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NATIONAL ACCOUNTING SYSTEMS 

16 September 1960 

C O L O N E L  H A R V E Y :  A d m i r a l  P a t r i c k ,  G e n t l e m e n :  F o r  t h e  p a s t  
w e e k  y o u  h a v e  b e e n  e x p o s e d  to  m a n y  f a c e t s  of e c o n o m i c  l i f e  in t he  
U n i t e d  S t a t e s .  I t h i n k  t h a t  w i t h o u t  e x c e p t i o n  e v e r y  one of o u r  s p e a k e r s  
h a s  u s e d  s t a t i s t i c a l  d a t a  to  s o m e  d e g r e e ,  to  p r o v e  o r  d i s p r o v e  c e r t a i n  
e c o n o m i c  b e l i e f s .  

At t h i s  j u n c t u r e  I t h ink  it  m i g h t  be  w e l l  to  r e p e a t  w h a t  the  i n s t r u c -  
t o r s  h a v e  p r o b a b l y  e m p h a s i z e d ,  and  t h a t  i s  t h a t  s t a t i s t i c s  in  t h e  e c o -  
n o m i c  f i e l d  a r e  o f t en  u n r e l i a b l e ,  bu t  n e v e r t h e l e s s  t h e y  do r e p r e s e n t  
t he  o n l y  t o o l s  we have  f o r  a c c o u n t i n g  p u r p o s e s .  

So today we will look into the field of accounting systems at the 

national level, some of the gaps that exist in our present systems, 

and how we might modify some of our procedures to better serve our 

purposes. 

As you have noted from his biography, our speaker, in addition 

to being a gifted educator, has had a long and varied background as a 
Government economist, culminating with his service on the Presi- 

dent's Council of Economic Advisers up until 1958. 

I might add that he holds two graduate degrees from Harvard 

University, whose economics department seems to have a corner on 

the market of advising at least one of our Presidential aspirants. 

The title of today's lecture is "National Accounting Systems." It 
is my pleasure to introduce for his second appearance at the College 
Dr. Paul W. McCracken, Professor of Business Conditions, School 
of Business Administration, University of Michigan. Dr. McCracken. 

D R .  M c C R A C K E N :  T h e  a l l u s i o n  to  t h i s  b e i n g  m y  s e c o n d  a p p e a r -  
a n c e  r e m i n d s  m e  of an  e x c h a n g e  of c o r r e s p o n d e n c e  t h a t  w a s  s u p p o s e d  
to  h a v e  t a k e n  p l a c e  b e t w e e n  G e o r g e  B e r n a r d  Shaw and W i n s t o n  
C h u r c h i l l .  W h i l e  t h e  l a t t e r  w a s  P r i m e  M i n i s t e r ,  he  r e c e i v e d  a n o t e  
f r o m  M r .  Shaw,  in h i s  own h a n d w r i t i n g ,  s a y i n g ,  "You  w i l l  f ind  e n -  
c l o s e d  t w o  t i c k e t s  f o r  the  o p e n i n g  n i g h t  p e r f o r m a n c e  of m y  n e w  p lay ;  
one t i c k e t  f o r  y o u r s e l f  and  one  f o r  a f r i e n d ,  if  y o u  h a v e  one .  " In t h e  
c o u r s e  of t i m e  M r .  Shaw r e c e i v e d  a no te  f r o m  M r .  C h u r c h i l l ,  in  
Mr. Churchill's own handwriting, in which he said, "I regret to say 
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tha t  I have  a c o m m i t m e n t  on the  open ing  n ight  p e r f o r m a n c e ,  and a m  
t h e r e f o r e  r e t u r n i n g  t h e s e  t i c k e t s .  P l e a s e  send  m e  two t i c k e t s  fo r  the  
s e c o n d  night ,  if t h e r e  is  one .  " 

I a m  d e l i g h t e d  to be h e r e  to d i s c u s s  the g e n e r a l  s u b j e c t  of " N a t i o n a l  
A c c o u n t i n g  S y s t e m s "  and to  out l ine  s o m e  of the  u s e s  of th i s  s t r u c t u r -  
ing of da ta ,  as  w e l l  as  s o m e  of the  u n r e s o l v e d  p r o b l e m s  w h i c h  s t i l l  
e x i s t .  

We ought  to r e m i n d  o u r s e l v e s  at the ou t se t  tha t  t h e r e  a r e  in t h i s  
c o u n t r y  t h r e e  m o r e  or  l e s s  ac t ive  s o c i a l  a ccoun t ing  s y s t e m s ,  not  j u s t  
one.  We have  f i r s t  of a l l  our  n a t i o n a l  i n c o m e  and p roduc t  s y s t e m ,  
and th i s  is the one wi th  which  we a r e  the  m o s t  f a m i l i a r .  

The  n a t i o n a l  i n c o m e  and p roduc t  s y s t e m  of a c c o u n t s  had a r a t h e r  
o r thodox  type of evo lu t ion .  Our  c u r r e n t  n a t i o n a l  i n c o m e  and p r o d u c t  
s y s t e m  of a c c o u n t s  a c t u a l l y  had i t s  o r i g i n  wi th  s o m e  b a s i c  r e s e a r c h  
at  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  in New Y o r k ,  the  one of 
w h i c h  A r t h u r  B u r n s  has  b e e n  head  of fo r  so m a n y  y e a r s .  B a c k  e v e n  
in the  t w e n t i e s  the  Na t iona l  B u r e a u  was  do ing  s o m e  p i o n e e r i n g  w o r k  
in a t t e m p t i n g  to m a k e  s o m e  e s t i m a t e s  of na t i ona l  i n c o m e .  Tha t  
d o e s n ' t  sound l ike  a v e r y  d r a m a t i c  th ing  r i g h t  at the m o m e n t ,  but  of 
c o u r s e  back  in the  t w e n t i e s  tha t  was  p i o n e e r i n g .  Th i s  w o r k  d e v e l -  
oped s lowly ,  as  b a s i c  r e s e a r c h  d o e s .  E v e n  the  c o n c e p t s  had to be 
c l a r i f i e d .  F o r  tha t  m a t t e r  t h e r e  a r e  s t i l l  a lot of u n r e s o l v e d  c o n -  
c ep tu a l  i s s u e s  even  ye t .  

Then  we got into the  g r e a t  d e p r e s s i o n .  One of the q u e s t i o n s  was:  
What  is  going on in th i s  d e p r e s s i o n ?  The a n a l y s i s  t ended  to run  in 
t e r m s  of a d e f i c i e n c y  of i n v e s t m e n t  o p p o r t u n i t i e s  or  of i n v e s t m e n t .  
I n e v i t a b l y  the q u e s t i o n  a r o s e :  What is  a c t u a l l y  h a p p e n i n g ?  We d i d n ' t  
have any  s y s t e m a t i c  e s t i m a t e s  of n a t i o n a l  i n c o m e  by c o m p o n e n t s .  So 
we se t  about  to d e v e l o p  t h e m .  

The N a t i o n a l  B u r e a u  then  d e v e l o p e d  i ts  f u l l - b l o w n  s y s t e m  of 
e s t i m a t e s  of what  t hey  ca l l ed  g r o s s  n a t i o n a l  p roduc t ,  wi th  t h i s  w o r k  
led by S imon  K u z n e t s .  T h e n  the D e p a r t m e n t  of C o m m e r c e  was  
c h a r g e d  by the  C o n g r e s s  wi th  the  r e s p o n s i b i l i t y  fo r  d e v e l o p i n g  c o n -  
t i n u in g  e s t i m a t e s  of n a t i o n a l  i n c o m e .  

The  f i r s t  G o v e r n m e n t  e s t i m a t e s  on a s y s t e m a t i c  b a s i s  of g r o s s  
n a t i o n a l  p roduc t  saw the  l ight  of day  in the  May 1942 i s s u e  of the  
" S u rv e y  of C u r r e n t  B u s i n e s s .  " 



T h e n ,  a b o u t  1948,  t h e  i s o l a t e d  e s t i m a t e s  of g r o s s  n a t i o n a l  p r u u -  
u c t  d e v e l o p e d  i n t o  a f u l l - b l o w n  s y s t e m  of  a c c o u n t s .  A t  t h a t  t i m e  t h e y  
w e r e  c a s t  m o r e  o r  l e s s  in  t h e i r  p r e s e n t  f o r m ,  t h o u g h  t h e r e  h a v e  b e e n  
d e v e l o p m e n t s  s i n c e .  

W e l l ,  t h a t  i s  o n l y  one  of o u r  s y s t e m  of  s o c i a l  a c c o u n t s .  T h e r e  
a r e  t w o  o t h e r s .  One  of  t h e m  i s  o u r  i n p u t - o u t p u t  o r  o u r  i n t e r i n d u s t r y  
a n a l y s i s .  T h i s  in  a s e n s e  i s  n o t  u n r e l a t e d  to  t h e  n a t i o n a l  i n c o m e  a n d  
p r o d u c t  a c c o u n t s ,  b u t  t h e  p r o b l e m s  t h i s  s y s t e m  i s  d e s i g n e d  t o  i l l u -  
m i n a t e  a r e  s o m e w h a t  d i f f e r e n t .  I n t e r i n d u s t r y  a n a l y s i s  in  e s s e n c e  i s  
a n  a t t e m p t  to  d e r i v e  e s t i m a t e s  o r  m e a s u r e s  of  t h e  t e c h n i c a l  i n t e r -  
r e l a t i o n s h i p s  i n t e r c o n n e c t i n g  t h e  v a r i o u s  s e c t o r s  of  t h e  e c o n o m y .  T h e  
s o - c a l l e d  i n p u t - o u t p u t  t a b l e s  p r e s e n t  t h e  e c o n o m y  s l i c e d  u p  i n t o  
v a r i o u s  s e c t o r s ,  t h e  n u m b e r  d e p e n d i n g  on t h e  s t a t i s t i c a l  d e t a i l  d e -  
s i r e d .  T h e r e  w a s  one  t a b l e  w h i c h  s l i c e d  i t  u p  i n t o  a b o u t  50 s e c t o r s ,  
a n d  t h e r e  w a s  a n o t h e r  w h i c h  s l i c e d  i t  up  i n t o  200 .  W h a t  y o u  a r e  
m e a s u r i n g ,  t h e n ,  i s  t h e  a m o u n t  of  p r o d u c t  f r o m  one  s e c t o r  r e q u i r e d  
b y  a n o t h e r  s e c t o r  p e r  d o l l a r  of  o u t p u t  of t h a t  s e c o n d  s e c t o r .  

This is particularly useful in attempting to measure the total im- 
pact of a certain given exogenous change in the economy on a certain 
industry. Let me illustrate that with a very simple case. Suppose 
the output of the automobile industry increases by $1--what is the 
i m p a c t  on t h e  s t e e l  i n d u s t r y  ? W e l l ,  y o u  c o u l d  e s t i m a t e  p e r  d o l l a r  o r  
p e r  a u t o m o b i l e  how  m u c h  a d d i t i o n a l  s t e e l w o u l d  b e  r e q u i r e d .  

H o w e v e r ,  t h a t  of c o u r s e  m a y  n o t  be  t h e  e n d  of  t h e  s t o r y .  I f  o u t -  
pu t  in  s o m e t h i n g  l i k e  t h e  a u t o  i n d u s t r y  g o e s  up  i t  m a y  be  t h a t  t h e y  
w e l l  n e e d  a d d i t i o n a l  m a c h i n e  t o o l s .  T h e r e  w i l l  be  an  i n d i r e c t  d e m a n d  
f o r  s t e e l  t r i p p e d  off by  t h i s  i n c r e a s e  in t he  a u t o  i n d u s t r y .  If t h e  
m a c h i n e  t o o l  i n d u s t r y  h a s  to  s u p p l y  t h e  a u t o  i n d u s t r y  w i t h  m a c h i n e  
t o o l s ,  t h e r e  m a y  be  s o m e  a n c i l l a r y  i n d u s t r y  b a c k u p  h e r e  t h a t  a l s o  
f e e l s  t he  e f f e c t  of t h a t  and  m a k e s  a d r a f t  on t h e  s t e e l  i n d u s t r y .  So 
y o u f v e  go t  t h e s e  e c h o  e f f e c t s  w h i c h  e x t e n d  s o m e t i m e s  f a i r l y  f a r  baci< 
i n t o  the  e c o n o m y .  

I think one can say that the input-output analysis in a sense brings 
back into the picture the transactions which by definition are consol- 
idated out of the national income and product system of accounts, 
namely, the intermediate transactions. We'll see more about that 
in a moment. Well, I don't want to belabor this further. 
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The  t h i r d  s y s t e m  of na t iona l  i n c o m e  a c c o u n t s  tha t  we have  in the  
Uni t ed  S ta tes  is  the f l o w - o f - f u n d s  da ta  which  a r e  c u r r e n t l y  m a d e  
a v a i l a b l e  on a q u a r t e r l y  b a s i s  by the F e d e r a l  R e s e r v e  S y s t e m .  The  
f l o w - o f - f u n d s  s y s t e m ,  or  the m o n e y - f l o w  s y s t e m ,  has  i t s e l f  b e e n  
u n d e r g o i n g  a c o n s i d e r a b l e  evo lu t ion .  This  w o r k  a c t u a l l y  has  b e e n  
go ing  on in the  F e d e r a l  R e s e r v e  fo r  about  20 y e a r s ,  but  on a p r e t t y  
m u c h  p i o n e e r i n g  b a s i s ,  a t t e m p t i n g  to d e v e l o p  the c o n c e p t s  and the  
s o u r c e s  of da ta .  

In e s s e n c e ,  what  the  f low of funds  s t a r t e d  out to t r y  to do was  to 
p r o v i d e  a s c h e m a t i c  p o r t r a i t  of not  only the  t r a n s a c t i o n s  i n v o l v e d  in 
the  p r o d u c t i o n  of c u r r e n t  output but  a l so  what  we m i g h t  ca l l  the  c a p i -  
t a l  t r a n s a c t i o n s  of the  e c o n o m y  as  we l l .  

The economy is divided into about i i  transacting sectors--con- 
sumers, corporations, banks, other financial institutions, et cetera. 
We had the total sources and uses of funds flowing between each 
sector and each of the other sectors--not only purchases of current 
output and sales of current output but borrowing, and financial 
t r a n s a c t i o n s  a l s o .  

Th i s  has  b e e n  c o n d e n s e d  a b i t ,  and in the da ta  which  a r e  pub-  
l i s h e d  in the  " F e d e r a l  R e s e r v e  B u l l e t i n "  h e r e ,  the  F e d e r a l  R e s e r v e  
m o n t h l y  pub l i ca t ion ,  in the  s t a t i s t i c a l  s e c t i o n ,  have b e c o m e  in e s s e n s e  
a p i c t u r e  of the  p a t t e r n  of the  f low of s a v i n g s  in to  the  cap i t a l  m a r k e t s .  
Tha t  i s ,  w h e r e  do the  s a v i n g s  c o m e  f r o m  ? They  c o m e  f r o m  the  banks ,  
f r o m  the  i n s u r a n c e  c o m p a n i e s ,  f r o m  the  v a r i o u s  o the r  f i n a n c i a l  i n -  
s t i t u t i o n s  on the one hand .  You can v i s u a l i z e  t h e s e  f lows c o m i n g  into 
the  m o n e y  in cap i t a l  m a r k e t s ,  and you can  v i s u a l i z e  the  funds  a l s o  
f lowing  back  out of the cap i t a l  m a r k e t s  to the  v a r i o u s  d e m a n d e r s  of 
funds .  

F o r  t h o s e  who a r e  p a r t i c u l a r l y  i n t e r e s t e d  in an a n a l y s i s  of the  
d e v e l o p m e n t s  of the  m o n e y  and cap i t a l  m a r k e t s  th i s  kind of a p p r o a c h  
is  of c o u r s e  u se fu l .  

So we have  t h e s e  t h r e e  a p p r o a c h e s - - t h e  n a t i o n a l  i n c o m e  and 
p r o d u c t  a c c o u n t i n g  s y s t e m ,  the  i npu t -ou tpu t  a p p r o a c h ,  and the  f low 
of funds .  The  f i r s t  and t h i r d  a r e  r e a l l y  the only ac t i ve  a c c o u n t i n g  
s y s t e m s ,  b e c a u s e  the  i npu t -ou tpu t  a n a l y s i s  at the  p r e s e n t  t i m e  is  
m o r e  o r  l e s s  q u i e s c e n t .  
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I would like to turn from this now to a more systematic examina- 

tion of the use of the national income and product accounts as a means 

of visualizing the economic process. When it comes to something as 

complex as the whole economy, obviously we have to have some kind 

of summary picture in order to be able to visualize it. As a matter 

of fact, the same thing is of course true for a corporation. If you 
want to have some kind of summary picture of the way the numerous 

manifold activities of a large corporation are working out, you are 

not going to get it by walking through the plant. There can be all 
kinds of activities there and you can't really gage it. Pretty quickly 

what you are going to do is ask to look at the income statement. 

C h a r t  1, page  6. - - I  have  c h o s e n  h e r e  U . S .  S t ee l ,  p a r t l y  b e c a u s e  
t h e i r  f i n a n c i a l  s t a t e m e n t  p r o v i d e s  abou t  the  kind of a b r e a k d o w n  I 
wan t  to  u s e  to  t e e  off in to  the n a t i o n a l  i n c o m e  and p r o d u c t  a c c o u n t .  

Fundamentally, this income statement answers two questions. 

First of all, it answers the question: What is the total volume of sales 

of this corporation? In this case the products and services sold in 

1959 were some over $3.64 billion. That is on the right-hand side. 

Secondly, the income statement of any corporation, in this case 
U.S. Steel, provides information answering the question: What were 
the total costs incurred, together with, hopefully, some profits 

realized, in the process of producing and marketing this output of 
goods and services? And of course the left-hand side of the account 

here answers that second question. 

T h e  f i r s t  i t e m  h e r e  i s  p r o d u c t s  and s e r v i c e s .  T h i s  i s  p r o d u c t s  
and  s e r v i c e s  b o u g h t  f r o m  o t h e r  b u s i n e s s .  T h i s  wou ld  be the  coa l ,  
t he  p a p e r  c l i p s ,  the  p e n c i l s ,  the  p a p e r ,  and so  f o r t h ,  t h a t  U . S .  S t e e l  
p u r c h a s e s  f r o m  o t h e r  e n t e r p r i s e s .  T h a t ' s  abou t  a t h i r d ,  a s  you can  
s e e ,  of the  t o t a l  s a l e s .  

The  s e c o n d  i t e m  h e r e  is  t o t a l  e m p l o y m e n t  c o s t - - S 1 , 5 7 6 , 2 0 0 , 0 0 0 .  
T h i s  wou ld  be w a g e s  and s a l a r i e s ,  p e n s i o n  p a y m e n t s ,  and 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 ,  and  t h a t  s o r t  of t h i n g .  

T h i r d  i s  i n t e r e s t  p a y m e n t ,  e s s e n t i a l l y  on l o n g - t e r m  d e b t .  

The fourth item is State, local, and miscellaneous taxes. Those 
are not income taxes, by the way, which came on later. And by the 
way these are all essentially the terms which U.S. Steel uses in its 
own income statement. 
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Nex t  is w e a r  and e x h a u s t i o n  of f a c i l i t i e s - - i n  o t h e r  w o r d s ,  d e p r e -  
c i a t i o n ,  $190 m i l l i o n .  

Then  the r e s t  would  be  p r o f i t s  b e f o r e  t a x e s ,  the  s u m  of the  l a s t  
two  i t e m s ,  of w h i c h  i n c o m e  t a x e s  a r e  $233 m i l l i o n .  And ne t  i n c o m e  
then ,  a f t e r  t a x e s ,  i s  $255 m i l l i o n .  

Tha t  e x h a u s t s  the  t o t a l .  So tha t  the i n c o m e  s t a t e m e n t  of U . S .  
S t e e l  f u n d a m e n t a l l y  a n s w e r s  t h e s e  two ques t i ons :  F i r s t  of all :  What  
w a s  the t o t a l  output  of goods  and s e r v i c e s  p r o d u c e d  and sold  by th i s  
c o m p a n y  in the  c o u r s e  of t h i s  f i s c a l  y e a r ,  19597 Secondly :  What  
w e r e  the  c o s t s  i n c u r r e d - - o r  we m i g h t  say  the i n c o m e s  paid o u t - - t o -  
g e t h e r  wi th  the  p r o f i t s  r e a l i z e d  in the  p r o c e s s  of p r o d u c i n g  th i s  
v o l u m e  of output  ? 

Th i s  i s  the  kind of s u m m a r y  p i c t u r e  tha t  i s  v e r y  c o n v e n t i o n a l  
w h e n  we t r y  to  a n a l y z e  the  r e s u l t s  of the  o p e r a t i o n  of a c o r p o r a t i o n  a s  
a b u s i n e s s  in the  c o u r s e  of a y e a r .  

Wel l ,  now,  l e t ' s  look  o v e r  the  top of o u r  b i f o c a l s  f o r  a m o m e n t ,  
and v i s u a l i z e  e x a c t l y  the  s a m e  th ing  e x c e p t  on a c o n s o l i d a t e d  b a s i s ,  
w h e r e  we  wou ld  c o n s o l i d a t e  the i n c o m e  s t a t e m e n t s  of a l l  b u s i n e s s e s  
in the  c o u n t r y .  We put  t h e m  t o g e t h e r  and m a k e  out of t h e m  a c o n -  
s o l i d a t e d  i n c o m e  s t a t e m e n t  for  a l l  b u s i n e s s e s  in the  c o u n t r y .  

Now,  b e f o r e  we l e a v e  t h i s  s l i de  h e r e ,  if i t  i s  a c o n s o l i d a t e d  i n -  
c o m e  s t a t e m e n t  fo r  a l l  b u s i n e s s e s ,  one i t e m  in th i s  s t a t e m e n t  i s  
go ing  to  d r o p  out .  What  i t e m  i s  tha t  ? It w i l l  be  the  f i r s t  i t e m  on the  
l e f t - h a n d  s i d e - - p r o d u c t s  and s e r v i c e s  bough t  f r o m  o t h e r  b u s i n e s s e s .  
T h i s  i t e m  would m e r e l y  r e p r e s e n t  i n t e r b u s i n e s s  p u r c h a s e s  and s a l e s ,  
w h i c h  by  tha t  de f i n i t i on  would  c a n c e l  out .  I th ink  you  can  s e e  t h i s  
b e s t  if  you th ink  of i t  in  t e r m s  of, s ay ,  a c o m p a n y  l ike  G e n e r a l  
M o t o r s .  

In the G e n e r a l  M o t o r s  i n c o m e  s t a t e m e n t  you w i l l  not  have  i n -  
c luded  h e r e  the  s a l e s  of s p a r k  p lugs  f r o m  the  AC D i v i s i o n  to  the  
C h e v r o l e t  D i v i s i o n ,  and then  the  fu l l  v a l u e  of the s a l e s  of C h e v r o l e t  
a l s o ,  T h a t  wou ld  be  coun t ing  the  s a l e  of t h o s e  s p a r k  p lugs  t w i c e .  
So, when  G e n e r a l  M o t o r s  p r e s e n t s  i t s  c o n s o l i d a t e d  i n c o m e  s t a t e m e n t  
fo r  a l l  of i t s  d i v i s i o n s ,  t h e s e  i n t e r d i v i s i o n a l  p u r c h a s e s  and s a l e s - -  
w h i c h  would  show up,  of c o u r s e ,  if you  w e r e  c a s t i n g  up an i n c o m e  
s t a t e m e n t  j u s t  f o r  a d i v i s i o n - - w o u l d  be  c o n s o l i d a t e d  out .  



So if you have  a c o n s o l i d a t e d  i n c o m e  s t a t e m e n t  fo r  a l l  of the  e c o n -  
o m y ,  by d e f i n i t i o n  the i n t e r b u s i n e s s  p u r c h a s e s  and s a l e s  w i l l  d r o p  out 
of the  p i c t u r e .  Wel l ,  if  we in e f f ec t  c o n s o l i d a t e  a l l  of t h e s e  i n c o m e  
s t a t e m e n t s  fo r  a l l  b u s i n e s s e s ,  t hen ,  wha t  we ge t  i s  what  has  c o m e  to  
be  c a l l e d  the b a s i c  n a t i o n a l  i n c o m e  and p r o d u c t  a c c o u n t .  

C h a r t  2, page  9. - - L o o k  at i t  h e r e  fo r  j u s t  a m o m e n t .  I t  m a y  look 
a l i t t l e  d i f f e r e n t  f r o m  the one we j u s t  had,  but  f u n d a m e n t a l l y  i t  i s  
r e a l l y  v e r y  s i m i l a r .  On the  r i g h t - h a n d  s i d e ,  wha t  i n f o r m a t i o n  do you 
have  ? We have  i n f o r m a t i o n  b e a r i n g  on th i s  f i r s t  q u e s t i o n  w h i c h  we 
posed  fo r  U . S .  S t e e l ,  n a m e l y :  What  w a s  the  t o t a l  v a l u e  of o u t p u t - -  
now fo r  the  who le  e c o n o m y - - n o t  fo r  j u s t  one c o m p a n y ?  What  w a s  the  
t o t a l  v a l u e  of output  fo r  the  who le  e c o n o m y ?  

On the  r i g h t - h a n d  s ide  h e r e  we  have  th i s  i n f o r m a t i o n  on wha t  the  
t o t a l v a l u e  of o u t p u t f o r  the  w h o l e  e c o n o m y  w a s ,  and a c c o r d i n g  to  th i s  
e s t i m a t e  i t  was  $480 b i l I i on .  I t  does  happen  tha t  on th i s  r i g h t - h a n d  
s ide  we a l s o  p r o v i d e  a l i t t l e  a d d i t i o n a l  d e t a i l  on w h e r e  the m a r k e t s  
f o r  th i s  output  w e r e  found .  We can  do the  s a m e  th ing ,  of c o u r s e ,  f o r  
the  i n c o m e  s t a t e m e n t  of a c o r p o r a t i o n .  Tha t  i s ,  in the c a s e  of the  
U . S .  S t e e l  i n c o m e  s t a t e m e n t ,  we could  have  had s a l e s  to the  au to  
i n d u s t r y ,  s a l e s  to the  c o n s t r u c t i o n  i n d u s t r y ,  and any  kind of b r e a k -  
down you wan t .  We d i d n ' t  b o t h e r  to go into  th i s  d e t a i l .  

T h i s  i t e m  down h e r e ,  t h i s  $479 .5  b i l l i o n  f i g u r e ,  i s  e x a c t l y  p a r -  
a l l e l ,  c o n c e p t u a l l y ,  wi th  the  output  of U . S .  S t ee l ,  the  s a l e s  of U . S .  
S t e e l .  I t ' s  the  v a l u e  of the  t o t a l  output  of goods  and s e r v i c e s  p r o -  
d u c e d  in the e c o n o m y .  

Of th i s  $480 b i l l i o n ,  $312 b i l l i on  w a s  a b s o r b e d  or  p u r c h a s e d  by  
c o n s u m e r s  d i r e c t l y .  A n o t h e r  $71 b i l l i on  of ou r  g r o s s  n a t i o n a l  p r o d -  
uc t  h e r e ,  the t o t a l  output  of goods  and s e r v i c e s ,  wen t  in to  the  m a i n -  
t e n a n c e  and e x p a n s i o n  of our  p r o d u c t i o n  f a c i l i t i e s .  B e a r  in m i n d  tha t  
t h i s  is  g r o s s  n a t i o n a l  p r o d u c t ,  not  ne t  n a t i o n a l  p r o d u c t .  I ' l l  c o m e  to 
tha t  in j u s t  a m o m e n t .  T h e r e f o r e ,  t h e s e  c a p i t a l  ou t l ay s  a r e  t o t a l  
c a p i t a l  o u t l a y s ,  wi thout  r e g a r d  to w h e t h e r  t h e y  a r e  fo r  r e p l a c e m e n t  
or  fo r  e x p a n s i o n .  
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T h i r d ,  we have to have  an i t e m  in h e r e  w h i c h  shows  the  ex t en t  tc  
w h i c h  our  m a r k e t s  for  goods  and s e r v i c e s  a b r o a d  e x c e e d  the m a r k e t s  
fo r  f o r e i g n  p r o d u c e d  output  in  th i s  coun t ry .  I t h ink  you can s ee  tha t ,  
in  an e xac t l y  e q u i l i b r a t e d  w o r l d ,  w h e r e  i m p o r t s  and e x p o r t s  w e r e  
e x a c t l y  equa l ,  we  could  t a k e  the  to t a l  s a l e s  of output  d o m e s t i c a l l y  and 
tha t  would  be equa l  in v a l u e  to our to ta l  output  in t h i s  c o u n t r y ,  though  
it would  be t r u e ,  you s e e ,  that  in a t e c h n i c a l  s e n s e  s o m e  of the  t h ings  
you would  be  coun t ing  h e r e  would be th ings  tha t  peop le  bought  f r o m  
a b ro ad ;  but ,  fo r  e v e r y  d o l l a r  of tha t  f o r e i g n  output tha t  you i n c l u d e d  
t h e r e ,  t h e r e  would be a d o l l a r  of our  output  tha t  would  find i t s  m a r k e t  
a b r o a d - - n o t  h e r e .  

But ,  of c o u r s e ,  in the  r e a l  wor ld  t h e s e  two f i g u r e s ,  i m p o r t s  and 
e x p o r t s ,  d o n ' t  a l w a y s  b a l a n c e  out, and so  we have  to  have  a m e a s u r e  
of the e x t e n t  to  which ,  if you s i m p l y  r a c k  up the  t o t a l  p u r c h a s e s  of 
output  by the  v a r i o u s  d o m e s t i c  s e c t o r s  of the  e c o n o m y ,  you m a y  not  
qui te  a c c u r a t e l y  m e a s u r e  the  t o t a l  va lue  of output p r o d u c e d  in the  
A m e r i c a n  e c o n o m y .  

Now it  happened  in 1959 that  our  e x p o r t s ,  as  de f ined  for  n a t i o n a l  
i n c o m e  p u r p o s e s ,  fe l l  s l i g h t l y  s h o r t  of our  i m p o r t s .  But  i t ' s  a m i n o r  
f i g u r e  and I d o n ' t  want  to d w e l l  on i t .  

F i n a l l y ,  h e r e ,  we have  tha t  p a r t  of our  output  w h i c h  found i t s  
m a r k e t  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 .  I t ' s  $98 b i l -  
l ion .  L e t  m e  m a k e  a couple  of c o m m e n t s  about  t h i s .  In the  f i r s t  
p l ace ,  t h i s  is  not  F e d e r a l  e x p e n d i t u r e s  a lone ,  a s  i s  e v i d e n t  in the  s i z e  
of the  f i g u r e .  I t ' s  F e d e r a l ,  Sta te ,  and l o c a l  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 .  In the  s econd  p lace  it  i s  not  t o t a l  F e d e r a l ,  S ta te ,  
and loca l  e x p e n d i t u r e s .  It i s  only F e d e r a l ,  S ta te ,  and loca l  e x p e n d i -  
t u r e s  f o r  goods  and s e r v i c e s .  T h e r e  a r e  l a r g e  e l e m e n t s  of e x p e n d i -  
t u r e ,  w h i c h  do  not  show up h e r e  at  a l l .  The  two m a j o r  c a t e g o r i e s  
w h i c h  do not  show up in t h i s  $98 b i l l i o n  f i g u r e  h e r e  a r e  s o - c a l l e d  
w e l f a r e  p a y m e n t s  and a l s o  i n t e r e s t  on the  publ ic  deb t .  And t h e s e  a r e  
qui te  s u b s t a n t i a l .  

So on the  r i g h t - h a n d  s i d e  h e r e ,  then ,  a c c o r d i n g  t o t h i s  c o n s o l i d a t e d  
s t a t e m e n t ,  we t u r n e d  out $480 b i l l i o n  of output  in 1959, of wh ich  $312 
b i l l i o n  was  p u r c h a s e d  by c o n s u m e r s ,  and $71 b i l l i on  wen t  in to  the  
e x p a n s i o n  and i m p r o v e m e n t  of our  p r o d u c t i v e  f a c i l i t i e s ,  and $98 b i l -  
l ion  found i ts  m a r k e t  in G o v e r n m e n t  e x p e n d i t u r e s .  
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Now,  on-the l e f t - h a n d  s ide  we have  a l s o  i n f o r m a t i o n  w h i c h  i s  
e x a c t l y  p a r a l l e l  to wha t  you  would  f ind in the  i n c o m e  s t a t e m e n t  of a 
c o r p o r a t i o n ,  excep t  tha t  the  f i r s t  i t e m  up h e r e  is the  s e c o n d  i t e m  in 
the  U . S .  S t ee l  i n c o m e  s t a t e m e n t ,  b e c a u s e  the  f i r s t  i t e m  d r o p p e d  out .  

C o m p e n s a t i o n  of e m p l o y e e s ,  $277 b i l l ion ;  i n t e r e s t  $ 1 5 . 6  b i l l io l , .  
R e n t a l  i n c o m e  i s  nex t .  P r o p r i e t a r y  i n c o m e  h e r e  r e p r e s e n t s  the  i n -  
c o m e  of u n i n c o r p o r a t e d  b u s i n e s s ,  p r o f e s s i o n a l  peop le ,  and f a r m e r s .  
By  the  way ,  if I had put ne t  f a r m  i n c o m e  in h e r e  you would  be  s u r -  
p r i s e d  at how s m a l l  it i s .  The  fac t  of the m a t t e r  is  tha t  f a r m  i n c o m e  
c u r r e n t l y  a c c o u n t s  fo r  s o m e  5 p e r c e n t  of our  to t a l  n a t i o n a l  i n c o m e ,  
t hough  a c c o u n t i n g  fo r  s o m e w h a t  m o r e  than  tha t  in p e r c e n t a g e  of 
o p p o r t u n i t y .  

C o r p o r a t e  p r o f i t s  a r e  $47 b i l l i o n .  Then ,  i n d i r e c t  b u s i n e s s t a x e s - -  
t h i s  would  be  s a l e s  and e x c i s e  t a x e s .  T h e s e  c o n s t i t u t e  in e s s e n c e  a 
p a r t  of the s a l e s  d o l l a r ,  but of c o u r s e  do not  a c c r u e  to i n d i v i d u a l s .  
T h e n ,  c a p i t a l  c o n s u m p t i o n  a l l o w a n c e s ,  w h i c h  in e s s e n c e  a r e  d e p r e -  
c i a t i o n .  Then  m i s c e l l a n e o u s  t h ings  wh ich  I w o n ' t  go in to .  The  i m -  
p o r t a n t  m i s c e l l a n e o u s  i t e m  in t h i s  c a s e  is the s t a t i s t i c a l  d i s c r e p a n c y ,  
I m i g h t  add .  Of c o u r s e  by  d e f i n i t i o n ,  c o n c e p t u a l l y ,  the to t a l  on the  
l e f t - h a n d  s ide  is  equa l  to the t o t a l  o v e r  h e r e  (on the  r igh t} .  T h i s  i s  a 
d o u b l e - e n t r y  way  of look ing  at  the  e c o n o m i c  p r o c e s s  in the  s a m e  s e n s e  
a s  the  i n c o m e  of a c o r p o r a t i o n .  

T h e r e  is  one i t e m  tha t  ought  to have  b e e n  put in h e r e  but  it  is  not  
h e r e .  If we  had s topped  at  th i s  point  ( ind ica t ing )  and s t r u c k  a t o t a l ,  
the  t o t a l  of t h e s e  f ive i t e m s  h e r e  would  be  wha t  i s  t e c h n i c a l l y  known 
a s  n a t i o n a l  i n c o m e .  So, if you s e e  s o m e  e s t i m a t e s  of n a t i o n a l  i n c o m e  
a s  so  m a n y  b i l l i o n  d o l l a r s ,  the p i c t u r e  w i l l  be  d i f f e r e n t  f r o m  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  is s i m p l y  the  s u m  of t h o s e  f ive  
i t e m s .  If the  d u s t  o v e r l a y i n g  y o u r  c o u r s e  of e l e m e n t a r y  e c o n o m i c s  
w h e n  you w e r e  in c o l l e g e  i s  not  too  h e a v y ,  you wi l l  r e c a l l  tha t  the  
s u m  of t h o s e  f ive  i t e m s  i s  s i m p l y  the  i n c o m e  of the  f a c t o r s  of p r o -  
d u c t i o n - - w a g e s ,  l a b o r  i n c o m e ,  p r o p e r t y  i n c o m e ,  and p r o f i t s .  The  
i n c o m e  of the  f o u r  f a c t o r s  of p r o d u c t i o n  is  n a t i o n a l  i n c o m e .  T h e n  we 
m o v e  on to  t h e s e  v a r i o u s  i t e m s  w h i c h  add to  g r o s s  n a t i o n a l  p r o d u c t .  

Wel l ,  t h a t ' s  the  s t r u c t u r e  of the  b a s i c  n a t i o n a l  i n c o m e  and p r o d -  
u c t  a c c o u n t .  As I s ay ,  the  b e s t  w a y  to v i s u a l i z e  i t  q u i c k l y - - t h e  log ic  
of the  b a s i c  n a t i o n a l  i n c o m e  and p r o d u c t  a c c o u n t - - i s  to v i s u a l i z e  i t  
a s  m o v i n g  f r o m  the  i n c o m e  s t a t e m e n t  of one b u s i n e s s  to tha t  of a 
c o n s o l i d a t e d  i n c o m e  s t a t e m e n t  fo r  the  w h o l e  e c o n o m y .  
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C h a r t  3, page  13. - - N o w ,  a m o m e n t  ago  I s a id ,  " L e t ' s  look o v e r  
the  top  of our  b i f o c a l s . "  I g u e s s  now we w i l l  have  to u s e  a t e l e p h o t o  
l ens  or  s o m e t h i n g .  I wan t  to  u t i l i z e  the c o n c e p t  of the  n a t i o n a l i n c o m e  
and p r o d u c t  a c c o u n t  as  a way  of v i s u a l i z i n g  the  e c o n o m i c  p r o c e s s  in 
m o t i o n ,  so to s p e a k .  The  n a t i o n a l  i n c o m e  and p r o d u c t  a c c o u n t ,  you  
m a y  r e c a l l ,  had t o t a l s  on the r i g h t - h a n d  s i d e  and on the  l e f t - h a n d  s i d e .  
Now l e t ' s  j u s t  look a t  i t  in t e r m s  of i t s  a b s o l u t e  b a r e  b o n e s .  

On the  r i g h t - h a n d  s ide  h e r e  we say  t h a t  in p e r i o d  one we  had $500 
b i l l i o n  of output  p r o d u c e d  and sold  in a c e r t a i n  t i m e  p e r i o d .  B y  d e f i -  
n i t i on  $500 b i l l i o n  of i n c o m e  w a s  paid out  o r  a c c r u e d  to s o m e  i n c o m e  
r e c i p i e n t .  Now, at  t h i s  s t a g e  we  want  to  de f ine  a t i m e  p e r i o d  r a t h e r  
t h e o r e t i c a l l y .  I a m  go ing  to b o r r o w  s o m e  c o n c e p t s  h e r e  f r o m  the  
E n g l i s h  e c o n o m i s t ,  S i r  D e n n i s  R o b e r t s o n ,  who is  one of the  v e r y  few 
e c o n o m i s t s  who is  t e c h n i c a l l y  a b r i l l i a n t  e c o n o m i s t  and a l s o  can  be  
d e f i n i t e l y  e n t e r t a i n i n g  to  r e a d .  Mos t  of the  l i t e r a t u r e  tha t  t h o s e  of us  
in t h i s  p r o f e s s i o n  have  to r e a d  t e n d s  to s u f f e r  f r o m  a s e v e r e  c a s e  of 
v e r b a l  c o n s t i p a t i o n  (and f r o m  d i a r r h e a  s o m e t i m e s ,  I m i g h t  add}. But  
t h i s  i s  not  t r u e  of h i s  w r i t i n g .  

Wel l ,  t h i s  t i m e  p e r i o d  tha t  we want  to v i s u a l i z e  fo r  t h e o r e t i c a l  
p u r p o s e s  h e r e  we s h a l l  de f ine  as  fo l lows:  I t  i s  a p e r i o d  of t i m e  so 
s h o r t  tha t  the i n c o m e  r e c e i v e d  in one p e r i o d - - t h e  f i g u r e  on the  l e f t -  
hand  s i d e - - i s  not  b r o u g h t  b a c k  into  the  m a r k e t p l a c e  and s p e n t  on o u t -  
put un t i l  t he  next  p e r i o d .  Now t h e r e  is  no s u c h  t i m e  p e r i o d  e x c e p t  
c o n c e p t u a l l y .  We w o n ' t  w o r r y  about  tha t .  

Al l  r i g h t .  Now,  wha t  i s  the  one n e c e s s a r y  cond i t i on  fo r  b u s i n e s s  
a c t i v i t y  to r e m a i n  u n c h a n g e d  f r o m  one p e r i o d  to the  n e x t ?  W e l l ,  I 
t h ink  we can  lay tha t  cond i t i on  down r i g h t  now.  Tha t  one c o n d i t i o n  is  
tha t  a l l  of the  i n c o m e  r e c e i v e d  in one p e r i o d - - p e r i o d  one ,  h e r e - - i s  
b r o u g h t  b a c k  into  the  m a r k e t p l a c e  and s p e n t  in p e r i o d  two .  If i t  i s ,  
t hen  we ge t  $500 b i l l i o n  of output  so ld  aga in  in p e r i o d  two,  w h i c h  by  
d e f i n i t i o n  g e n e r a t e s  $500 b i l l i o n  of i n c o m e  on the  l e f t - h a n d  s i d e ,  a s  
you  can  s e e .  Then  p e r i o d  t w o b e c o m e s  no th ing  m o r e  than  a c a r b o n  copy  
of p e r i o d  one .  S o t h e  l e v e l  of b u s i n e s s  a c t i v i t y  has  r e m a i n e d  u n c h a n g e d .  

T h o s e  of you  who m a y  be c o n c e r n e d  abou t  the  i m p l i c a t i o n s  of 
t h i s  shou ld  b e a r  in mind  tha t  t h i s  has  no th ing  to do wi th  w h e t h e r  
s a v i n g  is  a good th ing  o r  no t .  T h i s  cond i t i on  can be m e t  wi th  any  
l e v e l  of s a v i n g .  What  h a p p e n s  i s  t ha t  you,  b e i n g  t h r i f t y  and p r u d e n t ,  
spend  s h o r t  of y o u r  i n c o m e  and s a v e ,  but  s o m e  of the  r e s t  of us ,  
b e i n g  p r o d i g a l ,  w i l l  spend  in  e x c e s s  of our  i n c o m e .  So tha t  the  two 
of us t o g e t h e r  in the  a g g r e g a t e ,  b r i n g  a l l  of the  i n c o m e  d o l l a r s  b a c k  
into  the  m a r k e t p l a c e  to be  s p e n t .  
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By the  way,  the m o s t  p e r s i s t e n t  and c o n s i s t e n t  de f i c i t  s p e n d e r s  
in the e c o n o m y  a r e  not  c o n s u m e r s  and a r e  not g o v e r n m e n t .  T h e y  a r e  
b u s i n e s s e s .  It w i l l  be  a s o r r y  day  if th i s  i s  not  the  c a s e ,  b e c a u s e t h e  
e c o n o m y  wi l l  t hen  r u n  down.  We a r e  not  m a k i n g  any d i s t i n c t i o n  h e r e  
b e t w e e n  wha t  you m i g h t  c a l l  o u t l a y s  fo r  c u r r e n t  e x p e n s e s  and c a p i t a l  
o u t l a y s .  T h e y  a r e  a l l ,  a s  you  s e e ,  on the  r i g h t - h a n d  s i d e .  In the  
a g g r e g a t e ,  b u s i n e s s e s  t r a d i t i o n a l l y  spend  m o r e  than  t h e y  t ake  in .  
Th i s  is  c e r t a i n l y  t r u e  of a b u s i n e s s  en t i t y  s u c h  as  the  pub l ic  u t i l i t i e s  
i n d u s t r y .  

So p e r i o d  two h e r e  then  i s  j u s t  a c a r b o n  copy  of p e r i o d  one .  L e t ' s  
go on to p e r i o d  t h r e e .  Suppose  tha t  f o r  s o m e  r e a s o n  you  a r e  o p t i m i s -  
t i c  and you  d e c i d e  to s t ep  up y o u r  spend ing ,  even  though  y o u r  i n c o m e  
h a s n ' t  changed  at  a l l .  T h e r e  a r e  a l l  k inds  of w a y s  to  do t h i s .  You 
can  d r a w  down y o u r  bank  b a l a n c e ,  c a s h  in y o u r  w a r  b o n d s ,  o r  w h a t -  
e v e r  you  w i s h .  So, suppose  e v e r y b o d y  e l s e  h a p p e n s  to m a k e  the  s a m e  
d e c i s i o n ,  to s t ep  up t h e i r  s p e n d i n g  by  10 p e r c e n t .  

Now in p e r i o d  t h r e e  we ge t  the  $500 b i l l i on  spen t  and a n o t h e r  $50 
b i l l i o n  b e s i d e s .  So in p e r i o d  t h r e e  we have  a d e m a n d  fo r  output  of 
$550 b i l l i o n .  But  t h a t ' s  not  the  end of the  s t o r y ,  b e c a u s e  th i s  i s  a 
d o u b l e - e n t r y  s y s t e m .  If $550 b i l l i on  of output  ge t s  p r o d u c e d  and sold  
in p e r i o d  t h r e e ,  $550 b i l l i o n  of i n c o m e  wi l l  be  r e c e i v e d  by s o m e o n e .  
And now we  a r e  r e a l l y  off to the  r a c e s .  If, wi th  i n c o m e s  r u n n i n g  at  
$500 b i l l i o n ,  peop le  w e r e  w i l l i ng  to spend  in  the  next  p e r i o d  $550 
b i l l i o n ,  w i th  i n c o m e s  now r u n n i n g  at  $550 b i l l i o n  t h e r e  would  p r e s u m -  
ab ly  be  s o m e  r e s p o n s e  to the  fac t  tha t  i n c o m e s  had now i n c r e a s e d  a l s o .  

C h a r t  4, page  15. - - A  c h a n g e  in b u s i n e s s  a c t i v i t y  can  a l w a y s  be 
b r o k e n  down into  two b a s i c  c o m p o n e n t s  o r  e l e m e n t s  w h i c h  we can  see  
o r  v i s u a l i z e  t h r o u g h  t h i s  n a t i o n a l  i n c o m e  and p r o d u c t  a c c o u n t .  F i r s t  
of a l l  a t  s o m e  point  in the  e c o n o m y ,  t h e r e  m u s t  be  a change  in d e -  
m a n d  r e l a t i v e  to t h i s  p r e v a i l i n g  l e v e l  of i n c o m e .  It has  t o b e  a change  
in d e m a n d .  You can  cu t  b a c k  s p e n d i n g  or  s t ep  it up, t h e r e  has  to be 
wha t  you  m i g h t  ca l l  an a u t o n o m o u s  change  in d e m a n d  in the  s e n s e  tha t  
i t  is  not  e x p l a i n e d  as  a r e s u l t  of s o m e  c h a n g e  in i n c o m e .  

But ,  s e c o n d l y ,  t h o s e  w h o s e  i n c o m e s  a r e  t h e r e b y  a l t e r e d  can  be  
e x p e c t e d  to  c h a n g e  t h e i r  spend ing ,  p r o b a b l y  m o r e  o r  l e s s  in the  s a m e  
p r o p o r t i o n ,  and the fu l l  change  in the  l e v e l  of n a t i o n a l  i n c o m e ,  then ,  
can  be v i s u a l i z e d  in a s e n s e  as  kind of a m o v i n g - p i c t u r e  f i l m ,  you  s e e - -  
a s e r i e s  of t h e s e  n a t i o n a l  i n c o m e  and p r o d u c t  s t a t e m e n t s .  But  the  
c h a n g e s  o c c u r  f u n d a m e n t a l l y  as  the  r e s u l t  of t h e s e  two e l e m e n t s  of 
c h a n g e  in the e c o n o m i c  p r o c e s s .  The  a u t o n o m o u s  change  uu h e r e  is  
m o s t  apt  to  c o m e  in c a p i t a l  ou t l ay s  o r  in G o v e r n m e n t  s p e n d i n g ,  but  
i t  can  a l s o  o c c u r  in c o n s u m e r  d e m a n d .  
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L o o k  fo r  e x a m p l e  at  the  a u t o n o m o u s  and w h o l l y  u n e x p e c t e d  b u r s t  
of d e m a n d  on the  p a r t  of c o n s u m e r s  fo r  a u t o m o b i l e s  in 1955. T h e r e  
w a s  a k ind of s t ep  up in d e m a n d  tha t  you  cou ld  not  exp l a in  in t e r m s  of 
wha t  w a s  h a p p e n i n g  to i n c o m e s .  But ,  on the  o t h e r  hand ,  the  s t e p p e d  
up  pace  of a c t i v i t y  in the  au to  i n d u s t r y  and in the  a n c i l l a r y  i n d u s t r i e s  
in  b a c k  of it  in  t u r n  i n c r e a s e d  w a g e  r a t e s ,  put p r e s s u r e  on c a p a c i t y ,  
and f o r c e d  o t h e r  i n d u s t r i e s  to s t ep  up t h e i r  c a p i t a l  o u t l a y s ,  and e n d e d  
up w i t h  t h i s  c o n c a t e n a t i o n  of e c h o  e f f e c t s ,  so to s p e a k ,  w h i c h  in the  
a g g r e g a t e  m a y  w e l l  be  l a r g e r  than  the  p r e c i p i t a t i n g  c h a n g e  h e r e  a t  
t h e  top .  

Th i s  i s ,  in  a s o r t  of c a p s u l i z e d  f o r m ,  about  the  f i r s t  ha l f  of a 
s e m e s t e r  on the  n a t i o n a l  i n c o m e  p r o d u c t  a c c o u n t .  I r a t h e r  p r i d e  
m y s e l f ,  as  a m a t t e r  of f ac t ,  t ha t  I have  b e e n  ab le  at  the  U n i v e r s i t y  
to d r a w  th i s  out in to  p r a c t i c a l l y  a fu l l  c o u r s e ,  t hough  it ha s  r e a u i r e d  
a l i t t l e  w o r k .  

Now I th ink  you  a l l  h a v e  th i s  s h e e t  ( s e e  f o l l o w i n g  page)  w h i c h  
j u s t  at  the  l a s t  m o m e n t  I d e c i d e d  I w a n t e d  to have  h e r e .  U n f o r t u n a t e l y  
I d i d n ' t  c o r r e c t l y  r e p o r t  the  n u m b e r  I would  n e e d  h e r e ,  so  I d i d n ' t  
have  qui te  enough .  Now, we have  h e r e  the  fu l l  s t r u c t u r e  of t he  n a -  
t i o n a l  i n c o m e  and p r o d u c t  a c c o u n t .  The  f i r s t  one  up a t  the  top,  as  
you  w i l l  n o t i c e ,  i s  p r a c t i c a l l y  the  s a m e  one we had on the  s c r e e n - -  
the  b a s i c  n a t i o n a l  i n c o m e  p r o d u c t  a c c o u n t ,  wi th  the  GNP b r e a k d o w n  
on the  r i g h t - h a n d  s i d e - - w i t h  new d a t a ,  by  the  w a y .  And on the  l e f t -  
hand s i d e  we have  the  s a m e  th ing  e x c e p t  tha t  I took  t h o s e  f i r s t  f ive  
i t e m s  and c o n s o l i d a t e d  t h e m  and c a l l e d  t h e m  n a t i o n a l  i n c o m e - - i n  
t h i s  c a s e  $400 b i l l i o n .  Then  t h e r e  a r e  c a p i t a l  c o n s u m p t i o n  a l l o w -  
a n c e s ,  i n d i r e c t  t a x e s ,  and m i s c e l l a n e o u s  i t e m s  w h i c h  add up to $482 
m i l l i o n .  

Now, in o r d e r  to t r y  to get  at  t h e s e  v a r i o u s  c h a n g e s  in the e c o n -  
o m y  s o m e w h a t  m o r e  a c c u r a t e l y ,  wha t  we have  done  in the r e s t  of 
t h i s  s t r u c t u r e  of a c c o u n t s ,  p a r t i c u l a r l y  in the next  t h r e e ,  is  to t ake  
e a c h  m a j o r  i t e m  of d e m a n d  fo r  output  on the r i g h t - h a n d  s ide  of the 
b a s i c  n a t i o n a l  i n c o m e  and p r o d u c t  a c c o u n t  and m a t c h  it a g a i n s t  the  
e l e m e n t s  of i n c o m e  on the  l e f t - h a n d  s ide  out of w h i c h  t h o s e  o u t l a y s  
a r e  m a d e .  
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NATIONAL INCOME & PRODUCT, 1959 
(In billions) 

National Income & Product Account 

National income 
Capital cons, allow. 
Indirect bus. taxes 
All other 

Total 

$399 .6  
40 .5  
42 .6  
- 0 . 6  

$482 .1  

P e r s o n a l  cons .  expend.  $313 .8  
G . P . D . I .  72 .0  
Net  expo r t s  - 1 . 0  
Gov ' t  p u r c h a s e s  97 .1  

G . N . P .  

P e r s o n a l  Income  & Out lay  Account  

$482 .1  

P e r s o n a l  cons .  expend.  
P e r s o n a l  t a x e s  
P e r s o n a l  sav ing  

Tota l  

$313 .8  
46 .0  
23 .4  

$383.3 

P e r s o n a l  income 

T oral 

F o r e i g n  T r a n s a c t i o n s  Account  

$383.3 

$383 .3  

E x p o r t s ,  gds .  & s e r v i c e s  

Tota l  

$22 .9  

$22 .9  

l m p o r t s ,  gds .  & s e r v i c e s  $23 .8  
T r a n s f e r  p y m t s .  1.5 
Net  fo re ign  i n v e s t .  - 2 . 5  

To t a l  $22] 9 

G o v e r n m e n t  Account  

P u r c h a s e s ,  gds .  & s e r v i c e s  $97 .1  
T r a n s f e r  p y m t s .  26 .8  
Net  i n t e r e s t  7 .1  
Subs id i e s ,  e tc .  0 .6  
Surp lus  - 2 . 5  

Tota l  $129 .1  

Savings  

P e r s o n a l  t a x e s  
C o r p o r a t e  pf ts .  t axe s  
I nd i r ec t  bus .  t a x e s  
Socia l  i n s u r a n c e  

R e c e i p t s  

& I n v e s t m e n t  

$46 .0  
23 .2  
42 .6  
17.3  

$129 .1  

R e s i d .  cons t .  $22 .3  
O the r  " 18.0  
P r o d u c e r s  d u r a b l e s  25 .8  
Inven to r i e  s 5 .9  
G . P . D . I .  72 .0  
Net  f o r e i g n  I .  - 2 . 5  

G r o s s  i n v e s t .  $69 .5  

P e r s o n a l  say .  
Re t a ined  e a r n i n g s  
Cap i t a l  cons .  a l low.  
Gov ' t  s u r p l u s  
Star.  d i s c r e p .  

G r o s s  s av ing  

$ 2 3 . 4  
I0 .0  
40 .5  
- 2 . 5  
-1.8 

$ 6 9 . 5  
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Take  the  s e c o n d  a c c o u n t  h e r e - - p e r s o n a l  i n c o m e  and ou t lay  
a c c o u n t .  On t he  l e f t - h a n d  s i d e  h e r e  we have  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 ,  w h i c h  i s  t he  f i r s t  i t e m  of t he  b a s i c  n a t i o n a l  i n c o m e  and 
p r o d u c t  a c c o u n t .  T h o s e  ou t l ays  a r e  m a d e  out of p e r s o n a l  i n c o m e .  If 
you  look at  c o r p o r a t e  p r o f i t s ,  f o r  e x a m p l e ,  t h a t ' s  l e s s  g e r m a n e ,  
b e c a u s e ,  e x c e p t  fo r  d i v i d e n d 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  
a r e  not  m a d e  out of tha t  i n c o m e .  

So on the  r i g h t - h a n d  s i d e  we have  p e r s o n a l  i n c o m e ,  w h i c h  would  
be  w a g e s  and s a l a r i e s ,  s o c i a l  s e c u r i t y  i n c o m e ,  i n t e r e s t  i n c o m e ,  and 
tha t  s o r t  of t h i n g .  

How is  p e r s o n a l  i n c o m e  d i s p o s e d  of?  Wel l ,  f i r s t  of aI1, p e r s o n a l  
t a x e s  have  to  c o m e  out;  t hen  c o n s u m e r s  a r e  f r e e  e i t h e r  to spend  i t  on 
c o n s u m p t i o n  goods  o r  not  to  spend  it but  to  s a v e  i t .  T h o s e  a r e  the  
t h r e e  a l t e r n a t i v e s  t h e r e .  

Now the  f o r e i g n  t r a n s a c t i o n s  accoun t  h a p p e n s  to  be  b r o k e n  down 
in  a l i t t l e  b i t  m o r e  d e t a i l  t han  we had up h e r e .  We have  our  to t a l  
e x p o r t s  of goods  and s e r v i c e s ,  w h i c h  c o n s t i t u t e  in e s s e n c e  the  r e -  
c e i p t s  of the  A m e r i c a n  e c o n o m y  v i s - a - v i s  i t s  f o r e i g n  t r a n s a c t i o n s .  
How w e r e  t h e s e  d o l l a r s  w h i c h  w e r e  spen t  in t h i s  c o u n t r y  by  the  r e s t  
of the  w o r l d  ob ta ined  ? Wel l ,  our  i m p o r t s  f r o m  the  r e s t  of the  w o r l d  
w e r e  the  m a j o r  i t e m s  tha t  p r o v i d e d  d o l l a r s  to the  r e s t  of the  w o r l d .  
T r a n s f e r  p a y m e n t s ,  or  f o r e i g n  aid,  w e r e  one p a r t  of i t ,  and a n o t h e r  
w a s  the  ex t en t  to  wh ich  t h e r e  was  a f low of p r i v a t e  i n v e s t m e n t ,  ne t ,  
go ing  to  the  r e s t  of the  w o r l d .  

We have  a n o t h e r  a ccoun t  fo r  G o v e r n m e n t  p u r c h a s e s  of b u s i n e s s  
s e r v i c e s - - e x c e p t  tha t  h e r e  we have  the  ful l  p a t t e r n  of G o v e r n m e n t  e x -  
p e n d i t u r e s .  P u r c h a s e s  of goods  and s e r v i c e s  was  only one i t e m ,  and 
w a s  97~1. T r a n s f e r  p a y m e n t s ,  w e l f a r e  p a y m e n t s ,  and tha t  s o r t  of 
th ing ,  was  $27 b i l l i o n .  I n t e r e s t  on the  publ ic  deb t  was  $7 b i l l i o n .  
T h o s e  w e r e  the  m a j o r  o n e s .  So tha t  in the  a g g r e g a t e  l a s t  y e a r  t o t 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 a l l  k inds  and at  a l l  l e v e l s  w e r e  $129 
b i l l i o n .  As  a m a t t e r  of f ac t ,  t hey  w e r e  a l i t t l e  m o r e  than  tha t ,  b e -  
c a u s e  we r an  a n e g a t i v e  s u r p l u s  o r  a de f i c i t ,  so  tha t  t o t a l  ou t l ays  
w e r e  ac tua l l y  $131 .6  b i l l i o n .  

Now on the  r i g h t - h a n d  s i d e ,  p e r s o n a l  t a x e s ,  c o r p o r a t e  p r o f i t s  
t a x e s ,  go ing  to the  top of the  accoun t  h e r e ,  l i s t  t h o s e  e l e m e n t s  of 
r e c e i p t s  w h i c h  a r e  g e r m a n e  to  G o v e r n m e n t  s p e n d i n g .  Then  wha t  we 
do  i s  c o l l e c t  the  d e f i c i t s  and the  s a v i n g s ,  the  d e f i c i t s  and the  s u r -  
p l u s e s .  P e r s o n a l  s a v i n g s ,  c o r p o r a t e  r e t a i n e d  e a r n i n g s ,  c ap i t a l  
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c o n s u m p t i o n  a l l o w a n c e s - - t h e s e  a r e  the  g r o s s  s a v i n g s  of the  e c o n o m y .  
Then  we have  the g r o s s  c ap i t a l  ou t l ay s  o v e r  on the  l e f t - h a n d  s ide  h e r e ,  
i n c l u d i n g  ne t  f o r e i g n  i n v e s t m e n t s .  T h e s e  i nc lude  r e s i d e n t i a l  C o n s t r u c -  
t ion ,  o t h e r  c o n s t r u c t i o n ,  m a c h i n e r y  and e q u i p m e n t  p u r c h a s e s ,  and the  
ex t en t  to wh ich  i n v e n t o r i e s  w e r e  a c c u m u l a t e d  or  l i qu ida ted  - - t h e y  w e r e  
a c c u m u l a t e d  l a s t  y e a r .  T h o s e  fou r  i t e m s  add up to 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 - - t h a t  $75 b i l l i on  f i g u r e  in the  f i r s t  a c c o u n t .  Net  
f o r e i g n  i n v e s t m e n t  is h e r e .  We now have  the g r o s s  i n v e s t m e n t  in the 
e c o n o m y .  The p l u s e s  and the  m i n u s e s ,  of c o u r s e ,  have  to be  e q u a l  in 
a d o u b l e - e n t r y  s y s t e m .  

So we have  h e r e  in a s e n s e  t h e  cap i t a l  a ccoun t ,  r o u n d i n g  out ou r  
s y s t e m  of n a t i o n a l  i n c o m e  and p r o d u c t  a c c o u n t s .  

T h a n k  you .  

C O L O N E L  HARVEY: G e n t l e m e n ,  Dr .  M c C r a c k e n  has  a few m o r e  
s l i d e s  he would l ike  to show you v e r y  b r i e f l y  p r i o r  to t he  q u e s t i o n  
p e r i o d .  

DR. McCRACKEN:  One d i s a b i l i t y  tha t  e v e r y  s p e a k e r  has  i s  the  
p r e s u m p t i o n  tha t  t h e r e  a r e  s t i l l  s o m e  r e m a i n i n g  p e a r l s  of w i s d o m  
tha t  s i m p l y  m u s t  be exh ib i t ed ,  even  though  t i m e  i s  s h o r t .  I p lead  
gu i l t y  to  the  s a m e  th ing .  

B e f o r e  we  have  the  s l i d e s ,  if you  have  t h o s e  s h e e t s  on n a t i o n a l  
i n c o m e  and p r o d u c t  I j u s t  wan t  to t ake  about  30 s e c o n d s  h e r e  to  show 
how one can  t r a c e  t h r o u g h  t h i s  p r o c e s s  of e c o n o m i c  change  tha t  we 
w e r e  t a l k i n g  about  a m o m e n t  ago.  

L e t ' s  suppose  we  have  a s t e p - u p  in G o v e r n m e n t  s p e n d i n g .  F o r  e x -  
a m p l e ,  l e t ' s  ge t  down to the G o v e r n m e n t  a c c o u n t - - p u r c h a s e s  of goods  
and s e r v i c e s .  T h a t ' s  $97 b i l l i on .  Suppose  tha t  g o e s  up $10 b i l l i o n .  
One of the  a d v a n t a g e s  of the d o u b l e - e n t r y  s y s t e m  is  t ha t  you  n e v e r  l o s e  
s igh t  of the  o t h e r  s ide  of the  t r a n s a c t i o n .  If tha t  $97 b i l l i o n  g o e s  to  
$107 b i l l i o n  t hen  G o v e r n m e n t  p u r c h a s e s  in the  top  a c c o u n t  h e r e ,  of 
c o u r s e ,  by de f in i t ion ,  g o e s  up.  But ,  if t ha t  g o e s  up,  s o m e b o d y ' s  
i n c o m e  g o e s  up, d o e s n ' t  it  ? S o m e t h i n g  has  to  be  i n c r e a s e d  on the  
l e f t - h a n d  s ide  in the  d o u b l e - e n t r y  s y s t e m .  P r e s u m a b l y  in  n a t i o n a l  
i n c o m e  it  w i l l  be  a c o m b i n a t i o n  of w a g e s  and s a l a r i e s  and p r o f i t .  To  
the  ex ten t  tha t  i t  i s  w a g e s  and s a l a r i e s ,  p e r s o n a l  i n c o m e  goes  up.  
Bu t  if p e r s o n a l  i n c o m e  goes  up, 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  
a r e  v e r y  apt  to r e s p o n d .  So if 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  
go up, we go up to the  lef t  a c c o u n t  h e r e ,  and tha t  i t e m  goes  up, 
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a n d  t h e n  t h a t  a f f e c t s  n a t i o n a l  i n c o m e ,  w h i c h  a f f e c t s  p e r s o n a l  i n c o m e .  
Y o u  s e e ,  t h e s e  a r e  t h e  d y n a m i c s  of t h e  p r o c e s s  h e r e .  

W e l l ,  s o  m u c h  f o r  t h a t .  

C h a r t  5, p a g e  21 .  - - O n e  of  t h e  u s e s  of  n a t i o n a l  i n c o m e  d a t a  i s ,  of  
c o u r s e ,  f o r e c a s t i n g .  I t  o c c u r r e d  t o  m e  t h a t  y o u  m i g h t  b e  i n t e r e s t e d  
in  h o w  w e l l  e c o n o m i s t s  d o  in  u s i n g  a l l  of  t h e s e  t o o l s  h e r e .  I w o u l d  
l i k e  t o  c a l l  y o u r  a t t e n t i o n  t o  t h i s  o n e  r i g h t  o v e r  h e r e  ( i n d i c a t i n g ) .  

R i g h t  a f t e r  t h e  w a r ,  a s  y o u  c a n  s e e ,  e c o n o m i s t s  w e r e  n o t  t o o  
o p t i m i s t i c  a b o u t  t h e  p r o s p e c t s  of  t h e  A m e r i c a n  e c o n o m y .  T h e  c i r c l e  
s h o w s  t h e  p o i n t  a t  w h i c h  t h e  f o r e c a s t  w a s  m a d e ,  a n d  t h e  h e a d  of  t h e  
a r r o w  s h o w s  w h e r e  e c o n o m i s t s  s a i d  i n d u s t r y  w o u l d  h a v e  to  go  in  t h a t  
p e r i o d .  So  i t  w e n t  on  i t s  m e r r y  w a y ,  t h o u g h  t h e  e c o n o m i s t s  w e r e  
s u r e  i t  w o u l d  go  d o w n .  Y o u  w i l l  n o t i c e  t h a t  e c o n o m i s t s  d o  l e a r n .  
F i n a l l y  t h e y  d e c i d e d  t h e y  had  b e e n  w r o n g  a l l  a l o n g .  So t h e y  p r e d i c t e d  
n o  c h a n g e .  T h a t  w a s  t h e  b e g i n n i n g  of  t h e  f i n a l  p o s t w a r  r e c e s s i o n .  

C h a r t  6, p a g e  22 .  - - I  m e n t i o n e d  t h a t  a u t o n o m o u s  c h a n g e s  a r e  v e r y  
a p t  t o  o c c u r  in  c a p i t a l  o u t l a y s ,  r e s e a r c h  h a s  b e e n  g o i n g  on t o  s e e  t o  
w h a t  e x t e n t  we  c a n  a n t i c i p a t e  t h e s e .  T h e  D e p a r t m e n t  of  C o m m e r c e  
a n d  t h e  S E C  now  h a v e  r e g u l a r  q u a r t e r l y  s u r v e y s  of a s a m p l e  of  b u s i -  
n e s s e s ,  a s k i n g  t h e m  to  e s t i m a t e  w h a t  t h e i r  p l a n t  a n d  e q u i p m e n t  e x -  
p e n d i t u r e s  a r e  g o i n g  to  be  a q u a r t e r  o r  t w o  in  a d v a n c e .  On t h i s  c h a r t  
l e t ' s  l o o k  a t  t h e  t o p  o n e .  T h e  s o l i d  l i n e  s h o w s  t h e  a c t u a l .  T h e  h e a v y  
b r o k e n  l i ne  s h o w s  t h e  f i r s t  a n t i c i p a t i o n ,  l o o k i n g  r a t h e r  f a r  a h e a d .  
T h e  l i g h t  b r o k e n  l i n e  s h o w s  t h e  s e c o n d  a n t i c i p a t i o n ,  w h i c h  i s  s t i l l  
c l o s e r .  Y ou  c a n  s e e  t h a t  t h e y  do  f a i r l y  w e l l .  

I want to call your attention to one thing. If you will look at the 
1957 peak there, you will notice there--and to some extent it shows 
up in 1953--a tendency at the upper turning point for these surveys 
to overestimate what plant and equipment outlays will actually be. To 
state it the other way around, they tend to fall off a little more rapidly 
than their earlier expectations would imply. 

F o r  w h a t  i t  i s  w o r t h ,  we  a r e  c u r r e n t l y  in a p h a s e  w h e r e  t h e  
s u c c e s s i v e  i n c r e a s e s  o r  p r o j e c t i o n s  a r e  b e i n g  s c a l e d  d o w n .  I s h o u l d  
s a y  t h i s  i s  n o t  a n  o p t i m i s t i c  o m e n .  
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C h a r t  7, page  24. - - W e  a l s o  have  s o m e  e s t i m a t e s  by the  N a t i o n a l  
I n d u s t r i a l  C o n f e r e n c e  B o a r d  on c a p i t a l  a p p r o p r i a t i o n s .  T h i s  i s  a s k -  
ing  b u s i n e s s e s ,  not fo r  w h a t  t h e y  e x p e c t  to spend  but  wha t  t h e y  a r e  
c u r r e n t l y  a p p r o p r i a t i n g  fo r  s u b s e q u e n t  c a p i t a l  e x p e n d i t u r e  p r o g r a m s .  
T h i s  h a p p e n s  to go t h r o u g h  only 1959. You m a y  have  s e e n  in the  
c u r r e n t  i s s u e  of " N e w s w e e k "  tha t  c a p i t a l  a p p r o p r i a t i o n s  d a t a  a r e  
t u r n i n g  down.  In t he  b l a c k  l ine  t h e r e  you  wi l l  n o t i c e  tha t  the  a p p r o -  
p r i a t i o n s  da t a  do tend  to l ead  a c t u a l  e x p e n d i t u r e .  T h i s  p a t t e r n  a l s o  
I shou ld  say  i s  not  a r e a s s u r i n g  h a r b i n g e r  of t h ings  to c o m e .  

C h a r t  8, page  25. - - A n o t h e r  s y s t e m  of f o r e c a s t i n g  is  the m a t h e -  
m a t i c a l  or  e c o n o m e t r i c  s y s t e m .  We have  c e r t a i n  e c o n o m i c  l a w s  or  
i n t e r r e l a t i o n s h i p s ,  such  as  in t h i s  c a s e  h e r e  tha t  the d e m a n d  f o r  a 
p r o d u c t  i s  i n f l u e n c e d  by c h a n g e s  in p r i c e s .  We can s t a t e  i t  tha t  w a y  in 
w o r d s .  Or  we  can  go to the b l a c k b o a r d  and the  p r o f e s s o r  can  d r a w  
a l ine  tha t  d e c l i n e s  to the  r i g h t .  T h a t ' s  a d e m a n d  c u r v e .  Or  we can  
s t a t e  it  a l g e b r a i c a l l y ,  as  an e q u a t i o n .  If we have  s u f f i c i e n t  s t a t i s t i c a l  
i n f o r m a t i o n ,  we can  d e r i v e  e s t i m a t e s  of the  p a r a m e t e r s  and have  an 
e q u a t i o n  w h i c h  c a p t u r e s  o r  e x p r e s s e s  th i s  e c o n o m i c  l aw .  Now,  if 
we  have  a s e r i e s  of t h e s e  e q u a t i o n s ,  a s y s t e m  of e q u a t i o n s  tha t  i s  
d e t e r m i n a t e ,  we  can  so lve  o u r  s y s t e m  of e q u a t i o n s  and d e r i v e  a c t u a l  
e s t i m a t e s  for  our  v a r i a b l e s .  If one of t h o s e  v a r i a b l e s  h a p p e n s  to be  
n a t i o n a l  i n c o m e ,  we  can  d e r i v e  an e s t i m a t e  of wha t  n a t i o n a l  i n c o m e  
would  a c t u a l l y  b e .  

C h a r t  9, page  2 6 . - - L e t ' s  t ake  a s i m p l e  m o d e l  h e r e .  Suppose  we 
have  as  the  f i r s t  equa t ion  h e r e  Y= C-/-I-/-E-]-G. T h a t ' s  j u s t  the  d e f i n i -  
t i on  of g r o s s  n a t i o n a l  p r o d u c t .  G r o s s  n a t i o n a l  p r o d u c t  i s  t he  s u m  of 
e x p e n d i t u r e s  by  c o n s u m e r s ,  c a p i t a l  o u t l a y s ,  ne t  e x p o r t s ,  and G o v -  
e r n m e n t  e x p e n d i t u r e s .  Suppose  we  a l s o  s ay  tha t  c o n s u m e r  s p e n d i n g  
i s  a func t i on  of i n c o m e .  I j u s t  c h o s e  t h e s e  f i g u r e s  out  of t he  a i r  and 
s a y  c o n s u m p t i o n  is  e q u a l  to  . 64 x Y.  Suppose  we  say  tha t  i n v e s t m e n t  
ou t l ay s  a l s o  d e p e n d  on c h a n g e s  in the  l e v e l  of i n c o m e .  T h i s  i s  an 
o v e r s i m p l i f i c a t i o n ,  to be  s u r e .  T h e n  we can  s u b s t i t u t e  t h o s e  two 
e q u a t i o n s ,  and the  top one ,  Y i s  e q u a l  to  . 64 Y ( w h i c h  i s  C) p l u s .  16 Y 
( w h i c h  i s  I}, p lus  E p lus  G. H e r e  t h e n  GNP is  go ing  to  e q u a l  E p lus  
G o v e r  . 20. And if we  m a k e  i n d e p e n d e n t  e s t i m a t e s  of ne t  e x p o r t s  
and G o v e r n m e n t  s p e n d i n g ,  we  can  d e r i v e  an  e s t i m a t e  of g r o s s  n a t i o n a l  
p r o d u c t .  And we know tha t  fo r  e a c h  d o l l a r  c h a n g e  we can  h a v e  c h a n g e  
in E and G, g r o s s  n a t i o n a l  p r o d u c t  w i l l  c h a n g e  $5 as  the  r e s u l t  of t h e s e  
e c h o  e f f e c t s  t ha t  we  w e r e  t a l k i n g  about  a m o m e n t  ago.  
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C h a r t  10, page 2 8 . - - W e l l ,  tha t  was  a s i m p l e  m o d e l .  H e r e  i s  
wha t  a r e a l - l i f e  m o d e l  ac tua l ly  looks  l ike .  Th i s  happens  to be  one 
w h i c h  was  d e v e l o p e d  by  the  R e s e a r c h  S e m i n a r  in Quan t i t a t i ve  E c o -  
n o m i c s  at the  U n i v e r s i t y  of Mich igan .  I t ' s  a 2 2 - e q u a t i o n  m o d e l .  
T h e r e  a r e  only 18 ac tua l ly  shown h e r e .  I jus t  opened  up th i s  book  
h e r e  { indicat ing)  and pho tog raphed  t h e s e  two pages .  I thought  you  
m i g h t  be  i n t e r e s t e d  in s e e i n g  wha t  a r e a l - l i f e  e c o n o m e t r i c  m o d e l  
l ooks  l i k e .  

C h a r t  11, page 29.--TbAs t a k e s  one of t h e s e  e q u a t i o n s ,  w h i c h  
h a p p e n s  to be the  equa t ion  w h i c h  t r i e s  to  e x p r e s s  the  d e m a n d  fo r  c o n -  
s u m e r  goods  and s e r v i c e s .  In b r i e f ,  what  th i s  equa t ion  s a y s  is  t h e  
d e m a n d  fo r  c o n s u m e r  goods and s e r v i c e s  i s  the  func t ion  of w a g e  i n -  
c o m e  l e s s  t a x e s ,  e a r n e r s ,  p ro f i t  i n c o m e  (nonwage  i n c o m e ) ,  a g r i c u l -  
t u r a l  i n c o m e  l e s s  t axes ,  the  l e v e l  of c o n s u m e r  s p e n d i n g  in the  l a s t  
p e r i o d ,  the  v o l u m e  of l iquid a s s e t s  he ld ,  and t h i s  popu la t ion  f a c t o r .  

You n o t i c e  tha t  the  f i g u r e s  in p a r e n t h e s e s  a r e  the  p r o b a b l e  e r r o r s  
of t he  p a r a m e t e r s  in th i s  equa t i on .  You wi l l  no t i c e  tha t  t he  i n c o m e  
p a r a m e t e r s  h e r e  a r e  s ignif icant~ but the  o t h e r  p a r a m e t e r s  a r e  not  
p a r t i c u l a r l y  s i gn i f i c an t .  Look  at tha t  one o v e r  t h e r e - - t h e  p r o b a b l e  
e r r o r  i s  about  50 p e r c e n t  of the  s i ze  of the  p a r a m e t e r  i t s e l f .  You 
could  a l m o s t  X tha t  out. 

L e t  m e  jus t  say  th is :  The  t r o u b l e  wi th  an e c o n o m e t r i c  s y s t e m  
is ,  oddly enough ,  tha t  i t  i s  too  s i m p l e .  E v e n  h e r e ,  you s e e ,  we a r e  
r e a l l y  s ay ing  tha t  c o n s u m p t i o n  d e p e n d s  only on i n c o m e  and a coup le  of 
o t h e r  v a r i a b l e s  tha t  d o n ' t  have  m u c h  s i g n i f i c a n c e .  The  fac t  is  we 
know tha t  you ge t  s i g n i f i c a n t  c h a n g e s  in  c o n s u m p t i o n  tha t  you cannot  
exp la in  by c h a n g e s  i n  i n c o m e  or  t h e s e  o t h e r  f a c t o r s  h e r e .  

So tha t  a m o d e l  wh ich  g e t s  e x t r e m e l y  c o m p l e x  m a t h e m a t i c a l l y  i s  
s t i l l  f a r  too  s i m p l e  to  d e s c r i b e  e c o n o m i c  r e a l i t y .  

C h a r t  12, page  3 0 . - - T h i s  i s  the  f o r e c a s t  which was  m a d e  l a s t  
N o v e m b e r  j u s t  g r i n d i n g  t h i s  e c o n o m e t r i c  m o d e l  h e r e .  I w o n ' t  go 
t h r o u g h  it in de t a i l ,  but  you wi l l  n o t i c e  tha t  they  c a m e  out w i th  a d e -  
c l i n e  in g r o s s  n a t i o n a l  p roduc t  of $3 b i l l i on  in 1959 p r i c e s ,  and a 
s l i gh t  r i s e  in u n e m p l o y m e n t ,  wi th  a s i g n i f i c a n t  i n c r e a s e  in the  p r i c e  
l e v e l .  

27 



~ 8  
-iJ 

l','l I~1 

i 
,i,, N Pi~,l |  n i 0 I I i l l  I I  ~1 

i ¢1. I ~  l I l  tl~ 

a -"_. ; ~ g g g g 2 

f =<:. ~.b <" >' 

.. ,, g =  g ~  ) 

28 



z 
0 

< 

Z 
0 

Z 
0 

! 

v 

0 

0 

.+. 

! 

II  

r..) 

A 

i 

I 

! 

, , ~ , 0  
co 

o 

I 

. d  

% 

I 

0 

0 

I 

~0~ ~ ~I~ 

O~ O ~  ~o 

cO 

• ~ 0 

,-1 m ~ cu 
c~ 0 ~ 0 

o 

0 
% 

0 

29 



5G 

o Jf c~ 
! 

~t ~ 

L~ 

0 

q~ 

o~ 

I..o 
C ~  

0 V 
Z 
0 

0 

°,~ 0 

0 

! 

0 

cxl 

d 
! 

0 

Z 

o 

! 

Z 
0 

0., 

I..o 

o 

0 

0 

q~ 

o,-i 

~J 
0 

"a 

. j  
0., 

C~ 

0 
q~ 

0 

30 



C O L O N E L  HARVEY: D r .  M c C r a c k e n  is r e a d y  for  y o u r  q u e s t i o n s .  

QUESTION: D r .  M c C r a c k e n ,  you show ne t  f o r e i g n  i n v e s t m e n t  a s  
a n e g a t i v e  of $2 .5  b i l l i on ,  and in the G o v e r n m e n t  a c c o u n t  t h e r e  is  a 
s a v i n g  on i n v e s t m e n t s  and s e r v i c e s  of $2 .5  b i l l i o n .  Is t h i s  c o i n c i -  
d e n c e  ? 

DR.  M e C R A C K E N :  Yes ,  t h a t ' s  a c o i n c i d e n c e .  

QUESTION: Will  you p l e a s e  g ive  us an i nd i ca t i on  of w h e r e  you 
e x p e c t  g r o s s  n a t i o n a l  p r o d u c t  to go in t i m e  of w a r  ? 

DR.  M c C R A C K E N :  Wel l ,  let  us th ink  in t e r m s  of an e c o n o m y  tha t  
would  r e m a i n  e s s e n t i a l l y  i n t ac t ,  such  as a Wor ld  War  II kind of s i t u a -  
t i on .  We could  p r o b a b l y  d r a w  b a c k  into the  l abo r  f o r c e  enough  to add,  
s ay ,  5 to 10 p e r c e n t  to output .  We could  i n c r e a s e  h o u r s .  We m i g h t  
t hus  get  a GNP up f r o m  $500 b i l l i on  to  about  $600 b i l l i on .  The  F e d e r a l  
b u d g e t  would  then  a p p r o a c h  about  $300 b i l l i on  p e r  y e a r .  

We can  v i s u a l i z e  the po l i cy  p r o b l e m  h e r e .  We would have  to i n -  
c r e a s e  y o u r  tax s t r u c t u r e  in s u c h  a way  as  to hold p e r s o n a l  i n c o m e  to 
the  kind of f i g u r e  s u c h  tha t  the  s u m  to t a l  of y o u r  c o n s u m e r  s p e n d i n g  
tha t  m i g h t  be  t r i p p e d  off, and p r i v a t e  s p e n d i n g  tha t  m i g h t  be  t r i p p e d  
off,  is  not going to add up to m o r e  than  y o u r  p r o d u c t i v e  r e s o u r c e s .  
As  a m a t t e r  of fac t ,  of c o u r s e ,  you  could  not  e q u i l i b r a t e  tha t  and 
would  have  to c o n t r o l  the e c o n o m y  d i r e c t l y .  

L e t  m e  i l l u s t r a t e  tha t  h e r e  at the  b l a c k b o a r d .  Take  y o u r  n a t i o n a l  
i n c o m e  and p r o d u c t  a c c o u n t .  O v e r  h e r e  we have  p r i v a t e  d e m a n d s .  
L e t ' s  s a y  t hey  a r e  60 and G o v e r n m e n t  40. And p r i v a t e  i n c o m e  say  
i s  at  60 and t a x e s  40. E v e r y t h i n g  b a l a n c e s  out,  you  s e e .  Now s u p -  
pose  in w a r t i m e  the  40 goes  up to ,  say ,  80. T h e o r e t i c a l l y  you  could  
i n c r e a s e  t a x e s  enough  and to r e d u c e  p r i v a t e  i n c o m e s  by  enough  so t ha t  
e v e r y t h i n g  b a l a n c e s .  

The p r o b l e m  i s  tha t  you  m a y  have  to i n c r e a s e  t a x e s  so m u c h  tha t  
you  d a m p e n  i n i t i a t i v e s .  So you  r u n  an u n b a l a n c e d  e c o n o m y  and avo id  
d i s o r d e r l y  d e v e l o p m e n t s  by d i r e c t  r a t i o n i n g ,  a l l o c a t i o n ,  p r i m e  c o n -  
t r o l s ,  and c o n t r o l s  o v e r  m a n p o w e r .  S ince  you  a r e  f r o m  OCDM, you  
know m o r e  about  th i s  than  I .  

I think that all of what I have said is probably academic, how- 
ever, because I started by assuming that the economy would remain 
intact. But it would seem to me that if we ever got into anything like 
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a l l - o u t  w a r  now i t  is  doubt fu l  if we would  have  the  e c o n o m y  s u f f i c i e n t l y  
i n t a c t  so  tha t  t h e s e  c a l c u l a t i o n s  would  m e a n  any th ing .  H o w e v e r ,  in 
an  i n t e r m e d i a t e  s i t ua t i on  th i s  kind of v i s u a l i z a t i o n  m a y  be a p p r o p r i a t e .  
It i s  at  l e a s t  a good way to v i s u a l i z e  the po l i cy  p r o b l e m .  We cou ld  u n -  
d o u b t e d l y  r i g h t  now i n c r e a s e  ou r  output  by 10 to 20 p e r c e n t  e a s i l y - -  
by  o p e r a t i n g  u n d e r  f o r c e d  d r a f t .  

QUESTION:  I would  l ike  to a s k  a q u e s t i o n  about  the  a c c u r a c y  of 
e s t i m a t i n g  GNP fo r  the u n d e r d e v e l o p e d  c o u n t r i e s ,  and wha t  would  be  
the  b e s t  a p p r o a c h  we can  m a k e .  

DR.  M c C R A C K E N -  Wel l ,  I a m  r e l u c t a n t  to s a y .  L e t  m e  s a y t h a t  
u n d e r d e v e l o p e d  c o u n t r i e s  a r e n ' t  the  only ones  wi th  e s t i m a t i n g  p r o b -  
l e m s .  

The  f i r s t  th ing ,  i t  s e e m s  to m e ,  to b e a r  in m i n d  in i n t e r s p a c i a l  
c o m p a r i s o n s  of n a t i o n a l  i n c o m e  is to avo id  any  c r i t i c a l  a s s u m p t i o n  
tha t  you can r e d u c e  t h e s e  c o m p l e x  m a t t e r s  to s i m p l e  c o m p a r a t i v e  
f i g u r e s .  The  fac t  t ha t  the  g r o s s  n a t i o n a l  p r o d u c t  e s t i m a t e  fo r  c o u n -  
t r y  A is  $500 b i l l i o n  and fo r  c o u n t r y  B is  $200 b i l l i o n  d o e s  not  a u t o -  
m a t i c a l l y  t e l l  us  t ha t  one c o u n t r y  is  m a k i n g  t w i c e  the  c o n t r i b u t i o n  to 
the  m a t e r i a l  w e l f a r e  of i t s  peop l e  tha t  the  o t h e r  c o u n t r y  i s  m a k i n g .  

F o r  e x a m p l e ,  y o u ' v e  got  the  d e f i n i t i o n a l  p r o b l e m s .  F o r  e x a m p l e ,  
wha t  about  the  who le  d e v e l o p m e n t  of wha t  you  m i g h t  c a l l  h o u s e h o l d  
c o n t r i b u t i o n s  to  e c o n o m i c  a c t i v i t y ?  When I w a s  a boy  m y  m o t h e r ,  on 
a f a r m  in Iowa ,  would  b a k e  b r e a d .  Now she  b u y s  b r e a d .  Tha t  a c t i v -  
i ty  by b e i n g  t r a n s f e r r e d  f r o m  the  h o u s e h o l d  in to  the  m a r k e t  p l a c e ,  
now adds  to  g r o s s  n a t i o n a l  p r o d u c t .  Ye t  the  s a m e  a c t i v i t i e s  a r e  b e i n g  
c o n d u c t e d  now a s  b e f o r e .  T h i s  i s  r e l e v a n t  to the po in t .  I th ink  in the  
u n d e r d e v e l o p e d  c o u n t r i e s  t hey  have  a lot  of s u b s i s t e n c e ,  h o u s e h o l d  
a c t i v i t y  w h i c h  has  b e e n  t r a n s f e r r e d  to the  m a r k e t p l a c e  in our  s y s t e m .  
Thus  the n a t i o n a l  i n c o m e  d a t a  o v e r s t a t e s  the  gap b e t w e e n  u s .  

T h e r e  a r e  a l s o  m a j o r  p r o b l e m s  in t e r m s  of f o r e i g n  e x c h a n g e .  
What  e x c h a n g e  r a t e  do you  u s e ?  Mos t  of you  have  t r a v e l e d  a g r e a t  
d e a l  m o r e  than  I h a v e ,  bu t  I have  had o c c a s i o n  to v i s i t  s e v e r a l  o t h e r  
c o u n t r i e s .  One of the  t h ings  tha t  i m m e d i a t e l y  s t r i k e s  you is  t ha t  an 
e x c h a n g e  r a t e  w h i c h  m a y  e q u i l i b r a t e  i n t e r n a t i o n a l  t r a n s a c t i o n s  i s  no 
i n d i c a t i o n  of the  d o m e s t i c  p u r c h a s i n g  p o w e r  p a r i t y .  

Take  a c o u n t r y  l ike  J a p a n .  The  e x c h a n g e  r a t e ,  w h i c h  is  358 y e n ,  
as  I r e c a l l  i t ,  to the d o l l a r ,  i s  such  tha t  at  f i r s t  b lu sh ,  when  you f ind 
out wha t  J a p a n e s e  u n i v e r s i t y  p r o f e s s o r s  a r e  b e i n g  pa id ,  you  w o n d e r  
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how in God's name they can live. Yet they do and comfortably. You 
quickly come to the conclusion that 358 yen in Japan buys more than 
a dollar here. Thus if you take our national income in dollars and 
their national income converted into dollars in terms of the prevailing 
exchange rate, you are not getting a fair comparison of the relative 
magnitude of the contribution of their economy in relation to ours. 
Cautiously used, however, these data are helpful in comparing the 
economic power of two countries and one of the few overall measures 

we have. 

COLONEL HARVEY: Our t i m e  has  run  out. Dr .  M c C r a c k e n ,  
on b e h a l d  of a l l  of us ,  thank  you fo r  a m o s t  lucid  exp l ana t i on  of a v e r y  
c o m p l i c a t e d  sub j ec t .  If no th ing  e l s e  ho lds ,  a l l  t h e s e  i n c i p i e n t  c a p i -  
t a l i s t s  wi l l  t ake  a c l o s e r  look at the  annua l  r e p o r t s  of the  c o r p o r a t i o n s  

in which  they  own s tock .  

(4 May 1 9 6 1 - - 5 , 4 0 0 ) O / d e : d s  
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