages, must be mixed with repayment
estimates.

The repayment çstimates in the following tables are almost all
residuals, obtained by subtracting net changes in mortgage debt and
sales of loans from the sum of originations and purchases. The sole
exception is the case of insured savings and loan associations (Table
C-I 3). As a result of this procedure, the repayment estimates suffer
from all the defects of the other series and may be quite unreliable,
particularly when they are small relative to the acquisitions. Their un-
relIability is confirmed by the fact that they turn out to be negative in
a number of instances.

The repayment estimates for all institutions combined should be
superior to those for particular types of institutions, because they are
not affected by the lack of purchase• and sale data. But if, for example,
the mortgage recordings series is low and has a downward bias, as
seems likely, total and conventional mortgage repayments figures are
also low and biased downward. There may also be differences in tim-
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ing, for example, between mortgage recordings, as measured by the
FHLBB, and VA loan closings, as measured by the VA, and such differ-
ences would also affect repayment estimates.

All of the repayment estimates for institutions suffer from the face
value reporting of purchases and sales of FHA mortgages and from the
lack of data on sales of VA and conventional mortgages. If there were
any such sales of any size, they are shown as repayments. The only basis
for assuming them to be negligible is the fact that only mortgage
companies, commercial banks, and, occasionally, government agencies
sold any appreciable amounts of FHA mortgages. More serious, prob-
ably, is the lack of data for mutual savings bank purchases of conven-
tional loans, and the lack of commercial bank purchase data for both
conventional and VA loans, which led us to abandon the attempt at
repayment estimates for that sector.

TABLE C-I

MORTGAGES OF $20,000 OR LEss RECORDED ON NONFARM PRoPERTIEs,
BY TYPE OF MORTGAGEE, 1946.61

(million dollars)

Savings
and Loan Commer- Mutual
Associa- Insurance cial Savings mdi-

Total tions Companies Banks Banks viduals Others
(1) (2) (3) (4) (5) (6) (7)

1946 10,589 3,483 503 2,712 548 2,044 1,300
1947 11,729 3,650 847 3,004 596 2,008 1,623
1948 11,882 3,629 1,016 2,664 745 2,149 1,679
1949 11,828 3,646 1,046 2,446 750 2,039 1,902
1950 16,179 5,060 1,618 8,365 1,064 2,299 2,774
1951 16,405 5,295 1,615 8,870 1,018 2,539 2,572
1952 18,018 6,452 1,420 3,600 1,137 2758 2,651
1958 19,747 7,865 1,480 3,680 1,327 2,841 8,055
1954 22,974 8,312 1,768 4,289 1,501 2,882 4.272
1955 28,484 10,452 1,932 5,617 1,858 3,362 5,265
1956 • 27,088 9,532 1,799 5,458 1,824 3,558 4,917
1957 24,244 9,217 1,472 4,264 1,430 3,554 4,307
1958 27,888 10,516 1,460 5,204 1,640 3,435 5,133
1959 32,235 13,094 1,523 5,832 1,780 3,946 6,060
1960 29,841 12,158 1,318 4,520 1,557 4,001 5,787
1961 31,157 18,662 1,159 4,997 1,741 8,642 5,956

SOURCE: Housing Statistics, Annual Data, U.S. Housing and Home Finance Agency,
April 1962, p. 55.
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TABLE C-2

MORTGAGES OF $20,000 OR Lr.ss RECORDED ON NONFARM PROPERTIES,

BY TYPE OF MORTGAGE, 194661
(million dollars)

Total
(1)

FHA Home
Mortgages

(2)

VA
Mortgages

(3)

Conventional
Mortgages

(4)

1946 10,589 422 2,302 7,865
1947 895 3,283 7,551

1948 11,882 2,116 1,877 7,889
1949 11,828 2,210 1,424 8,194
1950 16,179 2,492 5,073 10,614
1951 16,405 1,928 3,614 10,863

1952 18,018 1,942 2,718 13,558
1953 19,747 2,289 8,061 14,397
1954 22,974 1,942 4,256 16,776
1955 28,484 3,085 7,154 18,245
1956 27,088 2,638 5,866 18,584
1957 24,244 2,251 8,758 18,235
1958 21,888 4,552 1,864 20,972
1959 32,285 . 6,069 2,788 23,878
1960 29,341 4,601 1,985 22,755
1961 31,157 4,765 1,832 24,560

SouRcE: Housing Statistics, Annual Data, April 1962, p. 55.

TABLE C-3

VA HOME LOANS CLOSED, BY TYPE OF MORTGAGEE, 1946-61
(million dollars)

Savings Mortgage mdi-
and Loan Mutual Commer- and Real viduals
Associa- Insurance Savings cial Estate and

Total* tions Companies Banks Banks Companies Others
(1) (2) (8) (4) (5) (6) (7)

1946 2,302
1947 3,288
1948 1,881 536 139 226 737 231 11
1949 1,424 350 66 191 845 487 5
1950 3,073 740 222 298 586 1,216 11
1951 8,614 703 494 422 765 1,200 30
1952 2,684 685 153 408 562 849 28
1953 3,046 849 96 528 495 1,045 34
1954 4,235 878 255 557 507 2,001 36
1955 7,271 1,616 430 673 1,008 3,483 60
1956 5,868 1,168 270 640 915 2,823 53
1957 8,761 786 132 495 463 1,849 35
1958 1,865 446 34 298 168 893 26
1959 2,787 621 46 391 226 1,480 23
1960 1,985 422 48 257 142 1,099 18
1961 1,852 321 51 234 107 1,100 18
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SOURCE TO c-8

1956-61: Savings and Home Financing Source Book, 1962, Federal Home Loan Bank
Board, p. 35.
1952-55: Savings and Home Financing Source Book, 1958, p. 35.
1950-51: Savings and Home Financing Source Book, 1953, p. 34.
194849: Statistical Summary, 1951, FHLBB, p. 12.
1946-47: Table C-2.

'These figures diverge slightly from those in• Table C-2. which are from a different source
and were revised more recently.

TABLE C-4

ORIGINATIONS OF FHA-INSURED HOME MORTGAGES, BY TYPE OF MORTGAGEE, 1946-61
(million dollars)

Insur- Savings
Commer- ance and Loan Mutual

cial Corn- Associa- Savings Mortgage Federal
Banks panies tions Banks Companies Agencies Other TotaD

(1) • (2) (5) (4) (5) (6) (7) (8)

1946 151 56 27 12 79 — 6 351
1947 284 185 98 22 263 — 43 895
1948 657 468 221 64 575 — 102 2,087

1949 672 501 238 107 604 — 78 2.206
1950 730 514 266 189 683 — 87 2,469
1951 669 329 174 126 574 — 58 1,929

1952 707 267 170 85 648 — 37 1,914

1955 822 277 233 107 780 — 42 2,262 '

1954 669 228 209 114 682 — 37 1,938
1955 1,078 343 378 222 1,024 — 32 3,077
1956

1957

1,029

590

220
204

251

242

238

234

876

949

—
8

24

25

2,639

2,251

1958 888 252 552 358 2,335 13 147 4,545

1959 1,431 290 838 359 2,893 6 199 6,017

1960 698 255 565 302 2,664 1 140 4,625

1961 762 210 506 327 2,807 — 150 4,762

SouRCE: Annual Report of U.S. Housing and Home Finance Agency, various issues.

'These data on originations differ somewhat from those for recordings in Table C-2.
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TABLE C-5

PURCHASES OF FHA-INSURED HOME MORTGAGES, BY TYPE OF MORTGAGEE, 1946-61
(million dollars)

Savings .

Commer- and Loan Mutual
cial Insurance Associa- Savings Mortgage Federal

Banks Companies lions Banks Companies Agencies Other Total
(1) (2) (3) (4) (5) (6) (7) (8)

1946 121 99 5 21 10 1 15 267

1947 98 183 8 30 8 — 6 278
1948 157 487 3 90 24 104 21 887

1949 86 569 4 146 22. 260 12 1,100

1950 230 757 17 268 24 82 43 1,421

1951 194 666 8 351 21 40 81 1,313

1952 190 897 17 237 26 99 20 988

1953 132 566 30 810 28 272 37 1,375

1954 175 461 37 311 30 279 46 1,340

1955 243 574 36 325 22 115 30 1,345

1956 166 785 37 389 21 111 46 1,506

1957 142 477 31 229 24 255 27 1,185

1958 169 571 64 895 82 242 68 1,541

1959 301 1,193 194 929 27 540 116 3,300

1960 245 1,613 345 959 62 1,183 157 4,565

1961 549 1,149 371 980 149 439 154 3,591

SouRcE: Leo Grebler, David M. Blank, and Louis Winnick, Capital Formation in
Residential Real Estate, Princeton for NBER, 1956, pp. 511-512, and
Annual Report of U.S. Housing and Home Finance Agency, various
issues.
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TABLE C-6

SAIlS OF FHA-INsuRzr HOME MORTGAGES, BY TYPE OF MORTGAGEE, 1946-61
(million dollars)

Savings
Commer- and Loan Mutual

cial Insurance Associa- Savings Mortgage Federal
Banks Companies tions Banks Companies Agencies Other Total

(1) (2) (8) (4) (5) (6) (7) (8)

1946 70 20 14 2 118 28 21 267
1947 86 25 21 1 120 2 24 278
1948 253 60 48 3 458 1 62 887
1949 281 80 '78 7 563 1 96 1,100
1950 320 74 64 11 656 212 85 1,421
1951 850 63 71 11 666 77 74 1,313

1952 272 54 40 80 509 27 55 988
1953 824 69 51 8 842 21 61 1,375
1954 325 48 43 4 811 62 48 1,840
1955 889 66 46 20 773 16 86 1,345
1956 575 65 45 16 967 2 36 1,506
1957 282 72 30 11 762 2 25 1,183
1958 228 21 27 20 1,075 102 68 . 1,541
1959 413 40 73 59 2,485 57 173 3,300
1960 615 35 101 23 3,560 9 221 4,565
1961 444 42 66 17 2,563 820 140 8,591

SouRcE: Same as Table C.5.
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HOUSING IN THE NATIONAL BALANCE SHEET

TABLE C-1O

SAVINGS AND LOAN ASSOCIATION DATA ON GROSS FLOWS MORTGAGE FUNDS
FOR ONE- TO FOUR-FAMILY HOMES, 1946-61

(million dollars)

Nonfarm Conven-
Mortgage

Recordings
of

FHA
Home
Loans

VA
Home
Loans

tional
Home
Loans

Mortgages Purch ased (Net)

VA and

$20,000
or Less

Origi-
nated

Origi-
nated

Origi-
nated Total FHA

Conven-
tional

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

1946 3,483 27 1,250 2,206 —9
1947 3,650 98 870 2,682 —18 188

1948 3,629 221 571 2,837 —45
1949 3,646 238 336 5,072 179 —69 248

1950 5,060 266 741 4,053 208 —47 255

1951 5,295 174 703 4,418 824 —63 387

1952 6,452 170 694 5,588 282 —25 255
1953 7,365 233 853 6,279 259 —21 280

1954 8,312 209 877 7,226 298 —6 304

1955 10,452 378 1,591 8,483 276 —10 286

1956 9,532 251 1,166 8,115 297 —8 305

1957 9,217 242 786 8,189 227 1 226

1958 10,516 552 445 9,519 428 37 391

1959 13,094 838 621 11,635 457 121 836

1960 12,158 565 422 11,171 576 244 332

1961 13,662 506 322 12,854 851 305 546

SOURCE

Cói. 1: Table C-i, col. 2.
2: Table C-4, col. 3.
3: Savings and Loan Fact Book, 1962, U.S. Savings and

Loan League, Table 50, p. 56.
4: Col. 1 minus cois. 2 and 3.
5: Table C-iS, coi. 7, stepped up by the ratio of Table C-JO,

col. 1, to Table C-iS, col. 1.

6: Table C-5, col. 3, minus Table C-6, col. 3.
7: Col. 5 minus col. 6, except 1947, which are purchases of
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APPENDIX C

.

Net Changes in Mortgage Holdings

ES1'IMATED REPAYMENTS

Total

VA and
Conven-

With Without
Allowance Allowance

for forConven-
Total FHA VA tional Purchases Purchases FHA tional

(8) (9) (10) (11) (12) (18) (14) (15)

1,684 —49 895 838 1,799 67
1,635 —6 1,058 583 2,015 86
1,866 186 362 868 2,263 40
1,276 140 189 947 2,549 2,370 29 2,520

1,999 127 387 1,485 3,269 3,061 92 3,177
1,728 28 160 1,540 8,891 3,567 83 3,808
2,801 45 261 2,495 8,883 8,651 102 3,781
8,354 135 585 2,634 4,270 4,011 77 4,193
4,005 131 730 3,144 4,605 4307 72 4,533

4,997 240 1,174 3,583 5,731 5,455 128 5,603
4,003 81 760 3,162 5,826 5,529 162 5,664
3,992 131 368 3,498 5,452 5,225 112 5,340
4,894 554 66 4,274 6,050 5,622 35 6,015
6,645 793 109 5,743 6,906 6,449 166 6,740

5,85 1 520 36 5,295 6,883 6,307 289 6,594
7,571 593 —70 7,048 6,942 6,091 218 6,724

VA loans estimated by subtracting col. 3 from col. 10.
This is a minimum estimate; any smaller amount
would have implied negative repayments.

8-11: Table C-il, first differences in cols. 3-6.
12: Sum of cols. 1 and 5, minus col. 8.
13: Col. 1 minus col. 8.
14: Sum of cols. 2 and 6, minus cot. 9.
15: Col. 12 minus col. 14.
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APPENDIX C

TABLE C-12

SAVINGS AND LOAN ASSOCIATION REPAYMENT 1946-61

Total

Without
With Allowance

for Purchases
(1)

Allowances
for Purchases

(2)

FHA
(3)

VA and
Conventional

(4)

1946 .3489 .1444
1947 .2072
1948 .2670 .0978
1949 .2590 .2408 .0532 .2711
1950 .2941 .2753 .1348 .3045
1951 .2967 .2720 .1022 .3095

1952 .2616 .2460 .1214 .2700

1953 .2420 .2273 .0870 .2502

1954 .2193 .2051 .0706 .2269

1955 .2292 .2182 .1112 .2349

1956 .1942 .1843 .1165 .1980

1957 .1603 .1537 .0761 .1641

1958 .1592 .1480 • .0218 .1653

1959 .1610 .1504 .0770 .1655

1960 .1390 .1273 .0980 .1415

1961 .1253 .1100 .0537 .1142

SOURCE

Col. 1: Table C-b, cot. 12, divided by Table C-il, col. 3, preceding year.
2: Table C-10, col. 13, divided by Table C-il, col. 3, preceding year.
3: Table C-i0, col.l4, divided by Table C-Il, col. 4, preceding year.
4: Table C-b, col. 15, divided by Table C-li, sum of cobs. 5 and 6, preceding

year.
'Ratio of repayments to holdings at beginning of year.
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HOUSING IN THE NATIONAL BALANCE SHEET

TABLE C-14

LIFE INSURANCE COMPANY DATA ON GROSS FLOWS OF MORTGAGE FUNDS
FOR ONE- TO FOUR-FAMILY HOMES, 1946-61

(million dollars)

1. to 4-Family Mortgage Loans Acquired
1-to 4-
Family

Mortgage
LoansConven-

Total FHA VA tional Sold, FHA
(1) (2) (8) (4) (5)

1946

1947

776

1,554

155

318

621 20

25
,—
600

-'

686
1948 1,993 955 366 672 60
1949 1,810 1,076 131 603 '80

1950 3,191 1,271 938 982 63
1951 3,812 995 1,294 1,023 74
1952 2,349 664 429 1,256 54
1953 2,697 843 455 1,399 69
1954 3,459 609 1,378 1,472 ' 48

1955 4,489 931 1,889 1,719 66
1956 4,402 826 1,652 1,924 65
1957 8,087 642 831 1,614 72
1958 3,064 1,291 195 1,578 21
1959 ' 3,488 1,499 201 1,788 40

1960 3,423 1,376 291 1,756 35
1961 3,342 1,398 220 1,724 42

SOURCE

Col. 1: Nonf arm Mortgage Investments of Life Insurance Corn panics, FHLBB,
1961, p. 7.

2. 1946-53: Table C-4, cal. 2, plus Table C-5, cot. 2. Includes insurance com-
panies other than life.
1954-61: Non farm Mortgage Investments of Life Insurance Companies
(various issues).

3: Federal Reserve Bulletin, March 1955, p. 308; November 1962, p. 1488.
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APPENDIX C

Net Change in Holdings of
1- to 4-Family Mortgages

Estimated
1- to 4-Fa

Repayments on
mily Mortgages

Conven- Conven-
Total FHA VA tional Total FHA VA tional

(6) (7) (8) (9) (10) (11) (12) (13)

239 —157 254 142 ' 517 292 225

952 173 589 190 577 120 11 446
1,446 762 261 423 487 133 105 249

1,150 742 119 289 580 254 12 314

2,385 898 802 685 732 299 136 297

2,132 437 1,105 590 1,117 495 189 433
1,147 245 216 686 1,148 365 213 570
1,438 308 214 916 1,190 466 241 483

1,958 129 1,083 746 1,453 432 295 726

2,508 302 1,431 775 1,915 563 408 944

2,469 277 1,230 962 1,868 484 422 962
1,311 160 417 734 1,704 410 414 880
933 738 —288 483 2,110 532 483 1,095

1,209 894 —347 662 2,239 565 548 1,126

1,296 808 —185 673 2,092 533 476 1,083

897 928 —348 317 2,403 428 568 1,407

4: Col. 1 minus sum of cols. 2-8.
5: Table C-6, col. 2. Includes insurance companies other than life.

6-9: First differences in cols. 4-7 of Table C-l5.
10: Col. 1 minus sum of cols. 5-6.
11: Col. 2 minus sum of cols. 5 and?.
12: Col. 3 minus cot. 8.
13: Col. 4 minus col. 9.
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TABLE C-15

MORTGAGE LoANs HELD BY LIFE INSURANCE COMPANIES, 194561
(million dollars)

Total

. RESIDENTIAL

Total
Nonf arm

1- to 4-Family
.

Nonfarm Total Resi- Conven.
and Farm Nonfarm dential Total FHA VA tional

(1) (2) (8) (4) (5) (6) (1)

1945 6,636 5860 3706 2,306 1,265 — 1,041
1946 7,155 6860 4,015 2,545 1,108 254 1,183
1947 8,675 7,780 5,070 3497 1,281 843 1,373
1948 10,833 9,843 6,789 4,943 2,043 1,104 1,796
1949 12,906 11,768 8,389 6,093 2,785 1,224 2,084

1950 16,102 14,775 11,098 8,478 8,683 2,026 2,769
1951 19314 17,787 13,641 10,610 4,120 3,131 3,359
1952 21,251 19,546 15,045 11,757 4,365 3,847 4,045
1958 23,322 21,436 16,558 13,195 4,673 3,560 4,962
1954 25,976 23,928 18,557 15,153 4,802 4,643 5,708

1955 29,445 27,172 21,213 17,661 5,104 6,074 6,483
1956 82,989 30,508 23,745 20,130 5,381 7,304 7,445
1957 85,236 32,652 24,992 21,441 5,541 7,721 8,179
1958 97,062 34,395 25,921 22,374 6,279 7,433 8,662
1959 99,197 86,370 27,249 23,583 1,173 7,086 9,824

1960 41,771 88,789 28,744 24,879 7,981 6,901 9,997
1961 44,203 41,033 30,026 25,776 8,909 6,558 10,314

SOURCE: Kiaman, Volume of Mortgage Debt, Table 17, cor-
rected and carried through 1961 using his sources and methods.
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PROPERTY

Nonfarm
Nonresi-

Conven- dential
-

Multifamily

Total FHA tional Property Farm
(8) (9) (10) (11) (12)

1,400 129 1,271 2,154 776 1945
1,470 120 1,350 2,345 795 1946
1,573 117 1,456 2,710 895 1947
1,846 338 1,508 3,054 990 1948

2.296 669 1,627 8,379 1,138 1949

2,615 890 1,725 3,682 1,327 1950
3,031 1,137 1,894 4,146 1,527 1951
3,288 1,316 1,972 4,501 1,705 1952
3,363 1,339 2,024 4,878 1,886 1958
8,404 1,314 2,090 5,871 2,048 1954

3,552 1,291 2,261 5,959 2,273 1955
3,615 1,246 2569 6,763 2,481 1956
3,551 1,210 2,341 7,660 2,584 1957
3,547 1,164 2,383 8,474 2,667 1958
3,666 1,100 2,566 9,121 2,827 1959

3,865 1,051 2,814 10,045 2,982 1960
4,250 1,040 3,210 11,007 3,170 1961

LIFE INSURANCE

TABLE C16
COMPANY REPAYMENT RATIOS,' 1946.61

Total

(1)

FHA VA
(2) (3)

. Conven-
tional

(4)

1946 .2242 .2308 .2161

1947
1948

.2267

.1398
.1083
.1038 .1246 .1814

1949 .1173 .1243 .0109 .1748

1950 .1201 .1074 .1112 .1424

1951 .1818 .1344 .0933 .1563

.1952 .1082 .0886 .0681 .1696

1953 .1012 .1068 .0720 .1194

1954 .1101 .0924 .0829 .1463

1955 .1264 .1172 .0879 .1654

1956 .1058 .0948 .0695 .1484

1957 .0846 .0762 .0567 .1182
1958 .0984 .0960 .0626 .1339

1959 .1001 .0900 .0787 .1300
1960 .0887 .0743 .0672 .1162
1961 .0966 .0536 .0823 .1407

SouRcE: Ratios of Table C.14, cols. 10-13, to Table C-15, cols. 4-7, preceding year.
a Ratio of repayment to holdings at beginning of year.



HOUSING IN THE NATIONAL BALANCE SHEET

TABLE C-17

MuTuAL SAVINGS BANKS DATA ON GRoSS FLOWS OF
MORTGAGE FUNDS FOR ONE- TO FOUR-FAMILY HOMES, 1946-61

(million dollars)

Nonfarm FHA VA Conven-
Mortgage Home Home tional 1- to 4-Family Mortgage

Recordings
of

or Less

Loans
Origi-
nated

Loans
Origi-
nated

Home
Loans

Originated

Loans Acquired (Net)

Total FHA VA

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

1946 548 12 535 31

1947

1948

596

745

22

64

516 51

1511ji6
1949 '750 107 191 452 1,020 246 322

1950 1,064 189 298 577 1,535 446 512

1951 1,013 126 422 465 1,488' 466 557

1952 1,137 85 408 644 1,604 292 668

1953 1,327 107 528 692 2,116 409 1,015

1954 1,501 114 557 830 2,698 421 1,447

1955 1,857 222 673 962 3,401 527 1,912

1956 1,824 238 639 947 3,358 611 1,800

1957 1,450 234 495 701 2,200 452 1,047

1958 1,640 358 298 984 2,801 733 1,084

1959 1,780 359 391 1,030 3,079 1,229 820

1960 1,557 302 257 998 5,148 1,238 912

1961 1,741 327 234 1,180 3,328 1,290 858

SOURCE

Col. 1: Table C-i, col. 5.
2: Table C4, col. 4.
3: Table C-S. col. 4.
4: Col. 1 minus the sum of cols. 2-3.
5: Sum of cols. 4, 6, and 7.
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APPENDIX C

Net Flow of 1-
Mortgage

to 4-Family
Funds Estimated Repayments

Total
(12)

FHA
(18)

VA

(14)

Conven-
tional

(15)

Total
(8)

FHA
(9)

VA

(10)

Conven-
tional
(11)

139

250

—25
—13

180

288

—16
—20

56

64

552

529

192

138

278

322

82

69 491

—41
108 0

378

983

948

1,019

863

1,179

1,629

404
534
250

227

214

380

269

511

816

1,209

164

216

102

136

206

587

469

741

987

1,069

42

—68
42

182

207

182

288

157

199

238

413

249

542

556

624

2,098

1,890

1,120

1,530

1,247

342

321

243

689

804

1,511

1,366

651

571

228

245

208

226

270
215

1,304

1,468

1,080

1,271

1,832

185

290

209

44
425

401

434

896

513
592

717

744

475

714
815

1,482

1,653

780

889

397

281

305

483

1,666

1,675

458

401

515

577

693

697

6: CoL 2 plus Table C-5, col. 4, minus Table C-6, coL 4.
7: Mutual Savings Banking Facts and Figures, National

Association of Mutual Savings Banks, May 1962, Table
30, p. 20 f.

8.11: Table C-18, first differences in cols. 4-7.
12: Col. 5 minus col. 8.
13: Col. 6 minus col. 9.
14: Col. 7jninus col. 10.
15: Col. 4 minus col. 11.
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APPENDIX C

TABLE C-19

Muruu. SAVINGS BANK REPAYMENT 1946-61

Conven-
Total

(1)
FHA

(2)
VA
(5)

tional
(4)

1946 .1821
1947 .2188

1948 —.1491 .2486

1949 .1728 .2291 0 .2374

1950 .1745 .0694 .1226 .2455

1951 .1088 —.0674 .1977 .1349

1952 .1590 .0272 .0910 .2629

1953 .1513 .1015 .0890 .2569

1954 .1450 .1025 .0780 .2718
1955 .1449 .0828 .0941 .2861

1956 .1323 .1126 .0752 .2704
1957 .0831 .0721 .0555 .1608

1958 .0901 .0140 .0659 .2245

1959 .1171 .1110 .0708 .2362

1960 .1014 .0989 .0600 .1891

1961 .0912 .0741 .0642 .1756

SouRcE: Ratios of Table C-17, cols. 12-15, to Table C-18, cols. 4-7, preceding year.
Ratio of repayments to holdings at beginning of year.
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