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C O L O N E L  B A R T L E T T :  G e n e r a l  N i b l o  a n d  g e n t l e m e n :  It  i s  d i f f i c u l t  
to  r e a l i z e  t h a t  we a r e  d r a w i n g  c l o s e  to the  e n d  of  U n i t  I .  A f t e r  t o d a y ' s  
l e c t u r e  y o u  h a v e  o n l y  t h r e e  m o r e  n e x t  w e e k  in the  e c o n o m i c s  r e f r e s h e r  
c o u r s e .  T h e n  you  s t a r t  on the  e x e c u t i v e  d e v e l o p m e n t  c o u r s e .  

I h a v e  h e a r d  s o m e  of  you  s a y  t h i s  y e a r  a b o u t  the  e c o n o m i c s  r e f r e s h -  
e r  c o u r s e  t h a t ,  a s  f a r  a s  y o u  p e r s o n a l l y  a r e  c o n c e r n e d ,  i t  i s  r e a l l y  y o u r  
f i r s t  c o u r s e  in e c o n o m i c s .  We h a v e  b e e n  v e r y  f o r t u n a t e ,  I f e e l ,  i n  the  
c a l i b e r  of  t he  l e c t u r e r s  t h a t  we h a v e  had .  

T h e  top ic  t h i s  m o r n i n g  i s  one w h i c h  i s  g o i n g  to  be  e x t r e m e l y  u s e f u l  
to  y o u .  You w i l l  f i n d  t h a t  the  c o n c e p t  of  n a t i o n a l  i n c o m e  i s  u s e d  c o n -  
s t a n t l y ,  a n d  one w h i c h  you  c a n  u s e ,  in  m e a s u r i n g  v a r i o u s  p o t e n t i a l s ,  o r  
i n  c o m p a r i n g  d e g r e e s  of  e f f o r t .  I t  i s  a t o o l  w h i c h  you  w i l l  be  a b l e  to  u s e  
t h r o u g h  a l l  the  o t h e r  u n i t s  i n  the  c o u r s e .  It w i l l  be  e x t r e m e l y  h e l p f u l  to  
y o u  i f  you  u n d e r s t a n d  i t  t h o r o u g h l y .  

We c o u l d  h a v e  c a l l e d  on an  o u t s i d e  l e c t u r e r  f o r  t h i s ;  bu t ,  of  c o u r s e ,  
we a l w a y s  r u n  the  c h a n c e  t h a t  m a y b e  we w o n ' t  be  l u c k y  in  g e t t i n g  a good  
one .  F o r  t ha t  r e a s o n  we t u r n e d  th i s  l e c t u r e  o v e r  to  D r .  K r e s s ,  of  o u r  
own f a c u l t y .  

You  p r o b a b l y  know f r o m  r e a d i n g  h i s  b i o g r a p h y  tha t ,  b e f o r e  he  c a m e  
h e r e  a s  a p e r m a n e n t  m e m b e r  of o u r  f a c u l t y ,  he  w a s  c h a i r m a n  of  the  D e -  
p a r t m e n t  of  E c o n o m i c s  a t  G e o r g e t o w n  U n i v e r s i t y .  A n d y  no t  o n l y  k n o w s  
h i s  s u b j e c t ,  bu t  he  k n o w s  how to e x p l a i n  i t ,  a n d  k n o w s  how to e x p l a i n  i t  
so  y o u  c a n  u n d e r s t a n d  i t .  

A n d y ,  a ! l  you  h a v e  to do nQw i s  p r o v e  t h a t  I a m  t r u t h f u l .  

DR. KRESS: G e n e r a l  N ib lo  and  g e n t l e m e n :  T o d a y  we a r e  to d i s c u s s  
n a t i o n a l  i n c o m e  d a t a  a n d  t h e i r  u s e s  in  t i m e s  of n%tional  d e f e n s e .  S i n c e  
we a r e  t a l k i n g  a b o u t  da t a ,  t h i s  b e c o m e s  a t e c h n i c a l  d i s c u s s i o n ,  i n v o l v i n g  
s o m e  t r e a t m e n t  of  s t a t i s t i c s .  (I a m  r e m i n d e d  of M a r k  T w a i n ,  who l o n g  
ago  p o i n t e d  out  t h a t  t h e r e  a r e  l i a r s ,  d a m n e d  l i a r s ,  a n d  s t a t i s t i c i a n s . )  
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I have  p r e p a r e d  a s e t  of handou t s ,  which  wi l l  be  in y o u r  m a i l  b o x e s  
du r ing  the day.  I t  wi l l  inc lude  c o p i e s  of a l l  the i m p o r t a n t  c h a r t s  we wi l l  
u s e  th is  m o r n i n g ,  p lus  two and a ha l f  p a g e s  of d e f i n i t i o n s .  You wi l l  not  
n e e d  to take  notes~ you  can  j u s t  r e l a x .  P l e a s e  do not l o se  t h e s e  hand-  
ou t s .  You wi l l  n e e d  t h e m  dur ing  the y e a r .  When you c o m e  to the E c o -  
n o m i c  P o t e n t i a l  unit ,  you wi l l  c e r t a i n l y  u s e  t hem.  And l a s t  y e a r ,  at  
l e a s t ,  t h e r e  w a s  a lot of a c t i v i t y  a m o n g  the s t u d e n t s  du r ing  the m o b i l i -  
z a t i on  unit ,  r e f u r b i s h i n g  what  was  p r e v i o u s l y  known abou t  g r o s s  na t iona l  
p r o d u c t .  

L e t  us  get  a t w o - p r o n g e d  c o n c e p t  of  what  we a r e  a f t e r .  The  b r o a d  
q u e s t i o n  i s :  (1) H o w  do you f ind out what  the e c o n o m y  is  doing and (2) 
hav ing  found out,  can  you get  i t  to do s o m e t h i n g  o t h e r  than what  i t  i s  
p r e s e n t l y  doing?  

We wi l l  d e v e l o p  o u r  s u b j e c t  u n d e r  s i x  m a i n  t op i c s :  

. N a t i o n a l  i n c o m e ,  and i t s  u s e f u l n e s s  in the s t u d y  of the na t iona l  
e c ono my .  

2. N a t i o n a l  wea l th ,  and how it  is  m e a s u r e d .  

3. C o m p o n e n t s  of na t i ona l  i n c o m e ,  and t h e i r  i n t e r r e l a t i o n s h i p .  

4. U s e  of i n d e x e s  in m e a s u r i n g  t r e n d s  in n a t i o n a l  i n c o m e .  

5. A n a l y s i s  of c h a n g e s  in na t iona l  i n c o m e  c o m p o n e n t s  (as a guide 
to the func t ion ing  of  the e c o n o m y .  ) 

6. N a t i o n a l  i n c o m e  a n a l y s i s  as  a too l  in e c o n o m i c  m o b i l i z a t i o n .  

I. N A T I O N A L  I N C O M E  AND ITS U S E F U L N E S S  IN T H E  STUDY OF THE 
N A T I O N A L  E C O N O M Y  

N a t i o n a l  i n c o m e  i s  the a g g r e g a t e  e a r n i n g s  of l a b o r  and p r o p e r t y  which  
a r i s e  f r o m  the c u r r e n t  p r o d u c t i o n  of goods  and s e r v i c e s  b y  the n a t i o n ' s  
e c o n o m y ,  r e c o r d e d  in the  f o r m s  in which  t h e y  a c c r u e  to r e s i d e n t s ,  in-  
c l u s i v e  of  the t a x e s  on t hose  e a r n i n g s .  T h e s e  e a r n i n g s  of the  f a c t o r s  of 
p r o d u c t i o n  (land, l a b o r ,  and capi ta l} ,  t ake  the f o r m  of w a g e s ,  p r o f i t s ,  
i n t e r e s t ,  and r e n t a l  i n c o m e .  
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Both  the e c o n o m i s t  and s t a t i s t i c i a n  a r e  i n t e r e s t e d  in d e v e l o p i n g  and 
u s i n g  na t iona l  i n c o m e  data .  The  g e n e r a l  e c o n o m i s t  (and I m u s t  p l e a d  
gui l ty  to  b e i n g  one) is  i n t e r e s t e d  in d e v e l o p i n g  t h e s e  n a t i o n a l  i n c o m e  
p a t t e r n s  as  a guide to the w a y  the e c o n o m y  i s  going.  In  c o n n e c t i o n  wi th  
any  p r o b l e m  u n d e r  s t u d y  the e c o n o m i s t  a l w a y s  wan t s  to know " W h y ? "  

The  s t a t i s t i c i a n  i s  e q u a l l y  i n t e r e s t e d  in na t i ona l  income da ta  p r o b -  
l e m s ;  bu t  he i s  a l w a y s  deeming and r e - d e f i n i n g ,  not  only  h i s  de f in i t ions ,  
bu t  h is  m e t h o d o l o g y  as  we l l .  The  g e n e r a l  e c o n o m i s t  l o s e s  i n t e r e s t  a f t e r  
d e v e l o p i n g  the o v e r - a l l  c o n c e p t ,  and ha s  l i t t l e  p a t i e n c e  wi th  the f ine 
po in t s  of s t a t i s t i c a l  p r o c e s s .  S ince  na t iona l  i n c o m e  da ta  r e l y  s o  h e a v i l y  
f o r  t h e i r  d e v e l o p m e n t  on the u s e  of s t a t i s t i c a l  and  a c c o u n t i n g  p r o c e d u r e s ,  
p r o c e d u r e s  and p r a c t i c e s  which  can  b e c o m e  v e r y  t e c h n i c a l ,  you and I, 
a s  a m a t e u r  e c o n o m i s t s ,  wi l l  do b e t t e r  to k e e p  o u r  d i s c u s s i o n  on a non-  
t e c h n i c a l  l e v e l .  We wi l l  s e e k  to f ind the "why"  a n s w e r s ,  bu t  l e a v e  to 
o t h e r s  the " h o w "  t e c h n i c a l i t i e s .  

At a c o n v e n t i o n  of s o c i a l  s c i e n t i s t s  s o m e  t i m e  ago  I l e a r n e d  tha t  a 
s o c i a l  s c i e n t i s t  c an  be  i d e n t i f i e d  as  a p e r s o n  who canno t  r e s t r a i n  h i m -  
s e l f  f r o m  a t t e m p t i n g  to a n s w e r  any  q u e s t i o n  put  to h im.  I r e c o g n i z e  th is  
a s  one of t h e i d e n t i t i e s  of m y  g roup ,  b u t  I sha l l  t r y  to  r e s i s t  the  t e m p -  
t a t ion  t o  look  l e a r n e d  b y  r u s h i n g  in to a t t a c k  tough p r o b l e m s  d u r i n g  the 
q u e s t i o n  p e r i o d .  But  I hope  tha t  du r ing  t h e s e  r e c e n t  days  o u r  a c q u a i n t -  
ance has caused you to decide that I am an "expert, " defining that word 
f r o m  the m e a n i n g  of i t s  c o m p o n e n t  p a r t s :  " ex"  f r o m  the a n c i e n t  L a t i n - -  
a has  b e e n ;  and " s p u r t "  f r o m  the m o d e r n  i d i o m - - a  d r ip  u n d e r  p r e s s u r e .  

ECONOMICS AS A SCIENCE 

T h e  e c o n o m i s t  i s  a l w a y s  a s k i n g  h i m s e l f  w h e t h e r  o r  not  e c o n o m i c s  
i s  a s c i e n c e .  Some  s a y  it  i s  not,  b e c a u s e  an e c o n o m i s t  d o e s n ' t  e n j o y  
the u s e  of an  e x p e r i m e n t a l  l a b o r a t o r y .  O t h e r s  s a y  the e c o n o m i s t ' s  l a b o -  

J r a t o r y  is  the whole  wide  w o r l d .  I f  you  a c c e p t  the  l a t t e r ,  and  s o m e  do, 
i t  i s  i m m e d i a t e l y n e c e s s a r y  to s a y  that  th i s  l a b o r a t o r y  i s  p e o p l e d  with 
h u m a n  b e i n g s ,  who have  the p o w e r  to s a y  "No"  when  all the da ta  i n d i c a t e  
the f o r t h c o m i n g  a n s w e r  to  b e  " Y e s .  " 

E c o n o m i c s  has  e s p o u s e d  s e v e r a l  a p p r o a c h e s  a s  m e a n s  o r  m e t h o d s  
of s t udy ing  e c o n o m i c  da ta  du r ing  i t s  1 7 5 - - y e a r  h i s t o r y .  One of the 
l a t e s t  a p p r o a c h e s ,  and the f a i r l y  c u r r e n t  vogue ,  i s  the " m a t h e m a t i c a l -  
s t a t i s t i c a l "  a p p r o a c h .  
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Thi s  a p p r o a c h  d i g e s t s - - o r  a t t e m p t s  to d i g e s t - - h u g e  m a s s e s  of s t a t i s -  
t i c s .  F o r  what  p u r p o s e ?  It  s e e k s  to i d e n t i f y  e c o n o m i c  p a t t e r n s - -  
p a t t e r n s  of p r i o r  and of  c u r r e n t  e c o n o m i c  b e h a v i o r ,  which  p a t t e r n s  m a y  
be  u s e f u l  in e c o n o m i c  f o r e c a s t i n g .  T r a c i n g  t h e s e  p a t t e r n s  is  a l s o  m o s t  
u s e f u l  in p r o v i d i n g  a c l e a r  p i c t u r e ,  o r  r e c o r d ,  of what  we have  a l r e a d y  
l i v e d  th rough .  

As  I s a i d  b e f o r e ,  if  you  can  iden t i fy  t h e s e  p a t t e r n s ,  i f  you can  t r a c e  
t h e m  and if you  can  U n d e r s t a n d  them,  you m a y  know what  a c t i o n  to  r e c -  
o m m e n d  in c o n n e c t i o n  wi th  f u r t h e r  d e v e l o p i n g  o r  f u r t h e r  r e s t r i c t i n g  the 
c u r r e n t  t r e n d .  N o t i c e  I s a y  "you m a y  know";  th i s  m a t h e m a t i c a l - s t a t i s -  
t i c a l  m e t h o d  i s  s t i l l  a young  a p p r o a c h ,  in the a t t e m p t  to  m a k e  a s c i e n c e  
of e c o n o m i c s .  And, v e r y  i m p o r t a n t ,  you m u s t  s t i l l  r e l y  on h u m a n  judg-  
m e n t  as  to what  to do and when  to do i t .  

D E V E L O P M E N T  O F  N A T I O N A L  I N C O M E  DATA 

On 9 June  1932 the U n i t e d  S t a t e s  Sena te ,  b y  r e s o l u t i o n ,  a s k e d  the 
S e c r e t a r y  of  C o m m e r c e  to r e p o r t  to i t  on o r  b e f o r e  15 D e c e m b e r  1933 
(giving h im  abou t  18 m o n t h s  t ime)  two s e t s  of e s t i m a t e s :  F i r s t ,  a s e t  of 
e s t i m a t e s  showing  the t o t a l  na t iona l  i n c o m e  of the U n i t e d  S t a t e s  f o r  the 
c a l e n d a r  y e a r s  1929, 1930, and 1931, a s  w e l l  as  an i n d i c a t i o n  of the  p o r -  
t i ons  d e r i v e d  f r o m  a g r i c u l t u r e ,  f r o m  mining ,  f r o m  t r a n s p o r t a t i o n ,  f r o m  
m a n u f a c t u r i n g ,  and f r o m  o t h e r  ga inful  i n d u s t r i e s  and o c c u p a t i o n s .  S e c -  
ond, a g roup  of e s t i m a t e s  sh o wing  the d i s t r i b u t i o n  of th i s  n a t i o n a l  i n c o m e ,  
in the f o r m  of w a g e s ,  r e n t s ,  r o y a l t i e s ,  d i v i d e n d s ,  p r o f i t s ,  and o t h e r  
t y p e s  of p a y m e n t s .  

Thus  w as  the U n i t e d  S t a t e s  g iven  a n a t i o n a l  i n c o m e  a c c o u n t i n g  s y s t e m .  
Some  o t h e r  na t ions  had such  an a c c o u n t i n g  s y s t e m  p r i o r  to  th i s  t i m e .  The  
s a m e  da ta  a r e  now c o l l e c t e d  b y  the U n i t e d  Na t i ons  and p u b l i s h e d  p e r i o d i -  
c a l l y  f o r  all m e m b e r s .  

II .  N A T I O N A L  W E A L T H  AND HOW IT IS M E A S U R E D  

This  c o n c e p t  of na t i ona l  wea l th ,  as  d i s t i n g u i s h e d  f r o m  n a t i o n a l  in-  
c o m e ,  i s  a l w a y s ,  f o r  m e ,  a m o r e  o r  l e s s  s t a t i c  c o n c e p t .  

We are all accustomed to value our possessions as "worth" thus and 
so much; but we often get a rude awakening when we actually attempt to 
sell them, because we find that value-in-use and value-in-the-market- 
place are often of very different magnitudes. 

4 
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B u t  the  c o n c e p t  h a s  s o m e  u s e s ,  p e r h a p s  a t  l e a s t  a s  a m e a s u r e  of  
i n v e s t m e n t .  We  s a y  t ha t  t he  U n i t e d  S t a t e s  C a p i t o l  B u i l d i n g  i s  w o r t h  
" t h i s "  o r  " t h a t "  s u m ,  w h e n  i t  i s  no t  f o r  s a l e  a t  a l l .  

In  1806 S a m u e l  B l o d g e t t  p u b l i s h e d  a l i t t l e  b o o k  c a n e d  " E c o n o m i c s .  
A S t a t i s t i c a l  M a n u a l  f o r  the  U n i t e d  S t a t e s .  " I t  c o n t a i n e d  t w o  s e t s  of  
w e a l t h  e s t i m a t e s - - a n  e s t i m a t e  of  the  v a l u e  of  r e a l  e s t a t e ,  a n d  an  e s t i -  
m a t e  of  t he  v a l u e  of  p e r s o n a l  p r o p e r t y .  

In  1850 the  B u r e a u  of  the  C e n s u s  b e c a m e  i n t e r e s t e d  in  t h i s  p r o b l e m ,  
a n d  c o n t i n u e d  i t s  i n t e r e s t  u n t i l  1922. I t  p u b l i s h e d ,  in  the  S t a t i s t i c a l  A b -  
s t r a c t  of  t he  U n i t e d  S t a t e s ,  a b o u t  t w o  y e a r s  a f t e r  e a c h  d e c e n n i a l  c e n s u s ,  
an  e s t i m a t e  of  the  n a t i o n a l  w e a l t h ,  u s i n g  t h r e e  c a t e g o r i e s :  (1) r e a l  e s r  
t a t e  v a l u e  (2) w o r t h  of  p e r s o n a l  p r o p e r t y ,  a n d  (3) s t o c k s  of  c o n s u m e r  
g o o d s .  F o r  1932 t h i s  s t u d y  w a s  l e f t  u n c o m p l e t e d  f o l l o w i n g  the  1930 c e n -  
s u s  ; a n d  i t  w a s  no t  e v e n  a t t e m p t e d  f o l l o w i n g  the  1940 d e c e n n i a l  c e n s u s .  

M o r e  r e c e n t l y ,  t he  N a t i o n a l  B u r e a u  of  E c o n o m i c  R e s e a r c h ,  a n o n -  
p r o f i t  s c i e n t i f i c  i n s t i t u t e ,  and  r e l i a b l e  f o r  p u r p o s e s  of  t h i s  k ind ,  b e c a m e  
i n t e r e s t e d  in  t he  p r o b l e m .  I t  p u b l i s h e d  a s t u d y  g i v i n g  the  e s t i m a t e s  of  
n a t i o n a l  w e a l t h  f o r  e a c h  y e a r  f r o m  1896 t h r o u g h  1948.  T h i s  s t u d y  i s  m o r e  
e l a b o r a t e ,  a n d  c o v e r s  v a l u e s  f o r  s i x  w e a l t h  c o m p o n e n t s :  (1) r e s i d e n t i a l  
s t r u c t u r e s  (2) p r i v a t e  n o n - r e s i d e n t i a l  s t r u c t u r e s  (3) g o v e r ~ a m e h t  s t r u c -  
t u r e s  (4) l a n d  (5) e q u i p m e n t  ( i n c l u d i n g  b o t h  p r o d u c e r s '  d u r a b l e s  a n d  
c o n s u m e r s '  d u r a b l e s )  and ,  (6) i r i v e n t o r i e s .  

F o r  1948 t h e  b u r e a u  f o u n d  t he  e s t i m a t e d  w e a l t h  of  t he  U n i t e d  S t a t e s  
to  b e  800 b i l l i o n  d o l l a r s ,  w i t h o u t  a l l o w a n c e s  f o r  t h e  v a l u e s  o r  w o r t h  of  
m i l i t a r y  a s s e t s ,  f o r  c o n s u m e r s '  s e m i - d u r a b l e s ,  f o r  c o n s m n e r  p e r i s h -  
a b l e s ,  f o r  s u b s o i l  a s s e t s ,  o r  f o r  c o l l e c t o r s '  i t e m s .  

Now,  f r o m  1896 to  1928 the  n a t i o n a l  w e a l t h  of  t he  U n i t e d  S t a t e s  
d o u b l e d ,  r i s i n g  a l i t t l e  m o r e  t h a n  2 p e r c e n t  p e r  y e a r .  F r o m  1928 to  
~944, a d e p r e s s i o n  a n d  w a r  p e r i o d ,  i t  i n c r e a s e d  v e r y  l i t t l e ;  and  m o s t  of  
the  i n c r e a s e ,  t h r e e - f o u r t h s  of  i t ,  w a s  a c c o u n t e d  f o r  b y  t he  c o n s t r u c t i o n  
of  n e w  g o v e r n m e n t  b u i l d i n g s .  F r o m  1944 to  1953,  of  c o u r s e ,  t h e r e  h a s  
b e e n  a s h a r p  i n c r e a s e  in  p r o d u c t i o n  v o l u m e ,  p a r t i c u l a r l y  of  p r o d u c e r s '  
d u r a b l e  e q u i p m e n t  and  c o n s u m e r s '  d u r a b l e  g o o d s .  T h e  n a t i o n a l  w e a l t h ,  
t h e n ,  o f  t he  U n i t e d  S t a t e s  h a s  l o n g  s i n c e  p a s s e d  1 , 0 0 0  b i l l i o n  d o l l a r s ,  
w i t h o u t  a l l o w a n c e  f o r  K o r e a n  p r i c e  l e v e l  i n c r e a s e s .  ( T h a t ' s  a t r i l l i o n  
d o l l a r s  in  the  U n i t e d  S t a t e s ,  i f  y o u  a r e  i n t e r e s t e d ;  i n  E n g l a n d  i t  i s  no t .  ) 



HI. COMPONENTS OF N A T I O N A L  INCOME AND THEIR I N T E R -  
RELATIONSHIP  

To deve lop  this  t h i r d  topic ,  I have  p r e p a r e d  a s e r i e s  of c h a r t s ,  
which  I wi l l  show you as  s l i d e s .  Copies  of the m o r e  i m p o r t a n t  ones ,  
wi l l  be  f u r n i s h e d  you ind iv idua l ly .  

B e f o r e  s t a r t i n g  the v i s u a l  a ids ,  I wish  to give you a de f in i t ion  f o r  
g r o s s  na t iona l  p r o d u c t .  GNP is  the m a r k e t  v a l u e - - n o t e  that ,  the m a r k e t  
v a l u e - - o f  a l l  goods and  s e r v i c e s  a c t u a l l y  p r o d u c e d  and b e f o r e  the deduc -  
t ion of d e p r e c i a t i o n  c h a r g e s .  

We can  a p p r o a c h  this  c oncep t  f r o m  two s i d e s .  F i r s t ,  u s i n g  the so -  
c a l l e d  p r o d u c t  app roach ,  we can  s t a t e  t h e s e  m a r k e t  v a l u e s  as  the s u m s  
pa id  out f o r  the p r o d u c t s  t h e m s e l v e s - - t h e  e x p e n d i t u r e s  f o r  c o n s u m e r  
goods and s e r v i c e s ,  the e x p e n d i t u r e s  f o r  goods and s e r v i c e s  p u r c h a s e d  by  
the G o v e r n m e n t ,  p lus  the sum of g r o s s  p r i v a t e  d o m e s t i c  i n v e s t m e n t  and 
net  f o r e i g n  i n v e s t m e n t .  

The  l a t t e r  two t e r m s  n e e d  a l i t t l e  exp lana t ion .  G r o s s  p r i v a t e  d o m e s -  
t ic i n v e s t m e n t  i n c l u d e s  newly  p r o d u c e d  cap i t a l  goods,  the va lue  of the 
change  in v o l u m e  of i n v e n t o r i e s ,  and the va lue  of p r i v a t e  new dwel l ings ,  
i nc lud ing  those  o w n e r - o c c u p i e d .  Net  f o r e i g n  i n v e s t m e n t  is  the net  change  
in i n t e r n a t i o n a l  a s s e t s  and l i ab i l i t i e s  g rowing  out of f o r e i g n  t r a d e .  It  in -  
c l u d e s  goods,  gold,  s e r v i c e s ,  gif ts ,  and c o n t r i b u t i o n s .  

Second,  we can  s t a t e  the g r o s s  na t iona l  p r o d u c t  in a n o t h e r  way,  u s ing  
the " i n c o m e  a p p r o a c h .  " GNP is  the to ta l  s u m  paid  out as i n c o m e  to v a r i -  
ous r e c i p i e n t s .  It  i nc ludes  wages  and s u p p l e m e n t s ;  u n i n c o r p o r a t e d  net  
i n c o m e ,  (which s i m p l y  m e a n s  the i n c o m e s  of s m a l l  b u s i n e s s  m e n ,  of f a r m -  
e r s ,  and of p r o f e s s i o n a l  men}; r e n t s ;  i n t e r e s t ;  c o r p o r a t e  p r o f i t s ;  and  in-  
d i r e c t  b u s i n e s s  t a x e s .  

T h r e e  of t h e s e  t e r m s  m e r i t  a def in i t ion .  

1. S u p p l e m e n t s  to wages  and  s a l a r i e s  inc lude  e m p l o y e r  c o n t r i b u -  
t ions  f o r  s o c i a l  i n s u r a n c e ,  c o n t r i b u t i o n s  to p e n s i o n  and  w e l f a r e  funds ,  
fo r  i n j u r y  c o m p e n s a t i o n ,  fo r  d i r e c t o r s '  f e e s ;  and  the pay  of the m i l i t a r y  
reserve. 

2. Ren t s  inc lude  i m p u t e d  s u m s  to c o v e r  t h e n e t  r e n t a l  va lue  of 
owne r -  o c c u p i e d  h o m e  s. 

3. Net  i n t e r e s t  i nc ludes  i m p u t e d  s u m s  r e t a i n e d  by  l i fe  i n s u r a n c e  
c o m p a n i e s  and by  m u t u a l  f i n a n c i a l  i n t e r m e d i a r i e s .  



O u r  f i r s t  c h a r t  i s  a p i c t o g r a p h  of n a t i o n a l  i n c o m e  c o n c e p t s ,  u s i n g  
the  i n c o m e  d i s t r i b u t i o n  a p p r o a c h .  F r o m  t h i s  c h a r t  we c a n  d e v e l o p  
the  f i ve  n a t i o n a l  i n c o m e  a p p r o a c h  c o n c e p t s  o r  t e r m s .  

T h e  f i r s t  c o l u m n  s h o w s  the  i t e m s  t h a t  go to m a k e  up the  g r o s s  n a -  
t i o n a l  p r o d u c t .  T h e y  i n c l u d e  (1) w a g e s  a n d  s u p p l e m e n t s  (2) u n i n c o r p o -  
r a t e d  n e t  i n c o m e  (3) r e n t s  (4) i n t e r e s t  (5) c o r p o r a t i o n  e a r n i n g s  i n  the  
f o r m  of d i v i d e n d s ,  u n d i s t r i b u t e d  p r o f i t s ,  and  t a x e s  (6). i n d i r e c t  b u s i n e s s  
t a x e s ,  a n d  (7) an  a l l o w a n c e  f o r  d e p r e c i a t i o n .  

At  the  foo t  of the  c o l u m n ,  e n c o m p a s s e d  in  a b r o k e n  l ine ,  you  s e e  t he  
w o r d s  " P u r c h a s e s  f r o m  O t h e r  F i r m s " - - - w h i c h  m u s t  be  d e d u c t e d .  Doub le  
c o u n t i n g - - t h e  f e a r  of c o u n t i n g  the  v a l u e  of the  s a m e  t h i n g  m o r e  t h a n  o n c e - -  
i s  the  b u g a b o o  of  the  n a t i o n a l  i n c o m e  a c c o u n t a n t .  We m u s t  a v o i d  c o u n t i n g  
in  the  v a l u e  of the  s a m e  t h i n g  t w i c e .  

An  example~  A f a r m e r  s e l l s  w h e a t  to  a f l o u r  m a n u f a c t u r e r .  T h e  c o s t  
of  the  w h e a t  i s  c o u n t e d ,  o n c e .  T o  t h i s  c o s t  i s  a d d e d  o n l y  the  a d d i t i o n a l  
v a l u e  c a u s e d  b y  the  f l o u r  m a n u f a c t u r e r ' s  t u r n i n g  the  w h e a t  i n to  f l o u r .  
T h e  v a l u e  of  the  w h e a t  i s  no t  a d d e d  the  s e c o n d  t i m e .  T h e  s a m e  p r o c e s s  
h o l d s  f o r  the  b a k e r ,  the  w h o l e s a l e r ,  a n d  the  r e t a i l e r .  F i n a l l y ,  w h e n  the  
c o s t  of the  l o a f  of b r e a d  i s  a d d e d  up,  i t  i s  14, 15, o r  16 c e n t s ,  w i t h o u t  
t he  c o s t  of  w h e a t  h a v i n g  b e e n  a d d e d  in  s e v e r a l  t i m e s .  The  s a m e  t h i n g  
w o u l d  be  t r u e  of the  r a w  s t e e l  in  an  a u t o m o b i l e .  

The second bar on the chart is labelled "NNP, " net national product. 
You will notice the column is composed of the same items, except the 
item of depreciation, at the bottom, which has been cut off. Depreciation 
is the amount of the national product that must be set aside each year to 
replace the current consumption of durable capital goods. A part of the 
product is retained as capital replacement. So gross national°product, 
less depreciation, equals net national product. The rest of the items in- 
cluded are the same. (I might add that depreciation includes the depreci- 
ation charges against owner-occupied homes.) 

U n d e r  the  n e x t  c o l u m n ,  you  p r o c e e d  in  m u c h  the  s a m e  w a y .  F r o m  n e t  
n a t i o n a l  p r o d u c t ,  d r o p  i n d i r e c t  b u s i n e s s  t a x e s  to  m e a s u r e  n a t i o n a l  i n c o m e .  
Now,  b u s i n e s s  t a x e s  a r e  " c o s t s "  of  a k ind .  T h e y  i n c l u d e  a l l  s a l e s  t a x e s ,  
s o m e  e x c i s e s ,  a n d  s o m e  r e a l  e s t a t e  t a x e s .  W h i l e  t h e y  r e p r e s e n t  c o s t s  to  
b u s i n e s s ,  t h e y  a r e  not  i n c o m e  to r e c e i v e r s .  
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FIG. 7. This summarizes the relationships between gross national product, net national 
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~nent of Commerce revised concepts, adapted from Richard Ruggles, "Harvard EconA 
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From ECONOMICS: An Introductory Analysis by 
Paul A. Samuelson. Copyright, 1948. Courtesy 
of McGraw-Hill Book Co., pp. 2~2-44. 
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W h a t  a b o u t  p e r s o n a l  i n c o m e ?  We c a r r y  the  s a m e  i t e m s  a c r o s s ,  e x -  
c e p t  to  d r o p  u n d i s t r i b u t e d  c o r p o r a t e  p r o f i t s ,  b e c a u s e  t h e y  a r e  not  d i s t r i b -  
u t e d  a s  i n c o m e .  We a l s o  d r o p  c o r p o r a t e  t a x e s ,  b e c a u s e  the  G o v e r n m e n t  
g e t s  t h e m ;  i n c o m e  r e c e i v e r s  do no t .  We r e t a i n  c o r p o r a t e  d i v i d e n d s ,  s i n c e  
t h e y  a r e  d i s t r i b u t e d  a s  i n c o m e  to  i n d i v i d u a l s .  F i n a l l y ,  we a l s o  d e d u c t  the  
a m o u n t s  t a k e n  out  of w a g e s  of  i n d i v i d u a l s  as  s o c i a l  s e c u r i t y  c o n t r i b u t i o n s .  

B u t  we a l s o  a d d  s o m e t h i n g  e x t r a  to  ge t  p e r s o n a l  i n c o m e  t o t a l s .  You 
wi l l  n o t i c e  t he  p e r s o n a l  i n c o m e  b a r  e x t e n d s  u p w a r d ,  a b o v e  the  h e i g h t  
l e v e l  of  the  o t h e r s .  T h i s  i s  b e c a u s e  e x t r a  o r  a d d e d  t r a n s f e r  p a y m e n t s  
a r e  i n c l u d e d .  T h e s e  a r e  s o c i a l  s e c u r i t y  p a y m e n t s  to  i n d i v i d u a l s ,  p e n s i o n  
p a y m e n t s ,  a n d  e v e n  g i f t s .  T h e s e  s u m s  m a y  no t  h a v e  b e e n  e a r n e d  in the  
y e a r  in  w h i c h  t h e y  a r e  b e i n g  d i s t r i b u t e d ,  bu t  t h e y  do i n c r e a s e  the  p e r s o n a l  
i n c o m e  t o t a l  o v e r  t h a t  i n d i c a t e d  b y  the  a n n u a l  g r o s s  n a t i o n a l  p r o d u c t .  

F i n a l l y ,  we c o m e  to  the  l a s t  c o l u m n ,  w h i c h  i s  l a b e l l e d  " D i s p o s a b l e  
I n c o m e .  " A f t e r  p e r s o n a l  t a x e s  a r e  t a k e n  a w a y ,  you  s a v e  s o m e  a n d  s p e n d  
the  r e s t .  ( P e r s o n a l  c o n s u m p t i o n  e x p e n d i t u r e s  i n c l u d e  no t  o n l y  the  m a r k e t  
v a l u e  of g o o d s  a n d  s e r v i c e s  p u r c h a s e d ,  b u t  a l s o  i n c o m e  in  k i n d - - a n  i m -  
p u t e d  v a l u e  f o r  food ,  c l o t h i n g ,  h o u s i n g ,  a n d  f i n a n c i a l  s e r v i c e s  f u r n i s h e d .  
D i s p o s a b l e  i n c o m e  i n c l u d e s  the  r e n t a l  v a l u e  of  o w n e r - o c c u p i e d  h o u s e s ,  
bu t  d o e s  no t  i n c l u d e  p u r c h a s e s  of new d w e l l i n g s ,  w h i c h  a r e  c l a s s i f i e d  a s  
c a p i t a l  g o o d s .  ) 

You w i l l  n o t i c e  t h a t  t h i s  c h a r t  i s  t a k e n  f r o m  " E c o n o m i c s :  An I n t r o -  
d u c t o r y  A n a l y s i s "  b y  P a u l  S a m u e l s o n ,  one  o f  y o u r  c o l l a t e r a l  r e a d i n g  t ~ x t s .  

You  m a y  s a y :  " I t  i s  a l l  v e r y  w e l l  f o r  e c o n o m i s t s  to put  a p r e t t y  d r a w -  
ing  in to  a t h e o r e t i c a l  t e x t b o o k ,  b u t  w h a t  i s  i t s  p r a c t i c a l  a p p l i c a t i o n ?  L e t  

u s  s e e .  ( C h a r t  2, f o l l o w i n g  p a g e . )  

C h a r t  2 i l l u s t r a t e s  t h e s e  n a t i o n a l  i n c o m e  c o n c e p t s  s t a t i s t i c a l l y .  T h i s  
i s  t he  v e r y  s a m e  c h a r t  t h a t  we j u s t  s a w ,  a c u t a l l y  u s i n g  U n i t e d  S t a t e s  D e -  
p a r t m e n t  of  C o m m e r c e  s t a t i s t i c s  f o r  1953. T h e s e  c o l u m n s  a r e  c h o p p e d  
of f  a t  the  top,  as  i t e m s  a r e  e l i m i n a t e d  f r o m  c o l u m n  to  c o l u m n .  

U n d e r  the  f i r s t  c o l u m n - - G r o s s  N a t i o n a l  P r o d u c t - - t h e  f i r s t  i t e m  i s  
C a p i t a l  C o n s u m p t i o n  A l l o w a n c e s  ( d e p r e c i a t i o n  a n d  e c o n o m i c  o b s o l e s -  
c e n c e )  2 9 . 3  b i l l i o n  d o l l a r s  f o r  the  y e a r  1953.  T h a t  w a s  the  l a s t  i t e m  in  
t h e  c o l u m n  on the  o t h e r  c h a r t .  We d e d u c t  i t  f r o m  c o l u m n  two,  a n d  a r e  
l e f t  w i t h  N e t  N a t i o n a l  P r o d u c t .  D e d u c t  30 b i l l i o n  f o r  i n d i r e c t  b u s i n e s s  

9 
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CHART 2 

wa~xowA~ ~mm C~,C~, sTA'em'x'mA~ ~LUmS'..A'mo 

(b~J~o~s of dollars)  

Capital  Cee~mptinn 
AUewmees, (~epre~latinn 

a ~esmsAe Cbseleseesee) 

01-ou 
National 
Product Net 

National 

~'~ ~ l e s s  
(Dei~c~elatlon) 

Xad~eet Bustnees Taxes 30.0 30.0 
~ s t n e s s  ~ransfmr Payments .9 .9 
Sta t i n t l ea l  Disez~aney - .7  - . 7  

Natlc~al 
Xacoae 
(~P less Xn- 
(direct Bus. 
(Taxes a Transfers) 

Cerpe~ate P=efits e d  Xavea- 
ter~ VsXnatlen Ad,Jmra~,,,emt, 

Cerpoz~te Taxes A~J.6 
~ .  Prof i ts 10.4 
Dividend, 9.2 
Inv. Vat. a d ~ a t ~ _ ~ .  4 

h2.h h2.h ~.h Perseasl 

N . ~ L  less  U~dtst. 
(Prof i ts  & Corp. Taxes ~) 

9 . 2  

~terest  7.8 7.8 7.8 7.8 

~ ~ . 6  ~ . 6  

(~u%Pretessl~l, 
• & r ~ }  

was.. ~ s~mt. ~.6 
Total ~ 337.9 

10.6 10.6 

~ . 4  39.A 

~7 .6  2~7.6 
 7.7 

PLUS* 
C~vemment t ransfer  payments 12.8 
Net in te res t  paid by Govezqment 5.1 
Business t~ansfer payments .9 

Seelal Seenrity pa~sent~ -8.9  (Personal Taxes) 
?oral $~h. 5 ~A.5 

Disposable 

LqS s Personal Yax~ . . . . . . . . .  36.6 

DisDouble Xnc~e eqaale Personal Censumptlea Expenditures, $~.8 and 
Personal Savings SlS.I. 

$eureez Departmemt of Conmeree, Survey of Current,Buslness, February 195~. 
(See July issue for 1953 revised totals) 

h.serepanelee in addition due to rounding up. 
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t a x e s  and add  b u s i n e s s  t r a n s f e r  p a y m e n t s ,  and we a r e  lef t  wi th  N a t i o n -  
a l  I n c o m e .  (A s t a t i s t i c a l  d i s c r e p a n c y  a r i s e s  out  of the  d i f f e r e n c e s  in 
the two m e t h o d s  of c o m p u t i n g  G N P - , t h e  f ina l  p r o d u c t s  m e t h o d  o v e r  the 
i n c o m e  d i s t r i b u t i o n  m e t h o d . )  If  we  d e d u c t  c o r p o r a t e  t a x e s  and u n d i s t r i b -  
u ted  p r o f i t s ,  l e a v i n g  only  c o r p o r a t e  d iv idends ,  we have  P e r s o n a l  I n c o m e .  
So the he igh t  of e ach  one of t hose  c o l u m n s  is  e x a c t l y  i n c l u s i v e  of the r e -  
m a i n i n g  n u m b e r  of i t e m s .  

P e r s o n a l  i n c o m e  fo r  1953 was  284. 5 b i l l i o n  d o l l a r s .  P e r s o n a l  t a x e s  
t ook  36 .6  b i l l i o n  d o l l a r s ,  l e av ing  d i s p o s a b l e  i n c o m e  of 2 4 7 . 9  b i l l i o n s .  
P e r s o n a l  c o n s u m p t i o n  e x p e n d i t u r e s ,  the l ine a c r o s s  the  b o t t o m ,  w e r e  
2 2 9 . 8  b i l l i o n  d o l l a r s ;  so  we s a v e d  18 .1  b i l l i o n  d o l l a r s  f o r  the y e a r  1953. 

We see then, that somebody is working very hard at collecting and 
keeping these statistics, day after day. You can just imagine the number 
of clerks, statisticians, and the amount of equipment it takes to gather 
these data throughout the country and to keep track of them, largely in 
the Department of Commerce. 

P : ' e v i o u s l y ,  s o m e  thought  the g a t h e r i n g  of t h e s e  da ta  r e p r e s e n t e d  a 
l u x u r y  s e r v i c e ,  and that  we w e r e  not to b e  c r i t i c i z e d  too  s t r o n g l y ,  as  a 
na t ion ,  f o r  not  hav ing  p r o v i d e d  n a t i o n a l  i n c o m e  da ta  b e f o r e  1932. Y e s t e r -  
d a y ' s  l u x u r i e s  a r e  t o d a y ' s  n e c e s s i t i e s .  At  a c o n g r e s s i o n a l  h e a r i n g  on 13 
J u l y  !954, u s e r s  of t h e s e  s t a t i s t i c s  a p p e a r e d  to t e s t i f y  w h e r e i n  t h e y  w e r e  
u s e f u l  and in what  w a y s  t h e y  c o u l d  be  i m p r o v e d .  R e p r e s e n t a t i v e s  of the  
e c o n o m i c  fo u n d a t i o n s ,  the a u t o m o b i l e  and pack ing  i n d u s t r i e s ,  l a b o r ,  f i -  
nance ,  a g r i c u l t u r e ,  food,  s t a t e  and l o c a l  g o v e r n m e n t ,  c o n s t r u c t i o n ,  
r e t a i l  t r a d e ,  and of the t e a c h i n g  p r o f e s s i o n s  w e r e  h e a r d .  In g e n e r a l ,  
t h e y  w a n t e d  a d d i t i o n a l  s t a t i s t i c a l  m a t e r i a l ,  t h e y  w a n t e d  the s t a t i s t i c s  f o r  
e a c h  p e r i o d  r e l e a s e d  m o r e  quickly,  and they  w i s h e d  f o r  s o m e  r e f i n e m e n t s  
in a c c u r a c y .  Bu t  none s u g g e s t e d  tha t  the m a t e r i a l  b e  no l o n g e r  g a t h e r e d  
o r  no l o n g e r  p u b l i s h e d .  

S ince  o u r  f i r s t  s t a t i s t i c a l  c h a r t  was  r a t h e r  c r o w d e d ,  I want  to show 
you,  b r i e f l y ,  s e v e r a l  c h a r t s  showing  a c t u a l  s t a t i s t i c s  f o r  the y e a r  1953. 
( C h a r t  3, fo l lowing  p a g e .  ) 

First, we have Gross National Product or Expenditures for 1953, 
C h a r t  3. Th i s  c h a r t  s h o w s  the b r e a k d o w n  of e x p e n d i t u r e s  u n d e r  the m a i n  
s u b - g r o u p s .  P e r s o n a l  c o n s u m p t i o n  e x p e n d i t u r e s  of 2 2 9 . 8  b i l l i o n s  went  
f o r  d u r a b l e  goods, n o n - d u r a b l e  goods ,  and s e r v i c e s .  (Th is  t a b l e  is  c o p i e d  
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CHART 3 

o a o ~  NAT I~AL P~OD~T 
~PENDITURE, 1953 

(b i l l ions  of dollars) 

Orossnat ienal  produet 

Personal consumption expenditures 
D.rable goeds 
Nondurable goods 
Services 

C~e88 private  daneBtie investment 
. New eons t rue t i~  

Residential  nenfarm 
Other 

P~ueera' durable equipment 
Change in  business lnventeriee t o t a l  

Seafam only 

Net f e ~ e i ~  i n v e s t m e n t  

367.2 

30.1 
1 2 1 . 2  
78.& 

54.4 
25.1 
11.8 
]3.3 
,~.7 

2 . 5  
3.2 

-1.9 

Oovornnent purehasos of goods and serviees CA.9 
r~m.il 59.7  

Xatlenal a~T 51.8 
Natienal defense ~9.8 
Other natlenal 8eeurlty ~.Q 

~ h e r  8.5 
Less, Gevernamt sales .6 

sta~e and loeal 25.2 

8ees~es U.S. Depa~mnt of Ceameree, ~ of Current ~aslaeal, 
February l~&. (See July issue fer 1953 revised tetal8) 
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f r o m  a g o v e r n m e n t  r e p o r t .  I t  w o u l d  b e  e a s i e r  to  r e a d  i f  the  s u b - t o t a l s  
w e r e  i n d e n t e d  i n s t e a d  of  a p p e a r i n g  d i r e c t l y  u n d e r  the  m a i n  t o t a l s .  } 

G r o s s  p r i v a t e  d o m e s t i c  i n v e s t m e n t  of  5 4 . 4  b i l l i o n  d o l l a r s  w a s  
d i v i d e d  b e t w e e n  2 5 . 1  b i l l i o n s  f o r  n e w  c o n s t r u c t i o n  and  2 6 . 7  b i l l i o n s  f o r  
p r o d u c e r s '  d u r a b l e  e q u i p m e n t .  

N e t  f o r e i g n  i n v e s t m e n t  s h o w s  a m i n u s  of  I .  9 b i l l i o n  d o l l a r s .  T h i s  
s i m p l y  m e a n s  t ha t  m o r e  gold ,  g o o d s ,  and  g i f t s  w e n t  ou t  of  the  c o u n t r y  t h a n  
came in. 

G o v e r n m e n t  p u r c h a s e s  of  g o o d s  and  s e r v i c e s  of  84. 9 b i l l i o n  d o l l a r s  
w a s  d i v i d e d  b e t w e e n  F e d e r a l  e x p e n d i t u r e s  of  5 9 . 7  b i l l i o n s  and  s t a t e  a nd  
l o c a l  g o v e r n m e n t  e x p e n d i t u r e s  of  2 5 . 2  b i l l i o n s .  ( C h a r t  4, f o l l o w i n g  p a g e . )  

N e x t ,  N a t i o n a l  I n c o m e  of  the  U n i t e d  S t a t e s  b y  D i s t r i b u t i v e  S h a r e s ,  
f o r  1953.  T h i s  c h a r t  r e p e a t s  i n f o r m a t i o n  a l r e a d y  s h o w n ,  b u t  in  a m o r e  
d e t a i l e d  f a s h i o n .  You  m a y  j u s t  r e a d  i t  f o r  y o u r s e l v e s .  M i l i t a r y  w a g e s  
and  s a l a r i e s ,  and  g o v e r n m e n t  c i v i l i a n  w a g e s  a n d  s a l a r i e s  a r e  s h o w n .  
( S o m e  y e a r s  th i s  i n f o r m t a i o n  i s  a v a i l a b l e ,  and  f o r  s o m e  y e a r s  i t  i s  r e -  
s t r i c t e d .  ) T w o  a d d i t i o n a l  c o n c e p t s - - p e r s o n a l  i n c o m e ,  a n d  d i s p o s a b l e  
i n c o m e - - a r e  no t  i n d i v i d u a l l y  i l l u s t r a t e d ,  to  s a v e  t i m e .  

Y o u  a r e  n a t u r a l l y  i n t e r e s t e d  in  h i s t o r i c a l  s t a t i s t i c s  f o r  c o m p a r i s o n  
p u r p o s e s .  I h a v e  two  c h a r t s  on  one  s l i d e ,  w h i c h  m a y  b e  h e l p f u l .  ( C h a r t  
5, p a g e  15 . )  

B o t h  t h e s e  c h a r t s  i l l u s t r a t e  o u r  i n c o m e  d a t a  c o n c e p t s  f o r  a s e r i e s  of  
y e a r s - - 1 9 2 9 ,  1933,  1947,  1952,  and  1953.  You  n e e d  o n l y  to  r e a d  the  t o t a l s  
f o r  c o m p a r i s o n  p u r p o s e s .  1929 w a s  o u r  b e s t  y e a r  u p t o  t ha t  d a t e ;  1933 
w a s  a v e r y  bad  y e a r ;  1947 a p o s t w a r  y e a r ,  and  t h e n  the  t w o  c u r r e n t  y e a r s .  
E a c h  t o t a l  r e p r e s e n t s  c u r r e n t  v a l u e s  a t  p r i c e s  p r e v a i l i n g  f o r  tha t  y e a r .  
We  had  p e r s o n a l  i n c o m e  in  1929 of  8 5 . 1  b i l l i o n  d o l l a r s .  It  d r o p p e d  to  
4 6 . 6  b i l l i o n  in  1933,  b u t  p r i c e  l e v e l s  w e r e  m u s t  l o w e r .  B y  1947 we  w e r e  
a t  191 b i l l i o n s ,  and  l a s t  y e a r  e n j o y e d  2 8 4 . 5  b i l l i o n s .  

I t  i s  p o s s i b l e  to  r e d u c e  t h e s e  s u m s  to  c o n s t a n t - p u r c h a s i n g - p o w e r  
d o l l a r s ,  t h u s  a v o i d i n g  f i c t i t i o u s  c h a n g e s  in  the  p r i c e  l e v e l ?  L e t  u s  s e e .  
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CHART 4 

NA~ZGNJLT.. Z~COI~ OF THE ~Z'JL'gD 8?A'Z~S e ~ D~TRIB~ZVE SHAR~. a Z95~ 

(DallJ.oM of dol ls rs)  

Tear 19S'~ 

Caapem~t£on of  eop loy~s  
Wages and eal~r~Lee 

~ te 

s u p p l ~ m t ~  ( ~  
s u m r i t y  and p~asLm 
cont r ibut ions)  

0 $1~.1 
10.4 

$207.6 

Unincorporated enterpr i su  
19usino88 and profmmimal 
Fern 

27.0 
39.~ 

Rental ~Lnoemo of  persons ZO,6 

Corporate p ro f i t8  sad Inventory a ~ t s  
Corporato p r o f i t s  tax  l i a b i l i t y  ~3,6 
Corporate pre~t t s  s~ter  taxes 19.6 
Corporate dividends 9.2 
Undistributed p r o f i t s  lO.h 

19,6 

Net ~ t m  7.8 

NarWhal Inomm J~O?.7 

80U~Ss 
February 195~. ( $ ~  ~ I s n e  for  1953 rm'is~ to ta ls )  

l k~a i l s  nay not add to  t o t a l s  because of roundJ~8. 
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C H A R T 5  
( T a b l e I )  

DISPOSITION OF PERSONAL INCOME 
(billions of dollars - selected years) 

........ ~?~ ~,W~ 19t,7 

PERSCMAL INCO~ 85.1 ~6.6 191.O 
Leae: a) Personal tax  and Related Payments. b) 

~UALS: Disposable Personal 
Income 82.5 65.2 169.5 

Les~| Personal Consumption Expenditures 

ECUALS: Personal Saving 3.7 -1.2 ~09 

• 1 9 5 2  1 7 ~ 3  .: 

269.7 28~. 5 
Federal Taxes. c) Local Taxei. 

Z35.0 2~7.9 

16.9 18.1 

(Table II) 
RELATION OF GROSS NATIONAL PRODUCT, 
NATIONALINCOME AND PERSONAL INC0~E 

(billions of dollars) 
(selected years) 

i~ 1933 1%7 

OROSS NATIONAL PRODUCT 103.8 55.8 233.3 

a s Capital Consumption allowances. 
b) Indirect Business Tax and Related Liabilities. 
c) Business Transfer Payments. 
d) Statistical Discrepancy. 

PI~s 
Subsidies l e s s  current surplus of goverraent enterprises. 

195:~ 1953 

3~8.0 367.2 

EOUALS s 

b) 
c) 

b) 
c) 
d) 

g:~UAI~ s 

National 
Income ~7.~ 39.6 198.7 ~1.6 307.7 

Corporate Profits and Inventory Valuation Adjustment. 
Contributi~ns for Social Insurance. 
Excess of Wage Accruals over Diabureemem~s. 

C~vernment Transfer payments. 
Net Interest paid by Government. 
Dividends. 
Buineas Transfer Payments. 

Personal 
lucc~e 85.1 46.6 191.O 269.7 28A.~ 

- -Sou rce :  U. S. Depa r tmen t  of Comnaerce ,  Survey of C u r r e n t  Bt~siness, F e b r u a r y  1954. 
{See Ju ly  i s sue  for  1953 rev i sed  totals)  
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IV.  USE OF INDEXES IN MEASURING T R E N D S  IN NATIONAL INCOME 

E c o n o m i s t s  l ike to u s e  m a r k e t  p r i c e s  as  a y a r d s t i c k  to m e a s u r e  the 
v a l u e  of goods  a n d  s e r v i c e s .  But  p r i c e  l e v e l s  have  a way  of sh i f t ing .  
If  m o n e y  i n c o m e s  r e m a i n  the s a m e  f r o m  one y e a r  to the next ,  whi le  
p r i c e s  double ,  r e a l  i n c o m e  is  a c t u a l l y  ha lved .  To c o m p a r e  na t iona l  i n '  
c o m e  o v e r  a p e r i o d  of y e a r s ,  we m u s t  c o r r e c t  m o n e y  i n c o m e  b y  s o m e  
s t a n d a r d  of p u r c h a s i n g  p o w e r .  

C H A R T  6 

INDEX N U M B E R  C O N S T R U C T I O N  

1900 1901 
C o m m o d i t y  B a s e  P r i c e  100 P r i c e  P e r c e n t a g e  

(do l l a r s )  ( do l l a r s )  to b a s e  

I r o n  15 ton 100 20 .00  133 
Whea t  1 b u s h e l  100 L 25 125 
Co t ton  . 1 0 l b .  100 .10  100 
Wool  . 4 0  ~ .  100 .36  90 

T o t a l  400 448 

A v e r a g e  ( a r i t h m e t i c  mean)  100 112 

Th i s  s l i de  i l l u s t r a t e s  index  n u m b e r  c o n s t r u c t i o n .  1900 p r i c e s  a r e  
the b a s e ,  and 1901 p r i c e s  a r e  s t a t e d  as  s o m e  r e l a t i v e  of the  b a s e .  I r o n  
so ld  f o r  15 d o l l a r s  p e r  ton in 1900 and f o r  20 d o l l a r s  in i 9 0 i ,  a r i s e  of 
33 p e r c e n t .  Wool  p r i c e s  d e c l i n e d  in 1901, the l a s t  i t e m  shown,  g iv ing  
us  a p r i c e  r e l a t i v e  of  90. 

P e r h a p s  the b e s t - k n o w n  s u c h  s t a n d a r d  is  the  m o n t h l y  C o n s u m e r s  
P r i c e  Index,  a w e i g h t e d - a v e r a g e  index  n u m b e r  i s s u e d  b y  the B u r e a u  of 
L a b o r  S t a t i s t i c s .  It c o v e r s  v a r i o u s  c o s t - o f - l i v i n g  i t e m s .  The  c o m b i n e d  
index  of c o n s u m e r  p r i c e s  f o r  the y e a r s  1947-49  is  t aken  a s  the b a s e  y e a r .  
The  1954 p r i c e  index  i s  s t a t e d  as  s o m e  p e r c e n t a g e  of the b a s e  y e a r .  R e a l  
i n c o m e ,  then,  e q u a l s  m o n e y  i n c o m e  d iv ided  b y  the p r i c e  index .  B y  c o m -  
p a r i n g  m o n e y  na t iona l  i n c o m e  and r e a l  na t i ona l  i n c o m e ,  we can  spo t  in-  
f l a t ion  p e r i o d s  and de f l a t i on  p e r i o d s .  The  e l i m i n a t i o n  of f i c t i t i o u s  c h a n g e s  
in the p r i c e  l e v e l  g ives  a m e a s u r e  of r e a l  i n c o m e ,  m e a s u r e d  in t e r m s  of 
d o l l a r s  of  c o n s t a n t  p u r c h a s i n g  p o w e r .  
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C o n s t a n t - d o l l a r  p r i c e  i n d e x  s e r i e s  f o r  a n y  c o n s i d e r a b l e  n u m b e r  
of  y e a r s  a r e  h a r d  to  f ind .  S a m u e l s o n  h a s  c o n s t r u c t e d  s u c h  a c o n s t a n t -  
d o l l a r  i n d e x  f o r  the  U n i t e d  S t a t e s  s i n c e  1770.  H e  u s e s  i t  to  i l l u s t r a t e  
p r i c e  t r e n d s  in w a r  p e r i o d s .  Y o u  w i l l  f i nd  i t  on p a g e  284 of  the  f i r s t  
e d i t i o n  of  has b o o k .  ( C h a r t  7, f o l l o w i n g  p a g e .  ) 

2 5 9  

I h a v e  c o n s t r u c t e d  a t a b l e  s h o w i n g  G N P  in  c o n s t a n t  1,939 d o l l a r s ,  b y  
5 - y e a r  p e r i o d s ,  s i n c e  1910 .  T h e  c u r r e n t  d o l l a r s  a r e  a l s o  g i v e n .  T h e  
t h i r d  c o l u m n  s h o w s  the  i n c r e a s e  i n  i n d u s t r i a l  e f f i c i e n c y  y e a r  b y  y e a r ,  a s  
r e f l e c t e d  in  s a l e s  v a l u e s ,  m e a s u r e d  in  t e r m s  of  1939 d o l l a r s .  Y o u  w i l l  
n o t e  t ha t  r e a l  p r o d u c t i o n  h a s  i n c r e a s e d  f r o m  4 6 . 2  b i l l i o n  d o l l a r s  to  1 5 4 . 3  
b i l l i o n s  s i n c e  1910,  m e a s u r e d  in  c o n s t a n t - p u r c h a s i n g - p o w e r  d o l l a r s .  T h e  
s e c o n d  c o l u m n  i n d i c a t e s  c u r r e n t - d o l l a r  p r i c e  l e v e l s  f o r  e a c h  5 - y e a r  p e -  
r i o d ,  r e f l e c t i n g  c h a n g e s  in the  p r i c e  l e v e l  o r  v a l u e  of  the  d o l l a r .  

V.  A N A L Y S I S  O F  C H A N G E S  IN N A T I O N A L  I N C O M E  C O M P O N E N T S .  

We  h a v e  p r e v i o u s l y  n o t e d  t ha t  t he  f i r s t  s t e p  in  the  d e v e l o p m e n t  and  
u s e  of  n a t i o n a l  i n c o m e  d a t a  c a m e  in  1932,  w h e n  the  S e n a t e  a s k e d  the  s e c -  
r e t a r y  of C o m m e r c e  to  g a t h e r  and  f u r n i s h  n a t i o n a l  i n c o m e  d a t a  e s t i m a t e s .  
T h e  s e c o n d  s t e p  c a m e  in  1946,  w h e n  the  n a t i o n  d e c i d e d  to  m a k e  f u r t h e r  
u s e  of s u c h  d a t a .  Y o u  wi l l  r e m e m b e r  t ha t  i n  the  3 0 ' s  we  go t  u s e d  to  c o n -  
s i d e r i n g  s u c h  t o p i c s  a s  " e c o n o m i c  m a t u r i t y "  a n d  " e c o n o m i c  s t a g n a t i o n . "  
T h e r e  w a s  a l s o  the  p o s t w a r  q u e s t i o n  a s  to  w h e t h e r  w e  w o u l d  s i n k  b a c k  
in to  e c o n o m i c  s t a g n a t i o n  f o l l o w i n g  the  c l o s e  of  W o r l d  W a r  I f .  

C o n g r e s s  p a s s e d  the  E m p l o y m e n t  A c t  of  1946,  a p p r o v e d  in  F e b r u a r y .  
I t  i s  p o p u l a r l y  k n o w n  a s  the  " f u l l "  e m p l o y m e n t  ac t ,  s i n c e  one  of  i t s  o b j e c -  
t i v e s  i s  to  d e t e r m i n e  who  h a s  e m p l o y m e n t  and  who  n e e d s  i t .  T h e  s t a t e d  
p u r p o s e s  of the  a c t  a r e :  (1) to  f o s t e r  and  p r o m o t e  f r e e  c o m p e t i t i v e  e n t e r -  
p r i s e  and  g e n e r a l  w e l f a r e  c o n d i t i o n s ,  u n d e r  w h i c h  t h e r e  w i l l  b e  a f f o r d e d  
u s e f u l  e m p l o y m e n t  o p p o r t u n i t i e s ;  and ,  (2) to  p r o m o t e  m a x i m u m  e m p l o y -  
m e n t ,  p r o d u c t i o n ,  a n d  p u r c h a s i n g  p o w e r .  

T o  a c c o m p l i s h  t h i s  p u r p o s e ,  the  P r e s i d e n t  of the  U n i t e d  S t a t e s  i s  r e -  
q u i r e d  to  s e n d  to  C o n g r e s s ,  w i t h i n  s i x t y  d a y s  a f t e r  the  b e g i n n i n g  of  e a c h  
r e g u l a r  s e s s i o n ,  a n  e c o n o m i c  r e p o r t  ( and  s u c h  s u p p l e m e n t a r y  r e p o r t s  a s  
he  d e e m s  n e c e s s a r y . )  ( A c t u a l l y ,  t h e y  h a v e  b e e n  c o m i n g  ou t  a b o u t  e a c h  
s i x  m o n t h s ,  b u t  a r e p o r t  d id  no t  a p p e a r  in J u l y  of  t h i s  y e a r . )  T h i s  r e p o r t  
i s  c a l l e d  " T h e  E c o n o m i c  R e p o r t  o f  t he  P r e s i d e n t .  " 
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,CHART 7 

,~0~,  INATI~,,~T,, PRODUCT I~ll I c ~ l r  AND CONSTAN'r VALUE DOLLARS 

AND PRODUCT CHANG~ PER lurAK-H ,O~ 

S e l e o t e d  Years 

B i l l i ons  of  Dollerm 

1910 
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1920 

1925 

19~0 

19~5 

1940 

1945 

1950 

1939 Current 
I)o].l.arm l)ol.l.az~ 

~ . 2  )6.7 

~9.e ~ . 1  

5 5 . 7  85.o 

71.3 ~ . o  

78.~ 9O'9 
"T3.9 72.2 

100.0 lOl.h 

153'k ~5.2 

I~4.3 ~ 2 . 6  

PR, ODUC? Pm 
MAN-~O~ (Non-Faro) 

.66 

.72 

.~7 

.gh 

1.0e 

I029 

1.3~) 

(Caaparlson of the t~o 1950 OHPs Lmtiostes a 5k.6-oent d o n s r  but 
produet per  man-hour has JLncreased) 

Source: Varla 
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The  r e p o r t  m u s t  t e l l  the  C o n g r e s s  f o u r  th ings :  

1. The  l eve l s  of e m p l o y m e n t ,  p r o d u c t i o n ,  and  p u r c h a s i n g  p o w e r  
ob ta in ing  in the U n i t e d  S ta tes ,  and such  l e v e l s  a s  a r e  n e e d e d  to c a r r y  
out the po l i cy  d e c l a r e d  i n  the  ac t .  

2. C u r r e n t  and f o r e s e e a b l e  t r e n d s  in  the  l e v e l s  of e m p l o y m e n t ,  
p r o d u c t i o n ,  and  p u r c h a s i n g  p o w e r .  

3. A r e v i e w  of e c o n o m i c  cond i t i ons  a f f e c t i n g  e m p l o y m e n t  in  the 
U n i t e d  S ta t e s ,  o r  any  c o n s i d e r a b l e  p o r t i o n  t h e r e o f ,  d u r i n g  the p r e c e d i n g  
y e a r ;  and the e f f e c t  on e m p l o y m e n t ,  p r o d u c t i o n ,  and  p u r c h a s i n g  p o w e r .  
And -- 

4. A p r o p o s e d  p r o g r a m  f o r  c a r r y i n g  out the  p o l i c y  d e c l a r e d  in the 
a c t ,  t o g e t h e r  wi th  s u c h  r e c o m m e n d a t i o n s  f o r  l e g i s l a t i o n  as the P r e s i d e n t  
m a y  d e e m  n e c e s s a r y  o r  d e s i r a b l e .  

How does the President accomplish these four tasks? He has a 
Council of Economic Advisers to help him with the report. His report is 
then received in the Congress by the Joint Committee on the Economic 
Report. This committee consists of 14 members, 7 from each house. 
The Joint Committee has its own economic staff, and a group of consult- 
ants, housed in the Library of Congress. You will meet one of the most 

effective of these consultants next week--Dr. Piquet. 

By M a y  f i r s t  the Jo in t  C o n g r e s s i o n a l  C o m m i t t e e  m u s t  f i le  i ts  own 
r e p o r t  on the P r e s i d e n t ' s  r e c o m m e n d a t i o n s ,  as  a f u r t h e r  guide  to r e q u i r e d  
l e g i s l a t i o n .  L e g i s l a t i v e  a t t e m p t s  m a y  be m a d e  to e i t h e r  a u g m e n t  o r  o f f s e t  
any  i n d i c a t e d  e c o n o m i c  t r e n d .  (Cha r t  8, fo l lowing  p a g e . )  

T h e  Counc i l  of E c o n o m i c  A d v i s e r s  w o r k s  up a y e a r l y  t ab le  known as  
" T h e  N a t i o n ' s  E c o n o m i c  A c c o u n t .  " The  s a m e  i n f o r m a t i o n  a p p e a r s  m o n t h l y  
in  g r a p h i c  f o r m  as  the f i r s t  c h a r t  in " E c o n o m i c  I n d i c a t o r s " - - m y  C h a r t  8. 
The  tab le  s h o w s a n  a c c o u n t i n g  of r e c e i p t s  and  e x p e n d i t u r e s ,  by  e c o n o m i c  
g r o u p s .  Th i s  s l ide  c o v e r s  the  y e a r  1952. We a r e  i n t e r e s t e d  h e r e  in  the 
type  of i t e m s  i n c l u d e d  in th i s  b a l a n c e  s h e e t  and not in the " c u r r e n c y "  of 
the s t a t i s t i c s .  So, f o r  e c o n o m y  r e a s o n s ,  I a m  u s i n g  the 1952 s l ide .  

We see  the c o n s u m e r s '  g r o u p s  had  r e c e i p t s  of 234 .3  b i l l ion  d o l l a r s ,  
but  e x p e n d i t u r e s  of on ly  216 .3  b i l l i ons ,  r e s u l t i n g  in an  o v e r a g e  of s av ings  
of 18 b i l l i ons .  
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CHART 8 

THE NATION'S ECONOMIC ACCOUNTS, 1952 

(Billion s of dollars) 

Economic group 
I 

Consumers 
Disposable personal income 
Personal consumption expenditures 

('Personal savings (plus) $18.0) 

i i i i i  i 

Receipts Expenditures 
, J  , 

~34.3 
$216,3 

Business 
Retained receipts, current production 
Gross private domestic investments 

(ExDess of investment (minus) -$15.7) 

36.4 
52.1 

International 
Net foreign investment $ .0 

Govermaent.(Federal, state, and local) 
Tax and nontaxreceipts or accruals 

less transfers, interest, and 
subsidies, (net receipts) 

Total Government expenditures, less 
transfers, interest and subsidies, 
(purchases of goods and services), 

(deficit on income and product account, 
minus $-.i,4) 

77.3 

78.7 

Statistical discrepancy (minus) -1.9 -i. 0 

Gross national product: $346.1 $346.1 

Source: Midyear Economic Report of the President, January 1953, and the 
Department of Commerce. 
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T h e  b u s i n e s s  g r o u p s  s h o w  r e t a i n e d  r e c e i p t s  f r o m  c u r r e n t  p r o -  
d u c t i o n  of  o n l y  3 6 . 4  b i l l i o n  d o l l a r s ,  b u t  a c t u a l  e x p e n d i t u r e s  of  5 2 . 1  
b i l l i o n s .  T h e  b a l a n c e  of  1 5 . 7  b i l l i o n s  h a d  to  b e  b o r r o w e d  f r o m  s o m e -  
w h e r e ,  b u t  l a r g e l y  f r o m  the  a b o v e  s a v i n g s .  

N o w ,  I do no t  n e e d  to  r e h e a r s e  t h i s  e n t i r e  c h a r t  w i t h  y o u .  I w a n t  
o n l y  to  p o i n t  ou t  t h a t  i t  i s  a b a l a n c e  s h e e t .  T h e  t o t a l s  of  t he  t w o  c o l u m n s  
c o v e r n i n g  r e c e i p t s  and  e x p e n d i t u r e s  m u s t  b e  the  s a m e ;  t h e y  m u s t  m a t c h .  
W h e n  t h e y  do not ,  t h e r e  i s  a d d e d  a l i t t l e  i t e m  f o r  " S t a t i s t i c a l D i s c r e p a n c y .  

E a c h  o f  t h e s e  m o n t h l y  g r a p h s  a n d  e a c h  a n n u a l  o r  s e m i a n n u a l  c h a r t  on 
t he  n a t i o n ' s  e c o n o m i c  a c c o u n t s  i s  r e g a r d e d  a s  a p h o t o g r a p h  of  t he  p r e v a i l -  
ing ,  c u r r e n t  n a t i o n a l  e c o n o m i c  p a t t e r n .  E a c h  of  t h e s e  p i c t u r e s  i s  a 
p h o t o g r a p h i c  " s t i l l ,  " no t  a m o v i e  o r  c o n t i n u o u s  p i c t u r e .  E a c h  g i v e s  a 
r e c o r d e d  " g l i m p s e "  of  the  e c o n o m y  a s  i t  w a s  on a c e r t a i n  d a y  in  e a c h  
p e r i o d .  

O v e r  a p e r i o d  of y e a r s  t h i s  s t o c k  of  e c o n o m i c  p h o t o g r a p h s  p r o v i d e s  
a r e c o r d e d  s e r i e s  of  a c t u a l l y  e x i s t i n g  p a t t e r n s ,  e c o n o m i c  p a t t e r n s ,  
t r a c i n g  t he  u p s  a n d  d o w n s  of  b u s i n e s s  and  f i n a n c e .  I f  a f o r m e r  p a t t e r n ,  
w h i c h  had  b e e n  f o l l o w e d  b y  p o o r  e c o n o m i c  c i r c u m s t a n c e s ,  i s  s e e n  to  b e  
r e c u r r i n g ,  p e r h a p s  the  C o n g r e s s  c a n  do s o m e t h i n g  in  t h e  w a y  of  l e g i s l a -  
t i on  to  a l t e r  t he  p a t t e r n .  

You undoubtedly have already made up your minds as to whether or 
not you are sympathetic to the idea, or possibility, of managing the 
economy, and as to whether it is even possible to manage it. I will not 
dwell longer on the point, except to point out that there i_s_ the Employment 

A c t  of  1946.  

A l l  of  t he  c h a r t s  in  t he  m o n t h l y  E c o n o m i c  I n d i c a t o r  S e r i e s  a r e  de-  
s i g n e d  to s h o w  e c o n o m i c  t r e n d s ,  t he  t r e n d s  a b o u t  w h i c h  we  h a v e  b e e n  
s p e a k i n g .  O u r  i n t e r e s t  t h i s  m o r n i n g  i s  o n l y  in  t h o s e  c h a r t s  w h i c h  d e a l  
w i t h  n a t i o n a l  i n c o m e .  L e t  u s  l o o k  a t  a c o u p l e  of  e x a m p l e s  t a k e n  f r o m  the  
J u n e  i s s u e  to  s e e  i f  w e  c a n  i n t e r p r e t  t h e m ;  to  s e e  i f  w e  c a n  d e t e c t  the  
c u r r e n t  t r e n d  of  t he  e c o n o m y .  

C h a r t  9. - - T h i s  i s  p a g e  2, J u n e  1954, E c o n o m i c  I n d i c a t o r s .  

F o r  the  f i r s t  q u a r t e r  of  1954,  a s  s h o w n  h e r e ,  p l e a s e  r e a d  t h e  t o t a l s  
f r o m  t h e  r i g h t - h a n d  a x i s .  T h e  g r o s s  n a t i o n a l  p r o d u c t ,  t he  f i r s t  l i ne  s h o w n ,  
d e c l i n e d  a b o u t  1 1 / 2  p e r c e n t .  A d e c l i n e  in  i n v e n t o r y  i n v e s t m e n t  a c c o u n t e d  
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• f o r  m o s t  of the drop in g r o s s  p r i v a t e  i n v e s t m e n t ,  the s e c o n d  l ine up 
f r o m  the bo t tom.  L o w e r  F e d e r a l e x p e n d i t u r e s ,  g o v e r n m e n t  p u r c h a s e s  
o f  goods and  s e r v i c e s ,  t h i r d  l ine up f r o m  the bo t tom,  w e r e  p a r t i a l l y  
o f f se t  by  a r i s e  in s t a t e  and l o c a l  g o v e r n m e n t  e x p e n d i t u r e s .  

C o n s u m e r  e x p e n d i t u r e s ,  p e r s o n a l  c o n s u m p t i o n  e x p e n d i t u r e s ,  s e c o n d  
l ine  down f r o m  the top, w e r e  c l o s e  to the l e v e l  of the f o u r t h  q u a r t e r  of 
1953. The J u l y  p r e l i m i n a r y  e s t i m a t e s  i n d i c a t e d  a f u r t h e r  dec l i ne  i n  g r o s s  
na t iona l  p r o d u c t  of t h r e e - t e n t h s  of one p e r c e n t  f r o m  the f i r s t  q u a r t e r  to 
the s e c o n d  q u a r t e r ,  1954. M a j o r  c h a n g e s  in c o m p o n e n t s  w e r e  a dec l ine  
of 2 .8  b i l l ion  d o l l a r s  in F e d e r a l  e x p e n d i t u r e s  and  an  i n c r e a s e  of 1. 7 
b i l l ion  d o l l a r s  in  p e r s o n a l  c o n s u m p t i o n  e x p e n d i t u r e s .  F r o m  y o u r  Augus t  
i s s u e  you wi l l  no te  no f u r t h e r  c h a n g e s  have  o c c u r r e d .  The  r e c e s s i o n  is  
now sa id  to have  " b o t t o m e d  out.  " 

C h a r t  1 0 . - - T h i s  is page  21, June  1954, E c o n o m i c  I n d i c a t o r s .  

T h i s  c h a r t  r e f l e c t s  p u r c h a s i n g  p o w e r .  C o m p e n s a t i o n  of e m p l o y e e s - -  
the l o w e r  s h a d e d  p o r t i o n  of the s l i d e - - a n d  aga in  r e a d i n g  to ta l s  in the 
r i g h t - h a n d  a x i s - - c o n t i n u e d  to fa l l  m o d e r a t e l y  in  the f i r s t  q u a r t e r  of 1954, 
as  e m p l o y m e n t  and h o u r s  c o n t i n u e d  downward .  P r o p r i e t o r s '  i n c o m e - -  
the next  o r  s e c o n d  s h a d e d  p o r t i o n  u p w a r d  f r o m  the b o t t o m - s h o w e d  l i t t l e  
o r  no chan ge .  N e i t h e r  d id  ne t  i n t e r e s t  show change .  C o r p o r a t e  p r o f i t s - -  
the top s h a d e d  p o r t i o n - - i n c r e a s e d ,  but  i n v e n t o r y  v a l u e s  w e r e  l o w e r .  

The  J u l y  i s s u e  of " E c o n o m i c  I n d i c a t o r s "  no ted  tha t  c o m p e n s a t i o n  of 
e m p l o y e e s  in  t h e  s e c o n d  q u a r t e r  f e l l  s o m e w h a t  be low f i r s t  q u a r t e r  l eve l s ,  
P r o p r i e t e r s '  i n c o m e  a l s o  d e c l i n e d  in the s e c o n d  q u a r t e r ,  due to a f a l l  in 
f a r m  p r o p r i e t e r s '  i n c o m e .  The  A u g u s t  i s s u e  s h o w e d  no c h a n g e s .  

C h a r t  11. - - T h i s  is  page  23, J u n e  1954, E c o n o m i c  I n d i c a t o r s .  

To t a l  p e r s o n a l  i n c o m e  in A p r i l  was  m e a s u r e d  at  an  annua l  r a t e  of 
282 b i l l ion  d o l l a r s - - r e a d i n g  aga in  on the  r i g h t ' h a n d  ax i s ,  top l i n e - - o r  
900 m i l l i o n  d o l l a r s  l o w e r  than  in M a r c h .  F a r m  i n c o m e - - t h e  f o u r t h  s h a d e d  
s e c t i o n  down f r o m  the t o p - - f e l l  off at an annua l  r a t e  of 800 m i l l i o n s ,  whi le  
the s u m  of a l l  o t h e r  i n c o m e s  d e c l i n e d  at  a r a t e  of 10(~ m i l l i o n s .  

Wages  and  s a l a r i e s - - t h e  b o t t o m  s h a d e d  s e c t i o n - - e x t e n d e d  t h e i r  dec l ine  
in  May,  whi le  June  showed  a s l i gh t  a d v a n c e .  
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C h a r t  1 2 . - - T h i s  is  page  25, June  1954, E c o n o m i c  I n d i c a t o r s .  

P e r  c a p i t a  d i s p o s a b l e  i n c o m e  d ropped  v e r y  s l i g h t l y  in the f i r s t  
q u a r t e r .  In the s e c o n d  q u a r t e r  it  c o n t i n u e d  to dec l i ne  s l igh t ly .  The  
c h a r t  shows  c u r r e n t  p r i c e s  and 1953 p r i c e s .  The  dec l i ne  o c c u r r e d  in 
both  c a t e g o r i e s .  In  June ,  c o n s u m e r  spend ing  r o s e  s l i gh t l y  a t  the e x p e n s e  
of p e r s o n a l  s a v i n g s .  

What  of the f u t u r e ?  In a l e c t u r e  f r o m  th is  p l a t f o r m  in J a n u a r y  of 1953 
Mr .  L e o n  K e y s e r l i n g ,  t hen  C h a i r m a n  of the Counc i l  of E c o n o m i c  A d v i s e r s ,  
s t a t e d  his  b e l i e f  tha t  the na t iona l  p r o d u c t  cou ld  be r a i s e d  by  1962 t o  475 
bil1~on d o l l a r s ,  o r  e v e n  to 500 b i l l i o n s ,  m e a s u r e d  in  the s a m e  p r i c e  l eve l ,  
wi thout  in f l a t ion .  He l a b e l e d  th i s  to ta l  as  an e s t i m a t e  and not a p r e d i c t i o n .  
A y e a r  and  a ha l f  l a t e r ,  in June  of 1954, the ch i e f  e c o n o m i s t  of the B a n k  
of M a n h a t t a n  C o m p a n y ,  M r .  M u r r a y  Sh ie lds ,  thought  the  va lue  of na t iona l  
p r o d u c t i o n  b y  1977 would  a p p r o x i m a t e  t h r e e - q u a r t e r s  o f  a t r i l l i o n  d o l l a r s ,  
in t e r m s  of 1952 d o l l a r s - - m o r e  than  twice  o u r  c u r r e n t  g r o s s n a t i o n a l  
p r o d u c t .  

VI. NATIONAL INCOME ANALYSIS AS A TOOL IN ECONOMIC 
MOBILIZATION 

The impact of war, of course, is felt in myriad ways. Manpower is 
diverted into the armed forces; there is a great increase in employment; 
labor is extensively retrained; large population movements occur; arma- 
ment industries are expanded; raw material uses are curtailed in non- 
armament industries; new products are developed; synthetic materials 
supplement natural ones; and, finally, war goods production is expanded 
often at the expense of civilian goods. 

Of what use, then~ in time of mobilization are these huge masses 
of statistical data? They have at least five use classifications. 

1. T h e y  b e c o m e  the b a s e  on wh ich  we m a k e  p r o d u c t i o n  d e c i s i o n s .  
A g r e a t  d e a l  of C M P  w o r k  (the c o n t r o l  of u s e s  to wh ich  s t r a t e g i c  and 
c r i t i c a l  m a t e r i a l s  c a n  be put  in  t i m e  of mob i l i za t ion )  is  b a s e d  on t h e s e  
f i g u r e s ,  a l though  m u c h  add i t i ona l  da ta  d i r e c t  f r o m  b u s i n e s s  i t s e l f  a r e  
a b s o l u t e l y  n e c e s s a r y .  

2. T h e y  he lp  to m a k e  p o s s i b l e  c o m p u t a t i o n s  b y  wh ich  b u s i n e s s  m e n  
can  be c o m p e n s a t e d  f o r  c o s t  c h a n g e s .  T h e y  he lp  to m a k e  p o s s i b l e  the  
a d j u s t m e n t  of i n e q u i t i e s  b r o u g h t  about  iby p r i c e  f r e e z e s  and  wage  ~+abili- 
marion. 

% 
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3. The  d i sposab l e  i n c o m e  data  have  s o m e  add i t iona l  u s e s  in  f u r -  
n i sh ing  c lue s  as  to how m u c h  m o r e  t axes  ~ou and  I c a n  pay .  The  r a t e  
of p e r s o n a l  s av ings  b e c o m e s  known, and t h e r e f o r e  the T r e a s u r y  can  
d e t e r m i n e  the  l e v e l  at  which  it m u s t  p i t ch  i t s  " v o l u n t a r y " b o n d  s a l e s  
c a m p a i g n  to get  you to buy  e n o u g h  bonds  f r o m  t h e s e  s a v i n g s .  

4. The  da ta  on l iquidi ty ,  which  a c c r u e  d u r i n g  an e m e r g e n c y  pe r i od ,  
t e l l  the d e c o n t r o l  p l a n n e r s  the amoun t  of f i n a n c i a l  back log  ex i s t i ng .  

5. T h e s e  s t a t i s t i c a l  da ta  a r e  i m p o r t a n t  in p lann ing  p o s t w a r  p r o d u c -  
t ion  ; and a r e  of e v e n  g r e a t e r  i m p o r t a n c e  i n  p lann ing  d e c o n t r o l  and r e -  
conve  r s i o  n s t e p s .  

F o r  18 m o n t h s  a l l  e c o n o m i s t s  have  b e e n  wa tch ing  t he se  i ndexes  m o s t  
c a r e f u l l y ,  s e e k i n g  s i g n s  of i n v e n t o r y  p i l e - u p s ,  wa t ch ing  t r e n d s  in t h e  
m a n u f a c t u r e  of p r o d u c e r  d u r a b l e s ,  the bu i ld ing  of new p lan t s ,  and t h e  
n u m b e r  of new hous i ng  s t a r t s .  We a r e  now e x p e r i e n c i n g  r e c o n v e r s i o n ,  
fo l lowing  a l i m i t e d  mob i l i z a t i on .  

SUMMARY 

It  only  r e m a i n s  now to s u m m a r i z e  what  we have  b e e n  told  h e r e  th is  
m o r n i n g .  (As you  know,  the p r e s c r i p t i o n  f o r  s u c c e s s f u l  p r e a c h i n g  is  
f i r s t  to t e l l  y o u r  a u d i e n c e  what  it  is  tha t  you a r e  going to t e l l  t h e m ;  then  
t e l l  t h e m ;  w h e r e u p o n  you f i n i sh  by  t e l l i ng  t h e m  what  it was  tha t  you  told  
t h e m . )  We have  r e a c h e d  the t h i r d  s t ep .  

We have learned:-- 

1. Tha t  the  U n i t e d  S t a t e s  i n s t i t u t e d  a na t iona l  income a c c o u n t i n g  
s y s t e m  in 1932; and  we have  b e c o m e  f a m i l i a r  wi th  the f ive ch ie f  na t iona l  
i n c o m e  da ta  c o n c e p t s .  

2. Tha t  the e c o n o m i s t  is  i n t e r e s t e d  in  n a t i o n a l  i n c o m e  and p r o d u c t  
da ta  as  a s e r i e s  of e c o n o m i c  p h o t o g r a p h s  which  have  r e c o r d e d  v a r i o u s  
i n d u s t r i a l  and  f i n a n c i a l  p a t t e r n s ,  T h e s e  e a r l i e r  p a t t e r n s  c a n  be c o m p a r e d  
with the c u r r e n t l y  unfo ld ing  p a t t e r n ;  and we have  a l s o  t r i e d  ou r  own hand  
with  a few e x e r c i s e s  to d e t e r m i n e  i n d i c a t e d  t r e n d s .  

3. Tha t  the  na t iona l  wea l th  of the  U n i t e d  S ta t e s  has  p a s s e d  1 ,000 
b i l l ion  d o l l a r s ,  even  if  the c onc ep t  i s  s o m e w h a t  s t e r i l e .  
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4. T h a t  an  i n d e x  n u m b e r  i s  a d e v i c e  f o r  c o m p a r i n g  d a t a  of  a v r i o u s  
t i m e s  and  p l a c e s ,  e x p r e s s i n g  the  v a r i a b l e s  a s  p e r c e n t a g e s  of s o m e  
c o m m o n  b a s e .  

5. T h a t  w e  c a n  d e v e l o p  c o n s t a n t - d o l l a r  p u r c h a s i n g  p o w e r  s e r i e s ,  
a s  a m e a n s  of  m e a s u r i n g  r e a l  c h a n g e s ,  i n d e p e n d e n t  of  p r i c e  l e v e l  c h a n g e s .  

6, T h a t  t he  E m p l o y m e n t  A c t  of  1946 r e q u i r e s  t he  P r e s i d e n t  to  r e c -  
o m m e n d  s t a b i l i z a t i o n  a c t i o n  to  the  C o n g r e s s ,  b a s e d  in  p a r t  on a s t u d y  of  
n a t i o n a l  i n c o m e  and  p r o d u c t  d a t a .  

7. A n d  f i n a l l y ,  t h a t  t h e s e  d a t a  a r e  u s e f u l  in  t i m e s  of  e c o n o m i c  
m o b i l i z a t i o n  f o r  p l a n n i n g w a r t i m e p r o d u c t i o n ,  in  f i x i n g  n e w  t a x  r a t e s ,  in  
i n d i c a t i n g  the  e x p e c t e d  v o l u m e  of  v o l u n t a r y  b o n d  s a l e s ,  and  in  c o n n e c t i o n  
w i th  r e c o n v e r s i o n  p l a n n i n g .  

\ 

A n d  t h e r e ,  g e n t l e m e n ,  i s  a n o t h e r  f i v e  c e n t s  w o r t h  to  a d d  to  y o u r  
e c o n o m i c s  m a r k e t  b a s k e t .  

C O L O N E L  B A R T T , E T T :  I w o u l d  h 'ke to  e m p h a s i z e  a g a i n  t ha t  t h i s  
c o n c e p t  of  G N P - - w h a t  i t  i s  and  i t s  u s e f u l n e s s - - i s  s o m e t h i n g  t ha t  y o u  
s h o u l d  g r a s p  d u r i n g  t h i s  un i t  of t he  c o u r s e .  You  w i l l  f i n d  the  t e r m  G N P  
u s e d  in  p r a c t i c a l l y  e v e r y  o t h e r  u n i t  of  t he  c o u r s e .  

I a m  c e r t a i n l y  no t  u r g i n g  you  to  s t u d y  o v e r  t h i s  t h r e e - d a y h o l i d a y ,  
b u t  I do s a y  i t  i s  a v e r y  i m p o r t a n t  c o n c e p t ,  t ha t  y o u  s h o u l d  t h o r o u g h l y  
u n d e r s t a n d .  

I a m  s u r e ,  f r o m  the  r a p i d i t y  w i th  w h i c h  the  s t a t i s t i c a l  t a b l e s  w e r e  
t h r o w n  a t y o u ,  t ha t  t h e r e  a r e  a g r e a t  m a n y  q u e s t i o n s  h e r e - - q u e s t i o n s  a s  
to  w h y  c e r t a i n  g r o u p i n g s  a r e  t h e r e  and  w h a t  t h o s e  g r o u p i n g s  m e a n .  A n y  
q u e s t i o n s  t ha t  y o u  h a v e  in  y o u r  m i n d  A n d y  w i l l  b e  g l a d  to  a n s w e r  now.  

Q U E S T I O N :  T h e  c h a r t s  s h o w i n g  p u r c h a s i n g  p o w e r  in  t e r m s  of  1939  
d o l l a r s  a r e  q u i t e  u s e f u l .  I t  s e e m s  to  m e  t ha t  s u c h  a s e r i e s  in  t e r m s  of 
1933 d o l l a r s  w o u l d  o v e r c o m e  s o m e  of  the  f a l l a c i e s  of  i n t e r p r e t a t i o n  t h a t  
you  s e e  in  the  n e w s p a p e r s .  

D R .  K R E S S :  Y o u  r e m e m b e r ,  y e s t e r d a y  M r .  G a i n s b r u g h  s a i d  t ha t  
s u b s c r i p t i o n  to  " E c o n o m i c  I n d i c a t o r s "  w a s  the  b e s t  d e v i c e  t h a t  you  c o u l d  
h a v e ;  and  t ha t  t he  l i t t l e  s t a t e m e n t  a t  the  top  in  h i s  c h a r t  w a s  the  b e s t  and  
s h o r t e s t  i n t e r p r e t a t i o n  of  e c o n o m i c  t r e n d s  p o s s i b l e .  A l l  I w a s  do ing  in 
m y  s l i d e s  w a s  to  g ive  y o u  the  s t a t e m e n t s  in  e a c h  c h a r t ,  t a k e n  f r o m  J u n e  
and  J u l y  a n d  A u g u s t  i s s u e s .  

25 



/ 

He is the ch i e f  e c o n o m i s t  to that  v e r y  i m p o r t a n t  founda t ion  that  he is  
with.  He was  not a t t ack ing  in any  way  his  old boss ,  Dr .  B u r n s ,  C h a i r m a n  
of the Counc i l  of E c o n o m i c  A d v i s e r s  a t  th is  t i m e ;  but  I th ink  he was  s p e a k -  
ing v e r y  f r a n k l y  y e s t e r d a y .  

Now, ac tua l ly ,  s o m e  t i m e  back ,  s e v e r a l  y e a r s  back ,  s o m e  of the 
n e w s p a p e r s  c r i t i c i z e d  s o m e  of the a n a l y s e s  of t h e s e  i n d i c a t o r s .  The  
D e p a r t m e n t  of C o m m e r c e  was  b l and ly  s t a t i ng  tha t  t h e y  g a t h e r e d  the 
s t a t i s t i c s  and t h e y  d idn ' t  i n t e r p r e t  t h e m ;  had  no opinion o r  knowledge  
about  h o w i t  was  done.  Well ,  at  tha t  t i m e  M r .  K e y s e r l i n g ,  who was  C h a i r -  
m a n  of the Counc i l  of E c o n o m i c  A d v i s e r s  %hen--and he was  the m o s t  
p o l i t i c a l  c h a i r m a n  t h e y  e v e r  had  in t h e r e .  He p r o u d l y  took the  c r e d i t  f o r  
i n t e r p r e t i n g  the s t a t e m e n t s ,  s ay ing :  "I a m  v e r y  happy  in m y  i n t e r p r e t a -  
t ions ,  and I hope you a r e .  " 

Now, then,  I a m  quite s u r e  tha t  th is  p r e s e n t  c h a i r m a n ,  who is  of a 
d i f f e r e n t  s t r i p e  a l t o g e t h e r  f r o m  that ,  m a y  f e e l  d i f f e r e n t l y  about  c h a r t s  
and th ink  the w o r d s  in the A u g u s t  i s s u e  w e r e  a l i t t le  b i t  e x t r e m e l y  s t a t ed .  

I th ink the only  a n s w e r  by  and l a r g e  i s  to s a y  tha t  po l i t i c i ans  wi l l  
a l w a y s  i n t e r p r e t  th ings  in  t h e i r  f a v o r  as m u c h  as t h e y  can.  I u se  tha t  w o r d  
" p o l i t i c i a n s "  a d v i s e d l y .  The  w o r d  " p o l i t i c i a n s "  is s o m e t i m e s  u s e d  in  a 
n a s t y  s e n s e ,  but  I don ' t  b e l i e v e  it  should  be u s e d  in  tha t  s e n s e .  " P o l i t i -  
c i a n s "  is a t e r m  tha t  d e s c r i b e s  people  in  p o l i t i c a l  l i fe .  T h e y h a v e  los t  
t h e i r  old jobs and g iven  up t h e i r  f o r m e r  p r o f e s s i o n a l  p r a c t i c e s ;  and  so t h e y  
m u s t  s t a y  in  p o l i t i c s .  B e s i d e s ,  t h e y  have  s o m e  obl iga t ion  to t h e i r  g roup  
to s t a t e  th ings  in  the b e s t  p o s s i b l e  l ight  f o r  that  g roup .  So I was  u s i n g  
tha t  t e r m  in tha t  s e n s e .  

I th ink  a po l i t i c i a  n is  a c o m b i n a t i o n  of a lot  of th ings .  He has  to be 
a s t a t i s t i c i a n ,  an e c o n o m i s t ,  a l a w y e r ,  and a p h i l o s o p h e r .  I think,  when  
you have  two s e t s  of p o l i t i c i a n s  o f f s e t t i ng  e a c h  o the r ,  you c a n  be s u r e  
:you wi l l  get  the b e s t - i n f o r m e d  people  in the wor ld ;  and tha t  if  one s e t  
s a y s  any th ing  wrong ,  the o t h e r  s e t  wi l l  c o r r e c t  i t  m i g h t l y  qu ick ly .  

So I th ink  t h e r e  has  b e e n  v e r y  l i t t l e  p o l i t i c a l  i n t e r p r e t a t i o n  in those  
f i g u r e s .  

QUESTION: C o n c e r n i n g  the  v a l i d i t y  of t h e s e  data,  would  you b r i e f l y  
g e n e r a l l y  i nd i ca t e  the s o u r c e s  and the way  in which  the da ta  a r e  g a t h e r e d ?  
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DR. KRESS:  Y e s  a n d  no.  T h e r e  i s  in  the  l e b r a r y  a b o o k  w i t h  a 
g r e e n  c o v e r  a n d  t h e s e  w o r d s  " E c o n o m i c  I n d i c a t o r s "  w r i t t e n  a c r o s s  i t .  
I t  i s  a p u b l i c a t i o n  of 50 o r  60 p a g e s .  I t  g o e s  i n t o  d e t a i l  a b o u t  how e a c h  
one of t h e s e  i s  m a d e  up,  who  m a k e s  i t  up ,  a n d  j u s t  how i t  i s  d o n e .  

I t  i s  a p r e t t y  d e t a i l e d  p r o c e s s .  T h e  w h o l e  B u s i n e s s  S e c t i o n  of  the  
D e p a r t m e n t  of C o m m e r c e  d o e s  v e r y  l i t t l e  e l s e  t h a n  g a t h e r  t h e s e  t h i n g s .  
T h e  B u r e a u  of  the  C e n s u s  h a s  a g r e a t  g r o u p  of  p e o p l e  who  h a v e  to m a k e  
m o n t h l y  p r e d i c t i o n s .  T h e r e  a r e  g r o u p s  i n  the  B u r e a u  of L a b o r  S t a t i s -  
t i c s  a n d  the  F e d e r a l  R e s e r v e  S y s t e m  who  do i t .  As  I s a i d  to m y  own 
d i s c u s s i o n  g r o u p ,  t h e s e  t h i n g s  in  t h e s e  " E c o n o m i c  I n d i c a t o r s "  a r e  s u c h  
s t a n d a r d  t h i n g s  t h a t  the  C o u n c i l  of E c o n o m i c  A d v i s e r s  a c c e p t s  t h e m  a n d  
p u b l i s h e s  t h e m  in  t h e i r  m o n t h l y  p u b l i c a t i o n .  T h e  t h i n g  t h a t  i s  i n t e r e s t i n g  
i s  the  g r a p h i c  f o r m  a n d  the  l i t t l e  i n t e r p r e t a t i o n s  a t  the  top a s  to  w h a t  t he  
c o u n c i l  t h i n k s  t h e y  m e a n .  

C O L O N E L  B A R T L E T T :  I t  w o u l d  be  c o r r e c t  to  s a y ,  w o u l d  i t  no t ,  
t h a t  the  p r i m a r y  s o u r c e s  a r e  v e r y  n u m e r o u s ?  We h a v e  the  r e p o r t s  of 
b u s i n e s s  a n d  the  F e d e r a l  G o v e r n m e n t  a s  a s o u r c e .  We h a v e  the  d e c e n -  
n i a l  c e n s u s  c o l l e c t i o n s .  We h a v e  the  a n n u a l  c e n s u s  s a m p l i n g s  a s  a s o u r c e .  

DR.  KRESS:  Y e s .  

C O L O N E L  B A R T L E T T :  We h a v e  o p e n  i n f o r m a t i o n ,  w h i c h  c o m p a n i e s  
t h e m s e l v e s  p u b l i s h ,  s u c h  a s  a n n u a l  c o r p o r a t i o n  s t a t e m e n t s  a n d  s t o c k  
m a r k e t  r e p o r t s .  

DR.  KRESS:  Y e s .  A n d  we h a v e  the  5 - y e a r  b u s i n e s s  c e n s u s e s  a n d  
the  2 - y e a r  b u s i n e s s  c e n s u s e s .  The  5 - a n d  1 0 - y e a r b u s i n e s s  c e n s u s e s  a r e  c a l l e d  
b e n c h  m a r k s .  T h e n  in  b e t w e e n  the  5 - a n d  1 0 - y e a r  c e n s u s e s  we h a v e  the  
a n n u a l  s a m p l i n g s .  

C O L O N E L  B A R T I , E T T ;  Who m a k e s  t h o s e  a n n u a l  b u s i n e s s  c e n s u s e s  ? 

DR.  K R E S S :  T h e  D e p a r t m e n t  Of C o m m e r c e .  I a t t e n d e d  s u b c o m m i t t e e  
m e e t i n g s  on J u l y  12 a n d  13 of  t h i s  y e a r  a t  w h i c h  the  c e n s u s e s  w e r e  d i s -  

c u s s e d .  

C O L O N E L  B A R T L E T T :  T h o s e  a r e  the  p r i m a r y  s o u r c e s ,  a r e  t h e y  
no t ,  of  t h i s  i n f o r m a t i o n ?  
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DR. KRESS: Y e s .  T h e i 2 - y e a r ,  5 - y e a r ,  and  1 0 - y e a r  c e n s u s e s  a r e  
done by  a c t u a l  count .  In b e t w e e n  those  e s t i m a t e s  a r e  m a d e  t h rough  the 
s a m p l i n g  p r o c e s s e s .  T h e s e  s a m p l i n g  p r o c e s s e s  c o m e  in f o r  t h e i r  s h a r e  
of c r i t i c i s m .  But ,  a c tua l l y ,  the s t a t i s t i c i a n s  have  t h e i r  p r o c e s s e s  f o r  
s m a l l  s a m p l i n g s  and l a r g e  s a m p l i n g s ;  and  t h e y  do a r i gh t  good job. 

STUDENT:  I a m  not at  a l l  c o n v i n c e d  tha t  the  s a m p l i n g  p r o c e s s e s  
a r e  va l id .  

DR. KRESS: i s t ud i e d  what  l i t t l e  s t a t i s t i c s  I have  fo l lowed  r a t h e r  
la te  in l ife,  but  I was  a d v a n c e d  enough  to t e a s e  the p r o f e s s o r  o v e r  the va -  
l i d i ty  of h is  p r o c e s s e s .  He c o n v i n c e d  m e  tha t  he cou ld  do it .  

QUESTION: We have  h e a r d  that  t h e g r o s s  na t iona l  p r o d u c t  of the 
U n i t e d  S ta tes  is e x t r e m e l y  i m p o r t a n t  in ou r  s t u d i e s .  We have  a l so  h e a r d  
that  the  r e l a t i o n s h i p  tha t  we have  wi th  o t h e r  c o u n t r i e s ,  both  a l l i e s  and  

• p o t e n t i a l  e n e m i e s ,  is  i m p o r t a n t .  Do t h e s e  o t h e r  c o u n t r i e s  have  equa l  o r  
c o m p a r a b l e  s y s t e m s  of g a t h e r i n g  data ;  and  do t h e y  pub l i sh  t h e m  and  m a k e  
t h e m  ava i l ab l e  to us  in the way  in which  o u r s  a r e  m a d e  ava i l ab !e  to t h e m ?  

D R .  KRESS: C e r t a i n  of t h e m  do. In fac t ,  we a r e  n e w c o m e r s  in th is  
f ield,  a l though,  as in e v e r y t h i n g ,  when  we get  s t a r t e d ,  we a r e  apt  to m a k e  
it  m o r e  e l a b o r a t e  than any  of the o t h e r s .  

Eng l and ,  F r a n c e ,  and G e r m a n y  all  do i t  and publ i sh  the data .  The  
U n i t e d  S ta tes  S t a t i s t i c a l  Sec t ion  p u b l i s h e d  t h e m  e a c h  month .  T h e y  a r e  in  
the l i b r a r y  too. P o l a n d  is  the only  c o u n t r y  beh ind  the I r o n  C u r t a i n  f o r  
which  the U n i t e d  Nat ions  pub l i sh  f i g u r e s .  

CO LO N EL B A R T L E T T :  I would  l ike  to a u g m e n t  that  by  s a y i n g  tha t  I 
r e c a l l  in  a s e m i n a r  on m a n p o w e r  the s e m i n a r  s p e a k e r  was  f r o m  the UN, 
e n g a g e d  in the annua l  UN r e p o r t  on d e m o g r a p h y ;  and  he a d m i t t e d  f r a n k l y  
tha t  the on ly  th ing  the UN did was  to take  the r e p o r t s  of a c o u n t r y ,  f u r -  
n i s h e d  by the  g o v e r n m e n t  of tha t  c o u n t r y ,  and pub l i sh  t hem.  T h e y  had  no way  
to eva lua t e  a r e p o r t  as  to i t s  a c c u r a c y .  I f  the F r e n c h ,  f o r  i n s t a n c e ,  f e l t  
that  a d e c l i n i n g  b i r t h  r a t e  was  a bad  th ing to pub l i sh  and had  g iven  the  UN 
a f i g u r e  tha t  did not  r e f l e c t  it, the UN had  no d e s i r e  to q u e s t i o n  the va l id i ty  
of the f i g u r e s  of the F r e n c h  g o v e r n m e n t .  T h e y  s i m p l y  p u b l i s h e d  t h e m  a n d i t  
was  up to you to d e t e r m i n e  the va l id i ty .  
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I a m  s u r e  t h a t  f o r  UN f i g u r e s  on n a t i o n a l  i n c o m e  a n d  GNP, w h i c h  
c o m e  f r o m  the  g o v e r n m e n t  of the  c o u n t r y  c o n c e r n e d  o r  an  a g e n c y  of the  
g o v e r n m e n t ,  i t  i s  up to  you ,  b a s e d  u p o n  p a s t  e x p e r i e n c e  a n d  a n y  o t h e r  
c h i c k s  you  c a n  app ly ,  o r  the  a d v i c e  of e x p e r t s ,  to  q u e s t i o n  the  a c c u r a c y  

and  the  v a l i d i t y  of the  f i g u r e s .  

A s  A n d y  h a s  s a i d ,  in  o u r  own c o u n t r y  you  c a n  q u e s t i o n  the  i n t e r -  
p r e t a t i o n  of p o l i t i c i a n s ,  bu t  the  a c c u r a c y  of the  s t a t i s t i c s  t h e m s e l v e s  i s  
p e r h a p s  s u b j e c t  o n l y  to  the  q u e s t i o n  of  the  s t a t i s t i c a l  a c c u r a c y  of the  
s a m p l i n g s  a s  c o m p a r e d  wi th  a 1 0 0 - p e r c e n t  t a b u l a t i o n .  Bu t  I w o u l d  c a u t i o n  
you  tha t ,  w h e r e  o t h e r  c o u n t r i e s  a r e  c o n c e r n e d ,  you  m u s t  e v a l u a t e  the  

v a l i t i d y  of the  f i g u r e s .  

QUESTON: You mentioned that these estimates are really forecasts, 
extrapolations from the data collected. There seem to be differences of 
opinion on the Council of Economic Advisers, for exampl.e. What is their 
batting average? Have they been accurate in their forecasts recently? 

DR.  KRESS:  T h e  f o r e c a s t i n g  in  t h a t  s e n s e  h a s  no t  b e e n  done  too  m u c h  
b y  a n y o n e .  T h e  s t a t i s t i c i a n s  in  c h a r g s  of g e t t i n g  t h e s e  s t a t i s t i c s  h a v e  b e e n  
v e r y  c a r e f u l  a b o u t  t h e m .  S u m n e r  S c h l i c h t e r ,  of  H a r v a r d ,  h a d  b e e n  f o r e -  
c a s t i n g  e v e r  s i n c e  1945. He h a s  f o r e c a s t  w h a t  w o u l d  h a p p e n  in  two  o r  
t h r e e  y e a r s  f r o m  now,  a n d  in  the  n e x t  t e n  y e a r s .  I n  m a r l y  c a s e s ,  a s  D r .  
G a i n s b r u g h  s a i d ,  he  a g r e e d  t h a t  he  h a s  b e e n  w r o n g .  

C O L O N E L  B A R T L E T T :  I t h i n k  m a y b e  t h i s  i s  a good  t i m e  to t e l l  a 
l i t t l e  s t o r y  t h a t  h a s  to do wi th  t h a t .  I t  s e e m s  t h a t  a b u s i n e s s m a n  h a d  
r e t u r n e d  to  a t t e n d  a t e n - y e a r  r e u n i o n  a t  h i s  c o l l e g e .  He d r o p p e d  b y  the  
e c o n o m i c s  d e p a r t m e n t  a n d  the  d e a n o f  e c o n o m i c s  w a s  t h e r e .  T h i s  m a n  
s a i d ,  " W h a t  do y o u  a s k  y o u r  s t u d e n t s  t o d a y  in  y o u r  f i n a l  e x a m i n a t i o n ?  
I c a n  r e m e m b e r  t h o s e  f i n a l  q u e s t i o n s  you  a s k e d  m e .  " T h e  d e a n  s a i d ,  
" H e r e  a r e  the  f i n a l  q u e s t i o n s  t h a t  we a r e  g o i n g  to  a s k .  " He l o o k e d  a t  
t h e m  a n d  s a i d ,  " T h e s e  a r e  t he  e x a c t  q u e s t i o n s  you  a s k e d  m e  t e n  y e a r s  
ago .  " " Y e s .  We a s k  the  s a m e  q u e s t i o n s  t h a t  we  d id  t h e n . "  " D o n ' t  you  
r e a l i z e  t h a t  the  s t u d e n t s  w i l l  p a s s  t h e m  on to  the  n e x t  y e a r ' s  c l a s s ? "  

IT 

He s a i d ,  " T h a t ' s  a l l  r i g h t .  In  e c o n o m i c s  we  c h a n g e  the  a n s w e r s .  
T h e  p o i n t  I w i s h  to  m a k e  i s  t h a t  p e r h a p s  t he  s t a n d a r d s  b y  w h i c h  

you  e v a l u a t e  w i l l  c h a n g e  a l s o  o v e r  a p e r i o d  of y e a r ,  and  so ,  c h a n g i n g  the  

a n s w e r s  i s  no t  n e c e s s a r i l y  a s  f a c e t i o u s  a s  i t  s o u n d s .  
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QUESTION:  I g a t h e r  that  na t iona l  i n c o m e  da ta  a r e  a s e n s i t i v e  
i n d i c a t o r ,  o r  s o m e  of i t s  c o m p o n e n t s .  Y e s t e r d a y  Dr .  G a i n s b r u g h  s a id  
that  the index  of p r i v a t e  i n v e s t m e n t s  was  the f i r s t  s i g n a l  of a d o w n w a r d  
o r  u p w a r d  change .  Wil l  you d i s c u s s  tha t?  

DR.  KRESS:  C o n t r a r i w i s e  to what  you would  expec t ,  i f  you look  
fo r  a r e c e s s i o n - - w h i c h  you have b e e n .  S o m e b o d y  on th is  p l a t f o r m  l a s t  

y e a r ,  Dr .  B u r n s ,  I th ink it was ,  s a i d  that  i f  we had a r e c e s s i o n ,  i t  
would  be  the b e s t - a d v e r t i s e d  one in the h i s t o r y  of the wor ld ,  the b e s t -  
o r g a n i z e d  one.  

P r o f e s s o r  B u r n s ,  of the Counc i l  of E c o n o m i c  A d v i s e r s ,  i n d i c a t e d  
at t h e s e  h e a r i n g s  on J u l y  12th and 13th, as  one of his  p r i v a t e  c o n t r i b u -  
t ions  to th is  s c h e m e ,  that  he has  d i s c o v e r e d  t h e s e  s e n s i t i v e  i n d e x e s .  
T h e r e  w e r e  at l e a s t  t h r e e  o r  four ;  and I th ink s o m e t i m e s  t h e r e  a r e  as  m a n y  
as  s e v e n  o r  e ight .  One of t h e s e  has  b e e n  p r i v a t e  i n v e s t m e n t s .  

If  a b u s i n e s s  m a n  d o e s n ' t  f e e l  that  the f u t u r e  is  going to expand  as  f a r  
as  his  p r o d u c t  i s  c o n c e r n e d ,  he n a t u r a l l y  d o e s n ' t  spend  any  m o r e  on c a p i -  
t a l  goods .  He r e t r e n c h e s .  So we can  wa tch  t h e s e  c e n s u s e s  of d u r a b l e  
goods  v e r y  c l o s e l y  as  i n d i c a t o r s .  T h e y  have  done v e r y  we l l  indeed ,  e s p e -  
c i a l l y  f o r  p r o d u c e r  goods .  

Now, new h o u s in g  c o s t s  have  s t a y e d  up f a r  l o n g e r  than anyone  thought  
t h e y  would .  T h e y  have  not gone down m u c h  f r o m  what  t hey  w e r e .  St i l l  
the n u m b e r  of new h o u s e s  c o n t i n u e s  to be  v e r y  high.  

Of  c o u r s e ,  it i s  a l w a y s  the peop le  who bu i ld  h o u s e s  and p l an t s  who 
get  out of  w o r k  f i r s t ,  that  is ,  c o n s t r u c t i o n  p e o p l e .  T h e y  m o v e  a r o u n d  
the c o u n t r y  a lot  to get  j obs .  While  we think of t h e m  as  ge t t ing  high 
w a g e s ,  a c t u a l l y  they  a r e  s u b j e c t  to p e r i o d i c a l  u n e m p l o y m e n t ,  bad  w e a t h e r ,  
and that  s o r t  of thing.  U s u a l l y  t hey  c r y  v e r y  qu i ck ly  when t hey  a r e  out 
of work .  T h e y  a r e  not  c r y i n g  at the m o m e n t .  

I a m  s u r e  that  the e c o n o m y  i s  i n h e r e n t l y  s t r o n g  and that  t h e s e  ad-  
j u s t m e n t s  a r e  p r o b a b l y  j u s t  the end of one job and the beg inn ing  of a n o t h e r .  
It t a k e s  a l i t t l e  t ime  to a b s o r b  t h e s e  w o r k e r s  that  a r e  le t  out of d e f e n s e  
p l an t s  into s o m e t h i n g  e l s e .  So, judg ing  b y  t h e s e  i n d i c a t o r s ,  i t  looks  l ike 
the e c o n o m y  is  a l l  r ight .  B u s i n e s s m e n  a p p a r e n t l y  th ink th ings  look  a l l  
r igh t .  T h e y  a r e  not c a n c e l i n g  c o n t r a c t s  o r  c a n c e l i n g  p lans  fo r  expans ion .  

C O L O N E L  B A R T L E T T :  Andy,  I want  to thank you fo r  y o u r  a d d r e s s  
th is  m o r n i n g .  As f a r  as  I a m  c o n c e r n e d  at  l e a s t ,  you  d idn ' t  le t  m e  down. 
I a m  s u r e  the  f a c u l t y  and s t u d e n t s  f e e l  the s a m e .  
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