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DR. KRESS: G e n e r a l  Hol l i s  and gentlemen.- Today  we a r e  going  
to d i s c u s s  n a t i o n a l  i n c o m e  data  and t h e i r  u s e s ,  and s ince  we a r e  
t a lk ing  about  da ta ,  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 nvo lv ing  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 l so  h a s t e n  to add that  I a m  not  u n a w a r e  
tha t  M a r k  Twain  long ago found tha t  t h e r e  w e r e  l i a r s ,  d a m n  l i a r s ,  
and s t a t i s t i c i a n s .  I p r e f e r  m y  old m o t h e r ' s  de f in i t ion  that  f i g u r e s  
d o n ' t  l ie ;  i t ' s  only tha t  l i a r s  f i gu re .  

Now the  se t  of t a b l e s  that  you have  wi l l  c o m e  in handy  th roughou t  
the  y e a r ,  e s p e c i a l l y  t h o s e  2 - 1 / 2  p a g e s  of de f in i t i ons .  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  U n i t - - s o m e  days  away of c o u r s e - - y o u  wi l l  
f ind y o u r s e l f  u s ing  t h e s e  i d e a s  on an i n t e r n a t i o n a l  b a s i s .  L a s t  y e a r ,  
on the  f ina l  p r o b l e m ,  t h e r e  was  a g r e a t  dea l  of d i s c u s s i o n  of the  i dea  
of g r o s s  n a t i o n a l  p roduc t .  

We a r e  go ing  to adopt  s ix  t op i c s  for  d i s c u s s i o n  h e r e  th i s  m o r n i n g .  

I. Na t iona l  I n c o m e  and I ts  U s e f u l n e s s  in t h e S t u d y  of the Na t iona l  
E c o n o m y :  

Na t iona 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 abor  and p r o p e r t y  
w h i c h  a r i s e  f r o m  t h e  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  by 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 wh ich  they  a c c r u e  to 
r e s i d e n t s ,  i n c l u s i v e  of 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 - - l a n d ,  l abo r ,  and c a p f t a l - - t a k e  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 .  

Now, bo th  the e c o n o m i s t  and the  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 ing  t h e s e  n a t i o n a l  i n c o m e  da ta .  The g e n e r a l  e c o n o m i s t - -  
and  I m u s t  p lead  gui l ty  to be ing  o n e - - i s  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 way the e c o n o m y  is  go ing .  
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 tudy,  the  e c o n o m i s t  a lways  wan t s  
to know "Why ?"  

The s t a t i s t i c i a n  is  equa l ly  i n t e r e s t e d  in t h e s e  data ,  and he a lways  
wan t s  to know " H o w ? "  He is  a lways  de f in ing  and r e d e f i n i n g  h is  d e f i -  
n i t i o n s  and 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  
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i n t e r e s t  a f t e r  d e v e l o p i n g  a n  o v e r a l l  c o n c e p t  a n d  h a s  l i t t l e  p a t i e n c e  w i t h  
t h e  f i n e  p o i n t s  of  t h e  s t a t i s t i c a l  p r o c e s s .  S i n c e  n a t i o n a l  i n c o m e  d a t a  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  t h e  u s e  of  s t a t i s t i c a l  a n d  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  a n d  p r a c t i c e s  w h i c h  c a n  b e c o m e  v e r y  t e c h -  
n i c a l  a n d  v e r y  t r i c k y - - y o u  a n d  I, a s  a m a t e u r  e c o n o m i s t s ,  w i l l  d o  b e t -  
t e r  t o  k e e p  o u r  d i s c u s s i o n  h e r e  on  a n o n t e c h n i c a l  l e v e l .  We  w i l l  f i n d  
t h e  " w h y "  a n s w e r s  a n d  l e a v e  to  t h e  s t a t i s t i c i a n s  t h e  " h o w "  t e c h n i c a l i t i e s .  

A t  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  a g o  I l e a r n e d  t h a t  
a s o c i a l  s c i e n t i s t  c a n  b e  i d e n t i f i e d  a s  a p e r s o n  w h o  c a n n o 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  a n y  q u e s t i o n  p u t  t o  h i m .  I r e c o g -  
n i z e  t h i s  a s  o n e  of  t h e  i d e n t i t i e s  of  m y  g r o u p ,  b u t  I s h a l l  t r y  t o  r e s i s t  
t h e  t e m p t a t i o n  to  l o o k  l e a r n e d  b y  r u s h i n g  in  to  a t t a c k  t o u g h  p r o b l e m s  
d u r i n g  t h e  q u e s t i o n  p e r i o d .  

I m i g h t  a d d  t h a t  I h o p e  m y  a s s o c i a t i o n  w i t h  y o u  in  t h e  l a s t  f e w  d a y s  
h a s  n o t  p e r m i t t e d  y o u  to  d e c i d e  t h a t  I a m  a n  e x p e r t ,  d e f i n i n g  t h a t  w o r d  
in  i t s  c o m p o n e n t  p a r t s ,  " e x ,  " f r o m  t h e  a n c i e n t  L a t i n  m e a n i n g  " a  h a s  
b e e n "  a n d  " s p u r t "  f r o m  t h e  m o d e r n  i d i o n  " a  d r i p  u n d e r  p r e s s u r e .  " 

In  t h e  l a s t  f e w  d a y s  y o u  h a v e  b e e n  h e a r i n g  e n o u g h  a b o u t  w h e t h e r  
o r  n o t  e c o n o m i c s  i s  a s c i e n c e ,  a n d  I s h a l l  n o t  go  i n t o  t h a t  p o i n t  t h i s  
m o r n i n g ,  b u t  I d o  w a n t  t o  p o i n t  ou t  t h a t  t h 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  
a p p r o a c h  i s  t h e  l a t e s t  m e t h o d  b y  w h i c h  t h e  e c o n o m i s t  h a s  t r i e d  to  g e t  
s o m e  s c i e n c e  i n t o  h i s  d i s c i p l i n e ,  a n d  f o r  v a r i o u s  r e a s o n s .  

T h 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  a p p r o a c h  a t t e m p t s  t o  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  w h a t  p u r p o s e ?  It  s e e k s  t o  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  a n d  of  c u r r e n t  e c o n o m i c  b e h a v i o r ,  
w h i c h  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  i s  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  
o f  w h a t  we  h a v e  a l r e a d y  l i v e d  t h r o u g h .  

I f  y o u  c a n  i d e n t i f y  t h e s e  p a t t e r n s ,  i f  y o u  c a n  t r a c e  t h e m ,  i f  y o u  
c a n  u n d e r s t a n d  t h e m ,  y o u  m a y  k n o w  w h a t  a c t i o n  to  t a k e  o r  t o  r e c o m -  
m e n d  in  c o n n e c t i o n  w i t h  f u r t h e r  d e v e l o p i n g  t h e  t r e n d  o r  in  f u r t h e r  r e -  
s t r i c t i n g  i t .  N o t i c e  I s a y ,  " Y o u  m a y  k n o w . "  T h 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 y o u n g  a p p r o a c h  in  t h e  a t t e m p t  t o  m a k e  a 
s c i e n c e  o f  e c o n o m i c s .  B u t ,  in  a d d i t i o n  to  t h a t ,  y o u  m u s t  s t i l l  r e l y  on  
h u m a n  j u d g m e n t  a s  to  w h a t  t o  d o  a n d  w h e n  to  d o  i t .  I t  i s  o n e  t h i n g  f o r  
t h e  e c o n o m i s t  to  t e l l  t h e  a u t h o r i t i e s ,  " T h i s  i s  t h e  s i t u a t i o n .  T h i s  a n d  
t h i s  i s  r e q u i r e d ,  " a n d  s o m e t h i n g  e l s e  to  g e t  t h e m  to  p u l l  t h e  t r i g g e r .  
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On 9 J u n e  1932, the  Uni ted  S t a t e s  S e n a t e ,  by  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 it on o r  b e f o r e  15 D e c e m b e r  1 9 3 3 - -  
g iv ing  h i m  about  18 m o n t h s - - w i t h  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 to ta l  n a t i o n a l  i n c o m e  of the  
Un i t ed  S t a t e s  fo 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 o n s  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  m i n i n g ,  
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 in fu l  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 o n d l y ,  i t  w a n t e d  a g r o u p  of e s t i m a t e s  showing  the  d i s t r i b u t i o n  
of t h i s  n a t i o n a l  i n c o m e  in ~he 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 .  T h u s  w a s  the  Uni t ed  
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 .  S o m e  n a t i o n s  had  
s u c h  a s y s t e m  p r i o r  to  t h i s .  The  s a m e  da ta  a r e  now c o l l e c t e d  by the  
Uni t ed  N a t i o n s  and p u b l i s h e d  p e r i o d i c a l l y  fo r  a l l  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 .  

The  c o n c e p t  of n a t i o n a l  w e a l t h ,  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  i n -  
c o m e ,  i s  a l w a y s ,  fo r  m e ,  m o r e  o r  l e s s  s t a t i c .  We a r e  a l l  a c c u s t o m e d  
to v a l u e  o u r  p o s s e s s i o n  as  w o r t h  thus  and so m u c h ,  but  we of ten  ge t  a 
r u d e  a w a k e n i n g  w h e n  we a c t u a l l y  a t t e m p t  to s e l l  t h e m ,  b e c a u s e  we f ind  
tha t  v a l u e - i n - u s e  and v a l u e - i n - t h e - m a r k e t - p l a c e  a r e  of ten  of v e r y  
d i f f e r e n t  m a g n i t u d e s .  But  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  at  
l e a s t  as  a m e a s u r e  of i n v e s t m e n t .  We s a y  that  the Uni t ed  S t a t e s  C a p i t o l  
B u i l d i n g  is  w o r t h  t h i s  o r  tha t  s u m  w h e n  i t  i s  not  for  s a l e  at  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  book  c a l l 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  fo r  the Uni ted  S t a t e s . "  It c o n t a i n e d  two 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 ,  and  an e s t i -  
m a t e  of the 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  and c o n t i n u e d  i t s  i n t e r e s t  un t i l  1922. It 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 the  Uni t ed  S t a t e s ,  about  two 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 :  
r e a l  e s t a t e ,  p e r s o n a l  p r o p e r t y ,  and s t o c k s  of c o n s u m e r  goods .  F o r  
1932 th i s  s tudy  w a s  le f t  u n c o m p l e t e d  fo l lowing  the 1930 c e n s u s ;  and  it  
w a s  not  even  a t t e m p t e d  fo l l owing  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 ,  the Na t iona 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  fo 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 th i s  p r o b l e m .  It p u b l i s h e d  a s tudy  g iv ing  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  l o t  e a c h  y e a r  f r o m  1896 t h r o u g h  1948. 
Th i s  s tudy i s  m o r e  e l a b o r a t e ,  and c o v e r s  v a l u e s  fo r  s ix  w e a l t h  c o m -  
ponents :  r e s i d e n t i a l  s t r u c t u r e s ;  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 ;  
g o v e r n m e n t  s t r u c t u r e s ;  land;  e q u i p m e n t ;  and i n v e n t o r i e s .  

F o r  1948 the  b u r e a u  found the e s t i m a t e d  w e a l t h  of the  Uni t ed  
S t a t e s  to be  800 b i l l i on  d o l l a r s ,  wi thout  a l l o w a n c e s  fo r  the  v a l u e s  of 
w o r t h  of m i l i t a r y  a s s e t s ,  for  c o n s u m e r s '  s e m i d u r a b l e s ,  for  c o n s u m e r  
p e r i s h a b l e s ,  fo r  s u b s o i l  a s s e t s ,  o r  fo r  c o l l e c t o r s '  i t e m s .  {As m i l i -  
t a r y  peop le  you wi l l  be  i n t e r e s t e d  in t h e i r  a l l o w a n c e  fo r  m i l i t a r y  i t e m s .  
If you want  to add t h e m  into  the n a t i o n a l  w e a l t h  at t h e i r  cos t  va lue ,  add 
10 p e r c e n t .  If you want  to add t h e m  in at what  you could  get  for  t h e m ,  
add one p e r c e n t . )  

Now, f r o m  1896 to 1928 the n a t i o n a l  w e a l t h  of the  Uni ted  S t a t e s  
doub led ,  r i s i n g  a l i t t l e  m o r e  than  2 p e r c e n t  p e r  y e a r .  F r o m  1928 to 
1944, a d e p r e s s i o n  and w a r  p e r i o d ,  it 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 ,  was  a c c o u n t e d  fo r  by the  c o n s t r u c -  
t ion  of new 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 1955, of c o u r s e ,  
t h e r e  has  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  goods .  The  
n a t i o n a l  wea l th ,  t h e n ,  of the Uni ted  S t a t e s  has  long s i n c e  p a s s e d ,  1 ,000 
b i l l i o n  d o l l a r s .  (Now, in Eng land ,  that  is  not  a t r i l l i o n ;  in the  Uni t ed  
S ta tes ,  i t  i s . )  T h o s e  f i g u r e s  a r e  for  1948. I have  r e c e n t l y  t r i e d - - p e r -  
haps  not  h a r d  e n o u g h - - t o  find m o r e  m o d e r n  e s t i m a t e s  but  I have  not  
found t h e m .  

HI. C o m p o n e n t s  of Na t iona 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 s .  

F i r s t ,  a de f in i t i on  for  g r o s s  na t i ona l  p r o d u c t .  GNP,  to use  a 
s h o r t e r  t e r m ,  i s  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  
goods  and s e r v i c e s  ac tua l ly  p r o d u c e d  and b e f o r e  the  d e d u c t i o n  of d e -  
p r  e c i a t ion  c h a r g e  s.  

We can a p p r o a c h  th i s  concep t  f r o m  two s ides :  F i r s t ,  we can  u se  
a s o - c a l l e d  " p r o d u c t "  a p p r o a c h ,  that  i s  we s t a t e  the  m a r k e t  v a l u e s  as  
the s u m s  paid  out for  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  fo 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  for  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 ,  plus  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 ne t  f o r e i g n  i n v e s t m e n t .  

4 
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G r o s s  p r i v a t e  d o m e s t i c  i nves tmen~  i n c l u d e s  newly  p r o d u c e d  c a p i -  
t a l  goods  by the va lue  of the  change  in the  v o l u m e  of i n v e n t o r i e s  and 
the  va lue  of new d w e l l i n g s ,  i nc lud ing  t hose  which  a r e  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  ne t  change  in i n t e r n a t i o n a l  a s s e t s  
and l i a b i l i t i e s  g r o w i n g  out of f o r e i g n  t r a d e .  It i n c l u d e s  goods ,  gold ,  
s e r v i c e s ,  g i f t s ,  and c o n t r i b u t i o n s .  

Now we can s t a te  the  GNP in a n o t h e r  way, u s ing  the i n c o m e  ap -  
p r o a c h .  In t h i s  c a se ,  GNP is  the to ta l  sum paid  out as  i n c o m e  to 
v a r i o u s  r e c i p i e n t s .  Thus  it i n c l u d e s  w a g e s  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  ne t  i n c o m e - - w h i c h  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  m e n - - 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 i n 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 de f in i t i on .  

S u p p l e m e n t s  to w a g e s  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 i ons  fo 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 ;  for  d i r e c t o r s '  f ee s ;  and the  pay of the  m i l i t a r y  
r e  s e r v e .  

R e n t s  i nc lude  i m p u t e d  s~rns to c o v e r  the ne t  r e n t a l  va lue  of o w n e r -  
o c c u p i e d  h o m e s .  

Net  i n t e r e s t  i n c l u d e s  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 nanc i a l  i n t e r m e d i a r i e s .  

C h a r t  1, page  6, 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 ing  
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  th i s  g r a p h  we can  d e v e l o p  the  
f ive  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  or  t e r m s .  

The  f i r s t  c o l u m n  shows  the i t e m s  tha 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 .  They  inc lude  w a g e s  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  
n e t  i n c o m e ;  r e n t s ;  i n t e r e s t ;  c o r p o r a t i o n  e a r n i n g s  in the  f o r m  of d i v i r  
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 axes ;  i n d i r e c t  b u s i n e s s  t axes ;  and an 
a l l o w a n c e  for  d e p r e c i a t i o n .  

At the  foot of the  co lumn ,  e n c o m p a s s e d  in a b r o k e n  l ine ,  a r e  
the  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 coun t ing  the va lue  of the s a m e  th ing  m o r e  
than  o n c e - - i s  the  bugaboo  of the  n a t i o n a l  i n c o m e  accoun tan t .  We m u s t  
avo id  coun t ing  in the  va lue  of the  s a m e  th ing  tw ice .  



U~UO 

CHAR? I 

GNP 

"0 o 
a. 

15 
Z 

o 
O 

Wages 
and 

Suppl'm'ts 

Unincarp't'd 
Net Income 

Rents 

Interest 

Dividends 

Undistrib. 
Profits 

Corporate 
Taxes 
Indirect 
Business 

Taxes 
Depreciation 

Purchases 
from 

Other Firms I 

1. From Total of All 
Business and Gov'm't 

Expense Items 

Drop 
Purchases from 

Other Firms 

to Get 
GNP 

N A T I O N A L  INCOME CONCEPTS 

N N P  

Wages 
and 

Suppl'm'ts 

Unincorp't'd 
Net Income 

Rents 

Interest 

° - -  

Undistrib. 
Profits 

~L Corporate 
Taxes 
Indirecl 
Business 

Nat iona l  
Income ._ ._ 

---Wages--- 
and "6 o 

Suppl'm'ts "G u 

Unincorp't'd '~ ~ 
N~t Income 

Rents 

Interest 

Dividen-~s 

Undistrib. 
Profits 

Corporate 
Tgxes 

Taxes 3. From NNP 

Drop 
2. From GNP Indirect Business 

Drop Taxes 
Depreciation to Get 

to Get National Income 
NNP 

Personal 
Income 

Transfers 

Wage 
Receipts 

Unincarp't'd 
Net Income 

Rents 

Interest 

Dividends 

Disposable 
Income 

Personal 
Taxes  

Consumption i c 
Expenditure • 

Net i 
Personal 

Saving 

4. From Nai'l Income 5. From Personal 
Drop Income 

(a) Undistrib. Profits Drop 
(b) Corporate Taxes Personal Taxes 
(c) Social Security to Get 

Tax Contributions Disposable 
Add Income,. 

(d) Transfers Which is Sum 
to Get of Consumption 

Personal Income t- 
(or "Income Saving 
Payments") 

FIG. 7. This summarizes the relationships between gross national product, net national 
product, national income, personal income, and disposable income. (SouRcE: Depart- 
~nent of Commerce revised concepts, adapted from Richard Ruggles, "Harvard Ecmt,'1 
Syllabus.") 

From EUONOMICS: An Introductory Analysis by 
Paul A. Samuelson. Copyright, 1948. Courtesy 
of McGraw-Hill Book Co., pp. 2&2-44. 



An e x a m p l e :  A f a r m e r  s e l l s  w h e a t  to a f lou r  m a n u f a c t u r e r .  The 
c o s t  of the w h e a t  i s  coun ted ,  once .  To th i s  cos t  i s  a d d e d  only  the  
a d d i t i o n a l  v a l u e  c a u s e d  by the f l ou 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  
in to  f l o u r .  The  va lue  of the w h e a t  i s  not  added  the  s e c o n d  t i m e .  The  
s a m e  p r o c e s s  ho lds  for  the b a k e r ,  the  w h o l e s a l e r ,  and the r e t a i l e r .  
F i n a l l y ,  w h e n  the  cos t  of the loa f  of b r e a d  i s  added  up,  it  i s  14, 15, 
o r  16 c e n t s ,  wi thou t  the cos t  of w h e a t  hav ing  b e e n  added  in s e v e r a l  
t i m e s .  The  s a m e  th ing  would  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  s e c o n d  b a r  on the c h a r t  i s  l a b e l l e d  " N N P , "  ne t  n a t i o n a l  p r o d -  
uc t .  You  w i l l  n o t i c e  the  c o l u m n  is  c o m p o s e d  of the s a m e  i t e m s ,  e x -  
c ep t  the  i t e m  of d e p r e c i a t i o n  at  the  b o t t o m ,  w h i c h  has  b e e n  e l i m i n a t e d .  
D e p r e c i a t i o n  i s  the a m o u n t  of the  n a t i o n a l  p r o d u c t  tha t  m u s t  be  s e t  
a s i d e  e a c h  y e a r  to r e p l a c e  the c u r r e n t  c o n s u m p t i o n  of d u r a b l e  c a p i t a l  
g o o d s .  A p a r t  of the  p r o d u c t  i s  r e t a i n e d  as  c ap i t a l  r e p l a c e m e n t .  So 
g r o s s  n a t i o n a l  p r o d u c t ,  l e s s  d e p r e c i a t i o n ,  e q u a l s  ne t  n a t i o n a l  p r o d u c t .  
The  r e s t  of the  i t e m s  i n c l u d e d  a r e  the  s a m e .  (I m i g h t  add tha t  d e -  
p r e c i a t i o n  i n c l u d e s  the d e p r e c i a t i o n  c h a r g e s  a g a i n s t  o w n e r - o c c u p i e d  
h o m e s .  ) 

U n d e r  the  next  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 rop  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 ,  and s o m e  r e a l  e s t a t e  t a x e s .  Whi le  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 hey  a r e  not  i n c o m e  to r e c e i v e r s .  

What  about  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 hey  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  ge t s  t h e m ;  i n c o m e  r e c e i v e r s  do not .  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 hey  a r e  d i s t r i b u t e d  as  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 .  

But  w e  a l s o  add 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  w i l l  n o t i c e  the  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 ,  above the 
h e i g h t  l e v e l  of the  o t h e r s .  Th i s  i s  b e c a u s e  e x t r a  o r  added  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 ,  and e v e n  g i f t s .  T h e s e  s u m s  m a y  not  
have  b e e n  e a r n e d  in the y e a r  in w h i c h  they  a r e  b e i n g  d i s t r i b u t e d ,  but  
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  to t a l  o v e r  tha t  i n d i c a t e d  by  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 .  
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F i n a l l y ,  we c o m e  to the  l a s t  co lumn ,  wh ich  is  l a b e l l e d  " D i s p o s -  
ab le  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  away,  you s a v e  s o m e  
and spend  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 nc lude  not  
only the  m a r k e t  va lue  of goods  and s e r v i c e s  p u r c h a s e d ,  but  a l s o  i n -  
c o m e  in k i n d - - a n  i m p u t e d  va lue  fo r  food,  c lo th ing ,  hous ing ,  and 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 ,  but  d o e s  not  i nc lude  p u r c h a s e s  of new 
d w e l l i n g s ,  wh ich  a r e  c l a s s i f i e d  as cap i t a l  goods .  

You wil l  n o t i c e  tha t  th i s  c h a r t  i s  t aken  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 "  by P a u l  S a m u e l s o n ,  one of y o u r  c o l l a t e r a l  
r e a d i n g  t e x t s .  You m a y  say: "It  i s  a l l  v e r y  w e l l  fo r  e c o n o m i s t s  to 
put a p r e t t y  d r a w i n g  in to  a t h e o r e t i c a l  t ex tbook ,  but  what  i s  i t s  p r a c -  
t i c a l  app l i c a t i on  ? "  L e t  us  s e e .  

C h a r t  2, page  9, 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 .  Th i s  is  the v e r y  s a m e  c h a r t  tha t  we jus t  saw,  a c t u a l l y  u s i n g  
Uni ted  S ta tes  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  for  1954. T h e s e  
c o l u m n s  a r e  chopped  off at  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  Na t iona l  P r o d u c t - - t h e  f i r s t  i t e m  
is  Cap 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  and e c o n o m i c  ob -  
s o l e s c e n c e )  29 .3  b i l l i o n  d o l l a r s  fo r  the  y e a r  1954. Tha t  was  the  l a s t  
i t e m  in the  c o l u m n  on the o t h e r  c h a r t .  We deduc t  i t  f r o m  c o l u m n  2, 
and a r e  le f t  w i th  Net  N a t i o n a l  P r o d u c t .  Deduc t  30 .3  b i l l i o n  d o l l a r s  
f o r  i n d i r e c t  b u s i n e s s  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  l e f t  wi th  Na t iona l  I n c o m e .  (Now a s t a t i s t i c a l  d i s c r e p a n c y  s o m e -  
t i m e s  a r i s e s  out of the  d i f f e r e n c e  of the two m e t h o d s  of c o m p u t i n g  
g r o s s  n a t i o n a l  p r o d u c t .  The  p r o d u c t s  m e t h o d  u s e d  the  s u m s  pa id  out  
fo r  the  p r o d u c t s ;  the o t h e r  way,  we coun ted  i n c o m e  r e c e i v e d  by peop le  
fo r  m a k i n g  t h o s e  p r o d u c t s .  The two m e t h o d s  shou ld  check ,  one on the  
o the r ;  and shou ld  b a l a n c e  out.  Of c o u r s e ,  if  t hey  don ' t ,  you j u s t  put 
in  tha t  l i t t l e  i t e m  for  " s t a t i s t i c a l  d i s c r e p a n c y .  ") 

P e r s o n a l  i n c o m e  for  1954 was  286 .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  took  33 .0  b i l l i on  d o l l a r s ,  l e a v i n g  d i s p o s a b l e  i n c o m e  of 253 .5  
b i l l i o n  d o l l a r 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  234 .0  b i l l i o n  d o l l a r s ;  so we s a v e d  19.5 b i l l i o n  d o l -  
l a r s  fo r  tha t  y e a r .  

We s e e ,  then ,  that  s o m e b o d y  i s  w o r k i n g  v e r y  h a r d  at  c o l l e c t i n g  
and k e e p i n g  t h e s e  s t a t i s t i c s ,  day a f t e r  day .  You can jus t  i m a g i n e  the  

8 
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C ~ T  

RELATION OFGRC~SNATIONALPRODUCT, NATIONAL IN COMEAND..P~SONALINCGMR., 

U. S. 195~ 
(billions of dollars)  

Capital Consumption 
Allowances (Depreciation 

GROSS 
NATTONAL 
PRODUCT 

&Econ. Obsolescence) 9 . 3  

N~T 
NATI0~AL 
PRODUCT 
(GNP less 
Devreciation) 

Indirect Business Taxes 30.3 
Business Transfer Payments 1.0 
Statistical Discrepancy -3.7 

Corporate Prof i t s  and Inven- 
tory Valuation Adjustment 

Corp. Taxes 17.2 
Undist. Prof i t s  8.0 
Dividends 9.9 
Inv.Val.AdJat. -.2 

3~.9 

30.3 
1.0 

-3.7 
NATIONAL 
INCOME 

(NNP less 
Indirect  Bus. 
Taxes & Trenaf) 

3 .9 3 .9 3 .9 

P~SONAL 
INCOME 

(NZ fen" ~ d i s t r .  
P nts a .c.  az s) 

9.9 

Interest 9.1 9.1 9.1 9.1 

Rents 10.9 10.9 1.O.9 10.9 

Unincorporated Met Income 37.8 
(Business-Professional-Fans) 

37.8 57,S 57.8 

Wages and Supplements 

Govt. ~ a n s f .  Pats.  iE.8 
Net In t .  paid byGsvt 5.3 
BUs. ?~-ansf. Pats. i.O 

Less Social Seeur. Pints. 9.7 

TOTAL 357.2 327.9 300.0 286.5 

Personal Incomep 286.5, less  Persmal  Taxes, 33.O, equals Dis voaable Income, 253.5 

Disposable Income, 253.5, less Personal Ssvingap 19.5, equals 
Personal Conaunmtion Expenditures, 23~.0 

(Sources Department of Comaerce, Survey of Current Businessp February 1955.) 
(Revised totals in the July issue) 

Discrepancies in addition are due to rounding up. 
9 
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n u m b e r  of c l e r k s ,  s t a t i s t i c i a n s ,  and the a m o u n t  of e q u i p m e n t  i t  t a k e s  
to g a t h e r  t h e s e  da t a  t h r o u g h o u t  the c o u n t r y  and to keep  t r a c k  of t h e m ,  
l a r g e l y  in the D e p a r t m e n t  of C o m m e r c e .  

P r 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 t a  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 tha t  we w e r e  not to be  c r i t i c i z e d  too s t r o n g l y ,  
a s  a Na t ion ,  fo 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 t a  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  1954, 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 hey  w e r e  u s e f u l  and in wha t  w a y s  t hey  cou ld  be  i m p r o v e d .  
T h e r e  w e r e  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  f o u n d a t i o n s ,  the  a u t o m o -  
b i l e  i n d u s t r y ,  the  p a c k i n g  i n d u s t r y ,  r e p r e s e n t a t i v e s  of l a b o r ,  of f i -  
n a n c e ,  of s t a t e  and l o c a l  g o v e r n m e n t s ,  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 .  E v e r y o n e  had  a r e p r e s e n t a t i v e  t h e r e .  In 
g e n e r a l ,  what  did t hey  w a n t ?  They  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  and t hey  w a n t e d  t h i s  m a t e r i a l  to c o m e  t h r o u g h  a l i t t l e  bi t  f a s t e r .  
But  not  one of t h e m  s u g g e s t e d  tha t  we do away  wi th  any  p o r t i o n  of i t .  

Now if you  w i l l  t u r n  to C h a r t  3, page  11, we w i l l  s e l e c t  s o m e  of 
the  i t e m s  tha t  w e r e  in the  o t h e r  and look  at  t h e m  a l i t t l e  b i t  m o r e  
c a r e f u l l y .  

C h a r t  3 shows  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 234 .0  b i l l i o n  d o l l a r s  
wen t  fo 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 .  

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 46 .1  b i l l i o n  d o l l a r s  w a s  
d iv ided  b e t w e e n  27 .6  b i l l i on  d o l l a r s  fo r  new c o n s t r u c t i o n  and 22 .2  
b i l l i o n  d o l l a r s  fo 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 .  S ince  t h e r e  w a s  a 
r e c e s s i o n  at  t ha t  t i m e ,  p a r t  of the y e a r  1954 and b e g i n n i n g  in 1953, 
i n v e n t o r i e s  w e r e  w r i t t e n  down by  3 .8  b i l l i o n  d o l l a r s .  

Net  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 . 4 b i l l i on  d o l l a r s .  T h i s  
s i m p l y  m e a n s  tha t  m o r e  gold ,  goods ,  and gi f ts  wen t  out of the  c o u n t r y  
than  c a m e  in .  

G o v e r n m e n t  p u r c h a s e s  of goods  and s e r v i c e s  of 77 .5  b i l l i o n  d o l -  
l a r s  w e r e  d iv ided  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 50 .0  b i l l i o n  d o l -  
l a r s ,  and 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  of 27 .5  b i l l i o n  d o l -  
l a r s .  

Next ,  C h a r t  4, page  12, 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  shown but  
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  ju s t  s t u d y  it f o r  y o u r s e l v e s - -  
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CHART 3 

GROSS N/ITI.ONALpRODUCT OR ,EXP~D, I,T~RE, lc)SA 

(billions of dollars) 

Personal Consumption Expenditures, 
Durable Goods 
Non-durable Goods 
Services 

(23 .o) 

Gross Private Domestic Investment, (k6ol) 
New Constructions 

Residential Non-farm 
Other 

Producezs' Durable Equipment 
Less Total Change in Business Inventory 

(~on-farm Only, -3.8) 

Net Foreign Investment 

Government Purchases of Goods and Services, 
Federalz 

National Securityz 
National Defense 
Other National Security 

Others 
Less Government Sales 

State and Local: 

28.9 
120.5 
8~.6 

13o~ 
IAo3 
22°2 
-3.7 

-o~ 

~ . 1  
1.~ 
6.7 

~7.5 

GROSS NATIONAL PRODUCT 357.2 

Source: U. S. Department of Commerce, Survey of Current Business, 
February 1955. (Revised to ta l s  in July issue.)  

Discrepancies in addition are due to rounding up. 
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CHART & 

N~TIONAL .INCOUE OF T~ UNITED STATES BT DISTRIBUTIVE SHARES, 195& 

(billions of dollars) 

Cm~ensation of Employees 
Wages~and Salaries$ 

Private 
Military 
Government Civilian 

Supplements (Largely Social 
Security and Pension Con- 

tributions) 

161.9 
9.6 
~.I 

11.7 Z)7.3 

Unincorporated Enterprises 
Business and Pro£essional  
Faro 

Rental  Income of Persons 

Corporate P r o f i t s  and Inventory 
Adjustments s 
Corporate P r o f i t s  Tax L i a b i l i t y  
Corporate P r o f i t s  After  Taxes 

Corporate Dividends 9,9 
Undistr ibuted P r o f i t s  8.0 

Inventory Adjustment -,2 

25.9 
11.9 37.8 

10.9 

17.2 
17.8 34.9 

9 .1  Met I n t e r e s t  ~ 

NATIONAL INC OgE ~0o.o 

Sourcet U. S. Department of C ~ e r o e ,  Survey  of Current Business,  
February 1955. (Revised t o t a l s  in Ju ly  i ssue)  

Discrepancies in addi t ion are due to rounding up. 
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a l i t t l e  l a t e r  of c o u r s e .  M i l i t a r y  w a g e s  and s a l a r i e s  a r e  shown,  as  we l l  as  
g o v e r n m e n t  c i v i l i a n  w a g e s  and s a l a r i e s .  (I point  tha t  out b e c a u s e  fo r  
s o m e  y e a r s  m i l i t a r y  w a g e s  a r e  not  s e p a r a t e d  out .  Why,  I d o n ' t  know.} 

You 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  for  c o m p a r i -  
son p u r p o s e s .  Two c h a r t s  m a y  be  he lp fu l .  T h e y  a r e  C h a r t s  5 and 6, 
p a g e s  14 and 15. 

Bo th  of t h e s e  c h a r t s  i l l u s t r a t e  ou r  i n c o m e  da t a  c o n c e p t s  fo r  a 
s e r i e s  of y e a r s - - 1 9 2 9 ,  1933, 1947, 1952, and 1954. T h e s e  y e a r s  w e r e  
s e l e c t e d  f o r  d e f i n i t e  r e a s o n s :  1929 was  our  b e s t  y e a r  up to tha t  da te ;  
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 the  two c u r r e n t  
y e a r s ,  bo th  qui te  good .  E a c h  to 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 5  
p r e v a i l i n g  f o r  tha t  y e a r .  VCe had p e r s o n a l  i n c o m e  in i929 of 85 .8  b i l -  
l ion  d o l l a r s .  It d r o p p e d  to 47 .2  b i l l i o n  in 1933, but  p r i c e  l e v e l s  w e r e  
m u c h  l o w e r .  By  1947 we w e r e  at 190.5  b i l l i o n  d o l l a r s ,  and l a s t  y e a r  
e n j o y e d  2 8 6 . 5  b i l l i on  d o l l a r s .  

IV. Use  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 .  

E c o n o m i s t s  l i ke  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  and s e r v i c e s .  But  p r i c e  l e v e l s  have  a way  of s h 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 nex t ,  
w h i l e  p r i c e s  doub le ,  r e a l  i n c o m e  is  a c t u a l l y  h a l v e d .  To c o m p a r e  n a -  
t i o n a 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  
by  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 .  

I have  C h a r t  7 h e r e  wh ich  i l l u s t r a t e s  the p r o b l e m .  

CHART 7 

INDEX N U M B E R  CONSTRUCTION 

1900 1901 
Commodi ty  Base P r i c e  100 P r i c e  P e r c e n t a g e  

(dollars) (doLlars) to base 

I ron  15 ton 100 20.00 133 
Wheat 1 bushel  100 L 25 125 
Cotton . 1 0 l b .  100 .10 100 
Wool . 4 0 l b .  100 .36 90 

Total  400 448 

Average  (ar i thmet ic  mean) 100 112 
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DISPOSITION OF P~tSONAL..,,.INq .~E..-LS~.~T~ ,YEAP~ 

(bi l l ions of dollars) 

± ~ i ,, , , i ,, , i 

1929 193~ I?h7 1952 
, | , , i , - - -  

PERSONAL INCOME 85.8 ~7.2 190.5 271.2 

DISPOSABLE INCOME 83.1 /+5,7 169.0 236.9 

i I I  i I l l  

199~ 

2e6.5 

23~.0 

P~SONAL SAVINGS /,.2 -.6~8 A.0 18./, 19,5 

Sources U. S. Department of Coaaerce, National Income, 195/,, and 
Survey of Current Business, February 1955. 
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CXART 6 

RELATION OF. GROSS NATIONAL PR_ODUCT, NATIONAL INCO.ME, .AND ,,FErSON~ L 

INCOME - SELECTED YEARS 

(billions of dollars) 

O0,.OA 

-- j, 

1929 1933 1%7 

, , , .,, t t 

1952 195~ 
~. i i . , i t_. 

3h6.1 357.2 

291.0 300.0 

271,2 286,5 

GR06S NATIOMALPRODUCT iO~,~ 56.0 232,2 

NATIONAL INCOME 87.8 &O.l 197,2 

PERSONAL INCOME 85,8 &7,2 190.5 

8ources U. S. Depar~ent of Commerce, National Income, 195~, and 
Survey of Curr~t Business, February 1955. 
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Thi s  c h a r t  i l l u s t r a t e s  i ndex  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  a r e l a t i v e  of the b a s e .  
I r o n  so ld  fo r  15 d o l l a r s  p e r  ton in 1900 and fo r  20 d o l l a r s  in 1901, 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  t i m e s h o W n ,  
g iv ing  us  a p r i c e  r e l a t i v e  of 90. 

Now 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  i s  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  by  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  for  the y e a r s  1947-49 is  t a k e n  
as  the  b a s e  y e a r .  The  c u r r e n t  p r i c e  index  is  s t a t e d  as  s o m e  p e r c e n t -  
age  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 i v i d e d  
by the  p r i c e  index .  By c o m p a r i n g  m o n e y  n a t i o n a l  i n c o m e  and  r e a l  n a -  
t i ona l  i n c o m e ,  we can  spot  i n f l a t i on  p e r i o d s  and d e f l a t i o n  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 i v e s  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 .  

C o n s t a n t - d o l l a r  p r i c e  i ndex  s e r i e s  fo r  any 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  has  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  index  fo r  the Uni t ed  S t a t e s  s i n c e  1770. He 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 .  You w i l l  f ind i t  on page  284 of the  f i r s t  
e d i t i o n  of has book .  You a l s o  have  it as  one of the v i s u a l  a i d s  in the  c o n -  
f e r e n c e  r o o m s .  

I have  c o n s t r u c t e d  a t a b l e - - C h a r t  8, page  1 7 - - s h o w i n g  G N P  in c u r -  
r e n t  and  in  c o n s t a n t  d o l l a r s  u s i n g  t h r e e  d i f f e r e n t  y e a r s  as  a b a s e  o r  
i ndex  of c o n s t a n t  d o l l a r  m e a s u r e m e n t .  The t ab le  shows  G N P  in c u r -  
r e n t  d o l l a r s  fo r  f i v e - y e a r  p e r i o d s  f r o m  1910; it  m e a s u r e s  G N P  fo r  the  
s a m e  p e r i o d s  in c o n s t a n t  1939 d o l l a r s ,  in c o n s t a n t  1947 d o l l a r s  and in 
c o n s t a n t  1954 d o l l a r s .  Now you wi l l  n o t i c e  t h e r e  a r e  s o m e  gaps  in 
t h e s e  s t a t i s t i c s .  I had h a r d  w o r k  p i ck ing  up s o m e  of tha t  i n f o r m a t i o n  
and  put t ing  i t  t o g e t h e r .  ( T h e r e  a r e  s o m e  i n t e r p r e t a t i v e  n o t e s  at  the  
b o t t o m  of the  t ab l e  w h i c h  wi l l  be  m o r e  m e a n i n g f u l  a f t e r  you  have  a 
c h a n c e  to s t u d y  the s t a t i s t i c s .  Not  j u s t  now,  I h a s t e n  to a d d . )  

V. A n a l y s i s  of 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 have  p r e v i o u s l y  no ted  tha t  the  f i r s t  s t ep  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  da t a  c a m e  in 1932, w h e n  the  Sena 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 .  The s e c o n d  s tep  c a m e  in 1946, when  the  Na t ion  d e c i d e d  to m a k e  
f u r t h e r  u s e  of such  da t a .  You wi l l  r e m e m b e r  tha t  in the ' 30 ' s  we got  
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.ATI AT PROD T..m CtU EN.T.....AND CONS.T, AN7 VALUE DO.mS 

( se lec ted  years  - billions of dollars) 

~P C~P ~P ONP 
~.~ C~r~ent Dollars .1939 Do ll~rp 19&7 Dollars !95& Dollarm 

1910 36.7 46.2 I00.0 

191.5 ~2.1 49.8 112.0 

1920 85.0 55.7 123,0 

1925 88.0 71,3 155,0 

1930 91,1 78,1 135,2 16~.3 

1935 72,5 73,9 127,8 153o0 

19h0 100.6 100.0 171.6 205 • 9 

19A5 213.5 153./, 263 .I 311.8 

1950 285 .I 154.3 26h.7 318.5 

1953 364.9 ----- 306.6 368.5 

1954 35?.2 .... 2.9?.0 357.2 

Sourc®s Varia • 

Noteet Between 1929 and 19501 

(a) Prices increased more than 50~. 
(b) Physical volume of  output increased 80~, (Consumers received 

2/3; Government took I/5, and investment required I/7.) 
(c) Real output per capita increased ~%, (Population and work 

force increased roughly by 1/4 each). 
(d) Rate of expansion in real volume of output averaged 2 3/~% yearly. 
(e) Government purchases of goods and services absorbed ~ of GNP 

in 1929 and 15% in 1950. In constant  1939 d o l l a r s j  the per -  
centage going to Government increased from ~ to 13~. 
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u s e d  to c o n s i d e r i n g  such  top ic s  as  " e c o n o m i c  m a t u r i t y "  and " e c o n o m i c  
s t ag n a t i on .  " T h e r e  was  a l s o  the p o s t w a r  q u e s t i o n  as  to w h e t h e r  we 
would  s ink  b a c k  in to  e c o n o m i c  s t agna t ion  fo l lowing  the c l o s e  of Wor ld  
W a r  II. 

To avoid  tha t  in w h a t e v e r  ways  p o s s i b l e ,  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  Act  of 1946, a p p r o v e d  in F e b r u a r y .  It i s  p o p u l a r l y  known 
as  the  " fu l l "  e m p l o y m e n t  act ,  s i nce  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 has  e m p l o y m e n t  and who n e e d s  i t .  The s t a t ed  p u r p o s e s  of 
the  act  a re :  (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  cond i t i ons ,  u n d e r  which  t h e r e  wi l l  be a f f o r d e d  u se fu 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 ,  and p u r c h a s i n g  p o w e r .  

To a c c o m p l i s h  th i s  p u r p o s e ,  the  P r e s i d e n t  of the  Uni ted  S ta te s  i s  
r e q u i r e d  to send  to C o n g r e s s ,  wi th in  60 days  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 ,  c o m m e n c i n g  in 1947, an e c o n o m i c  r e p o r t .  T h i s  
r e p o r t  i s  c a l l e d  "The  E c o n o m i c  R e p o r t  of the  P r e s i d e n t . "  Th i s  h a p -  
p e n s  to be the l a t e s t  ( exh ib i t i ng  copy).  

The R e p o r t  of the  P r e s i d e n t  m u s t  t e l l  the  C o n g r e s s  four  th ings :  

1. The l e v e l s  of e m p l o y m e n t ,  p roduc t ion ,  and p u r c h a s i n g  p o w e r  
ob ta in ing  in the  Uni ted  S ta tes ,  and such  l e v e l s  as  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  in Sec t ion  2 of the  Act .  

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 the  e c o n o m i c  p r o g r a m  of the  F e d e r a l  G o v e r n -  
m e n t  and a r e v i e w  of e c o n o m i c  cond i t i ons  in the Uni ted  S ta tes ,  as  w e l l  
as  t h e i r  e f fec t  upon 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 .  

4. F i n a l l y ,  a p r o g r a m  for  c a r r y i n g  out the po l i cy  d e c l a r e d  in 
Sec t ion  2, t o g e t h e r  wi th  such  r e c o m m e n d a t i o n s  fo 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  d e s i r a b l e  o r  n e c e s s a r y .  

How d o e s  the  P r e s i d e n t  a c c o m p l i s h  t h e s e  t a s k s ?  He m a k e s  a r e -  
po r t ,  wi th  the  a s s i s t a n c e  of the Counc i l  of E c o n o m i c  A d v i s e r s .  The  
P r e s i d e n t ' s  r e p o r t  i s  r e c e i v e d  by the  C o n g r e s s  and t u r n e d  o v e r  to the  
J o i n t  C o m m i t t e e  on the  E c o n o m i c  R e p o r t .  The  Jo in t  C o m m i t t e e  i s  
a c o n g r e s s i o n a l  c o m m i t t e e ,  c o m p o s e d  of s e v e n  m e m b e r s  f r o m  e a c h  
H o u s e .  Th i s  Jo in t  C o m m i t t e e  has  i t s  own e c o n o m i c  staff ,  and  they  
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c h e c k  up on the P r e s i d e n t ' s  e c o n o m i c  s taff  to see  if  t hey  a l l  c o m e  to 
the  s a m e  c o n c l u s i o n .  This  s taff  a l s o  m a k e s  a con t inu ing  s tudy of fhe 
s a m e  m a t t e r s  t r e a t e d  in the P r e s i d e n t ' s  R e p o r t .  

By I May 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 t s  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 o n  m a y  be  d e s i g n e d  to a u g m e n t  a p p a r e n t  
t r e n d s  or  it m a y  a t t e m p t  to of fse t  such  t r e n d s .  

The 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 ,  C h a r t  
9, page 20, p r e v i o u s l y  known as  "The  N a t i o n ' s  E c o n o m i c  A c c o u n t "  a n d  
now c a l l e d  "The  N a t i o n ' s  I n c o m e ,  E x p e n d i t u r e  Saving.  " 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 aph 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 .  " The tab le  shows  an accoun t ing  of both  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 .  We a r e  i n t e r e s t e d  h e r e  only 
in  the type of i t e m s  inc luded  in th i s  b a l a n c e  s h e e t  r a t h e r  than  the a c -  
tua l  s t a t i s t i c s .  

We s e e  the  c o n s u m e r s '  g roups  had r e c e i p t s  of 253 .6  b i l l i on  d o l -  
l a r s ,  but  e x p e n d i t u r e s  of only 234 .0  b i l l i on  d o l l a r s ,  r e s u l t i n g  in an 
o v e r a g e  or  s a v i n g s  of 19.6 b i l l i on  d o l l a r s .  

The b u s i n e s s  g r o u p s  show 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 ion  of only 37 .3  b i l l i on  d o l l a r s ,  but  ac tua l  e x p e n d i t u r e s  of 46 .1  b i l -  
l ion  d o l l a r s .  The b a l a n c e  of 9 b i l l i on  d o l l a r s  had to  be b o r r o w e d  f r o m  
s o m e w h e r e ,  but l a r g e l y  f r o m  s a v i n g s .  

Now, I do not  n e e d  to r e h e a r s e  th i s  e n t i r e  c h a r t  wi th  you.  I want  
only to point  out tha t  it i s  a b a l a n c e  s h e e t .  The to t a l s  of the two c o l -  
u m n s  c o v e r 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  be  the s a m e ;  they  m u s t  
m a t c h .  When they  do not ,  t h e r e  is  added  the  l i t t l e  i t e m  for  " 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  of t h e s e  m o n t h l y  g r a p h s  and e a c h  annua l  c h a r t  on the N a t i o n ' s  
e c o n o m i c  a c c o u n t s  is  r e g a r d e d  as a p h o t o g r a p h  of the p r e v a i l i n g ,  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 -  
phic  " s t i l l ;  " not  a m o v i e  o r  con t inuous  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  as  it was  on a c e r t a i n  day 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  th i s  s tock  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 ac tua 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  the  ups and downs  of b u s i n e s s  and f inance .  If a f o r m e r  p a t t e r n ,  
wh ich  had b e e n  fo l lowed  by poor  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 
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Net Foreign Investment 
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or Investment, (minus) 

GOVERNMENT (Federal, State, and local) 
Tax and Non-tax Receipts or Accruals 90.1 
Less Transfers, Interest and 
Subsidies, (net) 19.9 

Net Receipts 
Total Government Expenditures 97.~ 

19.9 
Less Transfers, Interest and 
Subsidies, (net) 
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77.5 

357.1  57.1 

-9.0 

.6 
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Source: Midyear Economic Report of the President, January 19;5. 
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b e  r e c u r r i n g ,  p e r h a p s  t h e  C o n g r e s s  c a n  do s o m e t h i n g  in the  way  of  
l e g i s l a t i o n  to  a l t e r  t he  p a t t e r n .  

A l l  of t h e  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  d e -  
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 .  O u r  i n t e r e s t  t h i s  m o r n i n g  i s  on ly  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  b e c a u s e  o u r  s p e a k e r  y e s -  
t e r d a y  t r e a t e d  t he  b a l a n c e  so  n i c e l y .  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 o  s e e  i f  we can  i n t e r p r e t  t h e m .  

GROSS NATIONAL PRODUCT OR EXPENDITURE 
The gross national product rose substantially in the second quarter to a new record high oF about $385 billion (sea- 
sonally adjusted annual rate), according to current estimates. Increases of about $5 billion in personal consumption 
expenditures and $6 billion in gross private domestic investment were partially offset by a $1 billion decline in gov- 
ernment purchases. 
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SOUR~Et ~ls'ARTkI(NT OF COMMERCE CO~J~ 'Of ECC~O,~C ADV'rSHS 

F o r  t h e  f i r s t  q u a r t e r  of  1955, a s  s h o w n  h e r e ,  t he  g r o s s  n a t i o n a l  
p r o d u c t  r e a c h e d  370 b i l l i o n  d o l l a r s .  ( F i r s t  Line s h o w n ,  t o t a l  t o  t h e  
r i g h t . )  T h e  r i s e  of  e i g h t  b i l l i o n  d o l / a r s  f r o m  the  p r e v i o u s  q u a r t e r  w a s  
d u e  m a i n l y  to  i n c r e a s e s  in  c o n s u m e r  e x p e n d i t u r e s  and  in  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 .  T h i s  g r o w t h  c o n t i n u e d  t h r o u g h o u t  t h e  s e c o n d  q u a r t e r  
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and the  G N P  i s  n o w  r u n n i n g  at the  ra te  of 387 b i l l i o n  d o U a r s - - a  n e w  
r e c o r d .  

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  s e c o n d  l i n e ,  i n c r e a s e d ,  
a s  w e  n o t e d .  F e d e r a l  e x p e n d i t u r e s ,  the th i rd  l i n e ,  c o n t i n u e d  to  d e -  
c l i n e  about  one  b i l l i o n  d o l l a r s .  D o m e s t i c  i n v e s t m e n t  i n c r e a s e d  and 
ne t  f o r e i g n  i n v e s t m e n t  r e m a i n e d  s t e a d y .  

NATIONAL INCOME 
The increase in general business activity during the second quarter was reflected in a $9 billion (seasonally adjusted 
annual rate) rise in national income. Increases in employee compensation and corporate profits accounted for mast 
of the rise. 
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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 .  T o t a l  n a t i o n a l  i n c o m e  i n -  
c r e a s e d  8 b i l l i o n  d o l l a r s  in  the  f i r s t  q u a r t e r  and about  the s a m e  s u m  
in the  s e c o n d  q u a r t e r .  E m p l o y e e  c o m p e n s a t i o n ,  the s e c o n d  l i n e ,  r o s e  
b y  about  4 b i l l i o n  d o l l a r s ,  and f a r m  p r o p r i e t o r s '  i n c o m e  b y  about  one  
b i l l i o n  d o l l a r s .  In the s e c o n d  q u a r t e r ,  the  c o n t i n u e d  i n c r e a s e  in  g e n -  
e r a l  b u s i n e s s  a c t i v i t y  w a s  r e f l e c t e d  c h i e f l y  in  i n c r e a s e s  in e m p l o y e e s '  
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c o m p e n s a t i o n  and in corporate  prof i t s ,  the fourth l ine  on the chart .  
The net i n t e r e s t  rate s trengthened s l ight ly .  

SOURCES OF PERSONAL INCOME 
Personal income remained at a level of about $301 billion (seasonally adjusted annual rate) in June. 
and investment income rose somewhat ,  whi le  farm income and transFe~ payments  decl ined.  
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Labor income 
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Total  p e r s o n a l  i n c o m e  in Apr i l  i n c r e a s e d  one b i l l ion  do l lar s ,  r e a d -  
ing again the r ight -hand ax i s ,  t h e  f i r s t  l ine .  During  the second quarter ,  
d i sposab le  p e r s o n a l  i n c o m e  r o s e  another s ix  b i l l ion  d o l l a r s .  Labor  
i n c o m e  continued to r i s e ,  second l ine .  There  was a n  i n c r e a s e  in sav ing  
during the second quarter  to about the l e v e l  r e g i s t e r e d  in the las t  hal f  
of 1954. You r e m e m b e r  our speaker  on Tuesday  said he didn't know 
w h y  that i n c r e a s e  o c c u r r e d .  The bottom indexes  s h o w n - - f a r m  p r o p r i e -  
t o r ' s  i n c o m e ,  b u s i n e s s ,  p r o f e s s i o n a l ,  and renta l  i n c o m e  and t r a n s f e r  
p a y m e n t s - - c o n t i n u e d  rather  s teady.  
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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  

Per capita disposable income (seasonally adjusted) reached a new hish in the second quarter of this year. 
constant prices, it exceeded that of the correspondin9 quarter oF 1954 by 4 percent. 
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COUNCIl.. OF ECONOMIC, AOVISEn 

P e r  cap i ta  d i sposab le  i n c o m e  r o s e  about 1-1 /2  p e r c e n t ,  to a 
r e c o r d  l eve l ,  du r ing  the f i r s t  q u a r t e r .  The r e c o r d  l e v e l  was  pushed  
s t i l l  h i g h e r  in  the second  q u a r t e r ,  up 4 p e r c e n t  in cons tan t  p r i c e s ,  

What of the fu ture  ? E c o n o m i c  f o r e c a s t i n g  is  b e c o m i n g  c o m m o n -  
p lace  and m a n y  people  a r e  t r y i n g  t h e i r  hands  at  i t .  In J a n u a r y  of 1953, 
M r .  Leon  K e y s e r l i n g ,  then  C h a i r m a n  of the Counc i l  of E c o n o m i c  Ad-  
v i s e r s ,  s t a ted  f r o m  th is  p l a t f o r m  h is  b e l i e f  that  the na t iona l  p r o d u c t  
could  be  r a i s e d  to 475 or  500 b i l l ion  d o l l a r s  by 1962. Today,  in 1955, 
it  is  runn ing  at the r a t e  of 387 b i l l ion  d o l l a r s ,  so we a r e  we l l  on our  
way to tha t  goal .  T i m e  Magaz ine  r e c e n t l y  put the sum at 436 b i l l ion  
d o l l a r s  in 1960, two y e a r s  e a r l i e r .  On the o the r  hand,  the Twen t i e th  
C e n t u r y  F u n d - - a n d  I r e c o m m e n d  that  whole  s tudy to you,  A m e r i c a ' s  
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N e e d s  and R e s o u r c e s ,  A New S u r v e y - - f o u n d  that  GNP for  the  y e a r  
1960 would  be only 414 b i l l i o n  d o l l a r s ,  and tha t  th i s  sum would  be 29 
b i l l i o n  d o l l a r s  s h o r t  of f i l l i ng  m i n i m u m  n e e d s .  J u s t  what  f a c t o r s  t hey  
b r o u g h t  in to  tha t  c o n c l u s i o n ,  I don ' t  know.  

V I .  N a t i o n a l  I n c o m e  A n a l y s i s  as a Tool  in E c o n o m i c  M o b i l i z a t i o n .  

Now our  l a s t  i t e m ,  Na t iona l  I n c o m e  A n a l y s i s  as  a Tool  in E c o n o m i c  
M o b i l i z a t i o n .  The  i m p a c t  of w a r  is  fe l t  in m y r i a d  ways .  M a n p o w e r  i s  
d i v e r t e d  in to  the  A r m e d  F o r c e s ;  t h e r e  is  a g r e a t  i n c r e a s e  in e m p l o y m e n t ;  
l a b o r  i s  e x t e n s i v e l y  r e t r a i n e d ;  l a r g e  popu la t ion  m o v e m e n t s  o c c u r ;  a r m a -  
m e n t  i n d u s t r i e s  a r e  expanded  and r aw m a t e r i a l  u s e s  a r e  c u r t a i l e d  in 
n o n a r m a m e n t  i n d u s t r i e s ;  new p r o d u c t s  a r e  deve loped ;  s y n t h e t i c  m a t e -  
r i a l s  s u p p l e m e n t  n a t u r a l  ones ;  and,  f ina l ly ,  wa r  goods  p r o d u c t i o n  i s  e x -  
panded ,  of ten at the  e x p e n s e  of c i v i l i a n  goods .  

Of what  u s e ,  then ,  in t i m e  of m o b i l i z a t i o n  a r e  t h e s e  huge m a s s e s  
of s t a t i s t i c a l  d a t a ?  They  have  at l e a s t  f ive use  c l a s s i f i c a t i o n s .  

1. They  b e c o m e  the b a s e  on w h i c h  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 CMP w o r k - - t h e  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  can  be put in t i m e  of m o b i l i z a t i o n - - i s  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  for  the o p e r a t i o n  of a C o n t r o l l e d  M a t e r i a l s  P l a n .  

2. T h e s e  s t a t i s t i c s  h e l p  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  by w h i c h  
b u s i n e s s m e n  can  be c o m p e n s a t e d  for  cos t  c h a n g e s .  They  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 rough t  about  by p r i c e  f r e e z e s  and  
wage  s t a b i l i z a t i o n .  

3. The  d i s p o s a b l e  i n c o m e  da ta  have s o m e  add i t i ona l  u s e s  in f u r -  
n i s h i n g  c lue s  as  to how m u c h  m o r e  t a x e s  you and I can pay.  The r a t e  
of  p e r s o n a l  s a v i n g s  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 wh ich  it m u s t  p i tch  i t s  " v o l u n t a r y "  bond  s a l e s  
c a m p a i g n  to get  you to buy enough  bonds  f r o m  t h e s e  s a v i n g s .  

4. The da ta  on l iqu id i ty ,  wh ich  a c c r u e  d u r i n g  an e m e r g e n c y  
p e r i o d ,  t e l l  the d e c o n t r o l  p l a n n e r s  the a m o u n t  of f i n a n c i a l  b a c k l o g  
e x i s t i n g .  

5. T h e s e  s t a t i s t i c a l  data  a r e  i m p o r t a n t  in p l ann ing  p o s t w a r  p r o -  
duc t ion ;  and a r e  of even  g r e a t e r  i m p o r t a n c e  in p l ann ing  d e c o n t r o l  and 
r e c o n v e r s i o n  s t e p s .  
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It r e m a i n s  now only  to s u m m a r i z e  wha t  we have  b e e n  to ld  h e r e  
t h i s  m o r n i n g .  As you  know,  the  p r e s c r i p t i o n  fo r  s u c c e s s f u l  t e a c h i n g  
i s  f i r s t  to t e l l  y o u r  a u d i e n c e  what  it  i s  tha t  you  a r e  go ing  to t e l l  t h e m ;  
t hen  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 n g  t h e m  wha t  i t  w a s  tha t  
you  to ld  t h e m .  We have  r e a c h e d  the  t h i r d  s t ep .  

We have  l e a r n e d :  

1. Tha t  the Uni ted  S t a t e s  i n s t i t u t e d  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  in 1932; and we have  b e c o m e  f a m i l i a r  w i th  the  f ive  c h i e f  n a -  
t i o n a l  i n c o m e  da t a  c o n c e p t s .  

2. Tha t  the  e c o n o m i s t  i s  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 -  
uc t  d a t a  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  w h i c h  h a v e  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  can  
be  c o m p a r e d  wi th  the  c u r r e n t l y  un fo ld ing  p a t t e r n .  We have  a l s o  t r i e d  
ou r  own hand  at d e t e r m i n i n g  i n d i c a t e d  t r e n d s .  

3. Tha t  the n a t i o n a l  w e a l t h  of the Uni ted  S t a t e s  has  p a s s e d  1 ,000  
b i l l i o n  d o l l a r s .  

4. Tha t  an index  n u m b e r  i s  a d e v i c e  fo r  c o m p a r i n g  da t a  of v a 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  as  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. Tha t  we can  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 ,  
as  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. Tha t  the  E m p l o y m e n t  Ac t  of 1946 r e q u i r e s  the 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  ac t i on  to the  C o n g r e s s ,  b a s e d  in p a r t  on a 
s tudy  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. And f i na l l y ,  tha t  t h e s e  da 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  fo r  p l ann ing  w a r t i m e  p r o d u c t i o n ,  in f ix ing  n e w  tax 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  bond  s a l e s ,  and in  c o n -  
n e c t i o n  wi th  r e c o n v e r s i o n  p l ann ing .  

And t h e r e ,  g e n t l e m e n ,  is  a n o t h e r  f ive  c e n t s  w o r t h  to add 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 .  

QUESTION: I notice that military expenditures are generally com- 
pared with gross national product and that personal loans and what not 
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are compared with personal income and so on. I was wondering if 
you would give us a brief rundown on the various uses of the five dif- 
ferent types of gross national product and personal disposable income 
and what they are generally compared with, the uses to which each of 
them is put? 

DR. KRESS: Businessmen watch the gross national productto see 
the overall amount of depreciation, to get some idea of how their own 
depreciation level is running with it. Net national product is mostly 
an academic use. Businessmen don't bother too much with that. Of 
course, when you get over into national income data, then everyone in 
business--retailer, wholesaler, manufacturer, alike--try to see what 
segments of the population have the money, whether they can keep up 
sales or can expand, what changes occurred since last year, and what 
the purchasing power is and the savings that develops. 

Of course the bankers, the university economists, and the sociolo- 
gists are always watching changes in that savings rate. There was a 
big change several years ago, the reason for which nobody seems to 
know very much about. This amount of savings, of course, affects pur- 
chasing power and the amount of sales that take place. So bankers 
watch that very carefully in the disposable income sector. Life insur- 
ance companies are watching it, giving them clues as to what they can 
expect to sell one way or another. Those are the chief things that have 
occurred to me. Actually these national income data are beginning to 
be used in places where they were never used before. It seems to me 
there is more and more reliance placed on them as the people become 
convinced the statistics are valid and not just something dreamed up. 

Of course, if you talk to the statisticians who work on them, you 
find they have a lot of problems. We have several bench marks on 

which to base these data. The decennial census marks a lot of infor- 
mation available every ten years; every five years we are scheduled 

to have an industrial census and a manufacturing census. But every 

once in a while Congress gets a little tight with its pocketbook and fails 

to put up the money for these five-year censuses. Then the statisticians 

are in trouble. So far there has been no trouble in getting the ten-year 
population census, which includes a great deal of commercial informa- 
tion. In the meantime, between one census and the next, they use 
sampling procedures. They do a eertain amount of door bell ringing, 

and do quite well in keeping up to date, but the statistician is always a 

little uneasy until he gets a new bench mark to cheek on how he is doing. 
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QUESTION: A r e n ' t  t h e s e  f i g u r e s  to a p r e t t y  l a r g e  d e g r e e  c o m -  
p a r a t i v e  r a t h e r  than  a c t u a l ?  F o r  e x a m p l e ,  we a l l  ge t  s a l a r i e s  and 
w a g e s  and y e t  10 p e r c e n t  of ou r  i n c o m e  is  in pay ing  r e n t ,  in buy ing  a 
h o u s e  and pay ing  i n t e r e s t  on i t .  In wha t  way  do t hey  s e p a r a t e  t ha t7  
I sn l t  t h e r e  d u p l i c a t i o n  t h e r e  ? 

DR.  KRESS: I have  u s e d  only p r o d u c t s .  You count  up a l l  the  goods  
m a n u f a c t u r e d  and so ld  and the  p r i c e s  t hey  b r o u g h t  by c a t e g o r i e s ,  t h e  
s o - c a l l e d  p r o d u c t s  a p p r o a c h ,  the t o t a l  n u m b e r  of d o U a r s  fo r  t h o s e  prod- ,  
u c t s  and s e r v i c e s .  Then  you find out how the i n c o m e  was  spen t ,  how 
m u c h  wen t  to r e n t ,  how m u c h  the r e n t  would  be  if you  own y o u r  h o u s e ,  
how m u c h  to f a r m e r s ,  and how m u c h  to p r o f e s s i o n a l  m e n .  The t w o  ought  
to b a l a n c e  if  bo th  a r e  done c o r r e c t l y .  T h e y  get  a c h e c k  on  t h e m s e l v e s  
in tha t  way .  

QUESTION: Wel l ,  if we t ake  the m o n e y  we pay as  r e n t ,  the  m a n  
who owns  the h o u s e  ha s ,  in t u r n ,  to pay w a g e s  to h i s  c a r e t a k e r s  and 
peop le  who take  c a r e  of h i s  p r o p e r t y ,  and they  go b a c k  and pay  r e n t  to 
s o m e o n e  e l s e .  

DR.  KRESS- No, the only t i m e  r e n t  s h o w s  up is  when  t h e r e  i s  p a y -  
m e n t  to the l a n d l o r d .  If you own y o u r  own h o u s e ,  t hey  put in a s u m  for  
i m p u t e d  r e n t - - w h a t  you would  pay if  you had a l a n d l o r d .  

C O L O N E L  WALSH: We have  th i s  g r a p h  M r .  Wayne  t a l k e d  about ,  
the  s p e n d i n g  s t r e a m ,  the s a m e  m o n e y  going a r o u n d  the  c y c l e .  His  
q u e s t i o n  i s ,  you  count  the  one spen t  and a n o t h e r  i s n t t .  How do you  
c l a r i f y  tha t  c o n c e p t ?  

DR.  KRESS: The e a s i e s t  way  to exp l a in  it  i s ,  t h e r e  a r e  two f lows ,  
i n c o m e  f low and p r o d u c t  f low,  both  the s a m e  m o n e y ,  f lowing  in oppos i t e  
d i r e c t i o n s ,  f lowing  in one d i r e c t i o n  when  you a r e  s p e n d i n g  m o n e y  to 
b u y  s o m e t h i n g  and in the o t h e r  d i r e c t i o n  when  you  a r e  ge t t i ng  i n c o m e  
out of t h i s  f low.  

QUESTION: I r e f e r  to C h a r t  6 in the i n f o r m a t i o n  we w e r e  g iven .  
It a p p e a r s  t o  m e  tha t  the i n t e r p r e t a t i o n  w h i c h  we t r y  to d r a w  f r o m  c o m -  
p a r i s o n s  of g r o s s  n a t i o n a l  p r o d u c t ,  n a t i o n a l  i n c o m e ,  and p e r s o n a l  i n -  
c o m e  a r e  r a r e l y  i n s e n s i t i v e  to the c o n d i t i o n s  of the  day .  If you t ake  
1929, it  a p p e a r s  tha t  the  n a t i o n a l  i n c o m e  was  about  84 p e r c e n t  of the  
g r o s s  n a t i o n a l  p r o d u c t  and p e r s o n a l  i n c o m e  was  98 p e r c e n t  of the n a -  
t i o n a l  i n c o m e .  If you  take  1947, the f i g u r e s  a r e  85 p e r c e n t  and 97 p e r -  
c e n t .  If you  t ake  1954, the  f i g u r e s  a r e  about  84 p e r c e n t  and 96 p e r c e n t ,  
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the  only  t i m e  when  it a c t u a l l y  shows  any  d i s a s t r o u s  d i f f e r e n c e s ,  you  
m i g h t  say ,  s i n c e  1933, when  the p e r s o n a l  i n c o m e  ac±ual ly e x c e e d e d  
n a t i o n a l  i n c o m e  and p e r c e n t a g e s  w e r e  e n t i r e l y  d i f f e r en t ;  and a l s o  n a -  
t i o n a l  i n c o m e  d r o p p e d  in r e l a t i o n  to g r o s s  n a t i o n a l  p r o d u c t .  Now 
w o u l d n ' t  it  be p o s s i b l y  b e t t e r  to get  away  f r o m  t r y i n g  to c o m p a r e  s m a l l  
d i f f e r e n c e s  in l a r g e  f i g u r e s  to s o m e t h i n g  l ike  r a t e s  of a c c e l e r a t i o n  and 
e x a m i n e  t h e m - - a l t h o u g h  tha t  m i g h t  s c a r e  the u n i n f o r m e d  by the  s i z e  
of t h e m  a c t u a l l y  ge t t ing  u s e d  by t h e m - - a n d  looking  at t h e s e ,  l a r g e  d i f -  
f e r e n c e s  would  a m p l i f y  in r e l a t i o n  to the cond i t i ons  of the d a y ?  

DR.  KRESS: The  s p e a k e r  y e s t e r d a y  is  the c h i e f  e c o n o m i s t  fo r  a 
n a t i o n a l  founda t ion  s u p p o r t e d  by  b u s i n e s s m e n  w h i c h  j u s t  does  tha t .  
T h e y  w a t c h  t h e s e  and s tudy  t h e s e  a l l  the  t i m e  and t r y  to m a k e  s o m e -  
th ing  out of t h e m ,  and they  w a t c h  t h o s e  c h a n g e s .  

Now u n i v e r s i t y  e c o n o m i s t s  have  m o r e  t i m e  for  r e s e a r c h  than  s o m e  
o t h e r  peop le ,  and they  s tudy  t h e s e  t h ings ,  too.  So we have  two s t u d i e s  
l a t e l y  by u n i v e r s i t y  d e a n s ,  in w h i c h  they  t r i e d  to s tudy  the  c h a n g e s  in 
the  wage  p a t t e r n  s i n c e  1900, and they  found out,  j u s t  as  you  sa id ,  tha t  
w a g e  p r o p o r t i o n s  r u n  about  the s a m e .  So m a n y  s t a r t e d  a sk ing ,  then ,  
What  good is  a l a b o r  un ion?  Of c o u r s e ,  the l a b o r  un ion  has  a d i f f e r e n t  
i n t e r p r e t a t i o n .  

An e c o n o m i s t  b e g i n s  to w o r r y :  What  does  th i s  m e a n ?  I w o r r y  a 
g r e a t  d e a l  as  to w h e t h e r  or  not e c o n o m i c s  is a s c i e n c e .  I r e m e m b e r  
the  G e r m a n  h i s t o r i c a l  s choo l  of e c o n o m i s t s  wh ich  w a s  a l w a y s  hun t ing  
e c o n o m i c  l a w s ,  t r y i n g  to d i s c o v e r  t h e m .  They  would  j u m p  r i g h t  at a 
c o n c l u s i o n  l ike  t h i s .  Is t h e r e  an e c o n o m i c  law w o r k i n g  h e r e ?  

O t h e r  s c h o o l s  of e c o n o m i c  thought  say  t h e r e  a r e  only e c o n o m i c  
l a w s  wi th in  a de f in i t e  p o l i t i c a l  f r a m e w o r k .  Thus  the Uni t ed  S t a t e s  
wou ld  have  e c o n o m i c  l aws  o p e r a t i n g  withifi i t ,  but  not  the s a m e  kind 
of e c o n o m i c  l aws  as  t h o s e  o p e r a t i n g  in G e r m a n y ,  e s p e c i a l l y  c u r r e n t  
G e r m a n y ,  o r  Spain ,  o r  P o r t u g a l .  They  would  have  t h e i r  own e c o n o m i c  
l a w s .  It i s  up to the e c o n o m i s t  to find out what  the  e c o n o m i c  l a w s  a r e  
fo r  a p a r t i c u l a r  p o l i t i c a l  a r e a .  

QUESTION: I no t i c e  in the  f i r s t  c o l u m n  t h e r e ,  d e a l i n g  wi th  g r o s s  
n a t i o n a l  p r o d u c t ,  u n i n c o r p o r a t e d  p r o f i t s .  What  does  tha t  m e a n ?  

DR. KRESS: It m e a n s  b u s i n e s s m e n  who do not  have  t h e i r  b u s i -  
n e s s e s  i n c o r p o r a t e d ,  o p e r a t i n g  as  i nd iv idua l  p r o p r i e t o r s ,  o r  p a r t n e r -  
s h i p s ,  f a r m e r s ,  o r  p r o f e s s i o n a l  m e n .  
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MR. NIKLASON: Andy, apparently you have exhausted all  of 
the quest ions .  Thank you very  much.  

(27 Sep 1955 - -450 )K/ sgh  
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