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DR, KRESS: General Hollis, members of the class: Our program
today consists in a comparison of three of the economist's newest tools--
national income data, input-output analysis, and the circular-flow-of-
funds system. We will keep our descriptions to a minimum, since you
have the definitions for all in your reading material. In addition to a
comparison here this morning, we shail also attempt to show the uses
of these economic tools in connection with economic readiness programs
and actual mobilization uses. Since the visual aids required are too
complicated for the screen, I have given you a personal set and hope
you will add them to your permanent notes.

All three of these systems may be called statistical descriptions
of the national economy. - Two of these, input-output analysis and the
very new flow-of-funds system, have been added to the economist's
kit of tools in the postwar years; the collection of national income data
(gross national product) goes back officially to 1933, earlier in concept.

These systems are sometimes given the overall name of "'social
accounting.'" Perhaps the term "economic accounting' is more ac-
curate. All were fathered by academic authorities--""Gross National
Product,' by Simon Kuznets at the National Bureau of Economic Re-~
search; ''Input-Output Analysis," by Professor Wassily Leontief of
Harvard; and "The Flow of Funds,' by Professor Morris Copeland,
now at Cornell,

In each instance Federal Government agencies have elaborated the
techniques and given the statistics official status. GNP is at home in
the Department of Commerce, input-output analysis at one time was
taken over by the Bureau of Labor Statistics, and the flow-of-funds is
sponsored by the Federal Reserve Board,

Both the economist and the statistician are interested in developing
and using these statistical tools. Now the statistician spends his life-
time developing the "how'' of things, while the economist ig satisfied to
know ""why.' Many individuals find a lifetime field of endeavor in re-
fining and developing just one of these systems. It takes years to be-
come expert on any one of the three systems we are concerned with here
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today. But the general economist--and I must plead guilty to being one--
is interested only in developing these systems as a general guide to the
way the economy is going. After the overall concepts have been de-
veloped, he is inclined to let others operate the statistical systems.
As amateur economists here this morning, you and I will keep our
discussion on a nontechnical level, We will seek the "why" answers

and leave the "how' answers to the technicians. (Incidentally, this
confession should absolve me from too detailed answers to technical
questions in the question~and-answer period.)

I am aware that a long time ago Mark Twain found that there were
liars, damn liars, and statisticians. My old mother put it somewhat
differently when she said: "Figures don't lie, but liars figure." While
I am unable to qualify as a statistician, let me add the hope that, as
a result of our association during the last few days, neither have you
personally classified me as an expert, defining that word in its com-
ponent parts: 'ex,' from the ancient Latin, a "has been," and "spurt,"
from the modern idiom, a 'drip under pressure, "

I. NATIONAL INCOME DATA,

On 9 June 1932 the United States Senate by resolution called on
the Secretary of Commerce to report to it on or before 15 December
1933 with two sets of estimates., Within 18 months he was to make
a set of estimates, first, showing the total national income of the
United States for the calendar years 1929, 1930, and 1931, indicating
as well the portions thereof which were derived from agriculture, from
mining, from transportation, from manufacturing, and from other
gainful industries and occupations. Secondly, there was wanted a
group of estimates showing the distribution of this national income in
the form of wages, rents, royalties, dividends, profits, and other
types of payments. Thus was the United States officially given a na-
tional income accounting system. The groundwork had been laid
previously by such men as Kuznets, as previously stated. Several
foreign countries preceded the United States in establishing national
income reporting systems, Similar data are now collected by the
United Nations and published periodically, covering all reporting
nations,

Interrelationships of National Income Components

Gross national product, or GNP, is the market value--note that--
the market value or price of all goods and services actually produced
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and the values reported before any deductions for depreciation or for the
replacement of any capital goods used up in the manufacturing process.

We can state these market values in two ways: (1) as the prices
actually paid out by consumers to buy products which have been pro-
duced; i. e., expenditures for goods and services by individual con-
sumers and by the Government, plus sums set aside for gross private
domestic investment and for net foreign investment. This method is
sometimes called the "product" approach. Or (2) we can use an''income"
approach and state these values as the sums paid out to income recipients
for producing the goods and services. This income takes several forms:
wages, and their supplements; net income to proprietors from unincor-
porated businesses, to professional persons, and to farmers; corpora-
tion earnings in the forms of dividends, undistributed profits, and
taxes; interest; rents; and sums paid out as indirect business taxes.

Double Counting

The fear of double counting, i. e., of counting in the value of the
same item two or more times, is the bugaboo of the national income
accountant, An example: A farmer sells wheat to a flour manufacturer.
The cost of the wheat is counted, once. To this cost is added only the
additional value brought about by the flour manufacturer turning the
wheat into flour. The value of the wheat is not added the second time.
The same process holds for the baker, the wholesaler, and the retailer,
Finally, when the cost of the loaf of bread is added up, it is 17, 18, or
20 cents only. The same thing is true of the ore which becomes raw
steel, which becomes an automobile.

Now, using these methods, the national income accounting system
figures the gross national product currently at about 400 billion dollars.
But the flow-of-funds accounting system deals with a total approaching
1400 billion dollars. Every financial transaction must be counted. There
is double counting, triple counting, and quadruple counting.

National Income Concepts

Five of the seven charts on national income data which constitute
your first set of visual aids this morning show 1955 national income sta-
tistics in various forms.

Please glance at chart 1, page 5, ""Relation of Gross National Prod-
uct, National Income and Personal Income for 1955." It illustrates



statistically six national income concepts: gross national product; net
national product; national income; personal income; and, across the
bottom of the table, disposable income and personal consumption ex-
penditures.

We find that GNP for 1955 includes capital consumption allowances
of 32, 3 billion dollars, indirect business taxes of 31. 9 billion dollars,
business transfer payments of 1, 2 billion; corporate profits and in-
ventory adjustments of 41, 4 billion; interest 10, 5 billion; rents 10,7
billion; small business, professional, and farm incomes of 38. 4 billion;
and wages and supplements of 221, 3 billion, The total for the year was
387. 2 billion dollars, The last quarter of 1955 and the first quarter of
1956 each passed the 400-billion~dollar rate, and the second quarter of
1956 found business at the annual rate of 408 billion dollars.

If we deduct from GNP the sum necessary to replace the capital
goods consumed or worn out in the production process, we are left with
column 2, ''Net National Product.'" If we deduct indirect business taxes
and business transfer payments, we are left with column 3, '""National
Income. "

If we deduct corporate taxes and undistributed corporation profits,
we are left with "Personal Income.’ But to personal income we must
add some sums that were not necessarily earned in 1955, These include
government transfer payments--largely social security payments, pen-
sions, and disability payments--and business transfer payments--pen-
sions, disability, etc. Again we must deduct something--sums put aside
for future social security payments and therefore not in the take~-home
pay envelope.

Across the bottom of the table we deduct personal taxes from per-
sonal income and are left with '""Disposable Income." From disposable
income we save some and call the balance '"Personal Consumption Ex-
penditures, "

It is obvious that the mere collection and classification of these data
require a perfectly huge social accounting system. In a moment we shall
see to what uses these data can be put in connection with forecasting the
immediate economic future, economic readiness programs, and their
usefulness in connection with mobilization planning and procedures.



CHART 1
RELATION OF GROSS NATIONAL PRODUCT, NATIONAL INCOME AND PPRSONAL INCOME,

U, 8, 195%
{b111ions of dollars)

GROSS
NATIONAL
PRODUCT NET
Capital Consumption NATIONAL
Allowances (Depreciation PRODUCT
& Econ. Obsolescence) 32.3 (GNP less
Dgg;;ocigggon!
Indirect Business Taxes 31.9 31.9
Business Transfer Payments 1,2 1.2 NATIONAL
Statistical Discrepancy -.1 - INCOME,
(NNP less
Indireot Bus,
. & PERSONAL
Corporate Profits and Inven- INCOME
tory Valuation Adjustment AN A YA .4 (NI less Undistr,
Corp. Taxes 2.8 Profits & C. Taxes)
Undist. Profits 10.4
Dividends 11.2 11.2
Inv.Val.Adjmt. = 2.0
K.,
Interest 10.5 10.5 10.5 10.5
n.nt‘ 1007 10.7 1007 10.7
Unincorporated Net Income 38.4 38.4 38.4 38.4
(Business-Professional~Farm)
Wages and Supplements 221.3 221.3 221.3 2.3

Plus Govt. Tranef. Pmts. 16.0
Net Int. paid byGevt 5.0
Bus, Tranef, Pmts, 1.2

Less Soclal Secur. Pats. 11.0

AL 387.2 354.9 322.3 303.3
Personal Income, 303.3, less Personal Taxes, 33.9, equals Disposable Income, 269.l

Disposable Income, 269.k, less Personal Savings, 17.1, equals
Personal Consumption Fxpenditures, 252.3

(Sourcets Department of Commerce, Survey of Current Business, February 1956.)
(Revised totals in the July issue)

Discrepancies in addition are due to rounding up.
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CHART 2

GROSS NATIONAL PRODUCT OR EXPENDITURE, 1954
(billions of dollars)

Personal Consumption Expenditures, (252.3)

Durable Goods 35.3
Non-durable Goods 125.9
Services 91.2

Cross Private Domestic Investment, (59.3)
New Constructions
Residential Non~farm 16.6
Other 15.8
Producers' Durable Equipment 23.8
Less Total Change in Business Inventory 3.2
(Non-fam Only, 3.0)

Net Foreign Investment -ly
Government Purchases of Goods and Services, (75.9)
Federal:
National Security:
National Defense 38.8
Other National Security 2.0
Others S.h
Less Government Sales - .3
State and locals 30.1
GROSS NATIONAL PRODUCT 387.2

Sources U, S. Department of Commerce, Survey of Current Business,
February 1956. (Revised totals in July issue.)

Discrepancies in addition are due to rounding up.



CHART 3

NATIONAL INCOME OF THE UNITED STATES BY DISTRIBUTIVE SHARES, 195%

(biliions of dollars)

Compensation of Employees
Wages and Salariess

Privats 173.2
mlitar’ 901
Government Civilian 26.2
Supplements (Largely Sovcial
Security and Pension Con-
tributions) 12.8 221.3
Unincorporated Enterprises 38.4
Business and Professional 27.3
Farm 11.1
Rental Income of Persons 10.7
Corporate Profits and Inventory AR
Adjustmentst
Corporate Profits Tax Liability 21.8
Corporate Profits After Taxes 21.6
Corporate Dividends 1.2
Undistributed Profits 10.4
Inventory Adjustment - 2.0
Net Interest —d0.5
NATIONAL INCOME 322.3

Sourcet U. B. Department of Commerce, Survey of Current Business,
FPebruary 1956, (Revised totsls in July issue)

Discrepancies in addition are due to rounding up.
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CHART 4

DISPOSITION OF PERSONAL INCOME

Selected Years

(billions of dollars)

1929 1933 1947 1952 1954 1955
Personal Consumption
Expenditures 79.0 hé.4 165.0 218.3 236.5 252.3
Personal Savings he2 -.648 4,0 18.4 18.3 17.1
Savings as percent  (5%) (-1.48) (2.4%8) (7.68) (7.Z) (6.%)
of disposable personal income
Personal Taxes 2,6 1.5 21,5 4.4 32.8 34.0
Federal (1.3 ( 47) (19.6 531.2; 529.13 (30.0)
State & Local (1.4 ( 99) (1.9 3. 3. { 3.9)
85.8 47.2 190.5 27.2 287.6 303.3



CHART §

RELATION OF GRCSS NATIONAL PRODUCT, NATIONAL INCCOME, AND PERSONAL

INCOME = SSELECTED YEARSI
(billions of dollars)

1929 1933 1947 1952 1954 1955

GROSS NATIONAL PRODUCT  104.4 56.0 232.2 346.1 360.5 387.2
NATIONAL INCOME 87.8 40,1 197.2 291.0 299.7 322.3
PERSONAL INCOME 85.8 47.2 190.5 271l.2 287.6 303.3

Sources U, 8. Department of Commerce, National Income, 1954, and
Survey of Current Business, February 1956.
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National Income in Constant Value Dollars

Chart 6, page 11, shows gross national product in current and con-
stant-value dollars. 1 have gathered these figures from various sources,
and there are still gaps for some years., These statistics will give you
ammunition for your arguments when you are demonstrating how little
your salary will buy. They are also useful in allaying fears when you
contemplate the size of the national debt. It was incurred in much
cheaper dollars.

The first step in the development of national income data came in
1932, with the collection of the basic statistics, as we have said, The
second step came in 1946, when the machinery was set up for interpret-
ing and evaluating these data. This was brought about under provisions
of the Employment Act of 1946,

Employment Act of 1946

The stated purposes of the Employment Act of 1946 are to foster
free competitive enterprise; promote general welfare so as to afford
useful employment opportunities; and to promote maximum employment,
maximum production, and maximum purchasing power,

To accomplish these purposes, the President of the United States
is required to send a report to the Congress each January. This docu-
ment is called the Economic Report of the President, The Economic
Report of the President must tell the Congress four things:

1. The levels of employment, production, and purchasing
power actually obtaining in the United States and an estimate of the levels
needed to carry out the policy of the Act, as declared in Section 2, should
the existing levels be lower,

2. Current and foreseeable trends in the levels of employment,
of production, and of purchasing power,

3. A review of the economic program of the Federal Govern-
ment and a review of economic conditions in the United States, as well
as a statement of the effect of the program on employment, production,
and purchasing power.

4, And, finally, a program for further carrying out the policy
of the act, together with recommendations to the Congress for such
legislation as the President deems desirable or necessary,
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CHART

GROSS NATIONAL PRODUCT IN CURRENT AND CONSTANT VALUR DOLLARS
(aelected years ~ billione of dollars)

IEAR Cyrrent Dollare 1939 Dollars 1947 Dollars 1954 Dollars 1955 Dollars
1910 36,7 46.2 86.1 100.0 ——
1915 k2.1 49.8 90.1 112.0 ———-
1920 85.0 5507 102.3 123.0 SR
1925 88,0 71.3 130.3 155,0 —_—
1930 91.1 78.1 135,.2 16443 1647
1935 72.5 73.9 127.8 153.0 154.2
1940 100.6 100.0 171.6 205.9 207.7
1945 213.5 1534 263.1 311.8 317.5
1950 285.1 154.3 2647 318.5 321.8
1953 364.9 ——-e 306.5 368.5 3743
2954 360,5 —— 300.5 360.5 365.4
1955 387.2 —— 319.0 —— 387.2

Source: Varia

Notesg Between 1929 and 02

ga; Prices increased more than 50%,

Physical volume of output increased 80%, (Consumers received 2/3;

Government took 1/53 and investment required 1/7.)

(¢) Real output per cspita increased 44%, (Population and work force
inereased roughly by 1/4 each.)

(d) Rate of expansion in real volume of output averaged 2 3/i% yearly,

(e) Government purchases of goods and services absorbed &% of GNP in 1929

and 15% in 1950, In constant 1939 dollars, the percentage going tc

Government increased from 9% to 13%.
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How are these tasks accomplished? The President bases his re-
port on material compiled by a Council of Exconomic Advisers. His
report, in turn, when received by the Congress, is turned over to a

Joint Economic Committee, The Joint Economic Committee, consisting
of fourteen members, seven from each house, has its own staff,

This congressional economics staff then checks the data submitted,
to determine whether it shares the conclusions, This congressional
staff is also continuously studying the same data under daily scrutiny by
the Council of Economic Advisers, Legislation may be offered by the
joint congressional committee designed to augment or offset apparent
trends.

These procedures, you will see, require an interpretation of the
statistical data w»ich have been gathered; a determination of the meaning
of the patterns found, based on knowledge of past economic behavior
patterns; and cuvlminating in recommendations for legislation intended to
influence the economic future, This is what I meant by the second step--
an attempt to use statistical data after they are gathered.

It would be nice if I could tell you that the Employment Act of 1946
has carried out in practice the ideals envisioned for it by its originators,
Well, it has; but we have been so prosperous that little further stimulant
through legislation has been necessary. However, the data accumulate,
and we are "'practicing'’ our interpretation techniques against the date
when positive action may be needed,

The Nation's Income, Expenditure, and Saving

Chart 7, page 13, "The Nation's Income, Expenditure, and Saving,
1953-1954~1955," is taken from the Economic Report of the President
and was developed by the Council of Economic Advisers rather than by
the Department of Commerce. It is a balance sheet of receipts and ex-
penditures by individual consumer groups, business groups, international
groups, and the Government,

National Income Analysis as a Tool in Economic Mobilization

What are the uses of national income data in time of mobilization?
The Nation feels the impact of war in myriad ways. Manpower is

diverted into the Armed Forces; there is a great increase in employ-
ment; labor is extensively retrained; large population movements occur;

12



CHART 7

THE NATION'S INCOME, EXPENDITURE, AND SAVING.

1953 - 195k - 1955
(villions of dollars)

X
RECEIPTS it
1t

EXPENDITURES

1953 1954 1955 t1

1953 195k 1955

CONSUMERS 1
Blsposable Personal Income 250.4 254.8 269,212
Personal Consumption Expenditures 3]

Personal Net Savings (plus) 19.8, 18.3, 16.8 s2
(Excess of Receipts) s
!
T
BUSINESS

:
Betalned Gross Earnings hels 36.8 h0.9: :

230.6 236.5 252.L

Gross Private Domestic Investment st SL.b k7.2

Excess of Investment (minus) «=17.0y =10.5, =18.5 1t
(Excess of Expenditures) g
ts
$e
INTERNATIONAL 3]

“Wet Forelgn Investment 12 =2.0
Excess of Receipts (plus) 2.0, ¢35 <3 s

s
1

GOVERNMENT, (Federal,State & Local) 22
Tax and Nontax Receipts or Accrmals 95.9 89.8 98.53s
less: Transfers, interest,subsidies, 17.5 20.1 2l.k:s

Net Receipts, 78.5 89T T(JD::
t3

Total Government Expenditures 1
lesa: Transfers,interest,subsidies, $e

“Purchases of Goods and Services g2
33

(Surplus, (plus) or Deficit,(minus) 3

on Income and Product Account, «6.0, =7.2, 1.2 23

2

Statistical Discrepancy 1.3 =8 o3t

102.0

_%E_:g

97.0
20,1

59.

L

CROSS NATIONAL PRODUCT

Notes: Detail will not necessarily add to totals because of rounding.
Sources Table D-5, Economic Report of the President, January 1956.

13

3645 360.5 38T.2:1 kS 360.5 367.2



armament industries are expanded and raw material uses are curtailed
in nonarmament 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. They become the base on which we make production
decisions. A great deal of controlled materials planning--the control
of uses to which strategic and critical materials can be put in time of
mobilization--is based on these figures, although much additional data
direct from business itself are absolutely necessary for the operation
of a Controlled Materials Plan, :

2. These statistics help to make possible computations by
which businessmen can be compensated for cost changes. They help
to make possible the adjustment of inequities brought about by price
freezes and wage stabilization,

3. The disposable income data have some additional uses in
furnishing clues as to how much more taxes you and I can pay. The
rate of personal savings also becomes known, and therefore the Treas-
ury can determine the level at which it must pitch its ''voluntary" bond
sales campaign to get you to buy enough bonds from these savings.

4. The data on liquidity which accrue during an emergency
period tell the decontrol planners the amount of financial backlog
existing,

5. These statistical data are important in planning postwar
production, and are of even greater importance in planning decontrol
and reconversion steps,

I, INPUT-OUTPUT ANALYSIS,

Almost two hundred years ago Francois Quesnay produced his
"Tableau Economique," illustrating a circular-flow analysis of the
national income,

A century later, Leon Walras, another French economist, ar-
rived at a somewhat similar approach in his treatment of the conditions
for "economic equilibrium." Very much more recently, Wassily Leon-
tief developed his input-output table for the United States, in the year
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1931. Leontief's table provided a practical instrument for attacking
some of the most complex industrial problems of our times, rather
than being only a tool for the theoretical economist. Topics stem-
ming from this pioneer work are currently engaging government,
military, foundation and academic groups. The work bears several
names, among them ''input-output analysis," "interindustry econo-
mics," and "economic programming. "

Description of Table

You have among your visual aids a summary presentation of the
results of the Bureau of Labor Statistics' input-output study in terms
of a 50-sector tabulation of 1947 transactions. The basic data were
compiled in terms of 500 sectors, but a single table of this size would
comprise 100 times the area of the three tables which you have,.

Tables 1, 2, 3, pages 17, 18, 19, --Each row in table 1 lists for a
designated industry the dollar amount of its output consumed in 1947 by
each of the other 49 industries. At the end of row 1, at the far right,
we see that the total gross output of agriculture and fisheries was
44,263 million dollars in 1947, and it was valued at producer's prices.
The first entry in this row, back to the left hand side, indicates that
the industry itself consumed 10, 856 million dollars worth of the total
produced, mostly as feed and seed, This entry illustrates that each
industry group is composed of a large number of separate enterprises,
any of which may sell to or purchase from another, Continuing along
the row, column 2, the food and kindred products industries purchased
15, 048 million dollars worth of agriculture and fisheries products, for
conversion to processed foods. Tobacco manufacturers (column 3)
purchased 783 million dollars worth, practically all raw tobacco--
and so on across the list,

Mobilization Planning Uses

Is this system useful in connection with mobilization matters?
Very much so, The Bureau of Labor Statistics became concerned as
early as 1941 with the problems of readjusting employment after the
completion of wartime munitions production.

In mid-1944 the Bureau of Labor Statistics, using the Leontief
data and methods, made an estimate for the Planning Division of the
War Production Board of the possible distribution of employment to
pertain in December, 1945, assuming the end of the war by the previous
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June 30th. During 1947 various estimates were prepared for the Office
of War Mobilization and Reconversion. I mention these things to note
the uses to which this method has been previously put in connection
with industrial mobilization,

Research Development

In 1948 a joint advisory committee was set up by the Council of
Economic Advisers, the National Security Resources Board, and the
Bureau of the Budget to coordinate military and civilian programs in
order to realize fully the potentialities of the interindustry-relations
technique.

The 1939 data used in the Leontief table were becoming obsolete,
and a new tabulation of interindustry relations covering the year 1947
was entered into in 1949, with funds provided by the National Security
Resources Board, the Department of Labor, and later by the United
States Air Force. Out of this work by the Department of Labor grew
the 1947 table which we have just examined, '

In the meantime the Air Force developed a triangular program,
now called "linear programming.' This linear programming is said
to have sprung from the Leontief four-way formulation, but it also
has many similarities to the theory of games.

In 1953, Congress forbade the use of further government funds for
input-output analysis. Plans had been under consideration for the next
full-scale interindustry relations tabulation, based on the year 1953.
These expectations were based on plans for projected business censuses
referring to that year, with large-scale analytical work starting in
1955, and availability of new basic structural data expected in 1957,
Without funds, of course, none of this was accomplished.

Recent Commercial Research Announcements

But there is a further step., ''Business Week'' for 4 August 1956
announces that Professor Wassily Leontief, creator and masterminder
of the input-output system, has joined the New York investment firm of
deVegh & Co., where he will set up an industrial economic consulting
division. In cooperation with the Council for Economic: and Industry
Research, Inc,, a private research group located in Washington, Le-
ontief and deVegh will spend $250,000 to $500,000 to bring the 1947 grid
up to date, using 1954 Census of Manufacturers'data. Based on the
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new data, they will then run off individual problem solutions for busi-
ness customers, with suggested fee prices beginning at $20, 000,

Economic Programming and Economic Readiness

Obviously, industrial mobilization planning is national in scope.
Since every important national economic activity will be affected by
mobilization requirements, such planning must be carried out in care-
ful detail. Some statement of objectives is required for either partial
or full mobilization analysis. The military services will state their
schedules of items to be procured as so many planes, tanks, and guns,
plus such supply items as uniforms, food, and transport. A set of
allowances for civilians is also necessary. Planning, then, begins
with a statement of desired or permitted end-products and their de-
liveries, but schedules stated in terms of desired delivery dates do not
permit an appraisal of industrial feasibility. Neither the military nor
divilians wish to purchase steel as such, but the feasibility of a mobili-
zation program cannot be determined until the projected delivery
schedules are translated into the levels of all supporting activities which
they imply. Many feel that the interindustry relations approach will
determine the production levels for all industries which are consistent
with a given schedule of end-products deliveries more precisely and
in more detail than by any other method.

Input-Output Analysis and Problem Solving

Problems for which input-output analysis is called on can be put
into three main classifications:

1. Guiding the allocation of resources in time of emergency,

2. Guiding the economy so that it enjoys something like full
employment.

3. Continuously foreseeing investment needs and resource
needs,

Input-Output Evaluation

There has been objection that the collection of statistical data in
sufficient quantity to carry out linear programming lends itself to the
imposition of controls on business. Others say input-output analysis
and linear programming are simply ''tools'' --tools of economic analysis--
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and as such are politically neutral, Friends of these programs admit
they are perhaps subject to abuse, but add that any society in which
such abuses occurred would no longer be a free society.

III, THE FLOW-OF-FUNDS SYSTEM,

We now come to our newest tool, the flow~-of-funds system of
national accounting, It is quite new, being formally announced only in
November 1955. In order not to confuse you unnecessarily, or at
least, in view of the rapid development of the three systems here this
morning, to ""keep your confusion on a high level," I am going to take
my remarks rather literally from the Federal Reserve's own announce-
ment, entitled "Flow of Funds in the United States, 1939~1953." (See
table 6, page 28.)

While two of the recent systems of economic accounting=-~(1) the
Nation's income and its expenditures on current production, and (2)
input-output interrelations among major industry groups-~have both
contributed substantiélly to an understanding of production and distribu-
tion processes, we have still felt the lack of a tool which would indi-
cate the interplay of credit and monetary developments, Changes in
liquidity, in portfolio composition, in credit availability, and the in-
centives to use credit, are reflected in markets for goods and services;
and they are instrumental in the changing total and composition of
spending and output. Changes in the level and pattern of income, in
prices, in expenditures, and in output, influence the flow of funds
through financial channels.

The flow-of-funds system of national accounts encompasses all
transactions in the economy that are effected by a transfer of credit
and/or money. The boundaries of the system extend beyond the meas-
urements of national output alone., Since the flows of funds arise in
transfers of existing assets as well as in purchases and sales of cur-
rent production, the accounts include measures of transactions in land,
in existing homes, and in used automobiles, in addition to measures
of purchases and sales of new homes and new automobiles.

Flows of funds also arise out of shifts in composition of portfolios.
Therefore, transactions in mortgages, securities, trade credit, and
other financial instruments, as well as changes in cash balances, are
measured in the flow-of-funds system.
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Methods Used in Compiling the Accounts

As presently constructed, the flow-of-funds accounts have been
developed from available statistical series; no special direct com-
pilations of new data have been made, Extensive adaptation of exist-
ing series has been required to make use of them in the new accounts.
Some figures have had to be estimated from sample data and from
benchmarks. And in some cases the estimates have been based on
quite fragmentary evidence,

Sources of Data

The most important single source of data on nonfinancial trans-
actions has been the statistical’ material underlying the national income
accounts resident in the National Income Division of the Office of Busi-
ness Economics, U. S. Department of Commerce. Treasury data and
tabulations from tax returns have been key sources of information.
Financial materials have been furnished by the Securities and Exchange
Commission, the Housing and Home Finance Agency, the Federal
Reserve System, the Comptroller of the Currency, and the Federal
Deposit Insurance Corporation. Other sources have included material
- from the Census Bureau and the Department of Agriculture,

Flow-of-Funds Sectors

Records of the flows measured in the flow-of-funds system are
organized into detailed statements of the sources of funds and the uses
of funds for each of ten major groups or sectors into which the econ-
omy is divided, '

Table 4, page 25, ''Summary of Flow-of-Funds Accounts for 1953,"
shows six nonfinancial and five financial double entries under each of
ten columns or sectors. Reading the columns across the top, we have
one for the consumer, three for business (corporate business, non-
corporate business, and the farm), two for government (Federal, and
State and local), three for financial institutions (banking, insurance,
and other), and a final one for the rest of the world., There are two
subdivisions under each, '"S" for sources and "U" for uses,

Analysis of Summary Table

Let us attempt a partial analysis of this table, using only the first
column, the "consumer," Under the "U" we see the consumer spent
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a grand total of 314, 4 billion dollars in 1953--for personal services
(payroll) 2, 7 billion; 16. 3 billion as payments on investments; 22,7
billion for insurance and grants (insurance payments, retirement
set-asides, and gifts); taxes paid, 40.9 billion; ¢apital acquisitions
required 63. 8 billion of the consumer's income; and the very large
sum of 155. 4 billion went for purchases of other goods and services.
Under the financial entries we see that a total of 12,9 tillion was added
to cash and financial assets. From what sources was this money ob-
tained ?

The "S" column, "sources,' shows the funds that were available

to the consumer. From cash wages and salaries (payroll) he received
roughly three-fifths of his income--195 billion dollars; another fifth

of the receipts, 59.4 billion, was from investment income of various
kinds; insurance and grants 23, 9 billion; and tax refunds 2. 6 billion.
From the sale of tangible capital assets (the sale of houses, other real
estate, automobiles, and the like) the consumer secured 22 billion, for a
total of 303. 4 billion dollars.

The remaining 10, 7 billion, the total of the items listed under
"Financial," had to be borrowed. Mortgage debt rose to 6. 2 billion
dollars. And other financial sources reached 4, 5 billion, which
included 3.5 billion of bank credit.

Thus we have a full accounting of receipts, expenditures, and
finances for the consumer in a single statement.

Flow-of-Funds Coverage of Gross National Product

Table 5, page 27, shows omissions and differences in arriving
at the GNP under national income accounting and under flow-of-funds
methods. The last column shows these differences in terms of dollars.

Table 6, page 28, gives reasons for these differences, using a
series of footnotes, which you may study at your leisure. Just now
let me explain the more important differences.

These differences between the national income data system and
the flow-of-funds system arise largely out of the differing treatment
accorded "imputations'' under the two systems. Under '"Personal
Consumption Expenditures'' (table 6), 8.3 billion dollars of the chief
difference of 9.2 billion occurs in connection with the omissions of
imputed sums.
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FLOW-OF-FUNDS COVERAGE OF GROSS NATIONAL PRODUCT

Table 5. Flow-of-Funds Coverage of Gross National Product, 1950

(In billions of dollars)

Coverage nf GNP by flow-of-funds sector accountat
. Omis-
GNP Non- State | Bank- sions
total Total Con- Corp. fanin Farm Fed. and ing Other Rest and
cover- | er busi- non- busi- eral local and inves- | of the | differ-
age ness carp, ness Govt. | govern-| insur- tora worl] | ences?
business ment ance
A Personal consumption expenditures. .| 194 0 | 184 .8 | 1741 37 EIE S NI [ DU DR 410168 [....... 9.2
B  Gross private domestic investiment. .} S1.2 49.6 9.2 25.3 7.7 §3 ... .. 2 1.9 |....... 1.7
C New residential nonfarin construc-
fON. ... 12.6 12707921823 812 ..o ¢ e -1
D Other new coustruction and pro-
ducers’ durable equipment . ... .3 299 |....... 18.0 SE| %4811 ... 1tivs1.9 t.4
E Change In business inventories 7.4 6.9)....... 4.9 tSs I O DO S O 4
F 6.4 641 .. ... ngoiuw st oo e
G .9 I 2 (R SR wos oo e .4
H Net foreign tuvestment. ....... ... —2.2f =22 oo e e -2.2 *
1  Government purchases of goods and
gservices. ... . ... 0. 42.0 A
J Federal Government. .. ... 22.1 —.4
K State and local government 19.9 .5
L Total GNP.............. 285.1 11.0

*Leas than 50 million dollars.

1For the most part in uses of funds in the sector accounts. Where GNP items are on a uet basis, entries in this table are net of sowrces.

2Sce Table 8BS for hreakdown by type of difference.

]’limployer contributinns for accident and health, hospitalization, and life insurance, and the cast of food and lodging furnished commercial
employcees.

4Outlays by banks for services provided to consumers without explicit charge.

SRental va{uc of tenant-occupicd farm housing, operating outlays on owner-nccupied farm houses, and estimated expenses in producing food
and fuel consumed on farms,

sCurrent expenditures (excluding depreciation) of nonprofit organizations; and outlays by financial intermerliaries in the sector {or rervices
furnished to consumers without explicit charge.

TPurchases of completed new residential construction for owner-occupancy.

$Purchases of completed new residential construction for tenant-occupancy and change in work in process on all types of residential con-
struction.

%1ncludes farm residential construction.

19Construction and equipinent expenditurcs of nonprofit organizations.

BAfter valuation adjustment,

11Cnst rather than market valuation.

1#Represents changes In inventories, valued at cost, serving as collateral for loans made or guaranteed by the CCC to farmers and to farm
cooperatives. Ihcse are considered Federal Government purchases of goods and services in GNP accounts but are considered changes in inventorles
of farm and noafarm noncorporate business sectors respectively in flow-of-funds accounts.

Notk.—Detdits may not add to totals because of rounding.  For description of table, see p. 379,
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FLOW OF FUNDS IN THE UNITED STATES, 1939-53

Table 6. Omissions and Differences, 1950

(In billions of dollars)

Omissions Differences
Total
omissions
__and of Because of In In In
differences! | imputations | consolidation timing valuation estimation
A Personal consumption expenditures................. 3, Ve e
B Gross private domestic investment .. -.3 1.4
[ New residential nonfarm construction............. L eieeeiee
D r new construction and producers’ durable equip-
Ment. . .ovii e . NS e $1.4
E Change in busine.s {nventori [T .
F Noxfarm.............. . D
G Farms. .. .. ! Ceiiaecicaen
H Net foreigninvestment...........................}  « | e 1 . . e
I Government purchases of goods and services. -4 .6
{( Federal Government. . ................ B 4 He-.6
State and local government . .
L TotAl. .ot i e .3 .8

%Less than SO million dollars.

1See last column of Table 84.

SNet imputed rental.income and depreciation on farm and nonfarm owner-occupied dwellings; imputed expenditures for food, clothing, and
services given as pay in kind by government and nonprofit employers, and wages paid in kind by household employers; depreciation charges by
nonprofit organizations; and nonoutlay components of value of services provided by financial intermediaries to consumers without explicit charge.

3Difference between market value and cost to farmers of products produced and consumed on farms.

‘Imputed value of owners' own labor on new construction. .

$Difference between GNP valuation at time of construction and flow-of-funds valuation at time of sale.

8Differences not accounted for between GNP and flow-of-funds estimates of farm durable equipment and nonfarm business plant and equip-
ment expenditures. The flow-of-funds estimates are based on Department of Agriculture statistics and SEC-Commerce statistics.

IDifference between market value and cost value of chanfa n farm inventories,

8 m?uted net exports equal to net domestic gold production.

%{ncludes net acquisition of silver and minor coin not shown separately. This item is treated as a financial transaction in the flow-of-funde

nts. .

®Federal Government coatributions as employer to general government employee retirement systems and Federal Government contributions
to_veterans' life insurance funds.

UFor discussion of timing differences, see Ch. 15, p. 284.

uDifferences between expenditures under military contracts recorded at renegotiated values in GNP accounts and at original prices in flow-of~
funds accounts; and difference between collateral values and cost of farm inventories secusing CCC direct and guaranteed loans,

uReflects mainly differences in estimates of net Government payables,

uState and loca: government contributions as employer to general government employee retirement systems.

Note.—Detalls may not add to totals because of rounding. For description of table, see p. 379,
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Under the national income data system, for example, '"Rental
Income of Persons' consists of (1) net money income from rental of
real property, (2) (the thing we are especially interested in here)
estimated net rental value to home owners of their homes, and (3)
royalties of various kinds.

The flow-of-funds consumer account excludes gross imputed
rental value of owner-occupied homes (nonfarm), but as a substitute
includes the actual cash outlays paid out by consumers as home own-
ers--outlays in the form of property taxes, mortgage interest, main-
tenance, and repairs.

Again, under GNP methods, the gross rental value of farm dwell-
ings is designed to represent the amount which would have been paid
out if the dwellings were rented separately from the farms.

The flow-of-funds system shows all outlays both for rent of tenant-
occupied farm dwellings and for expenses of maintaining owner-oc-
cupied farm dwellings--in the farm sector and not in the consumer
sector, The difference in the two methods is equal to farm net im-
puted rental income, plus depreciation.

Other differences (not detailed in table 6) cover imputed pur-
chases of services from financial intermediaries, such as banking
and investor institutions, other than life insurance companies,

Wages in kind, and imputed purchases of food and fuel actually
produced on farms but withdrawn in kind by families of farm operators
are other examples of different handling between the two systems.
There are many others, Please note, in conclusion, on this third
system, thatl have compared national income and flow-of-funds
systems, but have not attempted to show mobilization uses for the
latter.

Overall Summary

This morning we have discussed the uses of national income data,
input-output analysis, and the circular-flow-of-funds theory as eco-
nomic tools, Various persons have attempted to coin a single term
which would describe all three systems. ''Social accounting' has been
proposed, but I prefer ''national economic accounting.' By using these
methods of national economic accounting, we are able to do these
things:
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1. Piece together many types of statistical information to
portray national and international aspects of the structure and operations
of our economy.

2. Make hypothetical forecasts to aid in market analysis and
to determine investment programs.

3. Evaluate the economic effects of decisions, both those
taken and those contemplated, on the part of business, labor, consum-
ers, and government. Thank you,

QUESTION: On this input-output analysis have you formed any
conclusion as to the degree of accuracy of these figures? They are
extremely involved,

DR. KRESS: Yes, they are extremely involved, As I said, the
second and third systems grew out of the first system, We have had
several go-arounds on the first system as to whether it is any good.
During the war some groups questioned the validity of the cost-of-living
index,

The President's Committee on the Cost of Living studied the
matter at some length and came to the conclusion that the index was
a little loggy, slow to react, but essentially sound., The number of
cities from which data were taken was enlarged and somewhat differ-
ent types of family incomes were investigated periodically. The name
was changed to the ""Consumers' Price Index, "

Now, as to this national income data system, two years ago last
July a subcommittee in Congress held a series of meetings investigating
the accuracy of these statistics, whether or not they were complete
enough, et cetera, et cetera, et cetera, Many individuals, agencies,
and foundations testified before this congressional subcommittee, They
all came to the conclusion that there were a few fields in which they
needed something slightly more in the way of statistics than they thenhad,
Otherwise, the system was satisfactory,

QUESTION: As a source of information for the paper work that
has to be done it seems to me that it would ve very desirable to have
all the statistics come in every year. Do you think it would be feasible
or practical to have something come in each year from all organiza-
tions and persons similar to the income tax data? I know it would
mean another form to fill out, but I fill out about 500 a year already.
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DR, KRESS: It would be statistically desirable. No question
about it, It might be a little more expensive to the taxpayer.

Actually, the way it's done now--maybe this will throw light on
it~-each ten years, you know, there is a decennial census taken. They
use this opportunity to ask many miscellaneous questions, many oc-
cupation questions, many salary questions, as well as to count numbers.
So every ten years you get a pretty good picture from the door-to-door
canvasses.

About every five years a census of manufacturers, is taken, in
which people from the Census Bureau, in conjunction with the Depart-
ment of Commerce, actually go out into the manufacturing fields and
make a considerable study.

Between the five-year and ten-year periods, they resort to
monthly sampling, by areas. They will actually pull door bells in an
area and ask questions of businessmen and individual consumers.

You're going to ask me now, Is this sampling process good? Well,
there again you have to take it on sight, as it is. Both small sampling
procedures and large sampling procedures are used successfully. In
my courses in statistics, the few that I have had, they have convinced
me that they could do it, I think you can depend on the sampling pro-
cess without too much error, if you have what is called a "benchmark, "
that is, one of these censuses, not too far away, to use as a base.

(5 Nov 1956--250)B/IBC
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