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Two special aspects of the estimates of Federal expenditures should
be noted. One is the previously mentioned modification of industry 74,
research and davelopment, which has been modified so that the purchases
by the Federal Govermment of research and development are treated as a
direct sale from the producing industry to the purchaser. The 1958
estimates have been modified to reflect this change. Two, in the national
income accounts, food and clothing supplied to the Armed Forces are con-
sidered a supplement to the pay of military personnel. The imputed value
of the food and clothing are included as part of the compensation of gov-
ernment employees, classified in industry 84, government industry. The
compensation of government employees is included in total personal income
and the food and clothing supplied to the military are considered as part
of personal consumption expenditures. The direct purchases of these items,
therefore, are not shown as part of the Federal Government bill of goods,
but they are included in personal consumption expenditures.

State and local government. As previously indicated in chapter III,
State and local government expenditures are projected to increase substan-
tially more than Federal Govermment expenditures for goods and services.
The State and local govermment expenditures, which amounted to $55.6 bil-
lion in 1965 are projected to increase to about $73.5 to $75.5 billion by
1970. The $18 to $20 billion increase in expenditures, in constant
dollar terms, would be about three times as much as the increase in Fed-
eral Government expenditures for goods and services over the same period.

Expenditures for education, which accounted for almost 40 percent of
all State and local govermment expenditures for goods and services in 1965,
are projected to increase substantially over the next 5 years. This re-
flects the increase in enrollment at all levels of education and particu-
larly in higher education. The increase in expenditures for higher edu-
cation is due to a number of factors: (a) completion of the educational
cycle as the children born during the early post-World War II years grow
up and increasing numbers go on to college; (b) a higher proportion of
students are expected to finish high school and enter college; and (c) a
continuation of the shift in enrollment from private schools and colleges

.to public institutions. Public colleges and universities may be enrolling

about 70 percent of all students in 1970, compared to less than 60 percent
in 1960, A substantial part of the increase in higher education will be
in junior or community colleges,

Elementary and secondary school enrollment is also projected to
increase, but not at as rapid a rate as the enrollment in higher insti-
tutions. The estimates do attempt to take account of the impact of the
Head Start Program and the Elementary and Secondary Education Act of 1965.
Education expenditures are higher in the high service model by about $1.5
billion than in the basic models.
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equipment is due in part to the growth in demand for photocopy maechines.
Service machine growth reflects expansion of merchandising through vend-
ing machines. Metalworking machinery, special industrial machinery, and
general industry machinery (industries 47, 48, and 49) are projected, in
the aggregate, to remain about the same proportion as in recent years,
The modexrnization of railroad equipment (industry 61) is a major factor
underlying the relative increase in this category of expenditures.
Although increasing in absolute dollar terms, engines and turbines, (in-
dustry 43) and farm machinery (industry 44) are projected to follow the
past trend and to decline as proportions of the total expenditures for
equipment.

Wholesale trade (industry 69) and transportation (industry 65),
representing the margin between producers' and purchasers' value are
projected to increase as a proportion of total expenditures for fixed
investment, because of the shift in fixed investment toward equipment
and away from construction, which has no trade or transportation margin.

Nonresidential construction. The projections of nonresidential
construction indicate that public utility construction and, to a lesser
extent, commercial buildings (offices, stores, etc.) will be the main
growth categories over the next 5 years, Within the utility group, elec-
tric utility and telephone construction are the main categories showing
growth,

Industrial plant is projected to continue to be the largest single
category of nonresidential construction, but its growth will not be as
rapid as in the past. Other nonresidential construction is projected to
increase only moderately, partly on the basis of the assumption that, for
the major category, education, there will be a shift toward construction
by State and local govermments,

Inventory change. Change in inventories, classified by producing
industry, is projected by assuming the inventory change for each indus-
try in 1962 moved with the output change derived by the model. The pro-
jected inventory change for each industry does not represent a signifi-
cant proportion of total output for the industry. For this reason, and
because the method used is admittedly crude, the estimates are not shown
separately; they are included in table IV-8, total private domestic in-
vestment.

Personal Consumption

By far, the largest component of final demand is personal consump-
tion expenditures--accounting for about 65 percent of total demand. Ex-
penditures for personal consumption are projected on the basis of over
80 consumption equations or ''functions' developed for the individual items
of consumption as shown in the national income and product accounts. The
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